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Strategic Sourcing—Its Beginnings

¢ Systematic strategic sourcing was initiated by
General Motors in the 1980s and soon became a
common business tool.

¢ Many companies worldwide reviewed their
purchasing activities and initiated strategic
sourcing programs in response to the rise of China|
as a global manufacturing hub, after its accession
to the World Trade Organization in 2001.

¢ Also influenced by the Low Cost Country
Sourcing push in the last decade.

Strategic Sourcing—Defined

A focused activity to identify opportunities for cost reductioj|
within the supply chain through

volume concentration
product specification improvement

process improvement

relationship restructuring

global sourcing




Develop Sourcing Strategy—
Five Phase Process

Develop sourcing strategies differentiated by
expenditure category and based on market dynamics.
Deeply involve end-users in sourcing for knowledge and
buy-in.

Apply a rigorous sourcing approach that examines
internal needs against supply market options to find the
lowest total cost.

Challenge specifications and usage patterns to ensure
that each expenditure is providing the best value for the
company.

Identify, analyze, select, and negotiate with stratdygical
advantaged suppliers, not just the ones with the lowest
price today.

Strategic Sourcing and Procurement—
Develop Sourcing Strategy

Develop sourcing strategies differentiated by
expenditure category and based on market dynamics.
Deeply involve end-users in sourcing for knowledge and
buy-in.

Apply a rigorous sourcing approach that examines
internal needs against supply market options to find the
lowest total cost.

4. Challenge specifications and usage patterns to ensure

that each expenditure is providing the best value for the
company.

5. Identify, analyze, select, and negotiate with stratdgical

advantaged suppliers, not just the ones with the lowest
price today.
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Spend Analysis Framework—View
Ketera's Solution

Extract spend data
from internal and
Source Systems external sources

Cleanse data to

== eliminate errors and

eProcurement difcrepancies Analyze spend data

. Classify commodity
eGSR am data with standard

2 taxonomies
Homegrown Systems

Enrich supplier data

Figure: Spend Analysis Framework

Access all spend data sources and information
systems both within and outside the organization.




A-B-C Purchasing Classification of Value

[TPercentage

Annual Total Purchasing
Expenditures/
Buys

Annual Total Number of
Suppliers

Annual Total Number of
Services, Products, and
Materials

Annual Total Number of
PO Transactions

70-85%

5-20%

10-20%

B C
10-25% 1-20%
20-30% 50-60%
25-30% 50-60%
15-25% 50-70%

Categorizing the Best Opportunitie:

for Strategic Sourcing

Category Profile

Soureio
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Key Spend Categories for Expertise—An
Example of Sourcing Group Portfolios

-acilities Human Business
Resources Resources

Information
Technology

Business Services
Education

« Computer - Facilities Management
Equipment « Janitorial

+ DASD/ Storage .

« Printers - Engineering

« PC Workstations .

« Peripherals - Caeteria/ Vending

« 3rd Party « Utilities

+ Maintenance + Construction

« Telecom « Environmental
Equipment + Engineering Services

« Phone « Hazardous Waste

« Switch Equipment + Laboratory

« Pagers - Real Estate

« Cellular Phones - Leases / Rental

+ Audio & Video « Fumniture

« Networking - Business Equipment
Equipment + FaxMachines

« Maintenance

+ Software
Development
Commercial

« Mainframe

« Applications

HR o
Market Intelligence
Consulting

Other Personnel
Technical Sub-
Contract

Engineers
Programmers

Admin Services
Secretarial

Call Centers

Mail Room
Reprographics

Travel | Entertainment
Ailines.

Hotels,

Car Rentals
Transportation
Services

MRO / Office
Supplies

Will Supplies
Electric Supplies
Pipes, Valves,
Fitiings
Chemicals
Manufacturing
Equipment
Services
Supplies
Maintenance
Material Handling
Equipment
Buildto Print
Non-Product Parts
and assemblies

Marketing &
Communications

Communications
Advertising (TV,
Radio, Print)

Direct Marketing
Business/ Trade
Shows

Promotional items
Interactive meetings
and events

Public Relations
Sales Promotions
Printing Services
Pre production

Forms/ Envelope
Printing
Commercial
Printing

Letter shops

Categorizing a Sourcing Group
Portfolio—Information Technology (IT)

IT Equipment & Services

T

Hardware

« Laptops / Deskiops ~ * Cornmercial Off-

the-Shelf Soft

* Mainframes/ Mini MF (CETS? otwae
- Servers = Enterprise Software
+ Printers + Specialized

+ Network Hardware Sohware

* Data Purchases/
Leases

= Peripherals
+ Handheld Devices
* Accessories

Source: Defense Acquisition University

Telecom

Hardware

« Consulting Services  * PBX Switches

+ Systems - Handsets
Few\upmenl& « Exipment
integration Maintenance

» Contract Software Services
Development

= Outsourced
Semvices

+ Contractors

+ Local & Long Distance
Voice Senices

+ Toll Free Service B00
Senice)

Data Communication
Services / Lines (ATM,
Frame Relay)

= Mobile Voice & Data
Senvices




Strategic Sourcing and Procurement—
Develop Sourcing Strategy

1. Develop sourcing strategies differentiated by
expenditure category and based on market dynamics.

2. Deeply involve end-users in sourcing for knowledge and
buy-in.

3. Apply arigorous sourcing approach that examines
internal needs against supply market options to find the
lowest total cost.

4. Challenge specifications and usage patterns to ensure
that each expenditure is providing the best value for the
company.

5. Identify, analyze, select, and negotiate with stratdgical
advantaged suppliers, not just the ones with the lowest
price today.

Cross Functional Teams
and Teamwork

Internal Teamwork Subject
Clients or Matter
Customers Experts

Other .

Purchasin
Stakeholders and 9
& A”I-ed Sourcing Team
Functions

Porter’'s 5 Force Model tot
Assess Market Complexity

GOOD PRACTICE PORTER'S
RATIONALE 5 FORCES
Focus of Strategic Attentior] Indus_,try or
Business
Types of Low Cost or
Competitive Advantage Differentiation
Basic Unit of Activities
Competitive Advantage

According to Porter, these five forces shape the profitability
of an industry and determine how attractive the industry is.

Porter's Five Forces In Action

Analyzing the forces in relation to your industry can help you
decide strategy for your organization.

* Porter’s Five Forces are:

— Internal Rivalry : Who are the existing competitors in
the industry, and what's the level of competition?

— Entry : How hard is it for new firm to enter the
industry? What barriers exist to discourage new entry?

— Power of Suppliers Who supplies the industry’s
inputs, and how easy is it to negotiate with them?

— Power of Buyers On the other end, who's buying the
industry’s products or services, and how easy is it to
negotiate with them?

— Substitutes What products/services exist that take the
place of the industry’s products or services, and how
does this affect industry demand?




Porter’s Five Forces—Application

« Industryis continuously changing and this will bring

potential opportunities for new entrants.
« New entrants need deep pockets and sirong
strategy
« Opportunities stil exist in Asia-Pacific
+ Most products are web-based, therefore main

differentiator will likely be ease of navigation.
IT Example

Industry Competition
Rivalry Among Existing ESanns QeverclonveE]

1 Greater awareness of pricing policies
+ Some suppliers have unique Firms ( putting presstrre on suppliers to be more:
content flexible with pricing.

which cannot be bought from other . ?:Liﬁ‘??ﬁ:;%ﬁ"li j;"h?,‘jg":;‘f;j;g e o [+ Beginning to manage demand and
sources Tesponsive with thei pricing policies and terms & |, hegordte more eflectvely
+ Continuing to invest money in new conditions. P pany
: can band together to leverage buying
tools and in developing content.  Less competiton due to industry consolidatiort, b i
+ Some suppliers pursuing a full- buyers can stil switch suppliers + Opportunities stil exist to switch
service, one-stop shop model. « Information aggregators are forming alliances th: suppliers.
enable them (o provide value-added content analysis\ BT e 10 0ichase
such as reputation management and other senices | (ol % PO NI U0 0

« Increasing availabilty of information from other sources, e.g. World
WideWeb, as search engines such as Google and Yahoo continue
tomature and Wikipedia products develop,

‘Threatof Substitute Products or Services (

Source: AT Kearney

Porter’'s 5 Force Model Grid

Sourcing Approaches Based on Spend Volume

Coordinated Collaborative
Sourcing Sourcing
Category 2 Category 3
Cross
Business|
Unit Other Sourcing Site Specific
Overlap Options Sourcing

Category 1 Category 4

Category’s Mission Criticality

Categorizing a Sourcing Group Portfolio Based
on Sourcing Knowledge and User Buy-In—
Information Technology (IT)

IT Equipment & Services

=]

|

Focus for More
In-Depth Analysis

Source: Defense Acquisition University

Strategic Sourcing and Procurement—
Develop Sourcing Strategy

Develop sourcing strategies differentiated by
expenditure category and based on market dynamics.
Deeply involve end-users in sourcing for knowledge and
buy-in.

Apply a rigorous sourcing approach that examines
internal needs against supply market options to find the
lowest total cost.

Challenge specifications and usage patterns to ensure
that each expenditure is providing the best value for the
company.

Identify, analyze, select, and negotiate with stratdgical
advantaged suppliers, not just the ones with the lowest
price today.




Rigorous Sourcing Process—Anadarko
Petroleum Corporation Example

1 2 3 4 5

Compile Determine Manage
Baseline Internal Ongoing
Data Needs Relationships

Determine
Strategy &
Implement

Research
Marketplace

= AnalyzeSpend  midentify “Value” aldentify
u dentify G5 suppliers
stzkehoiders =Gather “service”
and team grades.
wuowhal "IN
mueh =Determine Total
Cost Drivers

midentify Measures

uBrainstorm
strategies

uDevelop (RFP)

uSolicit
Supplier

averity
‘compliance with

T Price Agresment

Communicate
‘supplier
performance

supplier
capabilty (RFI)
wPerform suppir
interviews 'ﬁ:’;‘;‘;‘ms Conduct periodic
aFormulate Sreae,
Supplercost 00 fral
S approvale
wAward
contracts

meetings to seek
improvements
=Resolve supplier
uinvestigate
incentives =

Source: Anadarko Petroleum Corporation

Range of Available Information

Commodity
or Service
Market or Suppliers or
Marketplace Contractors
Demand/ International Technological Capital
Supply Implications Issues Investment
Plans
Key Key Cost Financial Future
Issues. Factors Issues Plans

Understand the Marketplace—Steelmaking
Industry and the Supply Chain: Example

HIGH
VOLUMES

ECONOMIES
OF SCALE

SMALLER

ORDERS ADDITIONAL

PROCESSING  pirioASING

COMPLEXITY

RAPID
RESPONSE

SHORTER

SERVICE
LEADTIMES

AND VALUE

DELIVERY REQ

FLEXIBILITY

RFX Formats and Sourcing Factors Conditions

Sourcing Factor

RFI RFQ RFB/IFB/IFT RFP
Conditions
Definable or Known and Known off-the-shelf | Known goods and Unknown Detail,
Available Unknown goods and standar services providing the What

Specifications or
Requirements

services

and Why

Availability of
Supplier Capability
or Competitive

Known & Unknown,
depends on Preferre|
or Approved suppliel

Known, usually
id Qualified supplier
list

Known & Unknown,
depends on Preferrel
or Approved suppliel

d

Known, if RFI has
been used

Supplier Base lists lists
User or Internal Encouraged by early Completed, off the | Usually completed Required through)
Customer Purchasing shelf goods or early Purchasing
Collaboration involvement standard type interaction

services

Level of Supplier
Collaboration or
Commercially
Attractive

Encouraged by earl;
supplier or vendor
involvement

Completed since it it
commercially
attractive

Completed since it i
commercially
attractive

Required through
supplier and vendot
value proposition

analysis

Need for Detailed
Pricing Information

No, but standard
pricing acceptable

Yes, based on tradg
custom/practice

Yes, based on your|
bid/tender guideline:

Yes or No, accordini
to RFP format

Potential Savings
Opportunities

Low potential

Low potential, but
possibly negotiable

It depends if sealed|
bid or subject to
BAFO

Very high depending
on spend category

Inherent Sourcing
Risk

Low risk

Low to medium risk|

Medium risk, more

so if sole source

High risk




Generate Supplier Portfolio—

AT Kearney View

Identify all viable suppliers, even those

you have not previously considered

Supplier Portfolio

By way of example, although the
information products industry has seen
enormous consolidation, there are still
new players entering the industry

Ensure your criteria for supplier
selection covers all your requirements

Porter's 5 Force Model Grid

Purchase Category Assessment Positioning

L

Don't discard any suppliers at this stage

Weighing up all potential suppliers gives you a bet
the supply market and the competition between the s

ter idea of
uppliers.

Leveraged Critical

Purchases Purchases
Category 2 Category 3

Category

Business

Impact Spot Strategic
Purchases Purchases
Category 1 Category 4

Category’s Supply Market Complexity

Best Value at

Lowest Overall Cost

Initost

Source: FedEx

Strategic Sourcing and Procurement—
Develop Sourcing Strategy

Develop sourcing strategies differentiated by
expenditure category and based on market dynamics.
Deeply involve end-users in sourcing for knowledge and
buy-in.

Apply a rigorous sourcing approach that examines
internal needs against supply market options to find the
lowest total cost.

4. Challenge specifications and usage patterns to ensure

that each expenditure is providing the best value for the
company.

5. Identify, analyze, select, and negotiate with stratdgical

advantaged suppliers, not just the ones with the lowest
price today.




Challenge Specifications

« Simplification and variety reduction techniques can help in
reducing costs and in obtaining better value.

» Simplification and variety reduction in a specification
requires the elimination of complexities in design by
omitting different types, sizes, grades etc. of products.

¢ Atits simplest, this might be seen as:

The reduction in the number of colors in which tmi is purchased, or
In the sizes of envelopes which are purchased aptlik stock

» Therefore, we should challenge the quantity, quality, or
service levels required by our internal customers.

» For example, many companies have dramatically reduced
travel costs by imposing more restrictive travel pelici
such as enforcing advanced ticket purchases, mandating
economy class on all but the longest flights, and tightening
constraints on the use of non-preferred airlines.

Challenge Spend Patterns

* Another view of spend
fragmentation looks at the size
of annual spend with suppliers

supptiers  NUMBER OF SUPPLIERS BY ANNUAL SPEND TIER
0

364

and the implications for our
acquisition workload.
120 + If we find our annual spend with
a large number of suppliers is
= = “ " very low, this could be driving
<$100 8100~ 1006 581 up our cost of acquisition

S1K- $101
$1K $10k  $100K sm

administrative costs.

*  We may want to consider re-
allocating or consolidating spen

Source: Defense Acquisition University

Challenge Usage Pattern

« Companies buy the same or similar products/ses\ficen many
different suppliers which means:
— they are not leveraging total company buying power
— and are managing more suppliers than necessary
« Companies have not:
— fully defined product/service requirements
— or established standard SKUs for many items
— or service templates for standard-types
« Companies have not:
— established formal supplier agreements for a largeber of sourcing
groups
— or optimized their sourcing efforts by challengirgage patterns and
engaging a reduced supplier base.
. ComFanies don’t enforce compliance with their gxgspreferred
supplier agreements or global/national/master ectgmresulting in:
— increased costs and supplier proliferation
— and lost volume discount qualifying levels

Porter’'s 5 Force Model Grid

Centralized Procurement Activity in a Sourcing
Group Portfolio Business

Capital Equipment Raw Materials

& Fixed Assets & Commodities
Strategic Category 2 Category 3
Nature,
Complexity
& Value of Miscellaneous Standard Goods
Purchase Indirect Purchases & Services

Category 1 Category 4

Benefit From Category Management & Aggregation




Commodity Purchase Price by Supplier—Is
Each Expenditure Providing the Best Value

Analysis of USMC purchase prices for IT Hardwareeaded that USMC contract
vehicles offered a selection of vendors for similevducts. However, the
prices paid for like products varied significanftgm one supplier to another.

unit USMC LAPTOP COMPUTER PRICES BY SUPPLIER
Price

$2,500 Source: Defense Acquisition University g 400

$2,000 | | Immediate
Opportunity

53 sS4 S5

Price Price Price

For example, the highest price paid for a laptop was approXin®2et00, while the lowest price for the
same laptop was $1,800; a $600 price difference that revealed audlimtencost savings opportumty
There is also a “real opportunity” to further reduce thi: 1igh price rer

Strategic Sourcing and Procurement—
Develop Sourcing Strategy

Develop sourcing strategies differentiated by
expenditure category and based on market dynamics.
Deeply involve end-users in sourcing for knowledge and
buy-in.

Apply a rigorous sourcing approach that examines
internal needs against supply market options to find the
lowest total cost.

Challenge specifications and usage patterns to ensure
that each expenditure is providing the best value for the
company.

Identify, analyze, select, and negotiate with stratdgical
advantaged suppliers, not just the ones with the lowest
price today.

Effects of Environmental Factors
on Supplier Portfolio

THE BUYING
COMPANY &
COMPETITORS

Those Who
Create the
Market

The
Market

THE SUPPLIER'S
COMPETITORS

Those Who
Influence the THE SUPPLY
Market PIPELINE

Supplier Base Management
Improvement and Leverage

Strategic Sources

Management
erred BPRoourzeTRENEH|
es Procurement Cc
E

Purchasing

Supplier
Interaction




Generate Supplier Portfolio by Spend

COMMODITY SPEND BY SUPPLIER

Supplier 1
3%

Other Suppliers
™

Supplier 5
%

Supplier 2
23%

Negotiation Planning Focus

» Focus on Pareto’s Law—20% of your
sourcing groups constitute 80% of your
purchase spend.

» Focus on alliances, partners, preferred
suppliers, and strategic sources.

» More extensive negotiations are appropriate
for higher dollar value procurements, becau
the dollar savings are potentially larger.

Comparing Relative Bargaining Strengths

« Your bargaining strength depends upon these fgicto
— Your choice of team members

— Thorough and accurate facts, figures and analysi
back up your objectives assertively

— The overall adequacy of your preparation
— The degree of competition in the supplier's indus
— The urgency with which you need the order

— The supplier’s conviction that he/she will be
awarded the order

« Vital step in determining objectives

oY

Conclusions: Let's Review Our Strategic
Sourcing Framework Versus Yours

e
‘ ", A four-step process of
implementation involves a
cross-functional team and
.0 various internal resources tq
& “think outside the box”
980y,

10



Strategic Sourcing—A Proven Framework

1. Research the industry economics and dynamidseof t ‘\\..
teams assigned commodity or service (time frameo= 2 '
3 months). W,

. Evaluate sourcing strategies and suppliers’ déified
(time frame = 1 to 1% months).

9
. Structure the supply relationship jointly wittpgliers \“‘
and develop action plans to build the required ..."
infrastructure (time frame = 2 to 3 months).

. Implement the plan and organize for continuous
improvement (time frame = 6 to 12 months).

EREAE;

It's QUESTION TIME!!

Thank You !
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