Case Study 1

Background
A $4B logistics provider operates in 22 countries with 24,000 employees.  The procurement organization was fleet focused, and separated into 3 silos – Fleet, IT and Indirect Spend.  In 2005, IT and Indirect Spend merged into one department. In 2006, Fleet merged with them to form one Procurement group.  Later in 2006 Accounts Payable became part of Procurement to establish a Procure-to-Pay organization.

The new organization developed a strategy of rapidly creating shareholder value by integrating supply management with corporate strategy through increased visibility, centralized control and additional resources.  It was estimated that every $6MM in annual savings would resulting a $1 share price increase!

The Procurement Organization reported into the Supply Chain Org. and comprised four units – Strategic Sourcing, Purchasing, eProcurment and Accounts Payable.

The Procurement Organization set 3 over-arching objectives

1. Visibility into Opportunities 

a. % of visible spend

b. % of qualified opportunities
c. Spend Analysis user adoption

d. Backlog of opportunities

2. Robust Sourcing Organization

a. Capability

b. Capacity

c. Process Maturity

d. Technology Enablement

3. Measured Business Impact

a. Realized Savings

b. Contract savings backlog

Implementation

Spend Analytics and Strategic Sourcing were first enabled.  A new strategic sourcing group was created.  The company partnered with a leading application provider to enable Spend Analysis and Strategic Sourcing.
A steering committee was created, comprising the CEOs direct reports.  A communication plan was implemented.  The idea was to identify sourcing opportunities, establish savings goals, then execute against these opportunities.  A side goal was to measure knowledge transfer and its contribution towards attainment of goals.
The executive committee supported the initiative by assigning all spend categories as participants and allowing major process changes in order to ensure success.  Thye also assigned subject matter experts (commodity managers) towards evaluating and approving accuracy of spend classification.
Spend Analysis Implementation

An aggressive 6 month timeline was created for Spend Analysis.  The data collection was coordinated with Sourcing, IT and Accounts Payable Groups.  A 3-level custom taxonomy was created, drawing on the strengths of UNSPSC and the companies own organization. It was expected that this commodity schema would evolve over the next few quarters.

Opportunity Analysis

The following table summarized the various categories in which opportunities were identified

	Commodity (Level 1)
	Opportunities
	Annual Spend
	First Year Savings
	Contract Savings

	Freight Operations
	#
	$ xxxxx
	      $ xxxxx
	       $ xxxxx

	Human Resources
	#
	          $ xxxxx
	      $ xxxxx
	       $ xxxxx

	Facilities
	#
	          $ xxxxx
	      $ xxxxx
	       $ xxxxx

	Office Supplies and Equipment
	#
	          $ xxxxx
	      $ xxxxx
	       $ xxxxx

	Information Technology
	#
	         $ xxxxx
	      $ xxxxx
	       $ xxxxx

	Travel & Expenses
	#
	         $ xxxxx
	      $ xxxxx
	       $ xxxxx

	Grand Total
	#
	         $ xxxxx
	      $ xxxxx
	       $ xxxxx


The first sourcing event was run within a month of enabling Spend Analysis.  Significant savings were accomplished in categories such as toner cartridges, rental cars and waste disposal.  For example, for toner cartridges, a savings of 26% was realized by consolidating all spend with a single supplier. Several more categories were identifies in wave 2.

Lessons Learnt and Looking ahead
1. Measure by metrics.  Establish decision criteria.
2. Don’t compromise projects because of lack of resources.

3. Get buy-in from C-level Executives

4. Evaluate Sourcing Opportunities in conjunction with Procurement processes – Some opportunities are difficult to realize because of process limitations.
5. Double check savings baselines against which savings get measured.

6. Communicate all the time

The company developed an ‘overdrive’ approach based on People, Technology, Process,, Activity, Results and Awareness. By accelerating the speed of change along these dimensions, the company hopes to speed up savings that contribute to earnings per share (EPS).  A new decision matrix will be created.  New opportunities will need more resources and a plan has been created to address this.  The committee is evaluating the need to license Contract Management and Supplier Performance Management Applications.  This will enable a closed loop Supply Management Program.  Last but not the least, the Procurement organization is creating a plan to document internal processes and compare them with best-in-class processes.
Case Study 2
One of the world’s largest mobile communications provider with annual sales of $50B across 26 countries had 26 separate operating companies had a highly decentralized organization.  The company was looking to leverage purchasing volume across its operating companies.  

Profile

There was a high proportion of direct spend comprising complex products sourced from a global supply base with virtual manufacturing.  Small sourcing teams at each operating company made sourcing decisions.  Thus, there was lack of corporate wide visibility.  The presence of multiple languages made this visibility even more difficult.

Objective

The basic premise on which the Supply Management program was initially built was to leverage volume purchases across operating companies.  The company also wanted to optimize the allocation of business across its global supplybase.  The company wanted to identify and share best practices globally.  Spend visibility was deemed critical in ensuring analysis and audit capability for spend negotiation.

Spend Analysis Implementation Impact

Over $2B in Spend has been identified for price reductions, including $1B on 3G network infrastructure.  Over $5B has been sourced since 2003 through 3000 sourcing events. Over 300 users have been trained globally on Spend and Sourcing application.

Future plans

The company is now closely examining compliance to best practices.  A team of analysts is performing invoice analysis to identify the next wave of opportunities, such as payment term violations.  

Case Study 3
One of the largest paper and forestry products companies employs 15,000 people in North America.  The company has 4 business segments of which two are related to forestry – Corrugated packaging and building products.  The corrugated packaging business operates 6 mills and over 60 converting and other facilities.  The building products line comprises particle board, lumber and other common materials.

Prior to 2004, business units and facilities operated independently.  There were no formal sourcing processes.  As a result, most sourcing activities were tactical, reactive with no corporate wide visibility. In 2004, a central Supply Chain Department was created.  Strategic Sourcing projects were initiated.  Category strategies were created with savings targets being handed down and monitored.

The over-arching Supply Chain Mission was to create value for internal customers and business partners by efficiently providing cost effective materials, services, and solutions that meet or exceed expectations through collaboration and communication, using best practices and leveraging the company’s buying power
Categories were grouped under individual sourcing directors to manage (a) Indirect and Production and (b) MRO and Capital Equipment.  A separate position was created to address Supplier diversity.  These directors reported into VP, Strategic Sourcing.
Spend Analysis Challenges

As with most companies, the basic challenge was that of multiple financial systems, lack of corporate wide visibility because the data was not aggregated.  Indirect spend was not managed actively, and the processed for sourcing direct spend were not consistent.

Solution

The following steps were employed to aggregate and create the spend cube

· Understand the data available.

· Have IT to create scripts to extract data.

· Determine how to categorize data.
· Determine dimensions.

· Determine measures.

· Determine attributes.

· Document unique business nuances.

· Determine logic for categorization

A 22 week project plan was created. This included adequate time for users (category managers) to provide feedback on the initial categorization.

The cube was delivered successfully.  The company is now in the process of identifying opportunities and creating sourcing plans.

Lessons learnt

· Involve IT early. 

· Take the time to develop a repeatable process for spend extracts.

· Don’t have IT modify data prior to sending.

· Determine appropriate categorization scheme.

· Determine categorization weighting.

· Drive user feedback!  

