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Preface


The original text was written over 40 years ago by Peter Baily and David Farmer and was in its day one of a very small number of specialised texts relating to the field of purchasing and supply. Since that time, purchasing and supply chain management has become recognised as a crucial strategic activity by those concerned with organisational management and as a recognised academic discipline, with a growing number of university professors dedicated to the subject area. It is reassuring to note that the literature on the subject continues to expand, as does the amount of academic and practitioner interest in it, reflected in the now substantial number of university degrees available at both under- and postgraduate level. The visionary and pioneering work that Peter and David took part in, probably to some extent as a gesture of faith, is now fully justified.

The text could not have survived for this length of time without continuous change, and of course the idea behind this new edition is to continue that process. It should be pointed out that the change process is evolutionary, and that we have taken care to balance the newer philosophies emerging in our profession with the proven and established thinking and practice. This text is not of the ‘read this and it will change your life’ genre; rather it is, we hope, a reflection of sound mainstream practice, accompanied by comment on the way things seem to be going, and insights into developing ideas and approaches.

This twelfth edition has been substantially updated with many additions in the form of more detailed case studies, additional academic content and the inclusion of more practical examples of best practice in many key areas.

Revisions and additions

Specifically, readers will note the following new elements:


	
■the inclusion of three self-assessment tasks at the end of each chapter;

	
■a comprehensive review of the future of procurement;a comprehensive review of the future of procurement;

	
■material explaining the long-term changes in strategy in response to supply disruptions caused by disasters and by the Covid-19 pandemic inserted into various chapters;material explaining the long-term changes in strategy in response to supply disruptions caused by disasters and by the Covid-19 pandemic inserted into various chapters;

	
■a revised chapter considering Industry 4.0 tools such as e-procurement, Blockchain, the Internet of Things, Big Data, artificial intelligence (AI), bots, digitalisation and analytics;a revised chapter considering Industry 4.0 tools such as e-procurement, Blockchain, the Internet of Things, Big Data, artificial intelligence (AI), bots, digitalisation and analytics;

	
■diversity and supplier diversity considered in detail;diversity and supplier diversity considered in detail;

	
■the inclusion of supply chain resilience approaches;the inclusion of supply chain resilience approaches;

	
■considerable coverage of sustainability provided across relevant chapters;considerable coverage of sustainability provided across relevant chapters;

	
■the inclusion of social value strategies and approaches;the inclusion of social value strategies and approaches;

	
■the inclusion of virtual negotiation approaches in response to the growing trend of working from home;the inclusion of virtual negotiation approaches in response to the growing trend of working from home;

	
■in the wake of the Covid-19 pandemic, updated additional material ­exploring offshoring/onshoring;in the wake of the Covid-19 pandemic, updated additional material ­exploring offshoring/onshoring;

	
■third sector/not-for-profit procurement considered;third sector/not-for-profit procurement considered;

	
■additional material for coverage of risk;additional material for coverage of risk;

	
■consideration of just-in-case inventory as a method of improving resilience;consideration of just-in-case inventory as a method of improving resilience;

	
■the inclusion of the procurement of consultancy;the inclusion of the procurement of consultancy;

	
■the inclusion of a Contract Management Cycle;the inclusion of a Contract Management Cycle;

	
■retail procurement completely revised to include omnichannel challenges and digital tools;retail procurement completely revised to include omnichannel challenges and digital tools;

	
■supplier relationship management (SRM) expanded to include two-way, 360-degree relationship measurement;supplier relationship management (SRM) expanded to include two-way, 360-degree relationship measurement;

	
■the addition of quality function deployment (QFD) and the House of Quality (HOQ);the addition of quality function deployment (QFD) and the House of Quality (HOQ);

	
■ratio analysis for analysing financial viability of suppliers now included.



We are very grateful for the contribution of Alexis Brooks CIMA and David Moore of Cranfield University to the revised Chapter 3 on the subject of buying for government and public services. We also thank Neil Fuller, a chief examiner for the Chartered Institute of Procurement and Supply, for his help and advice, and for his contribution of material included in our treatment of the ‘quality’ theme. Finally, we thank Ray Carter for his permission for inclusion of 10 Cs and Paul Jackson for his permission for inclusion of extracts from his ‘Three Pillars’ article and the ‘Category Management Rainbow’ article.

The text is, as before, organised into four parts. The first, on the theme of objectives and development and covering Chapters 1–3, deals with the scope of procurement activity and its evolution, relevant strategic issues and ­considerations, the structure and organisation of procurement and ­public sector procurement. The second part, Chapters 4–10, looks at the key procurement variables of quality, inventory, lead time, sourcing, total cost of ownership and price and negotiation. Part 3, Chapters 11–17, concerns itself with important procurement activities and applications, dealing with ­processes associated with buying in particular markets or economic sectors. The final part, covering Chapters 18–20, deals with Industry 4.0, contract law and contract management.

We continue to hope that the text will appeal to those in the practitioner and academic communities. We have attempted to strike a balance between the demands of a pure academic text and the sometimes-simplistic treatment of ideas encountered in the literature aimed at managers.

We are grateful for the help and support of many colleagues and friends who have contributed in a great variety of ways, and to the copyright holders of some of the included material. Specific acknowledgements are, of course, made at the appropriate points in the text.

Barry Crocker
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Procurement scope and development












Introduction


Procurement is facing increasing complexity and challenges as, in addition to delivering sourcing cost savings, it is expected to enhance its influence and extend its value-adding impact into strategic areas such as sustainability, diversity, ­digitalisation, risk management, corporate strategy alignment and innovation. In this chapter we examine the developing role of the procurement and supply function in managing challenges, and comment upon the ways in which the activity can contribute to the efficiency and effectiveness of an organisation, offering mini case studies demonstrating how companies are developing their procurement contribution in terms of value added. We shall highlight how purchasing has become a subset of procurement, including the objectives and phases of the procurement cycle. We will identify ways of measuring the stage of development reached by an organisation and demonstrate how the development stage reached can affect performance of the procurement activity.









Objectives of this chapter




	
■To discuss the scope of purchasing and procurement


	
■To identify the procurement cycle concept


	
■To introduce the concept of sustainable procurement


	
■To introduce a category of risks, including fraud and corruption risks


	
■To discuss the changing role of purchasing and supply


	
■To examine the ‘total acquisition cost’ concept


	
■To highlight the evolution of concepts relating to purchasing development and the emergence of procurement


	
■To identify key practices encountered in developed strategic procurement


	
■To provide mini case studies demonstrating how companies are developing their procurement functions












The scope of purchasing



A well-known statement of the objectives of purchasing is: to acquire the right quality of material, at the right time, in the right quantity, from the right source, at the right price. This is known as the five rights. This statement is criticised by some as being rather superficial and simplistic. This is undoubtedly a valid comment, though the definition does provide a practical starting point for discussion. For present purposes, the following broad statement of objectives is suggested:




	
■To supply the organisation with a flow of materials and services to meet its needs


	
■To ensure continuity of supply by maintaining effective relationships with existing sources and by developing other sources of supply either as alternatives or to meet emerging or planned needs









	
■To supply the organisation with a flow of materials and services to meet its needs


	
■To ensure continuity of supply by maintaining effective relationships with existing sources and by developing other sources of supply either as alternatives or to meet emerging or planned needs


	
■To buy efficiently and wisely, obtaining by ethical, diverse and sustainable means the best value for every pound spent


	
■To maintain sound cooperative relationships with other departments, providing information and advice as necessary to ensure the effective operation of the organisation as a whole


	
■To develop staff, policies, procedures and organisation to ensure the achievement of these objectives


	
■To employ digital and analytical tools to add value.





Companies therefore need to be adopting procurement’s contribution in terms of adding value, strategic alignment and as a key driver of competitive advantage.




Mini case study – Hertz


Buyers have been urged to remember their business’s overall strategy when trying to transform their procurement.


If procurement cannot align itself with what the organisation wants to achieve, it will not get the support for what it wants.





In addition, we might add some more specific objectives, such as:




	
■To select the best suppliers in the market


	
■To help generate the effective development of new products


	
■To protect the company’s cost structure


	
■To maintain the correct quality/value balance


	
■To monitor supply market trends


	
■To negotiate effectively in order to work with suppliers who will seek mutual benefit through economically superior performance


	
■To adopt environmentally responsible and sustainable supply management


	
■To promote diversity in the supply chain.












Sustainable procurement


Sustainable procurement can be defined as:


a process whereby procurement meets their needs for goods and services in a way that achieves value for money on a whole-life basis in terms of generating benefits not only for the organisation, but also to society and the economy whilst minimizing damage to the environment.


Four key aims are:




	
■To minimise negative impacts of goods, works or services across their life cycle and through the supply chain


	
■To minimise demand for non-renewable resources


	
■To ensure that fair contract prices and terms are applied and respected


	
■To promote diversity and equality throughout the supply chain.





(Sustainable sourcing is covered in Chapters 8 and 17 in detail, and in other chapters as appropriate.)


It is by including many of these objectives that purchasing has evolved into procurement. Indeed, many commentators state that following the Covid-19 pandemic, procurement’s critical business role has finally being recognised. CIPS support this view in that, in the past, procurement had been focused on delivering value and ensuring consistency and continuity of supply, whereas now it is about managing the risk agenda (issues such as modern slavery, sustainability, diversity and innovation).



■Risk management


Risks can be categorised as follows:




	
■Operational risk: Operational supplier failure can delay or interrupt the inbound flow of goods and materials, potentially leading to loss of revenue.


	
■Quality risk: Low-cost country sourcing has exposed procurement to new suppliers whose perception of quality and adherence to standards may not match those of its customer or tier-one suppliers. (Tier-one suppliers provide products and components directly to original equipment manufacturers (OEMs) and also manage tier two, with whom only they have contracts.)


	
■Compliance risk: Accordingly, with increased regulations and heightened awareness of social, ethical and sustainability requirements, procurement carries a significant risk of legal intervention, damage to reputation and additional costs.


	
■Strategic risk: The strategic risks arise from commercial exposure to loss or theft of intellectual property (IP), threatening market share and position.





Procurement must identify, evaluate and mitigate these risks and develop contingency plans, and must set up a risk management process to monitor and measure exposure, potential mitigation costs and effectiveness. Once established, effective risk management is sustained throughout the supplier relationship, not just at contract or renewal.


Risks can be reduced by effective procurement through:




	
■encouraging the proactive monitoring, identification and assessment of supply chain, supplier and supply market risks;


	
■providing greater end-to-end supply chain data sharing, transparency and visibility for ‘early warning’ risk identification;


	
■transparency and trust in individual supplier relationships;


	
■improving security and continuity of supply;


	
■rigorous selection of long-term strategic supply chain partners;


	
■effective management of contracts and supplier performance in order to minimise financial, project, operational and reputational risk;


	
■encouraging systems integration, reducing risks arising from complexity, incompatibility and coordination issues;


	
■encouraging supply chain mapping for risk and vulnerability identification;


	
■end-to-end supply chain visibility, to support corporate social responsibility, sustainability and diversity.





The following case demonstrates efforts to gain visibility and traceability beyond tier two.




Case study – VF Corporation


The firm has mapped its tier-one to tier-four suppliers as part of efforts to improve supply chain sustainability and worker wellbeing by enhancing its traceability mapping programme to trace its supply chain, from raw materials conversion to product distribution. Traceability is key to building an ethical and sustainable supply chain and drives improvements for both people and sustainability in the supply chain.






■Fraud and corruption risk


There are two main categories of fraud:




	
1Removal of funds or assets:



	
■theft of cash or stock;


	
■procurement fraud (e.g. collusion over inflated or duplicated invoices);


	
■misuse of assets.







	
2Intentional misrepresentation of the company’s financial position:



	
■overstating profits;


	
■misrepresentation to induce a contract.










The four main preconditions for fraud are:




	
1Motive: a reason why they need money or feel entitled to defraud the organisation.


	
2There must be opportunity: to remove the assets, and to derive gain from them.


	
3There must be a failure of internal control or fraud risk management.


	
4There must be assets worth stealing.





Fraud prevention measures comprise the following:




	
■clarity around the definition and consequences of fraud;


	
■creating a well-defined process for dealing with fraud (processing evidence);


	
■implementing spend analysis techniques for clear visibility, tracking and monitoring and auditing of expenditure.





The UK Bribery Act 2010 covers explanation of bribery, being bribed, bribery of officials and failure of an organisation to prevent bribery on its behalf.



■Risk mitigation




Research


The following strategies are being pursued post-Covid in order to mitigate risks:




	
■improved visibility into tier two and three;


	
■agility in switching suppliers;


	
■closer collaboration;


	
■increasing inventory (just-in-case);


	
■multi-sourcing.








The Chartered Institute of Procurement and Supply (the CIPS) has a risk index to understand the risks to which supply chains are exposed (see Chapters 11 and 20 for additional coverage of risk). However, research appears to indicate that there are still difficulties with the perception of procurement. Over half of senior management fail to understand procurement’s broader strategic impact, seeing it as negotiating savings, not working strategically; although the top 25 per cent have the highest return on investment in procurement, and perform better at:




	
■reducing working capital;


	
■operational efficiencies and cost savings;


	
■risk management;


	
■using analytics;


	
■advanced sourcing methods;


	
■working with suppliers to improve innovation and risk management.





State-of-the-art procurement has shifted towards becoming a business partner that supports the organisation in achieving the broader enterprise goals.


Let us now briefly introduce a summary of the differences between purchasing and procurement.


Purchasing is:




	
■reactive – obtaining inputs in response to requests;


	
■transactional – concerned with processing purchase orders and contracts;


	
■tactical – focused on short-term processes and goals.





Procurement involves the process of selecting vendors, establishing payment terms, strategic vetting, selection, the negotiation of contracts and actual purchasing of goods. It is concerned with acquiring (procuring) all the goods, services and work that is vital to an organisation. Procurement is, essentially, the overarching or umbrella term within which purchasing can be found.


Procurement is therefore:




	
■a wider term than purchasing, including purchasing, hiring, leasing and outsourcing;


	
■a broader process than purchasing, in that purchasing is described in terms of purchase to pay (P2P) – i.e. purchase order, expediting, receipt of delivery and payment – whereas procurement includes activities prior to the act of purchase, such as:



	
–identification and definition of a business need;


	
–surveying the market to identify potential suppliers and gather intelligence (e.g. availability, price, technology and sustainability);


	
–sourcing (identifying and selecting suppliers);


	
–negotiation and development of contracts.







	and activities after the purchase, such as:



	
–ongoing contract management – ensuring that both sides fulfil their obligations under a contract;


	
–supplier relationship management, dispute resolution and contract review.







	
■more proactive, relational (with both internal and external stakeholders), strategic, integrated with other functions (i.e. cross-functional teams CFTs) and aligned with the strategic goals.







Case study – Kraft Heinz (KH )


KH aims to save $1.2 billion in four years through procurement by changing from cost reduction to continuous improvement, innovation and building ‘true supplier partnerships’ in the following ways:




	
1Sourcing excellence: KH will address unexplored opportunities while strengthening key relationships through digitalisation to address its spend risks and drive efficiency.


	
2External manufacturing: KH is replacing transactional approaches with collaboration to enhance innovation.


	
3Procurement centre: Indirect spend had more than 20,000 suppliers, therefore KH is looking to centralise this spend to ‘ensure proper visibility and control to drive consolidation of spend with contracts, utilising automation to drive price savings’ (e.g. previously similar materials had been bought across the company with a 20 to 30 per cent price difference).


	
4Design to value: KH intends to implement a ‘design to value’ methodology, which would drive value engineering to feed innovation to remove cost out and add value, enabled by strong supplier collaboration with key strategic suppliers, to co-develop initiatives that drive efficiencies, innovation and sustainability (Hart, 2020).










Case study – Ford


Purchasing and supply management for many is now directly linked to their companies’ business strategies and they recognise that it has a real impact on competitive advantage.


Ford Motor Company believes that procurement controls the ultimate profitability of the company.












The procurement cycle


A typical procurement cycle is depicted in Figure 1.1. All companies have a procurement cycle, although it may not be adding value; therefore, we shall show how to ensure that the procurement cycle can add value by evaluating the added value potential at each phase of the cycle.



■Identify the need


The normal procedure would be to issue a requisition, although, using a materials requirements planning (MRP) system, the identification of the need may instead be signalled by a ‘bill of materials’ (BOM).


Procurement can challenge the need to add value by:




	
■challenging over-specification or unnecessary variation;


	
■suggesting alternatives that will offer better quality or a lower price;


	
■ensuring sustainability concerns are considered.





This challenge is a key potential source of added value, since it is designed to minimise waste in the form of unnecessary variation, features, quality, service levels and unnecessary costs.




Figure 1.1 A generic procurement cycle


[image: ]






■Define the need


A specification is a detailed description of the requirement, which can be communicated to potential suppliers. Detailed descriptions may already exist, but for new procurements they may have to be drawn up in the form of:




	
■specifications;


	
■service level agreements (added to the specification of services);


	
■contract terms that set out the obligations of both buyer and seller in relation to the fulfilment of the specification.





Specification


A specification can be simply defined as a ‘statement of the requirements to be satisfied in the supply of product or service’.


The purpose and value added of an effective specification is to:




	
■define the requirement – stakeholders consider what they really need in order to add value;


	
■communicate the requirement clearly to suppliers, so that they can plan to conform and use their expertise for innovative or lower-cost solutions;


	
■provide a means of evaluating the quality or conformance of the goods or services supplied, to ensure that ‘right quality’ is achieved, and to minimise failure costs;


	
■support standardisation and consistency, where items are multi-sourced;


	
■to enable a sustainable design.





There are two main types of specification: conformance specification and performance (or functional) specification. (These are outlined in Chapter 5.)


Early supplier involvement (ESI)


The principle of (ESI) is that procurement should involve suppliers at an early stage in the product or service development process. The main purpose of ESI is to enable a pre-qualified supplier (with proven supply and technical abilities) to contribute technical expertise, which procurement may lack, by making proactive suggestions to improve product or service design, to reduce the costs of production and to suggest alternative materials or methods at a time when changes are still possible. Figure 1.2 depicts how cost is committed and the positive effect of ESI.



■Develop contract terms


The role of a contract is to set out the roles, rights and obligations of both parties in a transaction or relationship. A contract implies an intention to ‘enter into legal relations’ – that is, both parties agree to be legally bound by the specified roles and responsibilities.


Contract terms are statements by the parties to the contract as to what they understand their rights and obligations to be under the contract; they define the content of the ‘offer’ (or counter offer), which becomes binding once accepted by the other party (see Chapter 19 on contract law).



■Source the market


‘Surveying the market’ means identifying or locating suppliers that may potentially be able to supply the requirement. Buyers need constantly to be monitoring the supply market(s). Today, procurement is under considerable pressure to deliver value-adding business performance, and it is no longer enough to build a supply management capability that is efficient, demand-driven, or even transparent. Procurement must offer something that is value adding: a new supply where the strategic scope of procurement’s value is delivered via innovation.




Figure 1.2 Specification and cost
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Questions to ask


How deep is the supply market intelligence capability? Is procurement proactively identifying emerging potential suppliers? Is thinking limited to tried-and-tested regional/local suppliers, even though the potential supply market may be global? By seriously considering the whole market, a more effective option may be discovered. For instance, following the Covid-19 pandemic supply disruption, a multi-source approach has increased (see Chapters 8 and 13 for coverage of sourcing options in the light of severe disruptions such as the Covid pandemic).



■Evaluate suppliers


The purpose of supplier appraisal or pre-qualification is to ensure that a potential supplier will be able to perform any contract or tender that is awarded, to the required standard. Such a process adds value by avoiding the wasted costs, time, effort and embarrassment of awarding a contract (on the basis of lowest price) to a tenderer who subsequently turns out to:




	
■lack capacity or technical capability to handle the work;


	
■have systems and values that are incompatible with the buying organisation;


	
■be financially unstable and unable to complete the work because of cashflow problems or business failure.





In addition, having a list of pre-qualified suppliers reduces the investigations needed for individual tenders and purchases: the buyer already knows that any supplier on the approved list has been assessed as capable of fulfilling requirements (see Carter’s 10 Cs model in Chapter 8).



■Invite quotes/tenders


Procurement may send an ‘enquiry’ or request for quotation to one or more short-listed suppliers. The RFQ (request for quotation) will set out the details of the requirement.


Competitive bidding or tendering


The organisation may prefer to use a competitive bidding or tendering procedure, in which pre-qualified suppliers are issued with an invitation to tender (ITT), or an invitation to bid for a contract, with the buyer intending to choose the supplier submitting the best proposal or the lowest price.


There are several value-adding advantages to competitive bidding or tendering as opposed to negotiation: it ensures fairness and genuine competition between suppliers; it ensures that procurement decisions are soundly based on cost and value for money; and it also engages a wide choice of suppliers, which may encourage innovative solutions to requirements. However, there are occasions when competitive tendering may not be appropriate (see Figure 1.3).




Figure 1.3 Competitive tendering
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■Analyse quotations and select supplier


The general principle is that the successful tenderer will be the one with the lower total cost of ownership or the ‘most economically advantageous tender’. Therefore, a structured objective scoring system is essential for assessing bids. Here are three scoring mechanisms, each of which have cost marked against a 0–100 scale weighted at 50 per cent. This is then added to 50 per cent of the non-price score.


Percentage scoring


In Figure 1.4, the lowest bid, A, is given a score of 100, B is 20 per cent more expensive so gets 80, and C is 30 per cent more so scores 70. The advantage of this method is it is simple and fair; the disadvantage is it produces high scores for cost in comparison to non-cost. In this method, C wins.




Figure 1.4  Evaluating tenders – percentage scoring
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Figure 1.5  Evaluating tenders – scoring by rank


[image: ]





Scoring by rank


Figure 1.5 shows the highest price, 0, and the lowest, 100. All others are scored at equal increments, thus using the full range of scores. However, this method is unfair as two suppliers who are very close receive vastly different scores. Secondly, it distorts the weighting amplifying cost, so that an expensive bid, no matter how high the quality, cannot win. In this method, A wins.


Highest/lowest conceivable price


In this method (see Figure 1.6), you must first predetermine the highest and lowest conceivable prices. Let’s say £15m is the highest, scoring 0, and £7.5m is the lowest, scoring 100. High bids are punished but it will lead to scores of about 50–75 in line with non-cost, and bids very close are scored similarly, making it fair. In this method, B wins.


Having looked at the three methods of evaluating tenders, the third method appears to be fairest and reflects valid decisions.



■Negotiate best value


Negotiation may be the main approach by which contract terms are arrived at, especially the added value of negotiating lean and agile approaches, innovation and continuous improvement (see Chapter 10 on negotiations).




Figure 1.6 Evaluating highest/lowest conceivable price/cost
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■Award the contract



The contract should now be formally recognised by issuing the relevant contract documentation. Typically, the components for the actual contract will be the specification and/or invitation to tender, the supplier’s written proposal, plus any terms or modifications that may have been agreed in negotiation (see Chapter 18 for ‘smart contracts’).


The purchase-to-pay (P2P) sequence


Once the contract has been awarded, a new sequence of activity is required known as the purchase-to-pay, or P2P, sequence (see Figure 1.7).



■Contract management and supplier relationship management


Managing a contract effectively contributes towards added value by reducing the risk of non-conformance and ensuring continuity of supply. Contract management includes the use of key performance indicators (KPIs) and service level agreements (SLAs) (see Chapter 20 for a comprehensive coverage of contract management). Figure 1.8 compares contract management and supplier relationship management (SRM).




Figure 1.7 Purchase-to-pay (P2P) sequence


[image: ]







Figure 1.8 Contract management versus supplier relationship management (SRM)
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Procurement transformations


We have seen how a procurement cycle can add value. There must be a focus on delivering value – that is the essence of procurement, as an excessive focus on the lowest price following a transactional and reactive process can be hugely expensive, with non-compliance causing the supply chain to falter, thus failing to meet customer requirements.


Figure 1.9 provides a useful summary of the different ways in which procurement can add value, which resonates well with some of our previous observations.




Research


A recent ‘Advanced Procurement Trends Report’ found just 40 per cent of respondents said cost-cutting was their main objective, compared to 80 per cent three years ago, emphasising a move to a more strategic approach, improving contract management and effective spend analysis. This supports the view that the historically tactical perception of procurement is starting to fade in favour of a much more strategic and critical function. This view is also supported by Syson, who states that purchasing has been transformed from a service function (whose aims were expressed in the price, quality and delivery equation) to one (procurement) that makes a contribution to sustainable competitive advantage by reducing the cost of ownership, cycle time and improving time to market.







Figure 1.9 Approaches to add value
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Case study – TransGrid


Energy provider TransGrid was overall winner at the CIPS Australasia SM awards 2020 for lifting procurement from a ‘transactional focus to a strategic business partner’, working collaboratively with the business to deliver previously untapped value for money.


The company developed a ‘transformation roadmap’ embarking on a technology transformation to digitise procurement, and established a supplier relationship management programme.


TransGrid wanted to ensure a ‘business-aligned, enterprise-wide procurement capability that is focused on outcomes for the stakeholders’. Benefits included:




	
■43 per cent reduction of the PO cycle time;


	
■end-to-end RFX lead times cut by 25 per cent;


	
■higher throughput and increased satisfaction;


	
■generating $4.5m savings in 2018 and $6.1m in 2019;


	
■contribution to business growth.





(Hart, 2020)





Firms need access to competitive and productive supply markets if they are to be in business at all. The trend is from tactical to strategic procurement, establishing collaborative relationships with external resources and securing major business advantage from procurement.




Case study – Emirates airline


Emirates transformed procurement from transactional purchasing to an adding-value function. It needed to get greater value from its AED1.3 billion annual spend. To achieve this, procurement moved from rubberstamping POs to a strategic, value-adding function, increasing sourcing transparency and building the right talent and culture.


The airline adopted four key approaches:




	
■people – recruiting and training a team with a shared vision;


	
■governance – covering policies, culture and performance reporting;


	
■positioning – ensuring procurement is seen as leaders in sourcing solutions;


	
■technology – for efficient and effective delivery.





Benefits of the transformation included:




	
■AED85m in savings;


	
■improved requisition to order time from 35.1 days to 4.1 by a P2P that would speed-up transactions;


	
■improved spend visibility;


	
■paying suppliers on time;


	
■savings through better contract compliance.








It is necessary to look at what transformation means from a procurement perspective: essentially it can be defined as organisational change management, designed to improve procurement processes, activities and relationships.


As a general principle, this means that procurement transformation should address:




	
■strategy and performance;


	
■the structure of resources and how they are organised;


	
■improving the overall effectiveness of the systems supporting procurement;


	
■governance;


	
■risk management;


	
■sustainability and diversity to ensure compliance with business policy and legislation.





Three steps to success need to be negotiated:




	
1Establishing a compelling case for change.


	
2Finding a realistic and value-creating solution that supports the wider business vision and brings clarity of mind to the end goal.


	
3Executing the transformation based on changing behaviour, culture and mind-set.






■Critical success factors – points to consider



Procurement transformations require a clear vision from the top, an unswerving desire to make it happen and commitment from everyone to ensure the changes are sustained over the long term.


All good procurement functions continually challenge themselves to answer the following questions. How well does my current strategy and organisation support the delivery of the organisation’s strategy and objectives? Is this delivering the value it could? If the answer to one or both of these questions is not positive, you have the basis for a case for change.


Simply to improve service levels or to cut costs is no longer enough. Procurement must focus on its relationship to end-market performance. In many cases, procurement has moved through evolution of its role to devolution of much of the more straightforward buying activity, while retaining and developing its strategic contribution.


Indeed, advances in artificial intelligence, advanced analytics, bot technology and digital supply chain connectivity will have a profound impact on procurement and will optimise and automate the transactional parts of the process while improving the speed of decision making (see Chapter 18 for Industry 4.0 and digitalisation).









The changing role of procurement and supply


As we have indicated, procurement is seen by many of today’s successful organisations as an activity of considerable strategic importance. The fact that the strategic role and contribution of procurement and supply is well recognised in many leading commercial concerns has meant that the strategic procurement decisions are taken by procurement involvement at board level, rather than by a departmental manager.




Mini case study – Nokia


The answer to whether procurement is strategic is yes, if one considers strategic contribution to an organisation to be any activity that drives market penetration, revenue growth, profit maximisation and shareholder value. For any function, including procurement, to be considered strategic, it must align itself directly with these organisational priorities.


The case for direct procurement as a strategic contributor to an organisation’s agenda is well proven in many Fortune 500 organisations, such as IBM and Ford, in which there are numerous examples of supply markets being managed to drive margin, market position and value.


There have been a number of well-publicised examples, such as GlaxoSmithKline, where the contribution of procurement has been an important part of post-merger cost-efficiency improvement.


Nokia has been recognised as having designed and used all areas of its supply chain for competitive advantage. Both financial and value benefits can be delivered from strategic procurement and its procurement professionals know that the segmentation of categories and supplier relationships are at the heart of delivering both strategic and tactical value to an organisation.


If this happens, the organisation can focus on managing its supply base for speed to market, cost advantage, innovation and value. This will always be of interest in the boardroom and can only be considered strategic.






■Leading-edge concepts


Approaches and concepts that might be considered under this heading are:




	
■best-practice benchmarking;


	
■total quality management (TQM);


	
■just-in-time philosophies and lean production;


	
■supply chain concepts;


	
■tiering and empowerment of suppliers;


	
■relationship management;


	
■customer focus;


	
■corporate social responsibility (CSR);


	
■diversity in the workforce and supply base;


	
■social value;


	
■sustainability.







Research


Leading procurement functions are:




	
■85 per cent aligned with corporate strategy;


	
■influencing less-common areas of spend such as R&D, marketing and legal;


	
■increasing collaboration with suppliers on innovation;


	
■emphasising sustainability and diversity.










Case study – Inmarsat


Inmarsat (a mobile satellite communication company) had a plan to repurpose its contracts team and bring in procurement and category management specialists. Procurement processes had been insular, with technical experts developing solutions with incumbent suppliers and procurement not involved until asked to draw up the deal. Procurement was now to have early involvement, with the technical experts delivering about $100 million of savings in just three years (Buist, 2018).







Table 1.1 Some reasons for the increased importance and recognition of procurement
















	TOTAL ORGANISATIONAL EXPENDITURE







	Labour and overheads


	Externally provided resources











	Decreasing because of:


	Increasing because of:







	

	
●automation


	
●more efficient work


	
●competitiveness depending on access to ‘best practice’





	

	
●greater specialisation on part of buying organisations


	
●‘outsourcing’ policies


	
●focus on core competencies


	
●development of specialised contractors


	
●easier access to world supply market


	
●complex technology restricting breadth of ‘make’ capabilities


	
●flexibility depending on external rather than dedicated ‘owned’ assets


	
●closer coordination with key suppliers

















■Increasing proportion of revenue spent externally


As outlined in Table 1.1, organisations are spending a greater proportion of their income externally and less on internal costs such as wages and overheads. With the increased share of the expenditure comes an increasing responsibility for procurement.



■Innovation


As product life cycles get shorter, reaction times are being compressed. Procurement must be prepared to help initiate new ideas and developments. A good deal of attention is being paid today to ‘time-to-market’ initiatives. New products cannot be developed and marketed rapidly without a proactive procurement function.




Case study – AstraZeneca


Collaborating with suppliers has improved the speed of product development to reduce time to market by reducing the time it takes to swop data by 70 per cent, which has taken weeks out of the process. The supplier development involved has incentivised structures to share gains (Leach, 2011).





A successful innovation programme relies on a strong foundation built on market research, problem definition and trialling, according to Cummins (Patchett, 2019). The following actions are essential to build a successful innovation approach:




	
1Network and collaborate – networking with diverse companies and industry peers.


	
2Problem definition – stakeholder workshops are used.


	
3Launch and trial – it is important to continuously de-risk the process to mitigate problems and reduce barriers during this stage.


	
4Scale it up – communication plans are vital during the onboarding of suppliers to ensure problems are identified and suppliers are supported.





Royal London managed to onboard a start-up supplier that was loss-making and weaker on risk, but which had ‘an extraordinary product’ (Jacobs, 2018). They were then able to get a new product to market in three months, giving them considerable competitive advantage over other firms.


Indeed, a common view of procurement is that the Covid-19 pandemic proved to be a catalyst for innovation, such as an increased adoption of digital procurement tools to improve supplier vulnerability and risk exposure.



■Visibility of procurement


Certainly, it is the case that crises such as earthquakes and the Covid-19 pandemic have put a focus on procurement and the supply chain and have exposed weaknesses such as a lack of visibility, flexibility and agility.


This could represent a defining moment as procurement, once seen as the blocker within the business either looking to cut costs or impose unnecessary gateways, has suddenly become the key that unlocks critical supplies, goods and services.


The level and percentage of purchased goods and services


In large automotive, electronic and retail organisations, percentages of bought-out material and services expenditure in relation to sales income run at between 60 and 90 per cent. It is interesting to note that this proportion has been increasing steadily for many years (see Figure 1.10).




Figure 1.10 The increasing importance of purchasing and supply in the manufacturing sector


[image: ]





Structural changes



Moves towards materials management, logistics and supply chain concepts have in turn helped to develop the procurement and supply function.
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