Case 2 – Large Medial Devices Firm (Medco) Implementing a Supply Risk Management Program using a Risk Portfolio Approach
Medco, a large medical device manufacturer, has experienced a number of disruptions to operations and customer service as a result of unexpected problems that have occurred within their supply chain.  As a result of this, the Supply Management team at Medco was tasked with creating a framework to better understand the drivers that create supply disruptions and mitigate the risk more proactively.  This process is used by the Medco Risk Management team as well as the commodity managers to aid in identifying and managing risk on a timely basis or to be alerted to possible risk factors that require their attention. 

The assessment process in this program consists of the preparation, data collection, analysis and reporting portion of an overall Risk Management Program being implemented by Medco and shown in Figure 1.
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Figure 1.  Overall Supply Risk Management Process

The objectives of this program were to assess all criteria that contribute to supplier risks in the detail level required for identifying critical suppliers and analyzing root causes and  implement mitigation steps at identified suppliers.  It was also envisioned that changes in suppliers or movement of spend would occur in order to balance the supplier portfolio based upon risk, cost and spend.
The  (DRK) approach was used within this program in order to quickly and holistically assess supplier risk and build an objective, quantifiable comparison between suppliers.  
This approach enables organizations to assess supplier risks holistically within 6 categories: 

1. Relationship, 

2. Performance, 

3. HR, 

4. Supply Chain Disruption, 

5. Financial Health, and 

6. Environmental Indicators. 

The assessment was conducted as a combination of interviews and an on-line surveys that allow organizations to assess a large group of suppliers within a short time frame.  

High-level results of the assessment were presented in form of a supplier portfolio including supplier risk probability and revenue impact of each supplier. See figure 2 (Note.  all company names and ratings have been changed for this case).  This rating is developed from the assessment and performance data using the DRK method.  The revenue impact reflects the impact on the company if the supplier suddenly disappears and there was a one year recovery period.
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Figure 2. Medco Supplier Portfolio – Packaging Material
Alcoa, a sole source supplier of critical material, was identified with a medium revenue impact and medium to high risks (within the circle).  In addition, the details of Alcoa’s risk profile showed that they had several off-shore suppliers that were sole sources and with high risk profiles, locations and transportation routes.  They also had only minimal risk management processes in place and in conversations concerning these issues reflected no interest in making any changes.  Medco was a small customer to them (<5% of their business) and one that required a significant regulatory management and offered a high legal risk from medical lawsuits.

 Based on this information, a decision was made to find alternate suppliers for this material and distribute the volume to another supplier. Figure 3 shows the results of the actions taken.
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Figure 3. Medco Supplier Portfolio after changes
Alga, the supplier selected as the alternate supplier of the material was given the volume from Alcoa and their revenue impact increased to $120 million while their risk profile remained the same.  Alcoa’s revenue impact decreased to “0”.  

The impacts on the supply risk portfolio are very positive.  The $120 million of spend that was at Alcoa was rated at 0.25 RPI (Risk Probability Indicator).  When this spend went to Alga, the $120 million was rated at 0.17, a 32% reduction in risk 

As result of the assessment, this company was able to make informed decisions regarding spend and risk as well as potential supply base optimizations including terminations. Mitigation actions for critical materials were able to improve the risk profile and decrease the potential of supply disruptions.  
The following figures show the different mitigation approaches possible in balancing the supply risk portfolio.
1. Taking actions to change the risk profile.  

This is the first area to examine. What are the attributes of the supplier, the relationship or the interactions that are causing a high risk score and what can be done to change them.  For example: a supplier that has a long transportation route (maybe from China) would have a high transportation risk score.  If the supplier can store enough inventory to cover a disruption of one or more delivery cycles then their risk score in this area can be substantially reduced, as show in the figure below.  A supplier that is higher risk because of communication issues can be addressed by building a communication process between the supplier and the company.  This will reduce the risk profile and move the supplier to the left on figure 4 below.
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Figure 4. Equal Revenue moved to lower risk supplier

2. Distributing spend to several suppliers of a lower risk profile.  

Figure 5 below shows the effect of moving all or part of the spend with a risky supplier (1) to less risky suppliers (2,3 and 4).  This can reduce the impact per supplier and reduce the risk for the overall category.
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Figure 5. Distributing the Spend to Reduce the Overall Risk

In general, risk mitigation actions can be a combination of changing the risk profile of the supplier, moving spend to less risky suppliers, buffering the company from the impacts (inventory, alternate suppliers available, etc.) or a combination of these.  Often the lack of leverage with a supplier is a factor that appears in the assessment.  By moving volume from different suppliers and increasing the volume with a key supplier this leveraged can be increased but this must be a balance between the risk of reducing sources and being spread too thin to have influence with suppliers.
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