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WHY ARE SUPPLY CHAIN PROJECTS (NOT) SUCCESSFUL ?*

ABSTRACT

The goal of this paper is to explain, from a mamafj@ccounting and transaction
cost perspective, why many supply-chain projeatsrat continued after an initial research
phase. A case base of recent projects, governadiffiegyent Dutch subsidy agencies, was
analyzed by means of desk research and semi-stedciaterviews with key participants.
These supply chain projects had mainly reductioer@rgy usage as a focus. It was found
that the main causes for discontinuity were: the af different accounting methods in
different project stages, a lack of ex ante infation on costs and benefits of projects, a
lack of ex ante agreement on redistribution ingheply chain of such costs and benefits, as
well as the existence of possibilities to act opypaistically as a result of asymmetrically
distributed and hidden information. To supply chamanagers, we advice to guarantee
commitment from the top-management of all chaintneas at any stage and to address
measurement and redistribution issues in earlggest than has been the case in the past. To
the scientific community we advice to further deyeltechniques for supply chain
accounting, with a lead role for cash accounting tre integration of non-financial project
objectives.
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1. Introduction

In the Netherlands, in the last ten years a laffafrt and financial means have been invested
to promote cooperation in supply chains. The egrlygrams aimed at improving supply

chain efficiency and effectiveness, as well as feafety and risk control in food and agri-

related supply chains. One of the more recent progris supporting projects to reduce
energy usage by means of chain cooperatidypical to all of these supply chain projects
was the involvement of research institutes and gowent subsidy agencies to improve the
operations and management of the supply chainegbtivate entities.

In practice and theory, lots of work still have lbe done to improve the conditions for
successful supply-chain cooperation. With “succegs’denote lasting cooperation, beyond
the time-horizon of the project itself. Key succds&tors are the measurement and
(eventually) redistribution of project results. Bkheareas have been addressed by different
disciplines, like project-management, marketing,nagement accounting, game-theory,
industrial and social psychology as well as infaiorascience (for an overview, see Broens
and Bremmers, 2007), but they deserve a more sgfiteapproach.

Projects unroll in stages. After amitiation stage, in which the consortium is formed and the
approach is being agreed upon, the main phase&ugply chain projects under study was a
feasibility study. Then, if investments or contracts are necessargalize the energy savings
or other supply chain optimizations, generallydesign stage will be necessary. Then

2 In 2002 the Dutch agriculture administration tdget with the environment administration initiatele t
program Sustainable Supply Chains and Energy URadection (DKE) managed by SenterNovem and ACC.



naturally follow therealization andexploitation stages. Although the projects in our case base
were feasibility studies mainly, we could followetkonsortia through the consecutive stages,
if necessary.

A significant number of projects in the case basestudied had as a goal the acquisition and
exchange of knowledge between the project parimelss The objectives of the partners did
not include cooperation after the project horizen, that the cooperative efforts of the
consortium partners on the subject in question @ngrgy savings) did not extend beyond the
project. One could say, the goal of the cooperatias the project itself. We label them
‘knowledge projects’. Needless to say, these ptejae successful by definition.

For other projects, success is defined as lastiogearation, during the realisation phase and
beyond. Our aim is to identify factors that infleensuch type of success. To do so we focus
on the factors that have to do with measuring asttilouting the results of the cooperation,
both ex ante and ex post. The goal of this papethésefore (1) to contribute to the
development of financial instruments for supply inhaccounting and (2) to investigate the
pitfalls in the process of supply chain project agement.

The continued patrticipation of stakeholders in $yppain projects depends on their attitude.
The ‘calculating participant’ will weigh the costnd benefits against each other in the
different phases, from his own perspective andgukis own value system and measurement
methodology. Management accounting techniques araeally applicable to supply chain
costing and pricing under all circumstances. Supgigins often include a multitude of
stakeholders with conflicting (profit) goals. Mokew, in supply-chain projects a situation of
information asymmetry exists, which could inducepapunistic behavior. A further
complication is that project revenues often arargtble of a kind, like improved business
relations, consumer satisfaction, brand equitk mluction and ecological value. These can
not easily be identified and expressed in monesmngeWithout an adequate measurement
methodology for chain costs and benefits it is possible to take the next step: the
redistribution of financial outcomes over chaintpars. In this paper we will address these
problem areas and take steps to improve the maraderhsupply chain projects.

We use a grounded-theory approach in which thealetnsights are derived from our
experiences with practical cases, and the appicatf these theoretical insights to reality
leads to a reconsideration of the theoretical basis theoretical starting point of this paper is
given in 8 2. Available accounting techniques fagasuring and redistributing supply chain
project results are addressed in 8 3. The casedoasthe main results are described in § 4. In
8 5 conclusions will be drawn and recommendationi$ lve given to improve project
management.

2. Theoretical foundation

In this paragraph we will first provide a foundatifor our research using transaction cost
economics (8 2.1). Next, in 8 2.2, we will descriiferent supply chain configurations, and

investigate which configurations create a measuneraed/or distribution problem. In § 2.3

we will address different “classical” solutions tilve problems, and go into their

shortcomings.



2.1 Transaction cost economics and the supply chain

While earlier economic theorizing addressed tha fas a production function, Ronald Coase
first regarded the firm as a governance structRiadfleisch and Heide, 1997; Williamson,
1998). The inclusion of the firm as a governanderadtive in the theoretical landscape of
goevrnance represents a shift away from classiwahamics (Grover and Malhotra 2003).
Coase posed the question whether transactioncétiteal units of analyses) could better be
performed within a hierarchy (firm) or in a markebntext (Geyskens et al., 2006).
Governance costs connected to a hierarchy createndency towards the market as
governance structure, were it not that dimensidrnisansactions — especially uncertainty and
asset specific investments underlying them — camsedmarket failure”. In that case a
hierarchy is be preferred. Especially asset smerifiestments create dependency, which can
lead to shirking (opportunistic exploitation; seethis respect: Clemens et al. (1993). The
basic supposition in TCE is that individuals aehéving rational, but this rationality is
limited (Williamson, 1998), so that contracts aex@r complete. It is suggested however, that
trust can replace formal governance mechanismsnlikaitoring and controls (Griesinger,
1990). In general, asset specificity forms a strbiag towards hierarchy governance (David
and Han, 2004; Geyskens et al. 2006; Poppo & Ze2@&2). Therefore commitment to long
term common investments in supply chain projectserghance continuity and cohesiveness,
although such cohesiveness also can obstruct itimexmass (see in this respect Granovetter,
1973, 1985).

Uncertainty of transaction results combined witingaction specific investments strengthens
the preference towards hierarchic governance. 8uackrtainty may be both environmental,
which relates to specifying circumstances of anharge ex ante, and behavioural, which
refers to verifying a performance ex post (Groved &alhotra, 2003). Uncertainty without
transaction specific investments favours the maftidyskens et al, 2006). Projects with
uncertainty about future costs and benefits andr ttistribution in the supply chain is
therefore not a fertile soil for teambuilding, trasd cooperation.

2.1.1. Governance of supply chain projects
The contractual scenery of supply chain projecsoimplex (see figure 1) and includes four
types of subcontracts.
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Figure 1. The chain project configuration



The contract to enter into a supply chain projetais a sub-contract between:

1. the public subsidizing agency and the researcltutst which is involved to provide
or develop specific technical knowledge;

2. between the research institute and the supply cpantners, in which the chain
partners specify problems and desires, and the ledlg@ institute provides research
and process management services;

3. between the supply chain partners and the subsgliagency, in which the chain
partners promise to collaborate in an effort tdizea&common benefits,

4. between the participating supply chain partnersndeves, together in the project
context referred to as ‘the consortium’.

The complexity of the contractual scenery of supghain projects, the incompleteness of
contracts, and the diversity of stakes that arelired, give a fertile ground for the occurrence
of abundant transaction costs (like costs of infiram provision, monitoring and control).
This calls for meticulous process management, fistance by securing goal congruency,
unity of measurement and synchronization of commitnirom the start.

2.2 Supply chain project categorization

Based on the case base we propose a categoripdtsupply chain projects. We mentioned
‘knowledge projects’ in the introduction. The madeesting supply-chain projects can be
discerned in different types. With respect to tkach of the cooperation, a continuum of
cooperation-options can be described with the ralkaon one side of the continuum and
greenfield investments on the other.

To address the problem of redistributing coopenatésults, the techno-economic specifics of

supply chain investments can be ordered into fouedsions (Broens and Bremmers, 2007):

(1) Investment-dependency. With investment-dependency we denote the sitoatio
which (a) an investment has to be made (b) by rtttae one party to make the total
project a success. Once the investment has beee, tedparties are locked-in. The
investment could be a stand-alone common actifdy ihstance a new processing
plant) or could be split up in parts at single bhass-units (for instance investing in a
supply-chain logistics system to reduce the dejfiieane). It can be expected, that
early joint investments in a chain project leadriatual dependency, and will be a
strong indicator for lasting cooperation and inéeign.

(2)  Value-dependency. This is the situation, in which there are no poiiies outside the
supply-chain project to earn the initial investmbatk. However, if such possibilities
exist, there is an opportunity to shirk and to @gportunistically. Value dependency
can occur at the same time as investment-dependdndy not necessarily so.
Investment-dependency is a connectivity at the thgle, while value-dependency is
a connectivity at the output-side. In the first-rii@med situation, there are no technical
opportunities to invest alone, or it it would beeomically unwise to do so.

(3) Result-disproportionality depicts the situation in which the individual papant’'s
costs are not in equilibrium with the individualnedits. Disproportionality can be the
result of causal effects within the supply chairdRtribution of the project-related
benefits will be necessary to provide incentives tte partners to continue
participation.

(4) Value-displacement (or a-causality) is the situation in which extréoefs displayed at
one stage in the supply chain cause extra bernefitssdifferent stage, or vice versa.



This is for instance the case in the BRC- or EugpQ@uidelines, in which upstream
standards imposed by food-retailers are presctibedduce food safety risks, increase
product quality or improve supply chain efficiengyedictability and/or effectiveness.
Value-alignment (causality) is the situation in which costs (ef$prand benefits
(advantages) coincide in the same stage of thdysappin.

Figures 3 and 4 describe two extreme situationgurEi 3 entails a situation of investment
independence, value-independence, result-propaitigrand causality.
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Figure 3: Example of a supply chain with complete project independence

In a situation of complete project independence&heeompany considers its investment
opportunities on a firm level. The benefits areleated and harvested just like any other
firm-specific project. Should one participant opt,ahe remaining partners in the consortium
can go on without any damage. The possibilitiesdigportunism are absent, which would
even be the case if result-disproportionality osclitowever, in that case the willingness to
participate will possibly depend on the moral oalign the partners feel to share the
advantages. An example of a project in the case theas fell within this category is “Energy
reduction in the pork meat chain”. Participantgevenergy providing companies as well as
participants in the supply chain, without the aonmmake common investments but searching
to benefit from acquiring knowledge together, inl@rto reduce the energy consumption in
the supply chain.
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Figure 4: Example of a supply chain with complete project dependence

On the other extreme of the scale, figure 4 dessribe extreme situation in which parties
engage in a common investment, and the costs &fibeaee a-causally distributed over the
participants. In the situation depicted in figureopportunities exist to shirk and to secure a
disproportional part of the benefits a project. dbieggions can either focus on the distribution
of the initial investment costs over de particigandtr focus at the redistribution of the
benefits. An example of a project in the case hhae falls within this blueprint is “Easy
Slurry System”. It encompasses a joint investmantechnology development and a pilot
plant by three companies: a processor of swill {evasom restaurants and catering
companies), a biogas-producer and an installatmmpany to produce energy in a cost-
efficient way.

3. Measuring and redistributing costs and benefitsin supply chain projects

In this section specific complexities in measursuypply chain results are described, and
completed with an overview of available accountieghniques (8 3.1-2). Next we will
describe possibilities to redistribute the cooperatesults (8§ 3.3).

3.1 Measurement problems

Measurement problems of supply chain results isgraacertainty among project partners
(Bremmers, 2006). Uncertainty can be exploited astrers to their own benefit. In general,
the transaction costs for a project (vested in tiajog contractual conditions, monitoring
and control) will increase substantially if accaogtprocedures remain vague and project
outcomes cannot be determined with a reasonableuramof certainty. Measurement
problems are vested in (Broens and Bremmers, 2007):

- the time horizon of projects;

- tacit project assets and results;

- the existence of opportunity costs;

- vague accounting procedures;



- the occurrence of common costs;
- accounting procedures.

Time horizon

In most cases, the time horizon of supply chaineats is long-term. However, earnings will
possibly be negative in the first years (cash-outfl will exceed cash inflows), creating
problems in estimating growth rates (they wouldnlegative) and therefore in assessing the
net present value of cash flows to a chain prg@amodaran 2000). It often is not clear what
cash flows will be generated, at what moment irefiand (thus) what the risk is to individual
project participants. Moreover, risk perceptionsngen partners can be different, so that a
project which is acceptable for one partner, isatgd by another.

Tacit assets and results

Assets and results will often be tacit of a kindglknowledge, network relationships, trust,
connectivity, goodwill etc.) and hard to explicateong chain partners. Moreover, the change
in asset-value can be asymmetrically distributeer the partners, and can possibly be hidden
to the consortium.

Existence of opportunity costs

Opportunity costs are not accounted for in praditalations in most cases. But chain projects
will be confronted with opportunity costs, if scareesources are to be re-allocated to serve
common goals. Opportunity costs are the impliditabow-)prices of such resources. They
represent foregone gross profits. Such opportuodgts depend on the alternatives that
individual partners have to employ their resourddsese ‘costs’ are, in principle, hidden to
the other participants. Hidden costs can distuib rhi@gotiations about redistribution of
common benefits, since the complete ‘pie’ is unkno@pportunity costs may be completely
clear within one company but lead to unexpectegeptdalts if not shared between project
members. After extensive studies, supported byatiners, at least one project in the case
base, concerning retail logistics, promised highrres if investments were made in the retail
warehouse. Yet this recommendation never reachgwnbethe study stage since the
opportunity costs of the warehouse owner had nen laecounted for.

Existence of common costs

In supply chain operations more than one produdhatsame time can be produced. For
instance, a rape seed supply chain can resuleiptbduction of bio-fuel, protein as well as
feed for animals. The allocation of investment amerational costs to these different but
causally related project results is arbitrary ane@sgionable. An example of a project with
common-cost problems in the food industry is theation of value out of remainders of grain
in producing beer (project “Bierbostel” in the césese).

Accounting procedures

Different accounting procedures can be applieddnyners in a supply-chain, and at different
stages in the project. A prominent distinctionhis respect isash accounting versus accrual
accounting. Within the accrual accounting context, a multéwd different valuation methods
can be applied (see for instance: Barfield et #094; Morse and Zimmerman, 1997).
Moreover, accrual accounting does not recognizeitine value of money, which is important
in assessing the viability of follow-ups in a chairoject. Where cash accounting should be
applied, it is common practice to apply accrualoaeding (e.g. Activity Based Costing)
especially in the feasibility stage of a project.



Another reason to prefer cash accounting over atauacounting is the aforementioned

opportunity costs problem. In a retail logistic®jpct (included in the case base), the option
which lead to the utmost optimal alternative fromacrual accounting perspective required
extensive investments by one single partner. Evéh heavy compensation from other

partners this investment seemed to be in conflitt & large incumbent investment project.

By using cash accounting from the start, this cchdgle been signaled in an early stage. In
doing so, the seemingly optimal alternative couéve been excluded in favor of a more
realistic one.

In accrual accounting a distinction can be madevéen product- and period costs. Whether

costs are attributed to single products (projetct@mes) or taken as a loss in one lump-sum

(period costs) makes a lot of difference if projeatcomes are heterogeneous, spread over
different parties, or are driven by a multitudecatisal factors.

Supply chain cooperation (in other projects thast jior acquiring knowledge) is often
intended to be long-term of a kind. Therefore thktive proportion of fixed costs (like
depreciation, financing costs, etc.) in the cosebwill be considerable. The attribution of
fixed costs to single products is more problemttan the assignment of variable short-term
cost components. Moreover, a side-effect of theidance of fixed costs is that it has an
accelerating effect on operational leverage. Tihigrn, has a negative effect on the net-value
of future returns. The present disclosure of thep@st profitability by individual firms is
based on neo-classical economic theory, which iesluihat performance measurement
instruments are output-oriented and profit-relaig&erlowski, 1996). The present focus of
firms’ accounting systems has major disadvantaBesnimers, 2001): profit measurement is
carried out retrospectively, the accountant’s proieasurement lacks the inclusion of risk as
a significant part of business performance (Hardaiked Huirne 1997), and business
performance is described in a single measure. tBbdfty as a single performance criterion
lacks managerial significance (Noori and Radfo@B3). Historical data are commonly used
in published reports. It follows again that morepéasis should be placed on cash-accounting
which is mandatory for decision making (Brealey aviglers, 1991), rather than accrual
accounting. In practice, however, accrual accognsrapplied in most cases.

3.2 Cost assignment processes and problems

Different cost assignment systems can be used &sune costs and benefits of supply chain
projects. The following procedures are of significa for supply chain project partnering and
its continuity.

Differential accounting

For assessing the financial consequences of asughalin project, differential costs and
benefits (accrual accounting) or cash flows (castoanting) should be measured The sum of
the participants’ differential costs and beneftshie net-benefit of a chain project. Mandatory
conditions for the use of such an approach are henveutcomes have to be identifiable and
attributable to the project. Preferably only onetedriver is discerned (such as production,
transport-kilometers or energy-usage); this sirgdithe measurement of cost-effectiveness
of single projects and their comparability witheaitatives. However, in practice more than
one cost-driver will occur in most cases (compéae differentiation in quality costs in the
Cost of Quality-modelHackman and Wageman, 1995

Apportionment of indirect costs



A project can render a multitude of different outss. In that case, indirect costs
(‘foverhead’) will occur and will have to be assigrte the different cost objects. In practice,
often a mark-up percentage is applied, which cad te invalid conclusions about the cost-
effectiveness of measures. In the project “Biolagiereakdown of plant pots” (see Annex),

an attribution of overhead using a mark-up pergentadicated that the process would be too
expensive. With the use of mark-up percentagesdodicosts (which are probably to a

majority fixed of a kind) are treated as if theyreveariable. A more sophisticated method is
activity based costing (ABC), as was applied fatamce in the project “Sylonet” from our

case base (TNO, 2003). However, ABC will requireetaborated chain information system,

and an integration of information systems of pgrtots.

Result measures

Accrual accounting based result measures, sucteasrROn Investment, Return on Equity,
or Return on Assets, can induce invalid decisiokingaand lead to unjustified conclusions
on the profitability of alternative supply chainnfigurations. Such result measures are fed by
ex-post figures on costs and benefits, use arbitmocedures for product- or period
matching, and (therefore) enable “window dressiigfsk (the counterpart of profit) is not
included in the estimates. Also, as expressed@dframportunity costs are not considered. In
contrast, the cash-based net present value (NPWathdocuses on generating cash rather
than profits, and it adjusts cash flows for riskas@ accounting systems take the timing of
revenues into account. The net present value (N®PWe value of the project adjusted for
time preference and risk. Problematic in this respe the fact that the (risk-adjusted) rate
which partners apply to discount cash flows depemdthe (marginal) financing costs at the
individual firm level. Costs of financing as wells ainancial structure are important
determinants for the minimal required return injpcts. Debt financing accelerates the
measure for systematic risk of equity (Brealey dhers, 1991), which in turn can induce
different project acceptance rates for differerdichpartners. It also increases financial risk
(Ross, 2007). Likely, the effects of firm-specificancial leverage will be hidden to partners
in supply chain projects. This asymmetric inforraatidistribution about the financing of
chain projects (which is at the discretion of thdividual firms) can obstruct cooperation on
acquiring a common asset base.

Differences in cost assignment procedures betwham @artners can induce differences in
project evaluation, opportunistic behavior and dleurrence of incomplete information and
contracts, both at the beginning of and during@pbkuchain project. The level to which this
will hamper chain project cooperation will deperdtbe specifics of the project (8 2.1). The
impact is more serious with complete project depend (figure 4) than in a situation of
complete project independence (figure 3). The mewient of neutral advisors or knowledge
institutes can alleviate the inconsistencies amvgike more transparency, at least towards
this entity. It requires however a pro-active asdeative position of these entities on the point
of the accounting methods chosen.

3.3 Chain result redistribution

Uncertainty about the distribution of costs anddfgs over chain partners, combined with
measurement uncertainties and asset specific mee$s are major causes for abundant
transaction costs. Transaction costs of cooperatiomdependent parties can lead to the
abandonment of such joint operations or, at theero#xtreme, to vertical integration.

Redistribution problems can be solved along differeutes, which are described here.

10



Criterion 1: optimal pricing rules for (intermediate) products

If intermediate markets exist for the goods andiises exchanged between chain partners,
the differential market value (increased sellinggbecause of improved product quality, the
valorisation of a by-product etc.) can serve asveard and (re)distribution criterion (Drury,
1992). Each single contributor will compare thefadigntial benefits/cash-inflows with his
differential costs/cash-outflows. If the returnbelow his minimal required level (which is
dependent on his investment alternatives) he vptl aut unless additional compensation is
granted. Such additional compensation can posdiblyacquired by means of exertion of
power (especially in case of investment-dependen&yom transfer pricing theory
(Bremmers and Hagelaar, 1996 can be learned, that if no perfect market ctons exist
and no bottlenecks in production capacity are ingitthe individual output, the optimal
adjusted transfer price within a supply chain cduddset at a level where the marginal costs
of the supplier equal the net marginal returns leé buyer. Should however capacity
bottlenecks exist, Solomon’s rule (Drury, 1992) lade applied: the optimal transfer price
equals variable costs plus opportunity costs.

Criterion 2: Fair play

The neoclassical picture of a firm as being a selfiprofit-maximizing entity should be
supplemented by the firm as a social entity. Owglastation of chain partners would lead to
non-sustainable projects or partnerships. If frorbehavioral perspective the neoclassical
pricing rule prescribes the use of variable costaaransaction price, for the partners to
remain in business the supplier should at leastolbgpensated for fixed costs by a lump sum
transfer or otherwise. Fairness is not defineddst @ccounting. In game theory however,
formal definitions of fair distributions are cauigly defined. For projects, a “fair’
compensation is defined in a differential way: gfiag/off of the project to any single partner
should be balanced to its contribution. The Shaplesnann value allows to calculate the
equilibrium project redistribution, based on sonmepde rules like symmetry among partners.
In the case base, the project ‘Sylonet’ — concereimoperative transport operations between
competitors - applied this rather elaborate vahe faund it quite similar to a simple pricing
heuristic, which was indeed applied into a sucegs$fain cooperation.

Criterion 3: Disagreement payoff

From the cooperative game-theory, a preconditiancfammitment to cooperation can be
retrieved from the concept of the “disagreementoffayln the common situation where
chain partners have an option to act outside tbggt; the minimum net contribution of the
project to this partner should be at least equalth® payoff he receives outside the
partnership.

Redistribution formats

Once the necessity and willingness to redistrithéwe been agreed upon, the technical
compensation scheme can be either a single, a swmmp-compensation or a periodic
compensation. A lump sum should naturally be basethe differential NPV’s of the project
participants; a periodic compensation can be basatifferential cash flows in single periods
or on a adaptation of the intermediate transagirare.

Furthermore, the compensation can be either by sieain a (a) real-cost/benefit
compensation, or alternatively by (b) a real cashiflav/inflow compensation. The
disadvantage of a cost/benefit compensation isedeist the fact that it is spread over time.
Supply-chain projects will use extensive cash fundke execution-phase. This can represent
a prohibitive burden, especially for SMEs. For amste, this has been brought forward as an
explanation for the relatively low proliferation &CR projects among the smaller retalil

11



suppliers in the nineties. However, ex ante comg@ms will require the help of financial
institutions or equity providers. They will requiguarantees with respect to the long-term
viability of a project, which are not easily grashiéproject uncertainties exist.

The above-mentioned theoretical considerations lvgliconfronted with the practical reality
in the next paragraph.

4. Materialsand results
4.1. Description and methodology

Experiences with measuring and (re-)-distributingts and benefits in supply chains have

been gathered by means of semi-structured intesvigith participants in 20 supply chain

projects of different Dutch subsidizing agenciesGA\KE and SenterNovem. A total of 5

DKE-projects were taken into account, of which 4evimitiated by private business. Of the

ACC-projects 13 have been reviewed, of which 9 weiteated by private business and 4 by

a research institute. Only two SenterNovem projease considered. The themes that are

covered are diverse and range from cost reduabiaihain positioning, quality assurance and

re-use of waste. After selecting suitable projécta meeting with the subsidizing agencies

(ACC, DKE and SenterNovem), key informants weretacted during July-November 2006.

In semi-structured interviews, among other theofeihg questions had been addressed:

- who invests in the project, and are these investexmade on an individual or a
collective basis?

- does a situation of value dependency occur?

- does a situation of result proportionality occur?

- does a situation of value displacement occur?

- do negotiations take place/have they taken pleitie respect to the distribution of
costs and benefits?

- how are the costs and/or benefits of the projezasured?

4.2. Results

As some of the projects were still in progress wieninterviews took place, information was

not always available on the complete set of questin case of doubt or lack of reliable data

to date of performing the research (mid 2006 — @n&006), conclusions were postponed.

The main results for the 20 projects are includethe Annex. The results of the structured

interviews contained also statements of problemsowmered during the execution of

projects, personal notes, as well as motivatiomsabservations which were perceived to be
relevant for decision making about continued pagoditton (or the alternative: opting out).

In the previous sections, the theoretical constama were were underpinned with reference

to individual cases. With respect to the more galnessults, the most robust ones are

mentioned here.

1. In a significant number of projects no formatireations were made about future
results. If such calculations were made, the methaged were primitive in most
cases, the calculations were not very robust amg wede on an individual basis,
instead of a collective one. So, from a TCE-perspec there appears to be
considerable uncertainty about the future resilfgaects.

2. Opting out comes, in most cases, as a surpaisd, can be explained by often
involuntary in-transparency and lacking commitméam the start on. Each sub-
contract (see 8§ 2.2) is governed by its own ruled deeper motivations. Different
time horizons and strategic considerations playgaifecant role. For one partner a
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motivation to participate is watching and observieg that the boat is not missed”.
Another partner the consultant or research institiat wishes to use surplus research
capacity. Also the project time for scientific igtes is shorter than for the supply
chain partners, who will have to go on long aftex tesearch institute has proposed
solutions for chain problems. So research insstwidl include different cash flow
streams than project partners, and are by natws® itederested in survival of the
consortium.

3. Supply chain projects unroll in respective ssagerientation phase, feasibility
assessment, design stage, realization and expoitatn each stage different
accounting methods are used. This can partly bdaegn by the participants’
psychological inclinations. In each stage the comm@ant of participants is different,
and motives to continue participation are differelt the orientation phase, generally
the focus is on the benefits, and no critical reviemkes place of the financial
consequences of chain cooperation beyond the diosts of project meetings. In the
subsequent stage, a feasibility study will incladgerious evaluation of one or several
alternatives on the future cost and benefits. fivelvement of scientific research in
many of the case base projects causes that thdyscipgin, as an abstract unit of
calculation, is put central, at the cost of clanty the pay-off to individual partners.
The result of the study-of-feasibility phase shoddd an overview of intended
investments and their financing as well as a pt@nekecution of the project. In the
execution-phase the focus is on control of expeas@sreceipts. It should be noted,
that in this phase expenses will exceed receiptgalse of initial investment
obligations. Last, during realization and explogat the focus is on detailed
monitoring, measuring outcomes and redistribution.

4. Some projects came were successful.. Surprysiaghumber of projects which were
meant to create a long-lasting cooperation and doment to solve shared problems
(with respect to quality, safety, environmental aofs etc.) came to a halt after the
study-of-feasibility-phase. Even if they concludgabd feasibility and recommended
the project’s continuation forthwith. So indeedrtheeems to be a barrier between the
study- and the design phase, as we concluded famhaccounting considerations.
Stated reasonswere not just that the practicaulsess of the project was doubted,
but also the lack of individual commitment from tstart, and possibly the existence
of hidden agendas. The eventual lack of structacahmitment could have been
brought to the surface at the start of projects fdwuopportunistic reasons this is often
“not done”.

5. Project initiations will not be sustainableeifich party can pertain to its original
strategy and does not have to commit itself toiniteated project, from the top-level
of the organizations down. Involvement of top-masragnt of the individual partners
guarantees that project goals are regarded adisagito all participants. If such
support is lacking, negotiations about measurena@ut redistribution of costs and
benefits will have to be made in two cycles: thejget team level and the firm-level.
Agreement within the project team will not necegdre supported by authorities of
individual firms.

5. Conclusions and recommendations
Conclusions can be drawn from a transaction casppetive. The following statements are
put forward to provoke discussion, rather than asla and proven methodology. However,

within a grounded theory approach, they can ses/@ d@enchmark for improving future
project management. The remarks with respect towating of projects we make here, have
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been combined with socio-psychological insightsaimeport to SenterNovem (Broens and
Bremmers, 2007). A cd-rom (Senter Novem, 2007) aesloped to help chain partners with
including all the factors regarding project contitibns and outcomes in their considerations
in a more valid way.

1. To reduce the possibilities to shirk and to exwleamutual trust and commitment at the
beginning of projects, firm’s goals and expecteslilis of a project should be stated in
advance. An interactive multi-criteria approach barapplied. Chain-projects have to
fit in the strategic agenda of each participantti®ain chain projects could pretend
commitment with the (only) purpose to gather infatimn on the strategic intentions
of fellow-companies. Opening up limits the opportigés to take advantage of hidden
information and agendas. It is advised to makegib@ls of all project participants
explicit by means of scoring tables (simple apphpaor by means of Saaty’s
Analytical Hierarchy Process (AHP).

2. To limit the possibilities of double negotiat®o(at the project team level as well as
firm level), which induces considerable transaciosts within the project, it should
be ensured throughout whether the firm’s represigrtdo the project has enough
commitment from the delegating. This limits cosfsnegotiating contracts in the
execution stage of a supply chain project.

3. Cash accounting should prevail in the feasjlistage, in stead of accrual accounting.
Accrual accounting lacks transparency to fellowictgartners. It has been observed,
that many projects start with accrual accountinglgimed with a process-orientation,
and gradually change to cash accounting and art-assetation. It is preferable to
stick to one set of techniques, which is relativielyependent of the individual firms’
accounting systems.

4. There are several ways of compensating for reiffees in costs and benefits of
projects to individual firms. Partners should béimed about alternative ways to
measure and distribute chain project results.

5. The Shapley-Aumann value provides a fair distidn of costs and benefits.
However, in practice slack for negotiation, podgibs to opt out and not explicitly
formulated goals play a prominent role.

In conclusion, a more systematic approach in ptajg@nagement can improve the survival
rate of supply chain projects, which is in the iagt of all participants involved.
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Appendix  Projectsincluded in the study®

Project Intiative Expected result Who N - - Calculation method
' ? — o = o= 2
invests? 2 § 2 5 .8, ;U£< %%% used”
25 28=gBSZas
2 5 9§§:§%8ga
g7 RLTETRES
f) ) (¢)) 6"
Coordinating party:
DKE
A ACC knowledge; energy Limited, NO NO YES NO NO Energy usage reductic
reduction on
individual
basis
B Private Knowledge, StrengtheningLimited NO Limited YES NO NO None
business position in the supply on
chain individual
basis
C Private kennis; positionering Limited, n/a NO n/a nla n‘a nla
business on
individual
basis
D Private Cost reduction/energy On nfa YES n/a n/a NotyeSpreadsheet calculati
business usage reduction individual
basis
E Private Cost reduction/energy Not YES YES n/a YESNotyet Rentability of
business usage reduction applicable processing

3 As of mid-end 2006.
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Coordination
ACC
F

Research
institute

Private
business

Research
institute

Research
institute

Private
business
Private
business

Private
business
Research
institute

Private
business

Energy and cost reduction; On
quality improvement individual
basis
Quality improvement On
through knowledge individual
building basis
Value creation of waste Together
Reduction of failure costs Limited,
individual
basis
Value creation of waste Together
More sales/cost reduction  Together
Chain building and Limited,
positioning together
Knowledge; risk reduction Limited,

and chain positioning individual
basis
Cost reduction, Limited,

strengthening partnershipsndividual
basis

NO YES n/la YES NO ABC
n/a YES n/a ProbablyNot yet Cost price of production
NO YES YESn/a YES “Sum of net benefits/3”
NO NO nl/a n/a n/a nla
NO YES YESNO YES None
NO NO NOYES YES Processoptimisation
technique
nfa YES nla NO NO None
n/a NO n/a Probably NO None
n/a Limited n/a n/a n/a  Economic feasibility
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O Private business Product Limited, n/a YES n/a n/a NO n/a
development/better usagendividually
of production capacity
P Research institute  Knowledge Limited, n/a NO n/a n/a NO n/a
individual
basis
Q Research institute Knowledge, increase of On an n/a Limited n/a n/a NO Nong
sales, product quality individual
improvement basis
R Research Insitute  Knowledge; strengthenirigkternally YES  NO Not NO NO None
market position applicable
Coordination
Senter Novem
S n/a Energy reduction Not NO YES n/a YES Not yet n/a
applicable
T Knowledge Value creating by- Together NO NO n/a n/a Not yeatlone
institute products
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