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Cougar

Cougar is a European-based automotive manufacturer specialising in the mid-range
family saloon and executive car markets. Now headquartered in Madrid, the Cougar
group has a wide manufacturing and sales footprint across Euro due to a
succession of acquisitions of other car manufacturers. Over the years, the
company has faced increasing competition from North Ameri d Asian
manufacturers and this trend looks set to continue.

The group’s Head of UK Operations, Pete Maclintyre, has ask gemini to conduct
a review of how Cougar currently operates and to evaluz ]
is considering.

You have arrived in the office today to find an email 1. Natasha King, a senior
Capgemini consultant, asking you to assist her in preparing for a meeting with Pete
next week.

Good luck!
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From: King, Natasha
To: Candidate
CC:

Subject: RE: Cougar

Dear candidate,
Welcome to Capgemini!

I hope your induction to our company and training course both went well and you are
looking forward to your first project. I'm delighted that you are able to assist me with
our new piece of work with Cougar, the large automotive manufacturer:. We haven’t
worked with them before so this initial piece of strategy work is a fa
for us to build a fruitful and hopefully long-lasting relationship with t

eeting with Pete
ill undertake this

you list the sources of
information you might consult and steps in.order to further evaluate this

been considering over recent
software and standardised bus
initiative you would need
not to pursue it.

2sses. Please consider which aspects of this
e making a recommendation on whether or

Also | would like your vi
chain management.

enefits and risks of Cougar outsourcing its supply

Finally, Pete
Asia. What

s other idea is to replace one of its European assembly plants with one in
me of the arguments for and against this?

t you to have an in-depth knowledge of Cougar, but | imagine you will be
e of their cars already. Just apply logical thinking to some aspects
> where appropriate. | attach some background information.

| look forward to hearing your thoughts.

Best regards

Natasha
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Cougar Background Information

Finances

Last year the group posted its first loss: €103m on a revenue of €2,537m. ltis listed on
the Madrid stock market. Over the last few years the share price has been stable but
more recently there has been a gradual decline. Analysts have generally rated Cougar
shares with a “hold” or “sell” recommendation.

Products
The group manufactures 6 models of car across three different brands, with each
model available with a choice of specifications, such as engine siz tomisable

interiors.

Manufacturing

Cougar has 13 assembly plants in 10 countries in Europe
and Poland). The company manufactures certain pa

o k ites (Scotland
ars in certain plants,

Cougar’s 6 models.
Cougar’s manufacturing costs are highe

workers at Cougar manufacturing pl
have been operating for over 20 yea

Supply chain management

speadsheets to track the movements of its parts in
its factory. Cougar doe ly use any radio-frequency technology to follow the

apa J lles in the stock manager’s office.
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Organisation Design

There is a separate hierarchy of managers for sales and manufacturing in each
country. In large markets such as the UK and Germany, the hierarchy of sales
managers can be up to four levels in some regions (such as SE England), while in
others there is only one sales manager (such as in SW England). Within
manufacturing, managers report to the head of their production unit, regardless of the
country in which they are employed.

IT, a fairly small department, and Marketing are both based in head office.

Customer Relationship Management

Cougar runs one call centre for customers to make general enquiri laints and
requests for brochures. This is based in Germany and the ilities his are
leased from a company specialising in call centres. Cur 4% ps a
database of its customers’ personal data but does not use this information to tailor its
marketing or other customer communications.

Cougar Case Stu

1 Introduction

In preparation for a meeting with Cougar’s head o operations, Pete Maclintyre,
Natasha King of Capgemini has ask candidates to look into a number of issues
related to Cougar, which will be di

“Thinking about the str C ar’'s business, could you list the sources of
information you mig :
this structure?”

J: To evaluate the structure of Cougar’s business, it could be
against industry best practice in the automotive sector.

sations that are leaders in these areas.

Competitive benchmarking is part of competitor analysis. When
researching Cougar’s direct competitors one should also research the
best company in the industry (even if it serves a different location or
market segment and is therefore not a direct competitor). This
benchmark company is then used as a standard of comparison when
assessing Cougar’s direct competition and the company itself.

o Internal Benchmarking: It would be useful to compare Cougar's 13
assembly plants to each other to identify internal Best Practice. This
would involve cost analysis per region and per factory. This would help
identify problem areas such as low productivity, staff absence,
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e Market Research: Is Cougar’s structure suited to th
and does it meet the customers’ requirements?

O

O

downtime (unplanned/planned/changeover/etc.), stock levels, supplier
costs, quality problems, delivery times, customer satisfaction, etc.).
Employee and Management resistance to change may be less when it
comes from within the organisation. Information may also be easier to
obtain.

Sources of Information for Benchmarking include informal
conversations with customers, employees, or suppliers; exploratory
research techniques such as focus groups; or in-depth marketing
research, surveys, questionnaires, reengineering analysis, process
mapping, and quality control variance reports. Financial analysts, trade
associations, and magazines can also be consulted.

ing

Indicators to look for include target marke raphics (age, sex,
ligion, nationality,
ethnic and cultural origin, numb Geographical Area
(land, region, infrastructure, roa conditions, rural or

metropolitan area), Psychograp Aspects (social status, lifestyle,

ofitability Comparison: Comparing the

turing costs can be significantly reduced (e.g.
ing the number of variations)

Business Structure: How has Cougar arrived at the current business
structure? What factors have decided on the number of levels in the
management hierarchy in different areas? Has this been updated
regularly as the market changes? Should it be updated now?

Sales vs. Manufacturing Hierarchy: Since Cougar has a separate
hierarchy of managers for sales and manufacturing, it would be
important to ensure that responsibilities, accountabilities and
communication channels between the two are clearly defined. The aim
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would be to keep inventories and stock levels as low as possible and
this requires careful coordination of manufacturing and sales efforts.

o Managing Teams Remotely: Within manufacturing, managers report
to the head of their production unit, regardless of the country in which
they are employed. A certain element of risk may be related to having
to manage manufacturing teams remotely between different countries.
Again responsibilities, accountabilities and communication channels
should be clearly defined to ensure effective operation of teams.

o Manufacturing Costs: Cougar has high manufacturing costs and
therefore probably low margins. Costs should be analysed per region
and per factory to identify where improvements could be

the head office

o Marketing Department: Cougar’s marketing is ba
i ted where the

country of operation might be consi would then report to
the head office.

eengineering analysis could be carried out to
information technology to improve performance
ample of this would be e-Procurement as discussed later

identify the pot
and cut costs. An
orC ms.
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3 e-Procurement and Standardised Business Processes
Initiative

Before recommending whether or not to pursue the proposal, a number of aspects of
this initiative should be considered.

¢ E-Procurement:

o RFID Technology: Does the proposed e-procurement implemen
RFID technology for tracking the movement of parts? Although_not
moment, this technology may be adopted in the future to repla
series of Excel-based spreadsheets and therefore any e-pro system
should incorporate an option to integrate RFID technolog @ ’

o Upgrades: How upgradeable is the e-Procureme
change can new functionality be added easily
investment?

o Cost of Implementation: A cost-benefit a sis should be carried out before
committing the company to the initiative. One not only look at the initial
investment but also the long-ter s accrued during the complete lifecycle of
the system, including the aforem upgrades.

o Consolidated Parts asing: Does the e-Procurement system enable

consolidated parts pur and automation of the approval process, which is
purchasing is consolidated, fewer suppliers
increase in order volumes and therefore potential
risk here is that delivery times may increase and language
tered if parts are no longer purchased from local

currently time-consuming?
are needed, whic
for bulk discounts. T
problems be en
supplier

e Standa ess Processes:

: Different countries may have different legislation. If standardised
processes are introduced they must comply with all current legislation in
all the 10 countries where Cougar’s assembly plants operate.

o Change Management Programme: Does the initiative incorporate a Change
Management programme to assist in the transition to new business processes
and IT systems? What is the strategy to bring together the different cultures and
processes deployed at various sites at the moment? Employee resistance? From
a HR point-of-view, things to look at could include the effects of headcount
reductions on the presumption of improved business processes, relocation of
staff, retraining of staff, etc.
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o Risks: What are the risks associated with going ahead with the proposed
changes? Does the proposal incorporate a risk assessment strategy as well as a
risk management strategy?

o Pilot Programme: A pilot programme could be deployed in one assembly plant
to assess the initiative before Europe-wide implementation to minimise risks.

(NB: E-procurement is the business-to-business purchase and sale of supplies and
services through the Internet as well as other information and networ systems,
such as electronic data interchange (EDI) and ERP. E-procurement software may
make it possible to automate some buying and selling. Com icipating
expect to be able to control parts inventories more effective ‘
agent overhead, and improve manufacturing cycles. E-procu
integrated with the trend toward computerised supply chain ma

4 Outsourcing Supply Chain Manageme

“l would like your view on the benefits and ris
Chain Management (SCM).”

tsourcing its Supply

4.1 Benefits of Outsourcing SCM

The following benefits could be from outsourcing Supply Chain Management:

e Access to wor
extensive i

pabilities: Outsourcing providers make
in nology, methodologies, and people. They gain
ith many clients facing similar challenges. This
specialisation and expertise would give Cougar a
and help it avoid the cost of chasing technology and

esources for other purposes: Outsourcing permits an

isation, to redirect its resources from non-core activities toward
s which serve the customer. The organisation can redirect these

e or at least the staff slots they represent onto greater-value-adding

ies.

proving company focus: Outsourcing lets a company focus on its core

business (building cars) by having operational functions assumed by an
outside expert.

¢ Making capital funds available: It is often hard to justify non-core capital
investments when areas more directly related to producing a product or
providing a service compete for the same money. Outsourcing can reduce
the need to invest capital funds in non-core business functions. (Instead of
acquiring the resources through capital expenditures, they are contracted
for on an "as-used" operational expense basis.)

¢ Reducing operating costs: If you try to do everything yourself, you may
incur higher research, development, marketing and deployment expenses,
all of which are passed on to the customer. On the other hand, an outside

8
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provider may have a lower cost structure as the result of a greater economy
of scale or other advantage based on specialisation.

¢ Reducing risk: Risks are associated with the investments an organisation
makes. Outsourcing providers make investments on behalf of many clients,
not just one. Shared investment spreads risk, and significantly reduces the
risk born by a single company

¢ Providing resources not available internally: If Cougar does not have the
right resources and skills, outsourcing would be a viable alternative to
building the needed Supply Chain Management capability from the ground.

4.2 Risks and Challenges of Outsourcing SCM

It is worth remembering that the product or service can be o ed, b risk
cannot.

¢ Outsourcing a function that is broken = The natural tendency may be to
because business requirements cann
broken process, and managing
understanding of how it is su
before it can be outsourced.

o Suppliers may not be fi
to service interruption ri

common.
e Lack of man
capabilities within
needed f i

C unctions but might not have the capabilities
tsourcing. The skills required include being able to
ation from outside sources, the ability to evaluate
tructures and to understand the strategic risks of

of Competitive Advantage through Loss of Skills — Outsourcing a

on means that the skills required to run that function are lost within the

anisation. Even if these particular skills do not constitute a competitive

advantage at present, this may change in the future.

¢ Loss of Management Control — Management will lose direct control over
an outsourced function. If changes are needed, it will be a lengthy process
of renegotiating the contract unless flexibility is built into the outsourcing
contract to begin with.

¢ Upfront risk assessment not performed — If the risks of the outsourcing
program are not clearly understood before action is taken, it is easy to make
a bad outsourcing decision, even when the best supplier is chosen.

¢ Achieving end-user satisfaction — Service Level Agreements hat meet
the contractual requirements may not meet the needs of the other key
business stakeholders.
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¢ Service quality may suffer in outsourcing - Companies must carefully
select, qualify, and manage their outsourcing partners to ensure that quality
does not deteriorate.

¢ Understanding the hidden risks - Outsourcing may have widespread
impact on other business processes, Cougar's reputation, and its
customers.

¢ Achieving the promised cost savings - It is important to understand,
quantify and communicate the true value improvements generated through
the outsourcing duration.

o Misunderstanding the service levels - Although they are often
documented, it is common for SLAs to be misunderstood. This is why it is a
good idea to run parallel operations for a period of time orto b an interim
checkpoint into the agreement. The checkpoint can be us ake sure
SLAs are achievable and understood, and to make adjust

(NB for information: Supply Chain Management is the manage nd coordination
of a products supply chain for the purpose of mcreas: g effici and prof/tab/l/ty

of internal inventories, internal production, dist ution, sales;=and the inventories of

the company’s product purchasers.)

10
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5 Manufacturing in Asia

“Pete has an idea to replace one of Cougar’s European assembly plants with one in
Asia. What would be some of the arguments for and against this?”

The following arguments for and against such a move could be presented:

For:

30% of total costs. (www.blackerbyassoc.com/Ove
i 2aper retail prices.

¢ Cheaper manufacturing costs may transia

region.

e Direct cost
customs, duties,

ff: savings. Increased direct costs include
ance and licences.

onsiderable Capex investment required to set up a completely new
sembly plant from scratch.
[ nguage and cultural barriers may hinder cooperation and liaison
ween Asian staff and their European counterparts.
ork coordination is difficult with staff in globally diverse time zones.
(E.g. if there is only a 1-2 hour window per day in which to
communicate.)

e Management control is significantly eroded when manufacturing is a
long way distant from the market.

¢ Quality control is difficult. If the actual quality of the cars would be
worse than before, this may alienate customers and hurt sales figures.

e Perceived quality and image of the brand may be tarnished by moving
manufacturing from Europe to Asia. This can make the brand less
competitive especially in the executive market. However, moving the
manufacturing of mid-range family saloons to Asia could be viable. Also,

11
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most people do not know where their car is manufactured so the effect of
lower perceived quality may not be too severe.

o Political risk: An intangible cost is the political risk of manufacturing in
other countries. Political risks include the probability that the local
government may change the rules, making manufacturing more
expensive or more difficult. Examples include nationalisation of factories,
changes in labour rules, payroll taxes, business taxes, environmental
regulations, etc.

e Currency risks in terms of the uncertainty of an exchange-rate or a
currency revaluation. (Managers can hedge against currency fluctuations
over the short run (months), but long-term investments and the entire
product cost structure can be significantly wiped out i currency
revaluation.)

e Other unforeseeable risks. A recent example of thi e Severe
Acute Respiratory Syndrome (SARS).

¢ Inventory and all of its costs are necess

Inventory adds cost but not value, and b
investment.
¢ Closing a plant in Europe may be

ounter this, severance
ensive if many employees
and even decades (most
years). Selected Voluntary

staff being made redundant en-
packages could be offered but this

irst'in a market can be a competitive advantage.
'ors catch up, the market has moved on to other

A key principle is to manufacture products near their markets. Manufacturing
overseas may be the best solution if the products will be sold overseas but it is rarely
the right decision when serving domestic markets.

A cost-benefit analysis would need to be carried out to determine whether it is
feasible for Cougar to replace a European assembly plant with one in Asia.

12
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An option for Cougar to keep their manufacturing operations at home and still
compete with the price leaders who absorb the overseas risks would be to implement
so-called Lean Manufacturing techniques. A lean manufacturer will absorb higher
hourly costs for labour, but will invest fewer labour hours in each product, because of
higher productivity. A lean manufacturer will avoid the extra transportation, handling
and duties costs and will not suffer political, currency or control risks, and will protect
its intellectual property. A lean manufacturer will keep inventory to a rock-bottom
minimum, and will be able to respond to market conditions in real time.
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