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This report is an overview of my fellowship experience at Sears, Roebuck and Company, Hoffman Estates, Illinois, from August 2001 to July 2002.  During the fellowship, I was assigned to Sears Logistics Services (SLS) and Sears Supply Chain, Sears Logistics Group (SLG) as the Deputy of the Supply Chain Management and Vendor Relations Department, and as a Special Assistant to the Senior Vice President, Sears Supply Chain.  Working in these two widely differing positions allowed me the unique opportunity to observe and participate in a fundamental change in the way a major retail corporation conducts business and services its customers.  Additionally, I was afforded the opportunity to participate in the Defense Best Practice Implementation Board (DBB), established by Secretary of Defense Rumsfeld and Chaired by LTG (Ret) William G. Pagonis.


While at Sears, I was exposed to a wide variety of issues and processes: supply chain management, information technology, transportation operations, consumer relations, logistics operations, change management, corporate strategic planning and senior corporate leadership.   This assignment has provided me valuable insight into process improvement/innovation, the universal applicability of military leadership techniques, supply chain management and its potential for application with the Department of Defense (DoD) and the Army.  Additionally, I observed how Corporate America applies technology, consultants, and its people to drive change and stay competitive in a fast paced environment.


I begin by covering background and historical information about Sears to set the stage for the changes at Sears over the past year and why they were necessary.  This is followed by discussions/observations of strategy, organizational structures, and tools, processes and practices within Sears and SLS/SLG.  There are no silver bullets contained this report, but there are many concepts that can be adopted/adapted by DoD to improve support to the warfighter and perhaps reduce the tail and increase the tooth.  Each observation is followed by a short recommendation for further research by DoD.


The Secretary of Defense Corporate Fellowship experience I had will no doubt prove invaluable as I continue on in my military career and my potential career after the military.  The experience provided me tools that can be applied at the DoD, Army, and other Services as well in my next assignment.







WILLIAM R. STANLEY, JR.







Lieutenant Colonel, U. S. Army







Secretary of Defense Corporate Fellow

Table of Contents

Section









        Page
Forward  .
.
.
.
.
.
.
.
.
.
  i

Table of Contents
.
.
.
.
.
.
.
.
 ii

Executive Summary
.
.
.
.
.
.
.
.
 v

Introduction
.
.
.
.
.
.
.
.
.
 1

Background
.
.
.
.
.
.
.
.
.
 1


Sears, Roebuck and Company.
.
.
.
.
.
 1


Sears Logistics Services 
.
.
.
.
.
.
 4


Strategy
.
.
.
.
.
.
.
.
.
 5


Sears, Roebuck and Company
.
.
.
.
.
 6



Vision
.
.
.
.
.
.
.
.
 6



Strategic Initiatives
.
.
.
.
.
.
 6


Sears Supply Chain

.
.
.
.
.
.
 7



Vision
.
.
.
.
.
.
.
.
 8



Planning
.
.
.
.
.
.
.
 8


Recommendations for the Department of Defense
.
.
.
 9

Corporate Tools
.
.
.
.
.
.
.
.
 9


Talent Management
.
.
.
.
.
.
.
10


Performance Management
.
.
.
.
.
.
11


Category Management.
.
.
.
.
.
.
12


Change Management
.
.
.
.
.
.
.
12



Sears Sigma
.
.
.
.
.
.
.
.
14

Section









        Page

Recommendations for the Department of Defense
.
.
.
16

Supply Chain Management
.
.
.
.
.
.
.
16


Background
.
.
.
.
.
.
.
.
16


Organization
.
.
.
.
.
.
.
.
17



Home Office
.
.
.
.
.
.
.
17



Field
.
.
.
.
.
.
.
.
20


Vendor Performance Management
.
.
.
.
.
21



Background
.
.
.
.
.
.
.
21



Organization
.
.
.
.
.
.
.
22



Improving Vendor Performance
.
.
.
.
23



Impact
.
.
.
.
.
.
.
.
24



Recommendations for the Department of Defense
.
.
24


Central Return Centers
.
.
.
.
.
.
24



Recommendations for the Department of Defense
.
.
25

GlobalNetXchange (GNX)
.
.
.
.
.
.
.
26


Background
.
.
.
.
.
.
.
.
26


Auctions
.
.
.
.
.
.
.
.
26


Collaborative Planning, Forecasting and Replenishment
.
.
27


Recommendations for the Department of Defense
.
.
.
28

Information Technology
.
.
.
.
.
.
.
28


Background
.
.
.
.
.
.
.
.
28


Organization
.
.
.
.
.
.
.
.
29

Section









        Page


Strategy
.
.
.
.
.
.
.
.
30


Project Approval Process 
.
.
.
.
.
.
31


Recommendations for the Department of Defense
.
.
.
32

Miscellaneous Observations
.
.
.
.
.
.
.
32


Centralized Procurement
.
.
.
.
.
.
32



Recommendations for the Department of Defense
.
.
33


Consultants
.
.
.
.
.
.
.
.
33



Recommendations for the Department of Defense
.
.
34

Defense Business Practice Implementation Board
.
.
.
.
34


Recommendations for the Department of Defense
.
.
.
36

Observations and Recommendations for the Fellows Program
.
.
36


Company Days
.
.
.
.
.
.
.
36


Scheduling of Training and Briefing Dates
.
.
.
.
37


Training Support
.
.
.
.
.
.
.
37


Training Program
.
.
.
.
.
.
.
38

End Notes
.
.
.
.
.
.
.
.
.
39

Executive Summary

This report covers my experiences during the year long Secretary of Defense Corporate Fellowship Program (SDCFP) and represents my view of the host corporation and of the program.  Sears, Roebuck and Company from August 2001 to July 2002 hosted me.  I was assigned to Sears Logistics Services (SLS) and Sears Supply Chain, Sears Logistics Group (SLG) as the Deputy of the Supply Chain Management and Vendor Relations Department, and as a Special Assistant to the Senior Vice President, Sears Supply Chain. Additionally, I was afforded the opportunity to participate in the Defense Best Practice Implementation Board (DBB), established by Secretary of Defense Rumsfeld and Chaired by LTG (Ret) William G. Pagonis.

This paper provides a short history of Sears, discuss Sears’ high level strategy and what corporate tools they are using/developing to meet their objectives.  The bulk of the paper discusses the areas in which I was most involved, Supply Chain Management and Information Technology.  Also included are miscellaneous observations, recommendations to improve the SDCFP, and comments on my brief participation with the Defense Business Practices Implementation Board.  The majority of the sections provide observations, discussion, and recommendations for further study by the DoD.


Sears is much like the Department of Defense (DoD) in many ways.  It has a long history, a deeply engrained culture, and has a relatively large bureaucracy controlling the activities of the organization.  It is also comparable in size to one of the services, with over 300,000 employees working in more than 2,000 locations.   Sears is also in the process of redefining itself to become more agile and competitive in today’s retail marketplace.  I believe there are many lessons to be learned from Sears’ experience that can be applied (with modification) to the way the Department of Defense and the Services conduct business.


Provided below are the consolidated recommendations for further study by the Department of Defense:

· That the DOD develops a clear and easily understood vision for transformation and communicate it down to the lowest levels.  This will assist everyone within the DoD a better understanding of what we are trying to accomplish and share the Secretary of Defense’s vision of transformation.

· DoD do further study on the applicability of the following tools:

· Performance Management – While the uniformed members have a decent evaluation system it could be further improved by including some of the elements in the Sears system.  Elements such as personal evaluation and future training and assignment desires could go a long way towards giving uniformed service members more input their careers.  The civilian component could greatly benefit from this system.  Currently, the training requirements and career paths for our civilian members are non-existent or murky at best. 
· Change Management – DoD could greatly benefit from the use of shared, formal change management discipline.  Often it is unclear to the uniformed and civilian members why the department is making the changes and even harder for the entrenched bureaucracy to implement changes.  A formal change management discipline could be applied to many of our personnel support and/or business process and dramatically shorten implementation timelines and move to more customer focused processes in support of the warfighter.
· Sears Sigma – DoD does not have a formal uniform process change discipline in place.  DoD could adopt some tailored “sigma” process change discipline to assist in streamlining and making process changes more efficient within the department.  This discipline, once adopted, would need to be taught as part of professional military and civilian education programs.  Initial training could be conducted through the use of consultants in a train the trainer mode.
· The Department of Defense could greatly improve the level of compliance that it receives from its vendors by adapting the Sears’ vendor performance management system to meet the unique requirements of the department.  This concept is very applicable at the wholesale level within DLA and the Service wholesale logistics organizations. 

· DoD do further research on the following:

· Using third party providers to perform disposal functions.

· Consolidate DRMOs into regional offices versus the current base by base operations.

· Research on-line regional or nation-wide auctioning to increase competition and recovery percentages.

· DoD pursue the following:

· Adopt/adapt an on line auction tool to reduce procurement costs and timelines.

· Increase strategic teaming with key suppliers through the use of a Collaborative Planning, Forecasting and Replenishment type tool.

· Conduct additional research into the potential of a web based collaborative product development tool. 

· Recommend DoD/Services look at:

· Developing an IT strategy that can be communicated to the field that outlines future systems requirements, legacy system phase out plans, moving shared services to a web based environment, etc.

· Develop an IT project approval process for enterprise solutions and centralize collection of lessons learned, ensuring projects are delivering what was promised. 

· When purchasing new IT applications, define the process first and find an application that fits the process straight off the shelf with minimal customization or fit the process to the application. 

· Recommend DoD:

· Aggregate purchases across Services and agencies wherever feasible

· Set up cross-functional sourcing teams to develop purchasing strategies

· Migrate to common procurement systems and processes

· DoD further research the use of consultants in the areas of:

· Change management

· Supply Chain Management

· Information Technology

· Process Improvement
· Where possible, assign an officer to observe civilian committees.  Officers could assist the executive directors in setting up meetings and capturing lessons learned.  Could possibly be an elective at the Industrial College of the Armed Forces or a DC based Corporate Fellow.

· Better publish the activities and results of the various committees and boards sponsored by the department.  The rank and file is rarely informed on what is going on in the area of business process improvement, nor do they understand the importance of better utilizing DoD resources.

These are a just some of the few lessons that DoD could apply from corporate America.  The military does may things well and there is no better organization in the world when it comes to planning and executing combat operations.  However, how the DoD operates the “back office” can be dramatically improved, shifting more money and manpower to the pointy end of the spear.

Introduction


This report covers my experiences during the year long Secretary of Defense Corporate Fellowship Program (SDCFP) and represents my view of the host corporation and of the program.  I have borrowed liberally from intranet web sites, presentations, and several other source documents in preparing this paper.  A partial list of references is provided at the end of the paper.  The paper does not represent the official position of the Department of Defense nor that of my host, Sears, Roebuck and Company.


Sears is much like the Department of Defense (DoD) in many ways.  It has a long history, a deeply engrained culture, and has a relatively large bureaucracy controlling the activities of the organization.  It is also comparable in size to one of the services, with over 300,000 employees working in more than 2,000 locations.   Sears is also in the process of redefining itself to become more agile and competitive in today’s retail marketplace.  I believe there are many lessons to be learned from Sears’ experience that can be applied (with modification) to the way the Department of Defense and the Services conduct business.


This paper will provide a short history of Sears, discuss Sears’ high level strategy and what corporate tools they are using/developing to meet their objectives.  The bulk of the paper discusses the areas in which I was most involved, Supply Chain Management and Information Technology.  Also included are miscellaneous observations, recommendations to improve the SDCFP, and comments on my brief participation with the Defense Business Practices Implementation Board.  The majority of the sections provide observations, discussion, and recommendations for further study by the DoD.  

Background1,2,3,4


When examining any organization it is important to understand some of the history of the organization.  Throughout Sears’ history, the corporation has been able to thrive and grow when other retailers were failing.  However, over the past thirty years they have gone from being the largest retailer and one top 10 corporations in all of America to being the number 4 retailer and not even in the top 100 corporations (profit wise).  Looking into the history of Sears provides insight into why they are in their current position, why their reorganization/redirection was necessary and what they are trying to accomplish.  The sections below briefly look at the history of both Sears and Sears Logistics Services (the business unit I served in) and some of the recent events/actions that have been taken to change the way they conduct business.

Sears, Roebuck and Company

Sears had its humble beginnings in 1886 as the R.W. Sears Watch Company in Minneapolis, Minnesota.  Mr. Sears began his business when, as a railway station agent, he came into possession of a shipment of watches that had been refused by a jeweler.  He purchased the watches himself and sold them at a profit.  The following year, Sears moved to Chicago, where Alvah C. Roebuck joined the company as a watchmaker.   In 1893, the company’s name was changed to Sears, Roebuck and Company.

The company began advertising in farm publications, advertising watches then adding other products, finally developing a catalogue.  Richard Sears had no plan or consistent pattern in what he was trying to sell.  His strategy was to find merchandise at bargain prices and then sell it to his rural customer base.  During this period in American business, farmers were paying outrageous prices for what they needed to rural general stores.  Sears and other mail order companies recognized the untapped potential of this market and went after it.  

The business grew rapidly with sales exceeding $400,000 by 1893, but R.W. Sears, while a great promoter, was a poor businessman and manager.  His lack of business acumen resulted in financial difficulties for the company.  Needing capital and having bought out Mr. Roebuck (for $25,000), Sears sold half interest in the business to Julius Rosenwald and Aaron Nusbaum for $75,000.  This provided the impetus for Sears’ first transformation and laid the base for future success.

Rosenwald recognized the potential of Sears and brought solid business policies and practices to the company.  He began by repositioning the company as the “buyer for the American farmer” from the seller to the American farmer.   In 1896, Sears, Roebuck and Company published its first true general merchandise catalogue (in direct competition with Montgomery Ward the largest catalogue retailer at the time) and established their “satisfaction guaranteed or your money back” promise that is still in effect today.  Rosenwald’s strategy was relatively simple – sell honest merchandise for less money and more people will buy.  His philosophy was to:

· Sell for less by buying for less 

· Sell for less by cutting the cost of sales

· Make less profit per item and increase total profit by selling more

· Maintain quality throughout the process

Retailers are using many of these same tenets today to build success.  This strategy resulted in Sears passing Montgomery Ward (MW) in total sales in 1900.


The enormous sales volume caused difficulties for Sears.  To address this problem, a Sears vice president (Otto Doering) developed and implemented the schedule system to organize and ship Sears’ products.    This system was based on scientific management principles developed by Fredric Taylor.  The system used a time-based assembly line to fill orders.  To support the growing volume and better implement the system, Sears built a 3 million square foot building in 1906 (it was the largest business building in the world).  To prevent future difficulties, Sears established a methods department to refine and improve processes (one of the first to do so).  It was also about this time that Sears went public selling $10 million in preferred stock and $30 million in common stock thereby placing Sears on a solid financial footing.


Sears continued to set sales records until World War I (WW I).  During WW I, Mr. Rosenwald focused on helping the war effort and as a result Sears’ business suffered.  The company let inventory levels grow and get out of control, so when the war ended and recession took hold in 1920 the company almost went out of business.  Much of this was the result of Sears’ loose organization.  The informal relationships were no longer enough to keep the company going.  The company had to reorganize.  During this period, Mr. Rosenwald brought in General Robert Wood (who had recently been fired by MW) as a vice president (1924).  By 1927 General Wood had been appointed president of Sears.


General Wood led Sears to becoming the retailing giant in the 30’s, 40’s and 50’s.  He recognized that America’s population base was shifting to the cities and that if Sears did not open stores they would end up serving a small fraction of the total population.  In 1925 Sears opened its first store in Chicago collocated with its mail order plant, the store was an immediate success.  Sears continued to open new stores throughout the 20’s, with 319 stores opened by 1929.  In 1931, Sears' retail sales topped mail order sales for the first time. It was also during this period that the Craftsman, Kenmore and Diehard brands were developed.  Sears also began building its stores around its merchandise rather than fitting the merchandise to the building, a leading edge practice at the time.  Sears continued to expand throughout the depression and by the time the U.S. entered World War II, more than 600 stores were open and operating. 


General Wood also changed the way Sears purchased goods for resale.  Buyers were required to know how much an item cost to manufacture so that they could better negotiate with vendors – providing the vendors a fair price while ensuring Sears got the goods at the lowest possible price.  Additionally, he partnered with key manufactures, using many of the techniques used today in supply chain management.


Following WWII, Sears continued to expand, opening stores or sales offices in Central and South America, Europe, and Canada.  By the time General Wood retired from Sears in early 1954, he had built Sears into a national institution with 694 retail stores, 570 catalogue offices, with locations in every state, Canada and six Latin American Countries.  When General Wood left the company, one dollar in every twenty spent on general merchandise was spent at Sears.  General Wood was followed by a series of caretaker chief executives, but the company continued to grow.  During the 1960’s, Sears was larger than the next four largest retailers combined.  Unfortunately, this success was not to be continued.


Sears lost focus on its competition and failed to recognize the growth of the discount stores.  Sears did not believe that they were in competition with the Walmarts and Kmarts of the world.  Their catalogue business began losing money and they began to lose customers and lost contact with their customers, often believing they knew what was best for the customer, better than the customer did.  Additionally, they rolled out numerous strategies, one after another, never really giving one a chance to take hold.  As a result, Sears lost its pre-eminence in the retail industry.  

During the 70’s and part of the 80’s Sears entered into the financial service market in a big way.  They purchased Dean Witter and Coldwell Banker to add to the existing Allstate Insurance business and in 1985 Sears introduced the Discover Card. Unfortunately, the customer did not identify closely with Sears as a provider of financial services (outside of its proprietary credit card) and the venture had mixed results.  By 1993, Sears had spun off the majority of these investments for a profit.

By 1992, Sears was losing money.  In 1992 Sears re-structured, moving apparel, home fashions and the automotive businesses into the Sears Merchandise Group, thereby consolidating all of the retail businesses into one group.  As part of the re-structure, they hired a new head of the merchandise group from outside the company, Arthur C. Martinez.  Mr. Martinez directed the closure of unprofitable retail locations and closed the Sears Catalogue operation.  Under his leadership, Sears launched the “Softer Side of Sears Campaign” and Sears began to gain market share and become profitable again.  In 1995, Mr. Martinez became the Chief Executive Officer (CEO) and Chairman of the board.  The success of the “Softer Side” campaign was short lived and by 1997-1998, Sears again faced flat or declining sales.  In his book, Mr. Martinez blamed the inability of the Sears Culture to change for its inability to sustain the hard fought successes.  This is a little short sighted, as the CEO he had the power to significantly alter the face of senior and mid-level management and drive the desired change and he did not.

Late in 2000, Alan Lacy became the CEO and Chairman of the board.  Mr. Lacy is the first Sears CEO that was not a merchant; he was previously the Chief Financial Officer for Sears.  He took the first six months to study the company and then began to make significant changes, many of which are described in this paper.  Since his appointment, Sears has lowered its overhead, increased profits and almost doubled the stock price during a period of no/flat revenue growth.  He has assembled his team (still making changes as necessary) and has his plan in place.  It remains to be seen if he will be successful, but for Sears it will be an exciting ride.

Sears Logistics Services5,6

Sears Logistics Services (SLS) is a wholly owned subsidiary of Sears, Roebuck and Company that is responsible for all logistical activity in the Sears Supply Chain.  It traces its roots to 1939 as the Terminal Freight Forwarding Corporation in Delaware.  Sears established the company to provide the specialized transportation needs for the Sears Merchandise Group (SMG).  Later that year, the company changed its name to Terminal Freight Handling Corporation (TFHC).  This company owned and operated the trucks in support of SMG.

Prior to 1990, all of the vertical businesses operated their own warehousing and distribution facilities.  There was no single point of contact for logistical issues, resulting in the stores having to work with each vertical business to gain resolution to a problem.  

Additionally, each type of facility had its own overhead to support it, often resulting in duplicate functions and organizational structures in the same operating area (often in the same physical location). This proved very inefficient, provided poor service levels and the business conditions at Sears could no longer tolerate this inefficiency.  Sears' leadership recognized this and used the TFHC as the basis for creating SLS.  TFHC began conducting business as SLS in 1990, and the name was legally change in 1993, coinciding with the appointment of LTG Gus Pagonis as president.

SLS consolidated most logistical functions into one organization.  This enabled the company to divest itself of excess facilities, reduce functional duplication, and allow for a more streamlined logistics system.  The transportation system divested itself of its fleet of trucks to concentrate on the core competency of the organization – transportation management.

While the then new organization provided better service, it was not yet world class.  To get to the next level, they reorganized again in 2001 into the present supply chain organization (see figure that follows).  This new organization, with some refinement, should allow Sears to get to the next level (logistically) and provide better service at a lower cost.
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Strategy

Sears, Roebuck and Company7


Prior to Alan Lacy becoming the CEO, Sears concentrated on its three “C’s” – become a compelling place to shop, work and invest.  The three C’s did not appear to give enough focus to the organization to stop Sears’ declining market share and was not resulting in increasing revenues.  Mr. Lacy established four priorities (discussed below) to guide the corporation. The Sears’ four priorities are to drive profitable revenue growth, be customer centric, be a diverse, high performance team and relentlessly pursue improvements in productivity and returns. Additionally, several strategic initiatives were initiated.


Drive profitable revenue growth is a disciplined approach to increasing revenue and making sure the desired results are achieved.  This is done by setting aggressive goals and then dedicating the resources (financial and human) to get the mission accomplished.  Be customer centric is understanding what the customer wants and then designing the businesses to deliver the customer requirements consistently.  This requires knowing the customer (surveys, feedback, etc.) and setting aggressive goals to meet the customers’ requirements.  It requires a change in the attitude “we know what the customer wants and put it on the shelf” to “ask the customer and deliver.”  Be a diverse, high performance team is defined as a team that delivers results that rank in the top 20 percent of its category.  Diversity means to have the demographics to mirror our customers at all levels, getting and using a wide range of viewpoints and more importantly provide opportunities for all.  Sears believes that diversity is a key enabler of high performance and change.  Relentlessly pursue improvement in productivity and returns means just that, reduce resources and achieve the same benefit or increase the benefit derived from the same resources.  Sears has not just put the four priorities out there, the have developed/implemented tools (discussed later) to assist their associates in achieving these priorities.

Vision


One of the biggest questions out in the retail industry was what is “Sears?”  Twenty or thirty years ago this would not have been a concern, there were several retailers that provided a product mix similar to Sears.  Now there is no retailer quite like Sears.  Mr. Lacy has stated during numerous interviews that “We are uniquely Sears – not a department store, not a discount store, but a broadline retailer with outstanding credit and service capabilities.”  This forces identification of competitors by category versus at the retailer level.


The vision established is “Sears, where else?”  No one other retailer provides the choices available at Sears to make the customer’s life better.  This simple vision has gone a long way towards moving Sears towards improved customer service and focusing the businesses on what is most important – the customer.

Strategic Initiatives


To move the company back to its roots, Sears has initiated several strategic projects designed to improve the performance of the company’s full line stores and improve the company’s productivity.  The end state goal is for the full line stores to be more competitive and grow.


There are three major efforts designed to improve Sears’ position in the retail industry.  First, the company has to improve its merchandise offerings.  They are increasing the space devoted to profitable businesses (appliances, etc.) and improving their apparel offering.  The design of Sears’ new classic brand Covington and the integration of Land’s End merchandise are part of this strategy.  Additionally, Sears is exiting merchandise that is not significant to the company or is unprofitable.  Second, they are making a major effort to improve the shopping experience in the store. They are accomplishing this by standardizing and simplifying merchandise layouts and moving to two distinct service models: consultative selling for complex products where customers expect assistance and self-service for other products.  Part of this process includes simplified signage, standard fixtures, and simplified store layouts.  Finally, they have simplified the store operating processes.  Prior to the change, stores did not have clear chains of command and would receive guidance, direction and information through all of the business stove pipes; now information and guidance (for the most part) is sent through the store general manager to their associates, making a more clean and efficient process.


These initiatives will eliminate more than 5,900 positions from the field, store and home office organizations.  Each business has projects that feed the corporate initiatives and relate to the four priorities.  By removing some of the management layers, the organization is gaining focus on it primary mission of selling merchandise to customers.

Sears Supply Chain8,9

Sears Supply Chain and the Sears Logistics Group (SLG) ensures alignment with the corporate strategy through the use of a “Jake Chart” (see below).  As previously discussed, the VP of the supply chain does not have direct control of all of the supply chain component organizations.  Those outside SLG have access to the chart and most use components of it to assist in guiding their businesses.  For SLG it is a graphic representation of how the quantifiable goals and objectives directly align with the Sears’ four priorities. Within SLG, this chart is cascaded down to the lowest level to ensure all of the associates are aligned with the priorities of the company.
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2002 Supply Chain Operating Plan

QUANTIFIABLE OBJECTIVES

> Linked to Evaluation Reports <

Manage Cycle

Time

Develop

Associates

Improve Asset

Productivity

SVA, Inventory

Reduce

Cost

Achieve Supply

Chain Integration

& Visibility

Manage Service &

Unbundle Cost

Be a Diverse

 High-Performance 

Team

Relentlessly Pursue

Improvements in 

Productivity &

Returns

Be Customer

Centric

Drive Profitable

Revenue Growth

- 

Achieve Full-Line Store Profit  $

- Rollout New Stores including 7 TGI

-Increase PO Compliance from 82% to

85%

- TW Cost / Carton:  $4.60

- Fashion Cost / Piece:  $.458

- DD Cost / Order:  $64.24

- Tires Cost / Tire:  $2.71

- Customer Direct:

       - Cost / Piece: $17.07

       - Cost / Order: $68.36

- CRC mdse returned to vendor:  $232M

- RRC  Service:  99.44%

- Fashion Service:  11.60 days

- DD Service:  87.3

- Tires Service:  99.75%

- Trans. On-time Del.:  95.0%

- Cust. Direct On-time Svc:  98.0%

- Complete 400 Store visits (surveys) by

31.Dec.02

- Sensing Sessions:

  Field - Monthly / Hoffman - Quarterly

- Monthly Cross Training

- Continue Recognition Programs

- Diversity Initiative:

       -  Interns / Trainee Candidates

       -  Maintain Report Direct Level

- Continue to drive Work / Life Balance

   through Supply Chain bulletins

- Achieve Home Office Expense Budget

- GNX:  $750M  in Auctions

- 

Transportation:  $67M cost-take-out

- Lead completion of design phase of

Supply Chain Flow Optimization and

implement quick-hit opportunities $7.69M

- Implement Tailored Store Service Model

- Complete design phase liability

initiatives and initiate implementation

$4.2M

- Complete design phase integrated order

management (IOM).  Initiate

implementation $0.63K

- Average SIMI accounts receivable:

$36.4M

NOTE: 

BOLD and Italicized

 items

indicate FLS Improvement initiatives.


Vision

The Supply Chain vision is used to provide guide posts for the entire organization so that it can provide the best possible support, ensuring the best balance between cost and service, to their customers.  The vision is:

Supply Chain meets the needs of our target customers and our shareholders by enabling the merchants, logisticians and stores to work together to:

· Meet in-stock requirements

· Optimize asset utilization, including inventory and facilities

· Optimize product flow, cycle times, and execution

· Support store-centric model, including predictable delivery

· Minimize total Supply Chain costs while maintaining or improving required service levels

This vision, along with goals and standards, drive the development of metrics and projects to improve service to the customer, lower costs and encourage innovation within the organization.

Planning

SLG has a 1 and 3-5 year outlook for their business and their support for Sears' businesses and stores.  Based on the corporate priorities, each division vice president prepares a short range and long range plan.  The short-range plan covers the current business year and has detailed quantifiable goals and objectives that support the Supply Chain goals and objectives.  Day to day business is conducted to meet this plan.  Additionally, they prepare a long-range plan (3-5 years out) based on input received from the vice president of planning. Planning coordinates the development of the Supply Chain’s Long Range Plan, working closely with the Sears Senior Vice President (SVP), Supply Chain/President, Sears Logistics Services, Supply Chain vice presidents and other key executives.  Long range plans include information technology requirements, facilities requirements (new and upgrades to existing facilities), and potential projects that are required to improve operations or lower costs.


The Planning organization is responsible for insuring Sears’ business strategies are reflected in Supply Chain plans. They accomplish this by working with corporate and business level strategic planners and leaders to understand Sears’ business strategy. It is the responsibility of Planning to communicate this strategy to Supply Chain executives.  Additionally, the planning division works with corporate planners on pilot projects, providing a supply chain perspective and supply chain expertise.  Additionally, they provide brief backs to the Supply Chain leadership.

             Planning is also responsible for developing an in-depth understanding of Supply Chain Best Practices at other corporations and how they might be applied to improve Sears’ and the Supply Chain’s long-term performance.  They work with the Supply Chain SVP and the Supply Chain vice presidents to determine best practice applicability to the Sears Supply Chain and develop implementation plans were appropriate.

Recommendations for the Department of Defense (DoD)


My experience at Sears shows that having a clear vision that is easily articulated to the rank and file, helps drive change within an organization.  Recommend that the DOD develop a clear and easily understood vision for transformation and communicate it down to the lowest levels.  This will assist everyone within the DoD a better understanding of what we are trying to accomplish and share the Secretary of Defense’s vision of transformation.

Corporate Tools10

Up until 2001-2002, Sears did not have a corporate wide disciplined approach for managing their associates nor for examining/improving their processes.  Each “stove pipe” of the organization performed actions in accordance with their own internal procedures.  This resulted in miscommunications and misunderstandings when trying to solve problems across the organization.  The senior leadership saw the requirement to apply discipline to their key processes in order to drive organizational success.  They view three areas as most important: Associates; Strategy; and Problem Solving and Processes.

To support these three key areas, Sears developed 5 corporate management tools to assist them in reaching their goals and objectives.  The five tools are Talent Management; Performance Management; Category Management; Change Management; and Sears Sigma.  Several of these tools have been used by various organizations within Sears for several years (but not uniformly across the organization).  Sears’ senior leadership believes that the proper application of these tools will create an environment that:

· Assists each person succeed and reach their potential

· Result in greater/increased customer loyalty

· Provide a focused, disciplined approach for processes and problem solving

· Focus the organization on what is important (and aligned with priorities)

· Is based on trust

They believe that for the organization to succeed managers must raise their expectations of themselves and their subordinates by using the tools to make decisions focused on the benefit of the entire organization.  Additionally, key to success is the identification and development of talented associates.  Ultimately, it is the actions of the managers in applying these tools that will result in success or failure. Sears teaches these tools as part of their continuing associate and manager development programs.  This “tool kit” makes the entire organization more competitive and provides laser focus on their customer.  The paragraphs below will discuss each of these tools and how they are applied.

Talent Management

Talent management is the process of identifying, developing and deploying key talent in order to create strong key senior leaders for the future.  It is used to retain, fully engage, and develop key talent by providing them with a general management mindset and the skill sets required for success in today’s competitive business environment.  It is the job for each leader and manager to create and environment that helps each associate succeed and unlock their potential for high performance.

The process is dependant upon accurate identification of high potential talent, rapid, meaningful development and optimal resource deployment. Sears wants to build a strong, diverse leadership team from within if at all possible.  It appears that they are moving away from the 20 – 30 years required to develop their leaders as they have done in the past and want a younger (in terms of time at Sears), focused and more aggressive associates to lead them into the future.

While the organization is still working through some of the details, their talent management system is intended to provide more transparent view in their selection of senior managers and leaders.  The previous system was more secretive and focused on the old business silos (i.e. hardlines, softlines, logistics, stores, marketing, etc.).  The intent of the new system is to develop general managers by cross business assignments, encouraging movement throughout the company.  Additionally, by identifying high potential talent managers and leaders can focus training and development efforts to better enable the organization to better execute and grow.

This type of talent management, while new to Sears Corporate, is not entirely new to Sears Logistics Services (SLS) (where I worked).  Within logistics, “cross channel” developmental assignments has been a part of the organization for more than five years, and former logistics associates fill key positions in other areas of the corporation.  SLS has long maintained high potential associate lists that are fluid, based on demonstrated performance, potential and associate desires.  What will be relatively new to SLS is the transparency required under the new system.

Performance Management 


Sears defines performance management as managing the performance of each associate against a set of goals that are directed to achieving the results Sears needs.  It uses performance management not only to evaluate their associates, but also to focus the organization on the corporate goals and objectives, and facilitates greater communication between managers and associates.


Performance management begins with the setting of the corporate priorities.  Each business then establishes goals, priorities and quantifiable objectives (e.g. measures in place) for its business that align with the corporate priorities.  If a direct line cannot be traced back to a corporate priority, then the goal, objective or project is removed from the list.  Leaders and managers in coordination with associates set goals and quantifiable objectives for each individual.  This process follows “the chain of command“ from the Chief Executive Officer through managers and leaders (i.e. vice presidents, directors, managers, etc.) down to the individual contributor.  Each person’s compensation and incentives are then tied to meeting those goals and objectives.  The result of this process is an organization that pulls together and is focused in one direction.  An added benefit of this process is that it helps drive acceptance of change when an organization is radically changing the way it conducts business (much like Sears has done over the past 12 months).


Performance management at Sears does not end with setting goals and quantifiable objectives and is not a paperwork drill performed at the end of the rating period. Each supervisor is required to set goals up front in writing, give a mid-year review (in writing) to each associate, and performs an end of year review (this part of the process has been in place at Sears for several years).  Additionally, supervisors are encouraged to provide continuous feedback and coaching.  This is not as difficult or as time consuming as it may seem.  Since the organization uses quantifiable and measurable metrics, it is relatively easy to monitor associate, department, and business progress against the goals and make/take corrective actions as necessary.  Since progress against objectives has been made relatively easy, associates often monitor themselves and make their own changes to drive results. The challenge is to have the systems and measures in place.


The form Sears uses is relatively simple and requires both associate and manager/reviewer input.  Results in achieving goals and objectives are given a numerical 1-5 (3 being solid value added performance, 5 being very rare) rating as a self-assessment and the reviewer.  This is also done for each of the 6 Sears leadership principles.  Jointly the associate and reviewer define the associate’s strengths, weaknesses, developmental needs and plans.  The form provides the associate the opportunity to define their geographic mobility, language skills, and future career interests (education, job assignments, etc.).  The reviewer comments on the readiness of the associate for a new assignment and comment on future potential assignments.  While similar to evaluation forms within the Department of Defense for military service members, it has the added benefit of the clearly defined input on performance and desires of the individual being evaluated.


Portions of the system are new for Sears and are being implemented during the 2002 calendar year for the first time corporate wide.  Sears Logistics Services has had essentially the same system in place for the last 8 or 9 years and has achieved great success.

Category Management


Category management is the strategic management of product categories based on their value to the customer, their role within the business, and their ability to build brand and customer loyalty.  It is a five-step process: define the category; conduct a category assessment; develop category strategy and tactics; develop performance measures; and implement the plan with continuous review.  Sears is starting to use this process to develop and procure those items that will drive the revenue growth the corporation requires to remain competitive and gain market share in today’s retail environment.


Using category management should result in a better understanding of the customer’s requirements, the strength and weaknesses of current brands in the Sears’ assortment, and help to identify key areas of opportunity for growth.  This process cannot be done in a vacuum; it assists in better identifying who is the competition within each category and how the competition is doing.  This is especially important for a broad line retailer like Sears, no other retailer caries the same assortments so a business to business comparison is ver difficult, if not impossible.


By using this tool, Sears hopes to better focus its assets and gain better business results.  Category management should improve Sears’ understanding of how each category of product/service contributes to the business and customer satisfaction, ultimately allowing Sears to build customer loyalty. 

Change Management


Sears and Sears Logistics Services is undergoing through a significant amount of change in the way conducts business and the way the corporation views itself.  Experience in corporate America has shown that changes like the ones Sears is making often fail to achieve the desired results because the internal and external stakeholders do not embrace the change.  Sears is applying change management techniques to ensure that their change will be successful and lasting.


At Sears, change management is a systematic, disciplined process to guide leaders from fact based identification of a situation requiring a change through the steps of vision, plan, implementation and embedment of the desired change.  From a more academic viewpoint, it is making changes in a planned and systematic fashion to more effectively implement new methods and systems in an ongoing organization.  In practice, Sears has adopted the following process:
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The first step in any process change is defining the situation.  This establishes the baseline for the process and usually identifies why change is needed.  If the situation or problem is not clearly defined, the solution may not address the root cause, but only a system and therefore results in an ineffective change.  It is important to involve key people early in the definition process so that multiple perspectives are obtained, view the process from all angles and provides early buy-in for the potential change. During this step, the team should create a sense of urgency (i.e. identify the burning platform) and provide a vision of what the future state looks like.


The next step is to better define the current situation and the proposed future state. Change needs to be rooted in fact, so extensive data analysis and root cause analysis must be done to support the need for change.  It is during this step that internal and external stakeholders, potential barriers, and required enablers are identified.  The team then develops the recommended best course of action and pre-requisites for success.  This step lays the critical groundwork for making a change successful.


The third step is to actually develop a plan to implement the change.  Implementation plans are step-by-step detailed process maps and documents for how the change will occur.  These plans include a communications plan (to get the word out), costs, timelines, resource requirements, measures and rewards for success.  Probably the most important component is how the organization will make the proposed change last.  Finally, the plan needs to be validated (often done through pilots).


Once the plan has been validated, it is time to move to the fourth step, implement the plan.  Important in this step is ensuring everyone involved/impacted by the change knows what his or her responsibilities are during the implementation.  Mechanisms must also be in place to assist managers and individual contributors through the change.  It is important to follow the plan, but as the plan rolls out a system and measures must be in place to identify and implement required changes (much like plans during military operations, no plan survives first contact).


Many organizations fail in performing the next step, measuring the impact of the change.  This is a key step in establishing the tools and momentum for continuous improvement.  During this step, Sears evaluates the impact of the change and adjusts its business metrics if necessary.


The last step in any change process is making the change last.  This requires alignment with all of the stakeholders and continually motivating people to sustain the desired behavior.  Making it last is accomplished by ensuring the right people are in the right jobs, training people in the new process, providing measures to monitor the process, and providing rewards and incentives for people to change.  The key component successful change is communications at all levels, up and down, internal and external, and laterally.


The change management process described here is becoming a way of life at Sears and Sears Logistics Services.  Sears established a change management organization to assist in driving change throughout the corporation.  A change agent is assigned to each senior vice president to assist in the process and each business units has trained change agents in key/critical positions to help drive change.  While this has been a large investment of talented people and time, the early results are proving it to be worth the effort (stock price is up to more than $58 from $32 in the last 10 months, profits are up against flat revenue growth, and changes are gaining rapid acceptance).
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Sears Sigma11
Sears Sigma is Sears’ version of Six Sigma; a customer focused change discipline that is being used to drive profitable growth at many top corporations.  Although outlined as a top initiative for Sears in the 2001 annual report, it did not get a corporate wide push until second quarter 2002.  Unlike many of the companies using Six Sigma methodologies, Sears does not view the process as a silver bullet that will fix all of their problems or overcome their challenges. Sears Sigma is a long-term management approach that identifies customer requirements and uses a rigorous set of measurement, skills-development and problem solving disciplines to ensure process delivers the desired performance.  The bottom line for all “Sigma” techniques is to reduce the variability in a process, thereby reducing costs, errors, and improving overall cycle times.


Sears Sigma provides a common language for change that is fact based.  It provides a technical measure of performance that can be used to monitor processes and help determine when and where the process may need improvement.  The tool can also be used to benchmark a process, by identifying the perfect state results (entitlement) and measuring the difference.  Ultimately, it provides a logical common approach for problem solving. 

Every Sears Sigma project has elements of the change management process embedded as part of the Define, Measure, Analyze, Improve and Control (DMAIC) process used as a part of Sears Sigma.  Each step will be briefly discussed below.

· Define – Identify the critical process/step/gap that is the source of the inefficiency ((critical Y) generates defects, the cost of poor quality, increases cycle time).  This is done for the business and the process so that the critical projects are identified up front.  During this step, a project charter is developed (in line with business objectives) to prevent scope creep and define responsibilities.

· Measure – Identify the most likely input variables that may impact variability in the process critical Y.  Determined how they are measured today and understand how it varies over time.  Evaluate weather or not the variation in the process critical Y is small and consistent enough to meet customer tolerance for variation.

· Analyze – Ensure that the significant sources of variation in the critical Y have been identified and analyzed over time.  Ensure that the non-significant sources of variation have been managed or controlled.  Quantify the project's opportunity to improve the process (cost, time, etc.) and understand the root cause of the problem.

· Improve – Identify and validate all the possible things that can be done to improve the critical input variables and understand the tolerances.  Ensure the proposed solution is in line with business objectives and are not in conflict with other project objectives.

· Control – Develop a plan to monitor the change to ensure long term success.  Ensure internal and external stakeholders buy into the process change and how it will take place.

This process not only requires specially trained people on both a full (to lead the project) and part time (to work on the project) basis, but requires a dedicated champion (a person of high rank within the organization) to own the process and make sure the customer is heard.  Sears does this through training green belts (project workers), black belts (project leaders), and master black belts (internal project consultants).

Sears Sigma projects have to be selected with care due to the significant amount time and resources that need to be devoted to project success.  Corporations that do not invest the time, effort and high potential talent to their six sigma programs generally fails in their efforts.  Sears’ Supply Chain Organization recognizes this and requires a minimum $500,000 thresh hold for all Sears Sigma projects.

Sears is taking an incremental approach in rolling out the Sears Sigma process to the organization over three years.  During the first year, they are identifying small but significant projects to gain some quick successes to build momentum for the program.  In the second year, larger projects will be completed, building alignment within the organization.  The final year will see Sears Sigma full integrated and become the way of doing business at Sears.

Recommendations for the Department of Defense (DoD)


Not all of the tools that Sears has direct application to the DoD, but many of them can be applied to processes within the department.  Recommend DoD do further study on the applicability of the following tools:

· Performance Management – While the uniformed members have a decent evaluation system it could be further improved by including some of the elements in the Sears system.  Elements such as personal evaluation and future training and assignment desires could go a long way towards giving uniformed service members more input their careers.  The civilian component could greatly benefit from this system.  Currently, the training requirements and career paths for our civilian members are non-existent or murky at best. 
· Change Management – DoD could greatly benefit from the use of shared, formal change management discipline.  Often it is unclear to the uniformed and civilian members why the department is making the changes and even harder for the entrenched bureaucracy to implement changes.  Applying six sigma or some other process will provide discipline to these changes, identify and communicate the compelling reasons for change (i.e. the burning platform), making change a little easier to implement (change is never easy).  A formal change management discipline could be applied to many of our personnel support and/or business process and dramatically shorten implementation timelines and move to more customer focused processes in support of the warfighter.
· Sears Sigma – DoD does not have a formal uniform process change discipline in place.  Sears Sigma is a version of Six Sigma that has been adapted to fit Sears’ unique requirements.  DoD could adopt some tailored “sigma” process change discipline to assist in streamlining and making process changes more efficient within the department.  This discipline, once adopted, would need to be taught as part of professional military and civilian education programs.  Initial training could be conducted through the use of consultants in a train the trainer mode.
Supply Chain Management12

Background


Prior to 2001, Sears did not have a supply chain view of their merchandise procurement and delivery system.  The buyers determined what to buy, in what quantities and on what delivery schedule.  This created problems for the logistics organization due to lack of visibility, facility capacity, and the process did not take in to account unproductive inventory.  This resulted in Sears and Sears Logistics Services having to go into outside warehouses and being in an excess inventory (more than 500 million dollars worth) position year after year.  


Realizing that the corporation could no longer view their supply chain as stove pipes, the Chief Executive Officer (CEO) directed that a single point of contact (SPOC) for supply chain be created.  He chose to appoint the Senior Vice President (SVP) for Logistics (also the President of Sears Logistics Services) as the SVP for Supply Chain.  The SVP was given overall responsibility for the Sears supply chain from the vendor to the store (including the store back rooms).  During the first year that there has been a SPOC for supply chain, Sears has moved out of their outside warehouses, reduced the number of storage trailers, and reduced inventory by 500 million dollars.  Additionally, the in-stock position for most item categories has improved.

Organization


The organization of the supply chain has two major components – the home office and the field organization.  The home office is focused on procurement, policies, procedures, processes, inventory management, and cross-functional issues.  The field organization is focused on supporting the stores and the ultimate customer.

Home Office Organization


The home office organization for the supply chain is rather unique.  While the CEO gave the SVP responsibility for the supply chain, he did not give him direct command and control over all of the components of the supply chain.  Currently, the organization works well, but the lack of direct control may prove difficult once the personalities change.  The supply chain organization consists of supply chain management, regional field management, logistics services, transportation, home delivery, specialized logistics, merchandise and staff functions. 


The Supply Chain Management (SCM) organization is a Sears, Roebuck and Company division under the SVP.  SCM consists associates with backgrounds as retailers, merchandisers and logisticians who are focused on optimizing the supply chain to create a competitive advantage for Sears.  Their primary strategies for reaching this goal are aggressive pursuit of cost reductions and process improvements within the supply chain, standardizing processes, enforcing standards and improving vendor performance/compliance.  SCM’s responsibilities are to plan, prioritize, lead and set controls and targets for the supply chain, administer and support supply chain systems/tools, communicate throughout the supply chain, monitor and enforce standards, and manage reverse flow for the supply chain.


SCM is organized into five sections: Supply Chain Integration and Standards, Solutions, Training and Communications, Performance Management and Operations, and Reverse Flow.  Integration and Standards is responsible for planning and prioritizing supply chain projects, gaining alignment with supply chain partners, process improvements and establishing targets and controls.  Additionally, the section maintains and develops supply chain policies and procedures.  Solutions acts as the single point of contact for business requirements and is the interface to the IT organization.  They administer supply chain systems and tools that support the merchants and vendors, and maintain the Sears data repository.  Training and communications is responsible for training and certifying supported customers on the supply chain systems and provide change management expertise for the SCM organization.  Performance Management and Operations is responsible for Vendor Relations (discussed later in the paper) and both internal (merchants, logistics, stores) and external (vendors) performance tracking via scorecards.  Reverse Flow is responsible for central return center (CRC) operations (discussed later).  While this organization is new, it has moved the organizational focus from logistics to a more end-to-end supply


Sears Logistics Services field organization is divided into two regions and seven supply chain parks (discussed later).  The regional managers provide guidance to the supply chain parks, ensure critical communications links with the businesses and the logistics single points of contact (SPOCs) are open and operating, and provide home office support.  They are totally focused on customer service, providing predictable delivery, ensuring product is in stock and that inventory is productive.  The regional managers ensure that the information loop is closed with the businesses, Sears' leadership, logistics and the store organization.  Overall four walls performance (including monitoring the key performance indicators) and field financial planning and execution are also the responsibility of the regional managers.  Additionally, the regional managers champion projects that are cross-functional or have significant impact on the field organization.


Logistics services provides the SPOCs for the businesses for logistics issues and monitors the operations of the different types of logistics facilities (fashion distribution centers, tire distribution centers, retail replenishment centers).  They are responsible for translating business requirements into operational logistics execution requirements and ensuring that the businesses are aware of the logistical impacts of their decisions.  The SPOCs work with and in their business area, provide logistical expertise to the business, conduct systematic process reviews and work issues as they arise.  Critical to their success is keeping the supply chain leadership up to date on business initiatives and the businesses up to date on supply chain initiatives.  Logistics services also ensure that procedures and improvements are maintained and spread across distribution facilities horizontally.  They have expertise in each type of facility, plan and conduct horizontal meetings to share best practices, and provide up to date business information to the distribution centers and Supply Chain Park General Managers.  Their role is critical for benchmarking the facilities, monitoring performance and developing solutions for existing and potential problems.  Additionally, logistics services has staff oversight of all supply chain Sears Sigma projects.


Transportation at Sears Logistics Services is a billion-dollar business.  They coordinate and control 95 percent of all Sears’ freight from the vendor through the distribution centers to the Sears stores or directly to the customer.  Using a combination of information technology legacy systems, commercial off the shelf transportation management and simulation packages, and middleware they manage more than 650,000 truckload moves, 30,000 ocean freight containers, 12 million less than truckload movements and more than 30 million small package deliveries.  Sears does all of this without owning any trucks; they are the largest purchaser of transportation services worldwide.  Transportation continually works to maximize loads, optimize the network and maintain the balance between service and cost.  Their management systems ensure that delivery to stores is within scheduled time windows (exceeding 98 percent on time delivery) without excuses.  Transportation is organized into inbound, outbound, analysis, carrier management, and international sections.  Additionally, the Transportation Vice President manages Sears International Marketing, Inc. (SIMI).   SIMI is responsible for delivery of Sears' products for resale outside the United States and Canada.

Home Delivery is the only functional channel remaining in the Sears Logistics Services portion of the supply chain. Home Delivery processes and delivers merchandise destined for customers’ homes, making more than five million deliveries per year.  They are responsible for the operation of the direct delivery centers (DDCs), limited stocking centers (LSCs) and market delivery operations (MDOs).  DDCs are the central inventory holding facility for large appliances, electronics, lawn tractors, game parlor, spas, treadmills and bedding.  LSCs stock only products with high demands and MDOs are the final “staging areas” for home deliveries.  The home delivery division is also responsible for scheduling home deliveries.  Delivery Customer Service Operations (DCSOs) perform routing and customer service functions using the Enhanced Home Delivery System to optimize scheduling and equipment required to route home deliveries in over 15,000 zip codes.  Home delivery is the face of Sears in the customer’s home, so the organization has to be very customer centric, ensuring order are complete and undamaged.  The productivity of the division is measured in stops per truck, pieces per order and customer satisfaction.  Additionally, MDOs have to maintain close relationships with the stores in its area.  A successful home delivery is dependant upon the store associate’s ability to obtain accurate information and assess a customer's needs in anticipation of home delivery, such as size, color, type and whether this product is suitable for the customer's home.

New business ventures started by Sears require special attention to ensure they are provided the best support possible.  Due to new venture special requirements, the supply chain provides support via the Specialized Logistics Division.   Specialized logistics develops tailored supply chain processes to support Sears' new and unique businesses, providing the best possible service at the lowest possible costs.  Currently, they support the direct to customer internet business, product repair services (to include operating the parts distribution centers and the shuttle network for repair associates) and the Great Indoors.

One of the unique features of the Sears supply chain is that the SVP has no direct command and control over neither store operations nor the merchants.  What he does have is a reporting relationship, that thus far has been sufficient in meeting overall supply chain requirements.  The replenishment organizations for both hardlines (tools, appliances, lawn and garden, etc.) and softlines (clothing, home accents (not furniture), etc.) have vice presidents that meet twice weekly with the SVP and are on the Supply Chain Governance Board.  Store operations also provides vice president level support to the SVP to work out backroom and other store level issues.  Store operations is also represented on the supply chain governance board.  Through meeting with the SVP and other supply chain divisions, this group monitors inventory activity (ensuring it is moving and not over filling the distribution centers and store back rooms), distribution center costs, transportation key performance indicators, and the status of productivity improvement projects (including the delivery of financial benefits).

As with any large complex organization there are sections and divisions that provide support to the entire organization.  Human Resources, Finance, Plans, Legal, Information Technology, and Operations and Integration provide for day to day and long range support to ensure the supply chain continues to move in a positive direction.  

Sears Logistics Services (SLS) Field Organization


Prior to the recent reorganization, the field organization was arranged in functional silos much like the old functional support battalions in the Army.  Each type of distribution center (DC) (retail replenishment center (RRC), direct distribution center (DDC), fashion distribution center (FMDC), and tire distribution center (TDC)) reported directly to the home office.  Shipments to stores were not coordinated (they arrived at the time stated so timing of a delivery truck arrival at the store was and is very good) resulting in low trailer utilization and increased store manpower requirements.  If a store had a problem with its inventory, it would have to call to the distribution center that stocked the item (versus a single point of contact for all DCs) and try and get resolution or elevate the issue to the home office. There was no single point of contact in the field for stores to contact for supply chain issues/problems/concerns.  Logistics integrators (called Ghostbusters located in the home office) would action issues and have to work back through the home office organization to the DC to resolve issues.  While this resolved issues, it often resulted in longer lag times than necessary and elevated issues higher than they needed to go for resolution.

This silo'd approach lacked a customer centric focus. Like the Army, SLS realized that by better tailoring logistics (creating a multifunctional logistics organization in the field similar to forward support battalions) and providing a single point of contact in the field for logistical issues, they would better serve their customer.  To address this shortfall, SLS reorganized the field organization into two regions and seven supply chain parks.  The concept is similar to the forward support battalion concept; it established “multi-functional” supply chain parks under a single supply chain park general manager (SCPGM).    In theory, each Supply Chain Park has an RRC, FMDC, DDC (administrative support and information conduit (from stores to the Home Delivery Organization) only), a TDC, and a regional transportation coordinator.  Not all of the Supply Chain Parks have each of the facilities and not all are geographically in the same location.  The SCPGM is the single point of contact for the stores and the Full Line Store District General Manager (DGM) that are in their area of responsibility.


By consolidating the facilities supporting an area, the SCPGM can focus the total field organization on providing a positive impact and developing relationships with the stores.  SCPGMs are measured on customer service levels, that stores have predictable deliveries, improving store in-stock levels and ensuring stocked inventory remains productive (and identifying and eliminating unproductive inventory).  Additionally, this organization allows better integration of support to the stores.  It also allows the SCPGM to cross level assets when necessary to meet peak demands and improve associate relations by reducing layoffs during slow demand periods.  The goal is to make the organization as customer centric as possible, while maintaining the balance between service and cost.


Key in making the field organization work is communications.  The SCPGM is responsible for keeping the communications channels open with the stores, vertical businesses, and the logistics organization.  They maintain near continuous communications with the retail DGMs, stores, Regional Managers and District Delivery Managers (for Home Delivery).  They provide feedback to the distribution centers and make sure the home office (through the Supply Chain Regional Vice Presidents) is kept informed of all issues.  Additionally, they ensure horizontal communications between supply chain parks are ongoing to capture best practices and to share other information.  SCPGMs maintain communications with the Logistics Services SPOCs to ensure they understand the vertical business’s requirements and future plans.  While SLS is still “tweaking” the organization and is experiencing normal growing pains, thus far it has improved support to the stores and is improving the efficiency (lowering costs) in the field organization

Vendor Performance Management13

Background

During the early 90’s Sears realized they had a significant problem with their vendors meeting contract requirements.  The lack of compliance caused increased out of stock positions in stores, increased premium transportation costs, and ultimately lost sales and resulted in dissatisfied customers.  In response to this problem, they established the Vendor Relations department to work with vendors and improve the compliance with the established contract requirements.  Since its inception, Sears has made tremendous strides in improving compliance with its requirements.


The changes were not all one sided.  Sears realized that having Sears specific codes (routing information, quantity, order numbers, etc.) was adding costs to the products they sell.  As a result of this analysis, they adopted industry standards for bills of lading, motor freight classification numbers, and other Uniform Code Council (UCC) codes and markings to reduce the special requirements placed on the vendor.  Additionally, they began processing orders only using electronic data interchange, further standardizing their processes for the vendor.

Organization


The vendor performance management section is configured to support vendor compliance and provide key performance indicators to the various Sears business units.  The section is organized into the seven areas (in bold italics) described below.


Vendors who have been selected or who want to do business with Sears must be certified.  The new vendor start-up and certification section works with Sears’ vendors (through a third party service provider for testing and certification) and assists them in qualifying in the use of electronic data interchange (EDI), the Sears Business Exchange, and other Sears operating procedures/systems.  A related unit produces the vendor information guide.  The vendor information guide is a web-based reference/guide that lays out, in detail, vendor requirements for doing business with Sears.

As a condition of doing business, Sears requires all of its vendors to conform to the requirements identified in the Sears Vendor Information Guide, Sears Universal Terms and Conditions, and the Sears Routing Guide. Vendor Performance Management works with the vendors to ensure the requirements are understood.  Vendor failure to meet the requirements causes Sears to incur additional expenses. Those expenses are passed back to the non-compliant vendor in the form of expense recovery fees/non-compliance charges. 

To streamline vendor monitoring and allow vendors visibility over how they are performing, Sears developed the Vendor Performance Reporting System (VRS) to work proactively with vendors to facilitate the movement of goods and ultimately improve the level of service to their customers. The primary focus is on improving Sears' in stock position and on-time delivery of goods, while reducing unnecessary operational and administrative costs.  The key objectives and activities of the system are: 

· Provide quality information that buyers and vendors can act upon by creating reports for internal and external users. The system provides reports on Vendor performance and manages non-compliance charges. 

· Overseeing systems used to obtain vendor performance data and maintain the integrity of the data.

· Administer Vendor Compliance Charge backs for both Purchase Order compliance and operational compliance.  The goal of the organization is to recover costs of non-compliance to Sears.

· Manage the development and implementation of the Vendor Reporting System (Report Card) and to provide Communication and Training for both Vendors and Sears’ users of the Report Card.

· Document and recap vendor status on EDI certifications and testing. 

The vendor report card (discussed later) on the Sears Business Exchange is the primary tracking and communications tool used to manage vendor compliance.

The Sears Business Exchange is a private, secure extranet website developed solely for business to business (B2B) information exchange with active Sears’ vendors and is the primary means of communication with Sears’ vendors. The site enables Sears to efficiently facilitate B2B information exchanges. Vendors can access current Sears’ policies and procedures, report cards, invoicing information, and schedule transportation.  Additionally, the exchange allows for easily contact of vendor performance management associates to answer any questions or address any problems the vendor may be experiencing with the website, procedures, or conducting business with Sears.

Vendor Performance Management also performs two other key functions for Sears.  The Labor Compliance section researches and audits the labor practices of current and potential vendors, both in the United States and abroad, based on policies outlined in the Sears Buying Guide.  This function has become critical over the past decade due to bad publicity experienced by other companies, increased legal liability and most importantly because it is the right thing to do.  Sears was the first retail company to open (1911) its own internal product Quality Assurance Laboratory.  The lab ensures that the hard won reputation for quality of any Sears branded items (Craftsman, Kenmore, etc.) is maintained.  Additionally, they test other products sold at Sears to ensure they meet the standards set by the purchasing organization.  

Improving Vendor Performance


More interesting and the real reason Sears’ Vendor Performance Management is considered a best practice is the process they use to improve vendor performance.  Sears uses a multi-tiered approach that starts with defining requirements, which are communicated to vendors, supporting the vendors, and ends with enforcement of the standards.


Sears has identified those vendor requirements that have the greatest impact on Sears’ costs, and track them for compliance.  These “checks” include purchase order compliance, operational requirements for shipping documentation and labeling, transportation scheduling, invoice processing, packaging, return processing and credits, and compliance with the Sears universal terms and conditions.  All of these requirements are communicated to the vendor via the Sears Business Exchange.  Access to the exchange is at no cost to the vendor and each vendor has their own unique password (giving them access only to the common information and their report card).


The Vendor Performance Management team is all about support to the vendors and the internal Sears businesses.  To assist in developing standards and to identify potential problems, the team has partnered with key vendors by establishing a vendor advisory council (VAC).  The VAC can head off potential problems and assists in gaining vendor acceptance of standards (since they help in developing the standards).


Sears uses a web based vendor report card to track vendor compliance.  It allows vendors to drill down into the details of what is being measured.  It provides potential price of non-compliance charges (PONC) and charges that have actually been assessed.  The report card itself provides letter grades in four specific areas (order fulfillment (65%), operational compliance (15%), EDI (10%), and defects (10%)) and an overall grade.  Vendors can drill down and see how the actual calculations were made and see what specific items were out of tolerance (and it shows what the standard is).  Required transactions as well as optional transactions are tracked to give the vendor visibility of the total picture.   

Impact


The vendor performance management system at Sears has produced great results.  In the past five years (on average), overall compliance has risen over 25% (from 60-75% to 85-99%) and in one area it increase from below 30% to 95%.  Additionally, while driving the desired behavior, in 2001 the organization recovered more than $24 million in costs for the company.  This figure is less than 20% of the potential recovery due to the number of vendor exemptions (i.e. exempt from paying PONC charges) granted by the buying organization.  If the exemptions had not been granted the total recovery would have exceeded $100 million.  It is important to note that compliance is the goal and not the cost recovery, cost recovery is really just receiving a refund for goods and services not rendered.

Recommendations for the Department of Defense


The Department of Defense could greatly improve the level of compliance that it receives from its vendors by adapting the Sears’ vendor performance management system to meet the unique requirements of the department.  This concept is very applicable at the wholesale level within DLA and the Service wholesale logistics organizations.  This process would better enforce contract standards, improve communications with the vendor community, improve service levels and recover some costs.  A system such as this could be used with supply vendors as well as transportation providers (with modification).

Central Return Centers (CRCs)14

Sears uses CRCs in much the same way that the Department of Defense uses the Defense Reutilization and Marketing Office (DRMO).  Sears’ three CRCs are operated by a third party and supervised by Sears. The function of the CRCs is to process customer returned and or excess merchandise (that cannot be sold in stores or outlets) from Sears' stores and customers.

When customers return merchandise for any reason or merchandise was delivered from the vendor in a damaged condition, stores consolidate and send this merchandise to a CRC.   Merchandise is shipped directly to the CRCs, where it is consolidated and checked against the Buyer/Vendor agreement to see if credit is due to Sears.  Defective merchandise that cannot be returned to the vendor for credit is sold as salvage through the use of traditional and on-line auctions.  The CRC removes or defaces all Sears' brand names before the items are sold.  

CRCs collect data on defective products and share the data with the Buyers, Product Quality Assurance team and Vendors to continually improve product quality. Other services performed by the CRCs include handling of product or safety recalls, hanger and plastic recycling, and Craftsman hand-tool warranty recycling. Additionally, they work with the vendors on programs designed to improve product quality and streamline the processing of defective products, with an end state goal of improving customer service and reducing costs.  


In addition to their disposal function, CRCs operate a reverse logistics operation.  CRCs perform the following functions:

· Consolidate new merchandise being returned to vendors as safety, quality, end of season, surplus or recalls.

· Unsold merchandise that becomes old, shopworn or cannot be sold is shipped to the CRC's to maximize the value of these goods.

· Defective Craftsman lifetime warranty hand tools are shipped to the CRCs in sealed 55 gallon drums for guaranteed destruction. They are consolidated for grinding and smelting.

· Apparel plastic recycling (CRCs bail and sell as raw materials).

· Consolidate power tools and electronic merchandise for shipment to a Sears service facility for reconditioning and parts recovery.

· Consolidate apparel hangers for recycling. Most hangers are sorted and packaged for reuse.

· Consolidate merchandise for charitable donations.

· Consolidation and liquidation of liability inventory (discontinued and inactive).

· Redeploy inventory for stock balancing.

CRCs are self-funding, using dollars recovered to pay for operations.  The CRCs recover an average of seventy percent of the cost of goods and contribute over 4 million dollars back to the corporate bottom line.  Prior to implementing the CRC system, Sears spent more than five million dollars per year to dispose of defective merchandise.

Recommendations for the Department of Defense (DoD)


There appears to be an opportunity for DRMO to recover additional costs and to be more self-sufficient.  Recommend DoD do further research on the following:

· Using third party providers to perform disposal functions.

· Consolidate DRMOs into regional offices versus the current base by base operations.

· Research on-line regional or nation-wide auctioning to increase competition and recovery percentages.

GlobalNetXchange (GNX)15,16

Background


GNX is a business to business (b2b) exchange Internet company whose mission is to help retailers and suppliers improve efficiencies and reduce costs throughout their supply chains through the use of web based products and services.  The company was started in February 2000 as a partnership between Sears, Carrefour (largest retailer in Europe and Latin America) and Oracle Corporation.  The number of retail equity partners has grown to 8 since the exchange started and there are more than 14 other major retail users of the system.  GNX was also sited in Forbes Magazine as one of the most promising retail b2b companies.  It is the first global b2b online exchange to serve the retail industry. 


Currently, GNX provides a fully functional auction tool.  It allows retail-trading partners to interact more efficiently, reducing procurement timelines and supply chain costs.  Under development are a collaborative planning, forecasting and replenishment tool (CPFR), a perishable exchange tool, collaborative product development tool and several tools/data-sharing products.

Auctions


Use of the GNX auction tool has expanded rapidly over the past two years.  Total system auction volume exceeded $925 million during the 4th quarter of 2001 and $700 million during 1st quarter 2002.  During 2001, Sears auction use generated the potential to save (cost avoidance) an average of 14.6% on an auction volume of $272 million.  This figure does not include the efficiency savings resulting from the shorter auction and procurement timelines realized using the tool.


The negotiating tool has provided a high short-term return on investment (ROI) and is driving long term process efficiencies.  It is enabling Sears to optimize purchase prices on goods for resale, supplies and services for internal support, and has resulted in increased cost recoveries on excess, defective, and discontinued products.  The system provides increased price transparency and facilitates communications with Sears’ competing trading partners.  By automating the process, it has become much more efficient and has significantly reduced overall procurement timelines.


GNX provides for three main types of auctions:

· Open negotiations, competitive bidding auctions where each bidder can see all of the bidding activity (less who the bidder is) during the auction.  

· Blind negotiations, non-competitive auctions with emphasis on information gathering (i.e. request for proposal).  Additionally, blind-ranked bidding is available to create competitive bid environments for categories of goods where price transparency may create competitive or Federal Trade Commission (FTC) challenges.

· Multi-Round negotiations, combination of the previous two types where information gathering is conducted first followed by a competitive auction.

These auctions do not always result in the lowest bidder winning as Sears’ approaches the evaluation of bids from a best value perspective.


Sears uses a seven-step process to set-up and conduct their on-line auctions.  First the buying organization defines product specifications and quantity they want to purchase.  A vendor list is then compiled by the buyers and the Sears GNX integration team registers the vendors.  Sears GNX then builds the auction and trains the vendors on how to use the tool. The auction is then conducted and the results are provided to the buying team for decision.  It is important to note that if the auction results do not meet expectations, Sears is under no obligation to award a contract.

Collaborative Planning, Forecasting and Replenishment (CPFR)


Sears is conducting the pilot for the GNX CPFR tool.  The goal of the CPFR tool is to enable trading partners to effectively meet customer demands through integrated (supplier-retailer) product, promotion and consumer demand planning.  Sears believes this capability should lead to improved sales (improved in-stock positions), reduced inventory levels, reduced supply chain costs and increased bottom line profits.


CPFR is a web based strategic teaming approach that increases the communications between the supplier and the retailer.  It allows the supplier and retailer into each other’s decision cycle resulting in a coordinated effort to meet consumer demands.  This level of teaming allows for a win-win proposition for both parties.  The retailer gets better service from the supplier, reduces their inventory levels and gets better inventory turnover.  The supplier gets to better plan their production runs, carry lower inventories, and gets better visibility over future requirements.  While this description is an over simplification, the tool has lots of potential for both the supplier and the retailer.


Sears began its pilot program in January 2002 with one vendor.  At the end of the first quarter, the program was already yielding positive results.  Sears was able to lower its inventory levels in its distribution centers by two days and the vendor partner was able to lower their inventory levels by four days and direct to store shipments (bypassing the Tire Distribution Center and lowering overall handling costs) have increased by 7%.   Additionally, efficiency was increased by more than five percent.  These are significant results, providing better service at lower costs.

Recommendations for the Department of Defense (DoD)


Successful corporations continue to find new and better ways to leverage the Internet to support and operate their businesses.  Even though GNX is a retail tool, the theory has potential for application in support of the military.  Not every product or function may be directly applicable to running the military, but there is great potential for the DoD to leverage the Internet to decrease the tail and apply more to the tooth of the military services.  Tools like those provided by GNX have great potential.  I recommend DoD pursue the following:

· Adopt/adapt an on line auction tool to reduce procurement costs and timelines.

· Increase strategic teaming with key suppliers through the use of a CPFR type tool.

· Conduct additional research into the potential of a web based collaborative product development tool.  While not used by GNX at this time, the concept has great potential to support spiral development of weapons systems in the future.

Information Technology17,18
Background


Sears is much like the Department of Defense in its approach and the types of information technology (IT) systems it operates.  The company is slowly moving from viewing a cost center (the current view) to more of a strategic partner.  Sears is taking the approach that IT is critical and acts as the “glue” that holds everything together. IT at Sears is a combination of legacy systems and newer applications.  The two major systems used in the corporation are the Retail Inventory Management (RIM) system, a “hardlines” inventory management system, and the Sears Advantage Merchandising System (SAMS), a “softlines” inventory management system.  Neither of these systems is compatible with the other, making product distribution more difficult than with an integrated system.  All other systems either feed or are fed by these two programs.  Both programs operate using batch processes and the basic code for RIM is more than 35 years old and that for SAMS is more than 20.


Due to the complexity of Sears’ inventory and data management requirements and the cost involved to replace existing legacy systems, Sears’ approach has been to use middleware and other bridges to try and keep the systems agile enough to operate in today’s competitive retail environment.  IT at Sears operates in a multi-system environment in which it is hard to pin point a dominant technology vice a web-based environment that would be found in a leading edge technology company.  Increasingly, however, they are moving more applications to a web-based environment.


Up until this year, each business unit developed and funded (from an allocated IT budgets) their own IT projects to support their businesses without regard to other businesses in the enterprise.  The IT organization grew to over 1,800 people or roughly 30 percent of the home office personnel.  Sears’ IT budgets grew to over half a billion dollars, with only 20 percent of the budget dedicated to new projects.  One of the major causes of this IT explosion was the lack of an enterprise view and no disciplined project approval and prioritization methodology.  Additionally, much of the project work and system enhancements were hidden in their base (systems maintenance) account.


The new CEO, Alan Lacy, realized that the IT situation had to change and initiated significant restructuring of Sears IT.  IT was reorganized and its budgets and staffing levels reduced by roughly 18 percent.  The new organization, IT strategy and project approval process that resulted will be discussed below.

Organization


The IT organization under went an organizational transformation in October - December 2001.  It went from being organized to support the stove-piped businesses of Sears to an organization that (while still aligning with the Sears business to a large extent) is aligned with the IT systems used by Sears.  Under the old organization, it was possible to make system modifications in one area that negatively impacted another area.  While systems changes are tested, problems often do not show until the patch is made and the entire system is stressed.  Since there was no real end to end system owner, the organization had to be more reactive than proactive.  Additionally, there was generally no cross leveling of resources based on workload requirements. There is still some concern that the new organization will not catch all the impacts of system changes that cross two or more IT organizations.  While true, the new organization (7 divisions vice ten) should allow the enterprise greater flexibility in deployment of resources, help in providing end to end system responsibility, and increased levels of service/satisfaction. 


The organizational structure implemented in November 2001, reorganized the IT group into seven operating and functional groups.  Their divisions are retail systems, merchandising and supply chain systems, customer interaction systems, services systems, operations and infrastructure, planning and administration, and productivity and integration.  Systems divisions work closely with the Sears businesses to provide IT solutions and correct systems problems.  Functional divisions establish standards, conduct planning, refine and define processes and maintain the IT infrastructure.  There have been and are some growing pains being experienced (perceived lower service and “where do I go for this” problems) involved in this new organization, long term it should result in a more agile customer focused IT support organization.  


I worked most closely with the merchandising and supply chain group.  It is organized much like all of the other systems divisions.  It has an applications team, business solutions teams, project delivery team, deployment team, quality and system architecture teams.  The business solutions teams are something many could learn from throughout the public and private sector.  Business people and information technology people generally speak two different languages.  The business solutions teams provide the interface/interpretation link between the two cultures.  They are a group of professionals who understand both business and IT requirements, capabilities, and functions.  They take business requirements and translate them into language the IT programmers can understand and can do the reverse to gain clarification for the programmers from the businesses.  In addition to assisting in defining/designing the project requirements, they assist in building the business case, ensuring that the project fits within the systems architecture, and provide the communications link (acts as the single point of contact) between IT and the supported businesses.

Strategy


Currently, Sears has no documented, well understood overarching IT strategy.  Many of the individual business units have two to five year plans that include IT components.  These consist of updates/modifications to existing systems, but there is no plan for replacement of existing systems to take advantage of advances in technology, consolidate legacy systems that perform similar functions, or replace legacy systems that can no longer be maintained or become too costly to maintain.  To their credit, they do replace hardware as it becomes too costly to maintain or contractors no longer support, but it does not appear to be a planned obsolescence.  They are already beginning to feel some of the potential impacts when key programmers depart Sears or their IT support contractors. Some of the base programming languages used at Sears are no longer taught in the U.S. and it will become increasingly difficult to train, retain or replace talent that can maintain these systems. 


The previous Chief Information Technology Officer (CIO) began a process to start the development of an IT strategy.  Elements outlined in the strategy include web enabling Sears, integration of the supply chain, develop world class customer information systems (this is interesting in that Sears’ customer information database is recognized as one of the best – how they use it is where the problem lies), leveraging systems across the enterprise and the development of an integrated services architecture.  Under the interim CIO, Sears has proposed moving towards an application service provider model versus the current buy and maintains applications model.  They also realize that in today’s competitive environment they need to field new capabilities in less than a year to remain competitive (minimizing customization).  This should assist in keeping Sears IT applications up to date and efficient.  Additionally, teams are working on developing an IT strategy that should help Sears remain competitive in the future and are fielding projects to move more services to the web.

Project Approval Process


Prior to November 2001, IT projects were developed, approved and fielded between the Sears business unit and the supporting IT organization.  There was no formal review of the project as to its impacts on the rest of the enterprise, how it fit in the current and future systems architecture or did it support or align with the strategic goals (or fit into a business plan).  Recognizing this deficiency, Sears implemented an enterprise wide project approval process.


Sears adopted a very rigorous project evaluation and approval process.  When compared to the previous way of managing IT projects, the process seems very bureaucratic (and it is).  This was necessary to drive strategic alignment and ensure the top priority projects (from an enterprise perspective) are allocated adequate resources and completed on time.  Projects are approved by the project review team, unless the cost of the project exceeds the threshold cost where it is then forwarded to a team of senior executives (IT Investment Committee (ITIC)) for approval.


The process is broken into six major steps, define (gate 1), scope and requirements (gate 2), analysis and design (gate 3), construction, test and deploy (gate 4), and post mortem (gate 5).  These steps/processes will be described in greater detail below.  Each project is evaluated during each step for value (compliance, strategic alignment, impact of not doing, and productivity), risk (change management, customer impact, time line, delivery track record, and probability of success), and financial (return, pay back period, and impact to base costs).  The project review team (PRT) at various points throughout the process reviews all projects, if a project’s costs exceed a certain threshold they are also reviewed and approved by a board of senior executives.  The process also provides an appeals process for use if the business sponsor disagrees with the decision of the PRT.


Business solutions teams, in support of Sears’ business units, submit the project charter for approval by the PRT (gate 1).  The project charter defines the project in terms of the type of project, the issue it is trying to resolve, deliverables, and expected benefits and how they will be tracked at a high level.  Additionally, it provides the business case supporting the project, time expected to complete the project and the estimates of business, IT and capital costs.  The PRT will review the project charter and if it passes the set criteria, it provides funding for development of a detailed business case.


Upon completion of the detailed business case and prior to actual analysis and design, the project is again reviewed for sufficiency (gate 2).  If approved, the project is provided additionally funding to complete the analysis and design.  Once the project analysis and design is completed, it is reviewed again and funded for construction, testing and deployment (gate 3).  Both of these steps are to ensure the project continues to be strategically aligned with corporate priorities and is compatible with existing and planned future systems.  Projects can be declined, deferred or approved.


Once the project has been completed and delivered, it must be closed out with the PRT (gate 4).  A turnover checklist is completed and lessons learned are captured.  The project then becomes an ongoing system and further funding for maintenance is provided as part of base maintenance.  Six to twelve months after project completion the business partner and the PRT conduct a post implementation business case review (actual versus projected benefits, costs, etc. (gate 5)).  This information is reported to senior leadership and is used to establish a track record for the business and IT project teams.

Recommendations for the Department of Defense (DoD)


Information technology systems within the Services and the department often do not communicate with each other and are stove piped or stand alone systems.  Additionally, we consistently field systems that do not meet the security requirements established to protect sensitive information.  The DoD, like Sears, has numerous legacy systems and is taking a middleware approach to linking the various systems.  They have similar scalability issues (Sears is similar in size to one of the Services at 300,000 + personnel and 2000+ locations).  There are several lessons to be learned and may have potential application for the Services and DoD.


Recommend DoD/Services look at:

· Developing an IT strategy that can be communicated to the field that outlines future systems requirements, legacy system phase out plans, moving shared services to a web based environment, etc.

· Develop a IT project approval process for enterprise solutions (DoD or Service wide) provides a project charter (to prevent/minimize scope creep), ensures the project supports the strategic direction of the enterprise, provides incremental funding (keeps good projects going, kills bad projects), and centralizes collection of lessons learned and ensures the project is delivering what was promised. 

· When purchasing new IT applications, define the process first and find an application that fits the process straight off the shelf with minimal customization or fit the process to the application.  Extended development timelines and modifying applications to fit bad processes adds costs to the project and may negate any anticipated benefits.

Miscellaneous Observations19

Centralized Procurement

As part of Sears’ search for home office productivity improvements, they realized that they were spending a significant amount of money for the same or similar items across the corporation.  As a result of this analysis, they realized that 
they were not exploiting their size to pool their purchases, realize volume discounts, and cultivate a small number of high-performing suppliers.  

To ensure Sears started leveraging their size to reduce their overall spend they created a centralized strategic procurement department, with a vice president that reports to the Chief Financial Officer.  The department is responsible for establishing a corporate expense spend strategy, developing and implementing purchase channels to control purchase execution, establish metrics and targets to effectively manage performance and track benefits, and implement an effective performance management capability and tools.  This program is resulting in increased productivity and visibility of corporate spending.  Additional potential benefits include better non-price contractual terms, reengineered business processes, integrated supply chains, improved product designs through supplier standardization, and greater quality of dedicated suppliers.

Sears has also begun to consolidate all of the procurement functions for procurement of both internal support items and items for re-sale.  This organization does not determine what to buy, but maintains the systems and process (applying some discipline to the process) used to execute their purchases.  One move resulting from this consolidation has been the move of the GlobalNetXchange tools from the supply chain management organization to the procurement organization.  Sears is expecting to reduce procurement costs by over 300 million dollars over the next three years as a result of this organization change.

Recommendations for the Department of Defense (DoD)

The size of the DoD's procurement budget greatly exceeds that of any corporation.  Even acknowledging that a large share of defense dollars go to systems with only one supplier, the military's spending for common supplies presents a great opportunity.  Recommend DoD:

· Aggregate purchases across Services and agencies wherever feasible

· Set up cross-functional sourcing teams to develop purchasing strategies

· Migrate to common procurement systems and processes

Consultants


During the past year, Sears has started planning and implementing numerous changes on a very large scale.  They have conducted a reorganization of their home office and field organizations, moved from a logistics to a supply chain view, reorganized the stores and started changes to the store layout and design, developed a new mega-brand of clothing, and began development of a new corporate strategy.  Additionally, they still had to “make the day” and deliver on previous promises to improve stock and shareholder value.  Sears could have easily accomplished any one or two of these changes simultaneously or tried the changes sequentially, but they chose to do all of the changes at the same time.  It is easy to see that the corporate leadership and associates could rapidly become overwhelmed.  To assist in their conversions Sears brought in over four different consulting firms.


Consultants assisted on numerous projects and provided skills or augmented existing capabilities to facilitate all of the changes.  Consultant teams worked in the areas of organizational structure, change management, process improvement, supply chain management, store re-design, and strategy development (to name a few).  They provided a highly skilled, already trained, work force to augment existing corporate capabilities.


There are positives and negatives associated with the use of consultants.  They are best used when you need skills/expertise that you do not have or require augmentation on a temporary basis, need fresh ideas unencumbered by the existing culture, have a firm grasp on the scope of work, or to apply discipline to a process where there currently is no discipline.  Additionally, in the corporate world they are used to validate concepts and or plans developed by internal resources.  The dangers involved in using consultants include, expense (they are expensive), they tend to increase their scope in order to increase their business, require significant amount of time from leaders and subject matter experts, and they almost always have a different agenda.  However if you go into using consultants with a solid plan, great benefits can be achieved and internal assets can be re-directed to other tasks.

Recommendations for the Department of Defense (DoD)

DoD may be able to benefit from a greater use of consultants.  Recommend DoD further research the use of consultants in the areas of:

· Change management

· Supply Chain Management

· Information Technology

· Process Improvement

Defense Business Practice Implementation Board (DBB)20,21


During the past year, the Secretary of Defense established the DBB to recommend effective strategies to the Senior Executive Council to implement best business practices within the Department of Defense (DoD).   The board serves in an advisory capacity on a continuing basis (subject to review every two years).  The Undersecretary of Defense, Comptroller sponsors the board, with the chairman of the board (2 year term, with 2 year renewal option) appointed by the Secretary of Defense.  The twenty board members are leaders in the fields of management, production, logistics, personnel leadership, and the defense industrial base.  Board members serve two-year terms and are considered special government employees.


The interesting thing about this board is that it was not established to do any studies.  It is charted to take existing studies and industry experience and use them to develop implementation plans.  Just about every problem that the DoD has concerning the day to day operation of the non-tactical/operational levels within the department has been studied at one time or another.  The challenge has always been implementing study recommendations.  The DBB has the unique opportunity to provide the senior level leadership of the DoD with actionable plans.


Realities within the DoD require that any plan developed must be actionable within a single political administration.  To overcome this constraint, the DBB is planning to have actionable plans completed for its initial projects prior to January 2003.  Once the first round of plans has been delivered the board with then develop new initiatives for implementation within the boundary of their charter.

Currently, the board is working five initiatives in three major areas.  The areas are management information, human resources, and change management. Each committee has a sponsor to assist them in gathering information and help to translate between business and governmental language, processes and requirements.  Many of the impediments to change within the department are cultural, however the DBB is finding a real desire to change and improve the way the department does business.

Senior leaders within the DoD do not currently have a well defined balanced score card and/or performance metrics.  Secretary Rumsfeld would like to have a balanced score card that measures operational, future, force management and institutional risk components.  The management information committee is developing 2-3 high level metrics on force management and institutional risk.  The change management committee is working to develop a well defined organization for change management within the DoD and how the department can provide the incentive for change absent business’ bottom line.  The human resources (HR) committee is helping to evaluate and develop the roll out plan for a single standard civilian human resources information system, recruiting and retention initiatives and programs to enhance military community attractiveness through improving local schools.  Additionally, the HR committee is looking at long-term initiatives to address attracting and retaining high quality civilian professional and managerial talent.

LTG(Ret) William G. Pagonis, Senior Vice President, Sears Supply Chain, is the current chairman of the DBB.  While assigned at Sears, one of my projects was to assist LTG Pagonis with the DBB.  I assisted by performing some duties of an executive secretary for the board.  The duties included establishing the meeting schedule, drafting executive correspondence for the board, and providing executive summaries for numerous documents and correspondence for the chairman. 

Participation with the board provided me with a unique opportunity to observe how corporate senior leaders interact with the Department of Defense.  It also gave me some insight into some of the problems faced by DoD and what direction the department’s senior leadership is taking to solve problems. 

Recommendations for the Department of Defense (DoD)


Observing/participating with a special board truly enhanced the learning experience during this fellowship.  Uniformed officers could really benefit from additional exposure to the DBB and other boards like it.  Recommend the following:

· Where possible, assign an officer to observe civilian committees.  Officers could assist the executive directors in setting up meetings and capturing lessons learned.  Could possibly be an elective at the Industrial College of the Armed Forces or a DC based Corporate Fellow.

· Better publish the activities and results of the various committees and boards sponsored by the department.  The rank and file is rarely informed on what is going on in the area of business process improvement, nor do they understand the importance of better utilizing DoD resources.

Observations and Recommendations for the Secretary of Defense Corporate Fellows Program

The fellows program has proven to be an interesting learning experience for the other fellows and myself.  As with all things military, an after action review must be conducted and lessons learned captured for the benefit of future fellows, the program and myself.

Company Days


By far the best part of the fellowship is the company days.  They are a fantastic opportunity to learn about other companies and how they operate, provide an opportunity to compare the fellow’s company against another corporation and gives us exposure to corporate leadership at the highest levels.  Company days provide real world illustration that in many cases the same techniques and skills are applied regardless of the industry to achieve success.


Common themes derived from this year’s visits included change management, corporate communications, supply chain management, information technology as a strategic partner, and the importance of human capital.  These observations provided the basis for our out briefs and have great potential for adaptation within the DoD.


The following recommendations are provided:

· Start work on your company day as soon as possible.  Getting the CEO is a big coup and you have to get on his schedule as far out as possible.  It is best to have a senior vice president sponsor your visit and make the request.

· Check the per diem and lodging rate for the location where the fellows will be billeted.  I made the mistake of finding a good hotel and a low price based on the per diem rate where the company was based (only 5 miles away).  While the out of pocket expense was low (less than $2/day) it was still an inconvenience.

· This year we scheduled two company days back to back.  Avoid doing this if possible.  Several fellows had to go cross country twice, it places a lot of wear and tear on the body and it takes you out of pocket from your host company for an extended period of time.

Scheduling of Training and Briefing Dates

This year both our mid-term and end of term briefings were scheduled in conjunction with holiday weekends, resulting in several of the fellows having to travel over the holiday or be away from their families during the holiday. Additionally, initial training had a report date of 2 July, giving us a 2-day workweek followed by a holiday.


The following recommendations are provided:

· Begin initial training the week following the 4th of July weekend.  This will allow the fellow at least part of the holiday with their families.

· During initial training, recommend the fellows plot out the year and set target dates for their company days, mid-term and end of term briefs trying to avoid holiday weeks.

Training Support


The support we received was fairly good.  The package on automation and office support was very detailed and should be maintained.  The lodging initially set up for the fellows left much to be desired.  We stayed in a basic hotel room, no refrigerator, kitchen, etc.  Since we are in the Washington DC area for a month, not having someplace for food and drinks is inconvenient.  I know this sounds like whining, but at the same rates, located just as close to training was a hotel that provided a kitchenette.  This small “nicety” made all the difference in having a positive experience.  Additionally, not everyone was billeted in the same location.  Requiring all fellows to reside in the same location will help in the initial team building efforts.  Although the team bonded relatively quickly, those that were co-located formed the strongest bonds. 


Several of the classes during initial training had writing and/or internet access requirements (some in class, others as homework).  The fellows had only a limited number of computers available for use and had to be at the office to have access to the computers.  There were ample desktop computers available during training this year, but since then the empty offices have been occupied limiting access to two computers.  This has the potential to create friction within the team when working on requirements and extending already long training days.


The following recommendations are provided:

· Recommend billeting everyone in a hotel (like we did at the end of term) with a kitchenette.

· Billet all the fellows in the same location.

· Lease Laptops for fellow use during the duration of the initial training as a minimum or for the duration of the course.  This will allow the program to set up dial up accounts for all the fellows and reduce the fellow out of pocket expense for internet access.  As a minimum, notify the fellows of the requirements so that they have to option to bring their own computer.

Training Program


The summer training program was one of the highlights of the program.  The mini-MBA provided by the Darden School was excellent and gave all of the fellows a good grounding in the basics.  The lectures we received on strategic issues armed us with information we could use in our military careers and allowed me to answer some strategic level questions I would not have otherwise been able to address.


The following recommendations are provided:

· The individual strategic plan was a good session, however there was no follow through by the instructor.  Recommend maintaining the block, but finding a different instructor.

· Have the Darden instructors add blocks on change management and six sigma.  Most of the companies in this year’s group used some version of six sigma or another change discipline.

· Block on the elevator speech was very good, however some of the instructor’s information was dated and he was focused on officers getting out of the service (i.e. he did no modify his presentation to fit the audience).  Recommend maintaining the block but getting a new instructor.
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NOTE: BOLD and Italicized items

indicate FLS Improvement initiatives.
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2002 Supply Chain Operating Plan

QUANTIFIABLE OBJECTIVES

> Linked to Evaluation Reports <
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Be a Diverse

 High-Performance 

Team

Relentlessly Pursue

Improvements in 

Productivity &

Returns



Be Customer

Centric



Drive Profitable

Revenue Growth



- Achieve Full-Line Store Profit  $

- Rollout New Stores including 7 TGI

-Increase PO Compliance from 82% to 85%

- TW Cost / Carton:  $4.60

- Fashion Cost / Piece:  $.458 

- DD Cost / Order:  $64.24

- Tires Cost / Tire:  $2.71

- Customer Direct: 

       - Cost / Piece: $17.07

       - Cost / Order: $68.36

- CRC mdse returned to vendor:  $232M





- RRC  Service:  99.44%

- Fashion Service:  11.60 days

- DD Service:  87.3

- Tires Service:  99.75%

- Trans. On-time Del.:  95.0%

- Cust. Direct On-time Svc:  98.0%

- Complete 400 Store visits (surveys) by 31.Dec.02

- Sensing Sessions:

  Field - Monthly / Hoffman - Quarterly

- Monthly Cross Training

- Continue Recognition Programs

- Diversity Initiative: 

       -  Interns / Trainee Candidates

       -  Maintain Report Direct Level

- Continue to drive Work / Life Balance

   through Supply Chain bulletins

  

- Achieve Home Office Expense Budget

- GNX:  $750M  in Auctions

- Transportation:  $67M cost-take-out

- Lead completion of design phase of Supply Chain Flow Optimization and implement quick-hit opportunities $7.69M

- Implement Tailored Store Service Model

- Complete design phase liability initiatives and initiate implementation $4.2M

- Complete design phase integrated order management (IOM).  Initiate implementation $0.63K

- Average SIMI accounts receivable:  $36.4M

















