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Kraft Foods’ Recipe
for e-Business Success

To achieve total online linkage with supply-chain partners, Kraft Foods first
integrated all its internal operations, from plant floor to the enterprise level.
The leading food processor's program included 62 plants in three countries,
70 major product brands, and 6000 SKUs. Supply chain integration came next.

Ray Kulwiec

major food chain retailer plans to have a
A nationwide weekend promotion and is plan-

ning a special flyer for this purpose. However,
it fails to bring a major food processor into its plans,
and the latter does not gear up production to meet
the demands the weekend promotion is expected to
generate. The result? Shortfalls, “rain checks,” and
lost sales.

It may seem hard to believe that the problem depict-
ed above can be allowed to happen, but it does happen
more often than one might guess. The simple diagnosis is
a failure in communication between supply-chain part-
ners. The remedy is closer collaboration. In today’s
Internet world, that means a sound e-business strategy
that encompasses all levels of the supply chain.

Kraft Foods, Inc. is one major food manufacturer
that has recognized the importance of being connected
online with its supply-chain partners for some time, and
has been developing a major program to make it happen.
For years, the company has counted on three major
resources for its success: people, assets (equipment), and
raw materials and packaging. Recently it has added a
fourth major resource — information.

The Internet has opened up the opportunities for
information sharing to unprecedented new levels. Kraft
saw the need for having a leading-edge capability in
information technology, and about three years ago began
building its infrastructure for e-business capability. Its
goal is to develop real-time linkages with all business

partners, improve its business practices, increase the
speed of doing business, and in the end achieve signifi-
cantly improved business results. According to Fred
Sherriff, Kraft’s vice-president-operations systems, the
company’s vision was to harness the power of B2B (busi-
ness-to-business) in order to help ensure its place as the
undisputed leader in the food industry.

The company’s basic supply-chain structure is
depicted in Figure 1. Its enterprise operations include
seven regional distribution complexes that handle a full
line of dry and refrigerated Kraft Foods products. They are
located in Bethlehem, PA; Norcross, GA: Columbus, OH;
Aurora, IL; Haslet, TX; Stockton, CA; and Ontario, CA.

In addition, “buffer warehouses™ affiliated with
individual plants distribute only products made at specific
locations. For example, the Battle Creek, MI buffer ware-
house distributes only Post cereal.

Connect the Enterprise First

An important message Sheriff has for those seek-
ing to connect with supply-chain partners is this: First
you must totally connect your own enterprise. For a
company with more than 38,000 employees in the
United States, Canada, and Mexico, many brands, and
shipping ten billion pounds of product annually, that is
not a small undertaking. In fact, “It is a very large job
to be done in a very short time frame,” Sherriff said. But
Kraft has taken it on with a major company intercon-
nectivity program, from the plant floor to the enterprise
level, to link all of its North American facilities into one



uniform system and set of procedures.

A Single, Common Database

In order to achieve its ambitious connectivity goal,
the company is making sure that all locations work with
common, uniform information, and operate with a single
set of information and work practice systems. And, the
systems must be user-friendly, to bring all employees into
the loop.

At the same time, all functional areas and depart-
ments in the company have needed to shed their func-
tional perspective, which tended to keep them isolated as
“silos” or “islands.” Instead, they had to become seam-
less portions of an overall company process.

From Top Office to Plant Floor

Kraft’s information hierarchy structure is shown in
Figure 2. ERP (enterprise resource planning), corporate
financials, and general ledger reside at the enterprise
level, as do forecasting, planning, inventory, and deploy-
ment models. At the execution level, a manufacturing
execution system (MES) provides the link between the
enterprise level and the plant floor. At Kraft, the MES is a
plant system that 1) provides a common set of informa-
tion tools, 2) allows for information sharing across oper-
ations, 3) allows for correlation of data for knowledge
improvement, and 4) builds a knowledge base that can
be used by all supply-chain participants.

Logistics execution systems also are in place at this
level. They include a warehouse management system
(WMS) to control Kraft’s distribution center (DC) process-
es from receiving through to shipping, and a transporta-
tion management system (TMS) that connects to carriers
and provides a cost-effective distribution path for reach-
ing the customer with the right goods at the right time
and the right place.

Kraft’s design incorporates the capability to receive
a customer order, enter it at the enterprise level, and
direct it into forecasting and distribution models. The
production plan is then formulated and, through the
MES, instructions are downloaded directly to an operator
running a production line — at any plant. The instruc-
tions include information on the size of the order and the
production procedure to be followed.

Operators at many Kraft plants perform within self-
directed work teams, with little supervisory presence.
Therefore, the information downloaded to the plant floor
must be accurate and clear. User-friendly systems and
uniform procedures must be available to all employees.
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Figure 1. Basic food manufacturing supply chain. Products flow primarily from the plant to the man-
ufacturer's regional distribution center (DC), after which they move through the retailer's DC, from there
to individual stores, and finally to the end customer. In some instances the manufacturer also uses
buffer warehouses affiliated with plants. These distribute only products made at a specific location. In
some cases (such as, when delivering a full truckload quantity of one item, such as cereal) the product
may go directly from the plant to the customer's DC and bypass the manufacturer's warehouse.
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Figure 2. System hierarchy provides for communication from the enterprise level down to the
plant floor. An incoming order is entered at the enterprise level. After the production plan is for-
mulated, instructions are downloaded, through the manufacturing execution system (MES),
directly to an operator running a production line.
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Aligning People and Work
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Figure 3. Careful alignment of people with work systems promises optimum use of equipment

and human assets.

Information
sharing and
collaboration
represent the main
thrust of Kraft’s
online efforts with
suppliers and
customers as

it builds its
Infrastructure for
the final phase

of intelligent
e-business.
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To ensure that individual line operators can function at
this level of responsibility, the company has an extensive
training program in place, consisting of both on-the-job
and classroom training.

At the same time that food processing is being per-
formed at a certain plant, the logistics execution system
modules are already preparing for the arrival of the
completed product at the manufacturer’s DC for ware-
housing or cross-docking. Likewise, the transportation
plan is already in place for subsequent shipping and
delivery, and carrier and order status monitoring. In
some cases, a shipment of an entire truckload order of a
product, such as cereal, may go directly from the plant
to the customer’s DC and bypass the Kraft warehouse
altogether. About 35 percent of all shipments are direct
shipments of this type.

Accuracy is the Key

By establishing a user-friendly, single set of infor-
mation and work practice systems, the company has set
the stage for true connectivity across the enterprise.
However, another issue must also be dealt with: the qual-
ity of information. Obviously, the information and
instructions downloaded to a line operator working in a
self-directed team must be highly accurate in order for
the production plan to be implemented properly. This is
one example out of hundreds and probably thousands in
a day in which transactions across the enterprise depend
greatly on data accuracy.

Therefore, as Kraft is completing its information
infrastructure, it is also installing the capability to mea-
sure the integrity of the data moving through that infras-
tructure. The quest for data integrity includes a
self-assessment program carried out at all company loca-
tions, by employees working at terminals. Validation of
test data is used to first identify performance of each geo-

graphic area versus a predetermined goal.

Accuracy performance is measured also at the plant
level and compared against performance of the area as a
whole, and against corporate-level scores. Finally, indi-
vidual units within a plant comprise the lowest-level met-
ric. Each has its own trend graph and detail visible on a
terminal screen. Trends in accuracy performance are
tracked from time period to time period. Trend detail
assessments are performed weekly, and provide an easily
identified color rating. This activity is part of an ongoing
continuous improvement program.

e-Business Evolving

Kraft Foods™ drive to become fully Web-enabled is
evolving, much as it sees the e-business arena in a con-
stant state of evolution. That evolution follows these
stages: 1) establishing a website (early to mid-90s), 2) e-
commerce — buying and selling over the Internet (late
90s), 3) e-business — buying and selling, information
sharing, standardizing on business practices (2000%),
and 4) intelligent e-business — synchronized and opti-
mized end-to-end business processes, spanning multiple
enterprises (2001). Today, Kraft is operating in stages 1
through 3, and is completing its work for operating fully
in stage 4, intelligent e-business.

The company is installing the capability to pur-
chase all maintenance and repair (indirect) parts over
the Internet, through trading exchanges whenever possi-
ble. By and large, these are commodity and off-the-shelf
items, which require little “pre-selling”™ or personal rela-
tionships, and are purchased primarily on price.
Emergency orders for such products also are typically
conducted online.

Likewise, Kraft conducts business wherever appro-
priate online with its contract manufacturing (or “co-
manufacturing™) partners. This e-business process
includes describing the project, selecting the bid, signing
the contract, maintaining visibility for the project status,
signing off on the completed work, arranging for delivery
from co-manufacturer to distribution center or retailer,
and payment for services rendered.

Sharing and Collaborating Efforts

Information sharing and collahoration represent
the main thrust of Kraft’s online efforts with suppliers
and customers as it builds its infrastructure for the final
phase of intelligent e-business. Collaborative planning
and forecasting systems are part of its arsenal in this
area. Both online and face-to-face meetings are conduct-



A Big Breakthrough for Food Industry B2B

A major new consumer products online marketplace was created in 2000 that will provide standards-based methods of collaboration planning, forecast-
ing, replenishment, and procurement transactions online for the food and related consumer goods industries. The new business-to-business (B2B) mar-
ketplace company, called Transora, was formed by 49 leading food, beverage, and consumer products companies which contributed a total of nearly
$250 million to fund the venture. Kraft Foods, Inc., a subsidiary of Philip Morris Companies Inc., is among the investors.

Transora’s services will span the entire supply chain, from suppliers to manufacturers to retailers. It will provide procurement, vendor and product cata-
logs, online order management, supply chain collaboration, and financial services. Its first services — procurement and a product catalog — were
being rolled out in fourth quarter 2000, supported by preliminary pilot transactions. Other more strategic services including collaborative planning, fore-
casting, and replenishment between manufacturers and retailers, are scheduled for rollout in 2001.

Transora issued a press release in which executives from sponsoring companies detailed the benefits of the new marketplace, and a major food industry
trade association expressed its endorsement of the concept. According to Stephen David, CIO, The Procter & Gamble Company and a Transora board
member, the new marketplace will dramatically transform the way the industry conducts business. “Conducting transactions electronically on a common
platform with shared standards will provide tremendous value to the entire supply chain. Simply put, it will increase the overall quantity of service we
deliver to our customers,” said David.

“A key benefit of our services will be in improving the speed and liquidity of transactions for participating companies,” added James Chestnut, executive
vice president, The Coca-Cola Company and also a Transora board member. “Transora will offer a single connection to a broad array of services and
exchanges on the Internet, providing ease of connectivity and associated cost efficiencies,” he said.

Another endorsement of the concept came from the Grocery Manufacturers of America (GMA), a leading trade association within the consumer goods
industry. “The speed with which these companies have come together and the financial commitments they have made clearly demonstrate the value of an
industry-owned and operated global trading network,” said C. Manly Molpus, GMA president and CEO.

By streamlining supply-chain transactions and connecting thousands of trading partners, Transora benefits multiple players. Suppliers gain access to a
much larger customer base and reduce customer acquisition costs. Manufacturers benefit from improved customer service with retailers and whole-
salers. Retailers and wholesalers can simplify their ordering process and improve order accuracy. All participants in the supply chain stand to benefit
from increased connectivity, enhanced automation, and improved inventory management.

A Boon to Manufacturers

Manufacturers in this industry stand to benefit from access to more buyers and suppliers, from streamlined procurement processes, reduced leadtimes,
and reductions in inventory and costs of goods. These companies also will have access to a set of value-adding tools, services, and methods that
include integration and information management across the value chain, based on a set of common standards within the consumer packaged goods
(CPG) industry. Because Transora will facilitate communications among trading partners, manufacturers can expect improved forecasting accuracy,
resulting in better production planning.

More Than an Exchange

According to Transora, there are significant differences between e-marketplaces and exchanges. For example, B2B exchanges are all about commerce;
they exist to facilitate commerce between partners. In other words, a B2B exchange is an electronic environment in which buyers and sellers come to
transact business. Here, buyers can purchase items from suppliers through electronic catalogs. Or, through e-sourcing, one seller may be linked to
many buyers, for procuring or selling goods and services. Likewise, exchanges can match supply and demand through real-time, bid-ask spot markets.

An e-marketplace, on the other hand, provides a broad offering of products, services, and content, as well as a venue for business transactions, includ-
ing the use of exchanges. Thus, in addition to providing a number of supply-chain services, an e-marketplace might offer catalogs, e-sourcing, and an
exchange environment. Going beyond the processes of buying and selling, e-marketplaces foster communication and collaboration among participants.
In Transora’s case, it provides the common technology platform with shared standards that enhances all the business processes in the supply chain.

Other investors in Transora besides Kraft Foods, Inc. include such companies as Coca-Cola, Diageo PLC, The Earthgrains Company, PepsiCo, Procter
& Gamble, Sara Lee Corporation, and Unilever NV. Further information about the new e-marketplace is available on www.transora.com.
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In its program to drive down costs, the company
targets a one percent annual reduction in labor costs,
plus the same reduction in yield, inventory, and trans-
portation costs respectively, adding up to a total four per-
cent annual cost reduction. The goal is being achieved in
part with a careful alignment of work systems and the
people who will function within them (Figure 3). The
tactics include developing work practices and tools that
will make the job easier, and reduce or eliminate the
need for certain types of activity.

Work systems include production equipment used
throughout Kraft’s plants. The company closely monitors
the efficiency of all operating equipment, looking partic-
ularly at: 1) operating speed, 2) reliability (percent
uptime), and 3) first pass quality (little or no defects).
Thus, the measure of overall equipment effectiveness
(OEE) is: OEE = speed x reliability x first pass quality.

It is this best utilization of physical assets (equip-
ment) coupled with the best utilization of human assets
that will enable Kraft to achieve its aggressive productivi-
ty goals, which include:

= Five percent labor savings over five years through more
effective labor scheduling and management

= Ten percent reduction in over-packing errors (through
weight control procedures)

= Improved yield through product consistency and
reduction in production errors.

In order to attain and maintain world-class status
as a leader in its industry, Kraft recognizes that the bot-
tom line today really lies in the final grade of customer
service. Through its use of technology, and its develop-
ment of integrated information systems and their appli-
cation to supply-chain processes, the company has been
able to show striking achievements in the area of cus-
tomer service. In particular, reliability has been high, as
evidenced by the ability to produce to order, and ship
complete orders on time. Significant, ongoing cost sav-
ings are expected in the future.

Kraft’s e-business activity is a work in progress.
Major innovations are expected to continue as the cost
of computer chips and storage memory keep dropping,
and high-speed, broadband connections become widely
available.

Meanwhile, a key to achieving successful supply-
chain processes is for all partners to “speak the same lan-
guage.” To that end, an important part of Kraft's current
e-business initiative is to influence outside industry part-
ners to adopt common standards, and to establish a com-
mon “e-commercialization” language used across the
supply chain. The common language is intended to help

New: An e-Exchange for Food Distributors

VolumeFoods, Inc., a leading e-procurement provider in the foodservice industry, announced last November the launch
of the first online B2B exchange in the foodservice industry to use demand aggregation — the pooling of several compa-
nies’ orders to make a single purchase. The new exchange, Volumefoods.com, is targeted to foodservice distributors with
revenues between $10 million and $1 billion. Consisting of more than 75 company members from all over the United
States with a combined purchasing power of over $4.5 billion, the exchange will enable distributors to easily consolidate
their orders and rapidly increase their purchasing power on thousands of products.

Allowing distributors to pool their purchases together for large-volume discounts helps provide a bridge over the great
purchasing power disparity existing within the industry between the top three national distributors and the rest of the
country, according to the new exchange's CEO Mark Taylor. In addition to offering demand aggregation,
Volumefoods.com provides registered users “a complete e-procurement solution,” including the ability to place requests
for quotation (RFQ), purchase directly from manufacturer listings, receive and track rebates, administer on-site credit, and
manage the entire order process from requisition to order fulfillment.

Volumefoods.com obtained an exclusive license from Volumebuy, Inc. for the latter's NetPowerSales™ system, a trading
exchange product containing a B2B demand aggregation solution. Built with established business rules and processes,
the site offers distributors services including global sourcing, dynamic pricing, RFQs, order fulfillment and logistics, and
account management.

Additional details on the trading exchange product may be obtained at www.volumesoft.com. Further information on the
new foodservice exchange featuring demand aggregation is available at www.volumefoods.com.




users easily adopt and integrate electronically.

An important step toward the goal of improving
Web processes and transactions among industry partners
was the establishment in June 2000 of a major e-mar-
ketplace for the consumer goods industries. Original
funding for the organization, called Transora, was pro-
vided by 49 leading food, beverage, and consumer prod-
ucts companies, including Kraft Foods. Details are
provided in the accompanying box on p. 25, “A Big
Breakthrough for Food Industry B2B.” A foodservice
industry online B2B exchange is described in the box,
“New: An e-Exchange for Food Distributors.”

Ray Kulwiec is a writer specializing in material handling, manu-
facturing, supply chain, and e-business topics. Based in Arlington
Heights, IL, he has covered these fields for many years as an editor,
and has served on the board of directors of the Materials Handling
& Management Society. Kulwiec is on the board of trustees for the
Material Handling Institute. He can be reached at Rkulwiec@
aol.com.
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