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Supply chain disruptions
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The RSM US Middle Market Business Index Posts All Time High in Q32021

MIDDLE MARKET BUSINESS INDEX
(seasonally adjusted)
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Producer Price Index

Lack of supply around the world leads to higher cost to produce and higher selling prices

Producer Price Index, All Commodities vs. Truckload and LTL
Indices Relative Performance
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e || Commodities == Truckload

Over the last 12 months, producer price index increased by 20.4%, 20.2% and 12.1% for all commodities,
truckload and LTL, respectively N —
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Supplier delays

Material shortage caused by supplier delays for companies who were not prepared for
variability in their supply with proper inventory parameters

Supplier Delays by Sector

Manufacturing

Retail Trade

Construction

Accommodation and Food Services

Other Services (except Public Administration)

Wholesale Trade

Utilities

Health Care and Social Assistance
Administrative and Support and Waste..

Arts, Entertainment and Recreation

Management of Companies and Enterprises

Transportation and Warehousing

Real Estate Rental and Leasing

Educational Services

Information

Professional, Scientific, and Technical Services

Mining
Finance and Insurance

0% 20% 40% 60% 80%
Source: US Census Bureau (Data Time Period: 9/27/21-

10/3/21), RSM
0/3/21), RSMUS I
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Inventory shortages

Declining inventory to sales ratio indicates companies are struggling to keep up with their demand

Inventory to Sales Ratio
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Consumer Price Index

Main sub-component contributors to monthly CPI change in 2021

%, SA
1.0 = All items
Others
B New vehicles
M Used cars and trucks
08 M Shelter
[ Motor fuel

B Energy services
I© Transportation services

January ' February "~ March April | May © June July | August 'September' October o

Source: BLS, RSM US RShA
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Poll question #1

What are your company’s supply chain challenges in the past year?
A. Supply shortages and out of stock
B. Rising material and transportation cost
C. Demand fluctuation
D. All of the above
E. Others

RSM
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What are other companies doing?

THE AMBITIOUS.

Moving production closer to demand

A4

Optimizing distribution networks

THE PRUDENT.

Segmenting and optimizing finished goods inventory and raw materials
Developing and implementing a plan for every part
Supply chain failure mode effects analysis
Reuvisiting strategic sourcing strategies to improve resiliency
Improving supplier contracts to address potential disruptions
Improving supply chain visibility and resiliency (primarily through technology)
Improving S&OP processes

Improving parts data to facilitate allocation of scarce resources

THE OBVIOUS.
Stockpiling

N RSM
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Definition

ABC — XYZ Inventory segmentation

Segment inventory based on value and demand variability

300000

250000

200000

150000

100000

50000

Variability Analysis of Inventory

X (Stable)

Y (Reactive)

Z (Erratic)

High Consumption Value
Even Demand
Reliable Forecasts

High Consumption Value
Predictably Variable Demand
Less Reliable Forecast

High Consumption Value
Sporadic, variable demand
Forecasting unreliable or
impossible

Medium Consumption Value
Even Demand
Reliable Forecasts

Medium Consumption Value
Predictably Variable Demand
Less Reliable Forecast

Low Consumption Value
Even Demand
Reliable Forecasts

Low Consumption Value
Predictably Variable Demand
Less Reliable Forecast

Source: AICPA, cgma.com
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Medium Consumption Value
Sporadic, variable demand
Forecasting unreliable or
impossible

Example
Stable (CV <1 & Prob >90%) | Reactive (CV >1 & Prob >70%) | Erratic (CV >1 & Prob <50%)
X (Stable) Y (Reactive) Z (Erratic)
SKUs=141 SKUs=43 SKUs=9

Inv Value=$2,604,788
24M Revenue=$35,077,326

Inv Value=$611,665
24M Revenue=%$10,221,646

Inv Value=$195,379
24M Revenue=%$1,957,421

SKUs=272
Inv Value=$2,194,772
24M Revenue=%$22,547,660.

SKUs=187
Inv Value=$1,564,651
24M Revenue=%$14,614,660

SKUs=90
Inv Value=$670,863
24M Revenue=$6,445,401

SKUs=202
Inv Value=$969,591.02
24M Revenue=%$7,930,971

SKUs=480
Inv Value=$2,026,425
24M Revenue=%$15,433,109

SKUs=513
Inv Value=$1,953,401
24M Revenue=%$13,284,482

RSM



Optimize inventory by segment

13

Use triple play analysis to display the historical demand, supply and inventory trend for each material

and finished good.
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Average
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Update inventory planning parameters

-Q m =
I /o
Product Material
. Demand
Information Cost

Part Number Historical Demand Unit Cost

Part Description Forecasted Demand Order Cost

ABC-XYZ Categorization Sales Forecast

Desired Service Level Stock Out Cost

14 ©2021 RSM US LLP. All Rights Reserved.

Inventory Carrying Cost

0,

Product

Lead Time
Parameters

Cycle Time Safety Stock

Factory Lead Time Reorder Point
Manufacturing Variability Minimum Order Quantity
Supplier Lead Time Order Policy Quantity
Supplier Variability Economic Batch Quantity

Economic Order Quantity

RSM



Poll Question #2

How often is your company updating your inventory parameters?
A. Quarterly

B. Semi Annually
C. Annually

D. Haven't updated since system implementation

15 ©2021 RSM US LLP. All Rights Reserved.



Leveraging the value of PFEP

16
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Sourcing
Procurement
Supplier
Management

Inventory and
Warehouse
Management

Supply and
Demand
Planning

=<=[8) =
| : Delivery _0
nventory Information Suppllgr F
Packaging Parameters Information Storage
Dimension Location

Plan For Every Part

foderca
ST ®
(e RFTERac]
M=l

Packaging 12 @ III Order

Type Part P art Frequency

Number

Part Description

Demand

Finance and

Transportation
Accounting

and Logistics

Sales and
Distribution
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What is a Plan for Every Part (PFEP)?

A material flow plan that includes data on every part coming from suppliers and every finished good
going to customers.

(" )

Plan For Every Part

Product Information Demand Inventory Parameters Supplier Packaging and Logistics

Part Number Unit Cost Usage Per Assembly Order Frequency Supplier Name Package Type Carrier

Minimum Order

Order Cost Ouantit

Part Description Hourly Usage Supplier City Package Weight Transit Time

ABC-XYZ
Classification

Transit Time
Variabili

Economic Batch
Quantit

Inventory Carrying

Cost Daily Usage

Suppler State 1 Part Weight
Economic Order

Quantit

Containers Used Per
Hour

Standard Package

Stock Out Cost :
Quantit

Current Inventory Supplier Country Total Package Weight

Effective Start Date Storage Location Usage Location Safety Stock Supplier Performance Packaging Length Shipment Size
Effective End Date # of Cards in Loop Reorder Point Supplier Lead Time Packaging Width Shipment Frequency
Order Policy Quantity Supplier Variability Packaging Height
I N

RSM
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Material allocation

During supply shortage, allocate materials to high revenue and margin products.
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S&OP Building blocks

The foundational activities below enable the S&OP Process through linking critical inputs via collaboration

S&OP Governance & Decision Making

Consensus Plan
Final executive and cross-

Historical Reconciliation Demand Review Supply Review
Updating forecast with Aligning updated forecast Aligning updated forecast

previous month actuals, lost with quantitative and with Operational capacity
sales, etc. qualitative customer input and capability

functional approval

Suppliers Demand Management Supply Management Customers

Product Innovation Inventory Planning

Product Lifecycle Management Supply Chain Planning

Raw Materials
Brand Management :
Capacity

Pricing & Promotion Production

Demand Planning Production Planning and Scheduling W N

19 © 2021 RSM US LLP. All Rights Reserved.



Planning Level
and Detall

Planning Areas

S&OP Planning horizons

Leverage multiple planning horizons to align supply with demand from the strategic to the tactical

Strategic Tactical

Long-term planning (Years) Mid to long-term planning (Months) Medium-term planning (Weeks) Short-term planning (Days)

e e T-" - T T T T T TS T TS T T T T T T T T T T T T T T T T T T s T s s T 1
1
1
1
I

’

i Manufacturing planning
Transportation planning

Production scheduling

Operational

20 ©2021 RSM US LLP. All Rights Reserved.



Re-sourcing

Market Trends Sourcing Considerations
Global supply chain disruption from supply Past Present

shortages and trade wars » Piece Price « Total Landed Cost
Re-sourcing global sourcing to regional sourcing * Transportation Custom Duty
Bring operations closer to customers to mitigate Tariff

risk Risk

NAFTA Content

Regional Sourcing Benefits 37
Less inventory )
More frequent deliveries T
Reduce and stabilize lead time L
Reduce cost (transportation, 5 B
custom duty, taxes)

21 ©2021 RSM US LLP. All Rights Reserved. /




Poll Question #3

Has your company started planning to protect itself from future risks
and variation in the economy?

A. Yes, started a while ago
Starting to think about it and took some action

B
C. Starting to think about it but have not done anything
D. Have not thought about it

22 ©2021 RSM US LLP. All Rights Reserved.
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Are we asking the right questions?
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Are we asking the right questions?

Client example #1: Global franchise business

|dentify the most important issue that if solved, would satisfy an objective

Strategy Objective

Create a consistent Implement

global customer operational IT system

experience with 3 parties

¥

Benefits

Issue

A

First two roll outs not a success

22

CLIENT’S ORIGINAL
problem statement

NEW problem statement

"What process should we
follow to enable a frictionless
repeatable roll out?”

¥

Client Outcome

Q‘O .I.l ‘é We need a checklist to 1. Created a global playbook
localize our IT system with 3™ 2. Two country pilot
Standardized Data Insights New parties in 20+ countries”
customer revenue J
experience /
N I

“ RSM
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Acknowledge the complexity of
the problem
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Acknowledge The Complexities

Client example #2: Supplier of spa and exercise equipment

Review, discover, inquire, analyze from multiple perspectives

Client pursued

\ More contm
time, margin Renewed Strategy
Tariffs & shiopin Proprietary operation ' Com P lexities Developed new alternatives
. PPIng Shelt t Renegotiated with suppliers
hurting margin elter operator S . L .
Shi del * New operations; new country Investigated alternative import options
Ipment delays are Contract mfg. v « Unknown N. America mfg. costs Digitize supply lines
costing sales « Hire/train workforce
Less control, « Business disruption
] time, margin + Tariffs and shipping costs may be
Hypothesis less of a problem in one year
Py Outcome
) ) . Decided not to move manufacturing
’ g ' Z Constraints Redefined what success looked like
Move manufacturing Timeline did not fit existing options streamiine existing operations
from China to Mexico 12 mo. horizon — PE owned gop Conserve cash
Increase margin Management inexperience
\Shorten supply Iinesj \ /
N N

RSM
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Acknowledge The Complexities

Strategic Lens

Interview Key
Themes

Strategic Themes From Interviews

During the discovery interviews, RSM identified strategic themes that were consistently discussed. Below are the key
themes that were present during the interviews:

anmmwmm
supports 1) customa buying preferences,
Z)Munwumk:)mu
S deubicn, e §)

s important
o CLIENT ot o EMER
operations and lay tho loundsion for
sustanod growth

CLIENT 5 seeking 1o buld sustamed
it R PACA ) deniog « it

Process Flow

CLIENT Cloud Inlematlonal Rolluut Dlscovery & Planning Prccess
[Repealabie process was aes
Plan & P ] Validate Design
Heiew and
[o— -
S [son S o complance |
e W becerd
teams)
Compare CLIENT Document
Document AS IS Clowd AS IS with ‘compliance &
Dttt Gty s ness || L
processes tr ocese A3 1S st
Country provide requirements for
’—.
I
== =
confiem Gountry. confim | |
55 busness complance
rocess requrements.
11 St i st e et RSM
1) et e et T . D ey ety o T s Aot s Faperog.
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Diagnoses

Customer Geo
Mapping

SAMPLE: Geo mapping of current EU customers contrasted with contemplated
future warehouse locations

European Expansion Opportunity |

Client Hypothesis: There is a $50m opportunity
in Europe i the business can supply customers

directly in-market Objectives of expanding:

+ Streamiine Supply Chain (receive &
assemble closer to consumer)

*  Lower Consumer Prices

*  Reduce fully-landed Pricing

+ Reduce shipping fees

Fast delivery (2 day standard ship)

Launch sales program in Europe

Market Prioritization
Framework

Develop a formal market prioritization model for international sales and
determine the level of resources to devote to each

StewMac International Market Prioritization Matrix S#les and % of sales, 2019
based on estimated potential opportunity

Deep Dive |- UK - Fance . Beigum
Markets - raly - Japan?
- Nethertands

RSM




Is the leadership team aligned?
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|s the leadership team aligned?

Client Example #3 — Global Food Manufacturer

0 Issue

Where to locate new EU mfg. facility?

Context

High UK mfg. costs
BREXIT — anxious customers
Proximity to customers & supply

2 attempts; 3 Years; no decision
Management was stuck

Lea
lea bt ——  laHere?

L S

ket ke Here?

Here?

30
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eGet agreement on what matters beforehand
Importance

Supply chain proximity and capacity
End market proximity

Labor force

Infrastructure

Business environment

Business case — financial/non-financial

Lower

e Outcome

Management alignment
Project acceleration - 7wks
Clear path forward
N I

RSM



Is the leadership team aligned?

Client Example #3 — Global Food Manufacturer

SC production capacity

Germany and Poland are the only countries with enough production capacity to comfortably support Client's

— | - eGet agreement on what matters beforehand
- Im portance

End market proximity

D w Supply chain proximity and capacity

e Labor force
SC production proximity Infrastructure

Business environment
. _ Business case — financial/non-financial
= S Lower

Labor force analysis Infrastructure Financial business case

Large variability in labor, rent, and electricity costs yield relatively narrow profitability changes due 16 a large There is sufficient road infrastructure in Poland to meet Client needs for access to key suppliers and the Manufacturing in Katowice or Warsaw results in comparable operating profitability. Locating in Katowice
f costs being composed of ingredients, maintenance and non labor overhead costs. primary CE customer base. approximate $1,000,000 5 year NPV and EVA advantage oves
Labor costs compose approximately 10% overall costs but are a variable we seek to minimize. Lawest cost of Focus on Warsaw:
unskilled labor with higher Kals Paland and Brno, Czech Republic. The A2 Motorway is one of two major East-West
roadways that will connect Warsaw with the rest of CE.
Unskilled Prod b
——
%
A
—
Approximate drive time from Warsaw to the
| — geographic center of Client's customer base is 11.5
hours or 700 miles. The A2 connects directly with a
E E s s = s G well-established road network in Germany.
3 1 : . . B v—
EDO's:
‘ — = = R S hA
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How will we decide?
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How will we decide?

|

Analyze the options against

Create a decision framework
the framework

Decide and plan

Overall guiding principles include: Options to be analyzed: .
: : : : Sequence projects on a roadmap
Financial hurdles Business Constraints : :
- : and create execution plans with
Company values and mission Time/Resources
: o owners
Company’s goals/aspirations People/Money

* RSM
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How will we decide?

Client Example #4: International e-commerce business

Issue: Non-U.S. customers were loyal; would spend more if shipping costs were lower and more predictable
and if shipments arrived sooner.

Q Project a Options Analyzed e Findings

%3 amazon Do owner managed DC but...

Increase sales to justify investment
“We need an EU Owner managed

distribution center”

Forecast 20-25%' key markets Actual

Decision
Strategic Pl i
Expan d onalty p rog ram Eu::pleeal?nlgxparansr::r::nsgalles Forecast Base Model 1 4 = 3 O %

Graph represents the two scenarios from previous slide compared to the “current state”, which is fulfillment .
from HQ with effect of only and the historic trendline for reference.
D O u b I e ad S p e n d The current state model is based on 12 weeks of loyalty program impact on the United Kingdom I n C re aS e
- European Facility: 1 h 1 3 m th
/_ 40-60% lift for distribution from Wlt I n O n S

a European facility, phased in at:
Year 1: 25-35%
Year 2: 30-40%
Year 3: 35-45%
Year 4: 40-50%
Year 5: 45-60%

Charge a little less on
shipping
Do DC later

Us-Fulfilled:

20-25% lift for increase ad spend

B B ® ® B B
E E E H H E

-

Us-Fulfilled (Current State)

with Loyalty program only . - _

. B
BERECL L EEEE ™™™ 1 wistoric Trendline
sus
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Pulling 1t all together

RSM




Pulling 1t all together

Hot to strategize through strategic challenges with senior leaders

@ Ask the right questions,

Decision type:
create a problem statement /P

Infrequent
Big ticket
E_EI Future defining
- ~@ Acknowledge High risk

the
complexity o

JEp > Align |ea}dership o kﬂ]

_____ -~ Decide, plan, execute

36
N N

RSM
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Example frameworks

Strategy maturity assessment

il Maturity Level

1 from  single sirategic initiative to.an aggregate
developed, refined, tracked, and
bised upon speeific strategic decisions or

ihe oeganization The facus is

igrest e bodies seek. Impliestions

Detailed Maturity Scoring

Business case

Rstioram,

Operating Motel: Client Owned vs. 3PL Minimum Sales Growth Requirements
IRR-Cast of Coolls 11.75%

‘A Client awned facility neads over 50% the required yearly incremental sales growth rates to
achieve invastment hurdle rala relative to a 3PL

S Rotterdam 3PL EBITOA Return Forscast

e |

-
Cllent Managed L [ ——

Required Yearty Incremental Salea 51,200,000 U8D. 0D | SRR T B

Initial Investment 52,200,000 USD: 150000 USD st et st -

Required Year & Tota EU Sales A0000US0_ S00000USD [
(5% v e ol (248 et

Lower

37
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Facilitate workshops

Strategy Workshop Output - S O.AR.

Formulate Goals

Client's sod o discovery, and Business Review
presentations and should continue to I:n rolined in futurs strategic planning meetings

Gowls “Tier 1 Dasp Diva and Priority Tiet 2 Markets Messurea by:

Tier 3 AN ot

T — markets

g - #1

prompt ey e by 2020
* Marfincur s tomn e+ Margns ke L 57% o bt
ity
Customers/rand + N custores acueston roth 2.6 7%
" Be recognzsd a the hghest -nw.nmu.nzw
r . i

the prefered prower f ool 2020 and 2021
5 o s iy -

s bovs o i
i i 3 esieners

- Customers can puchase il imvcetory
v e —
‘ sstomess

sty methods

Decision model

Use the Decision Framework as a systematic approach to help StewMac determine

which expansion model best fits its requirements

et st ot

==
o A —
) e SR
T
—
e =
o Cusicmer lasgts —
=] Py B s
—
(= [——r—
= R
M| | N = -
p— T ———
z‘-- Compemtion ‘CaseoAbes nckdes
e Bt SRR
|| A e,
—
Shoped ety s Eompe fom e 1 —
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commona pretemes shppng s
W i e R
+ Aty 5 ecehe and et peosicts
v Tt 1 LS
15T 0 16 T 1 Column algn wih Clkants Infarmsonal GEpRcives snd SHOUKS Contins 1o 1 refined
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Planning, Execution

Roadmap

Alignment, certainty, clarity, action oriented

EU 3PLWarehouse Timeling

RSM

Higher
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Poll Question #4

Since the COVID-19 pandemic the most important priority
for us is:

A. Re-imagining go-to-market sales models and processes

B. Improving supply chain resiliency and transparency

C.Increasing prices due to rising input costs

D. Moving production or distribution center(s) closer to demand

E. None of the above

N N
38
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