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Creating Real Value

Through People Powered Procurement

Many companies use the term ‘Value’ loosely.
At Procure4 we are clear on what Real Value means:

EBITDA Enhancement

Procure4 have a proven track record of achieving outstanding and measurable
EBITDA improvement through structuring uniquely tailored strategies,
leading-edge procurement tools and expert market insight.

Sustainable Supplier Relationships

We work closely as One Team with key stakeholders, tailoring our proven supply
chain enhancement model, engaging, energising and inspiring our clients and their
suppliers as we meet their unique challenges.

Efficient Supply Chain Management

With over 15 years’ experience, we bring capacity, insight and expertise to
deliver continuous improvement, long standing cost reductions, and broader
transformation projects.

Contact us to discover the Real Value we can bring to your business.

People Powered Procurement WWW.procure4.com

info@procure4.com
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LETTER TO THE BOARD

Are boards still
undervaluing procurement?

Chief procurement officers are more than just cost-cutters, and can add
substantial value if given the right talent and resources

Clare Gascoigne

Dear C-suite,

Sorry to bother you, I know you’re
all so much busier than me. It’s me,
the chief procurement officer; the
one who buys the custard creams.

Just wanted a word about this
procurement lark that I'm beaver-
ing away at, while you all do much
more important stuff like tweet-
ing the latest thought leadership.
It’s just that I'm feeling a bit, well,
ignored by you all.

No, finance director, I haven’t
come over all touchy-feely, though
it would be good if you did; don’t
you know empathy is one of the
key skills of the future, even in the
finance function? I have more hard
facts than you can shake a stick
at, if you’ll bear with me. Yes, that
means you too, CEO.

I know procurement is hardly the
bad boy of the C-suite, but let me
tell you, that’s about to change.
Think Olivia Newton-John at the
end of Grease; that’s how much
procurement is about to change.
No less a person than Kai Nowosel,
Accenture’s procurement chief,
agrees with me. “I want to break
the mould of traditional procure-
ment,” he says. “Procurement is
the tinder of innovation. I want
to get into that model of being
sexy instead of being a back-
office function.”

See? But I'm not feeling the love.
I know some of you are a bit vague
about what I do; let’s face it, less
than 10 per cent of global corpora-
tions have a board-level procure-
ment director. So here’s your starter
for ten: how much of the value of a
company’s products or services is
derived from its suppliers? Anyone?
No? Almost two thirds, that’s how
much. Write it down in your note-
books; 65 per cent, according to
CAPS Research for the Institute for
Supply Management.

And here’s another fun fact:
world-class procurement organ-
isations have 21 per cent lower
labour costs, according to the
Hackett Group. I heard that, mar-
keting! Yes, of course I'm running
a world-class procurement organ-
isation. This company’s costs
would be a darn sight higher with-
out me.

That means you’ll miss me when
I'm gone. No, public relations, it’s
a figure of speech, I'm not actually
going. Here’s an example of why
procurement is important. The
government has plans to name and
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shame anyone breaching the slav-
ery law. So I'm the one standing
between you and those headlines
about our products being made
by vulnerable illegal immigrants
living in sheds, because you used
some dodgy temp agency. Do you
want to finesse that kind of PR dis-
aster? Thought not.

But I could do so, so much more if
only you’d put a bit of welly behind
me; everyone seems to be getting
a piece of our digital transforma-
tion except me. Fewer than 10 per
cent of companies have deployed

P
o _.
-
@
3

=
<

-3
@
O
RV
o
-
b
s
g
s
=z
©
3
B
H

procurement solutions based on
key technologies such as big data,
the internet of things, serverless
architecture or blockchain tech-
nology, according to Procurement
Leaders (that’s an intelligence and
networking company just for peo-
ple like me).

The thing is, digital is going to
mean a bit of an upgrade in the old
skills front. So there might be some
work to do for you, HR. Egeman
Tumturk, global sourcing director
at Bugaboo, said digital “requires
a huge change in talent and the

COST DIFFERENCES AT WORLD-CLASS

PROCUREMENT ORGANISATIONS

The Hackett Group uses metrics such as cost savings, return on investment, staff
efficiency and technology to distinguish world-class procurement organisations
and a benchmark; the following is the cost difference between procurement

leaders and the average

Tech cost per employee

-7 1%

Cost per order

21%

Labour

McKinsey 2018
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way we do our day-to-day activi-
ties, our jobs”, when he was inter-
viewed by Procurement Leaders
for its CPO Insights. He called it
“a revolution”.

See, that’s really what’s happen-
ing here. We’re not talking about a
bit of an upgrade, a few new smart-
phones and fling in a bit of soft-
ware while we think about it. This
is properly transformational; it’s
not just about efficiency.

My job is about to morph from
tactical biscuit-buying to strategic
business innovation; that’s what
management consultants Bain &
Company says, anyway. “Artificial
intelligence and robotic process
automation are automating manual
tasks and freeing up time for more
strategic activities,” wrote Coleman
Radell and David Schannon last
autumn. “Digital  technologies
also provide a competitive edge by
improving the speed and quality
of procurement, reducing risk and
enhancing innovation.”

Let’s face it, you need me to do
this stuff, otherwise we’ll be over-
taken by our competitors, who
are already using advanced ana-
lytics to get value out of their
historical data. It’s not really an
option to leave me with an Excel
spreadsheet and a glitter pen
any longer.

Like me, Accenture’s Mr Nowosel
sees the procurement role moving
away from simply control and com-
pliance, and into a core business
function. It’s now about finding
the right partners in the ecosys-
tem, mitigating risk, protecting
the brand and staying competi-
tive. He says: “Getting competitive
is more than having a great nego-
tiated price. It is having the right
solution for your customers at the
right point.”

Couldn’t have put it better
myself. We have a hyperconnected
and increasingly transparent
world out there and I'm the one
with the bird’s eye view of it. If you
invest in me and provide me with
the right tools and people, I can
develop an agile ecosystem that
learns from its mistakes, protects
our corporate reputation, culti-
vates a sustainable supply chain,
delivers real-time data insights
and predictive analytics, and
saves you money - worth more
than a few chocolate Hobnobs
I expect...

Best wishes,
Chief procurement officer ®
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Commercial feature

Procurement: new competitive advantage

Procurement must emerge from the
shadows as a key business enabler

rocurement as we know it,

is dead. Actually that’s not

entirely true. Much of what
we do today is still very relevant if
often a little cumbersome. However,
a new breed of procurement is
emerging as organisations seek to be
faster, more innovative and, above all,
more agile.

“Macro-economic conditions are
tough,” says Edward Winterschladen,
managing director, Europe, for spe-
cialist procurement consulting firm
Proxima. "It seems counter-intuitive
to suggest that this could be a great
time to invest and innovate. This is the
blueprint for the agile organisation,
thinking differently about suppliers,
procurement and their role in driving
competitive advantage.”

Importance of suppliers

Simon Geale, Proxima vice president
for client solutions, says: “For the aver-
age business, supplier expenditure
accounts for approximately 80 per cent
of revenue. Much of an organisation’s
ability to move fast and grow lands on
how they work with their suppliers.”

It wasn’t always like this. Ten years
ago, many organisations had not seen
the need to focus on suppliers as a
source of innovation or competitive
edge. “"Most organisations have now
noted their dependency on suppliers,
and the importance of understand-
ing and managing external costs,”
says Mr Winterschladen. “But many
procurement approaches are still
fairly traditional.”

Traditional procurement has seen
rationalisation, long-term  plans
and a narrow focus on cost. This
may need to change if we seek first-
mover advantage and organisational
agility. “At times, a simplified supply
base can work against these goals,
large suppliers can be slower and
have more to lose than their smaller,
hungry and more nimble counter-
parts,” he says.

“Of course, itis notalways that simple.
There are a range of approaches and

we must adapt according to the cir-
cumstances. Modern procurement has
to be smarter and more agile than in
the past.”

Mr Geale adds: “"Knowledge is the
new currency and knowing how to
apply it is the new skill. The success of
a procurement function will depend
upon the knowledge they have and
their ability to translate that into suc-
cessful and fast delivery.”

Changing face of procurement
Procurement touches most parts of
an organisation; however, for many
their sole interaction is the experi-
ence they have when they have a new
or changing requirement. “There is so
much more to it than that,” says Mr
Winterschladen. “This might explain
why historically the function has
struggled with its identity and suc-
cessful transformation.”

A model developed by Proxima views
procurement evolution as a series of
sequential steps: transactions, sourc-
ing, category management, business
partnering, knowledge partners and
collaboration.

“We looked at a number of organ-
isations and found that this was a
common path. In moving forward,
the chief procurement officer (CPO)
was both responding to a weakness
- fixing something - and seizing an
opportunity - innovating or grow-
ing the function. For example, busi-
ness partnering evolved because
procurement had built category
management teams that weren’t
talking to the business; now that
those conversations are happen-
ing, procurement needs to have
something interesting to say,” Mr
Winterschladen explains

Mr Geale adds: "As we evolve, a clear
distinction starts to emerge between
the technology, skills and capabili-
ties needed. The more developed the
function, the more it relies on knowl-
edge and soft skills to succeed. And so
a successful CPO will be looking at a
broad range of capabilities.”

PROCUREMENT ABILITY TO IMPACT KEY BUSINESS OBJECTIVES

Growth

66

We must help organisations
improve using our knowledge
of markets to inspire and
challenge our customers

Ed Winterschladen
Managing director, Europe

Simon Geale
Vice president, client solutions

Avoiding digital paralysis

Some are convinced digital will be a
catalyst. Yet for many CPOs, digital
is creating a state of paralysis, rather
than actingas a call to action. "There is
alot of hype,” says Mr Winterschladen.
“"We are starting to see how technol-
ogy will transform much of what we do
in procurement, but for many this will
be over the next decade, rather than
the next couple of years.

“Most past innovations have focused
onprocessand control, whichisaligned
to the early stages of functional evolu-
tion. I'd expect the more game-chang-
ing developments to be looking at data
and knowledge, and how we quickly
assimilate information and make rapid
decisions. The procurement function
and the procurement person of the
future will be empowered by and not
wholly replaced by digital.”

Procurement may find itself taking
an “app store” approach with numer-
ous specialist solutions appearing
within a more open architecture. “This

Agility

is an important time for the legacy
tech providers needing to respond to
niche solutions coming to market that
do exactly what they need to do and
at a lower price point,” says Mr Geale.

Challenging stakeholder perceptions
Digital and transformation are not just
happening to procurement, of course.
“We must help organisations improve
using our knowledge of markets to
inspire and challenge our customers,”
he says. "They should be looking to
procurement to understand how sup-
pliers can reshape their thinking.”
Despite the power of procurement
to drive change, it would appear
chief financial officers (CFOs) are not
convinced of the value of the procure-
ment function. Recent research for
Proxima shows that only around half
of CFOs believe procurement really
impacted growth, agility or innovation.
Around 60 per cent of functions
report into finance. So this is pretty dis-
appointing for a function that is trying
to move away from savings as the key
measure,” says Mr Winterschladen.

Capability challenge

Suppliers are critical to the future of
business. Procurement must be a key
business enabler, but a range of capa-
bilities and knowledge are needed to
shine. This highlights another chal-
lenge. Demand for talent and experi-
ence is now outstripping supply, com-
panies are therefore looking at longer
term strategies to up skill their existing

Innovation

CPO Q) CFO

Risk
management

Proxima 2019

teams, or in the short to medium term
turning to external specialists for
capacity and capability.

This is where Proxima can help. The
firm, set up 25 years ago, works with
some of the world’s largest companies
across many sectors. They employ a
new breed of consultant: procure-
ment practitioners from industry,
experts in markets, who know how to
identify where value can be generated
quickly and how to effect change.

“Analysis and sharp suits are not
enough, you need experience, stories
and empathy to effect change,” says Mr
Geale. "You also need the type of current
and relevant knowledge that a firm such
as Proxima brings. The days of being able
to keep all that in-house are gone.”

There are businesses out there that
are already enjoying the spoils of this
experienced, immersed and acceler-
ated approach to procurement. In the
future more will follow.

Proxima is a world leading spe-
cialist procurement consulting
company helping organisations to
enable better business performance
through procurement.

For further information please visit
proximagroup.com

Proyima

Procurement is our business
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ARTIFICIAL INTELLIGENCE

After a slow
start, Al 1S
starting to
make its mark

Procurement has
traditionally lagged
behind when it
comes to technology,
but does artificial
intelligence offer

an opportunity for
things to change?

Mark Frary

rtificial intelligence (AI)
is going to make business
better, at least that is what

the solutions providers would have
us believe. Businesses will be more
agile, more efficient and, impor-
tantly, more profitable. Yet it still
feels procurement is behind the
curve when it comes to Al adoption,
despitethosethat haveimplemented
things, such as machine-learning
and Al-driven data analysis, seeing
the benefits.

Simon Geale, vice president of
client solutions at transformation
procurement services provider
Proxima, says: “It is early days. On
the procurement side of things, we
are seduced by the hype over practi-
cality. Most of what we are seeing is
either aggregating data or speeding
up a process, so far.”

That is not to say that businesses
are shunning Al A recent survey by
McKinsey found 47 per cent of com-
panies have embedded at least one
Al function in their business pro-
cesses, up from 20 per cent in 2017.

McKinsey’s research showed that
while most companies were adopt-
ing AI in areas such as service

operations, marketing and product
development, a significant number
have started to use the technology
in managing their supply chains.

Some sectors, such as retail, are
adopting the technology far more
rapidly in supply chain manage-
ment than others.

It may be time for those businesses
on the long tail of adoption to speed
things up. Of those that have adopted
Al in supply chain management,
McKinsey reports 76 per cent have
seen moderate or significant benefits.

So how are companies using AI?
A survey by RELX Group late last
year shows a focus on using AI and
machine-learning principally to
increase efficiencies or worker pro-
ductivity (51 per cent), to inform
future business decisions (41 per
cent) and to streamline processes
(39 per cent).

There are those in procurement
who believe AI will destroy their
jobs. Yet not all are convinced of this
nightmare scenario.

Trudy Salandiak of the Chartered
Institute of Procurement & Supply
says: “Unlike many profession-
als, we think procurement will be
future-proofed from being com-
pletely taken over by technology due
to the human interaction and rela-
tionship management required.

“What it will do is provide much
more visibility over supply chains to
manage risk and seek out opportu-
nities for innovation. It will also take
away the process back-office side of
the role to allow procurement teams
to focus on more strategic areas.”

Ms Salandiak sees a role for Al in
quicker and more accurate fraud
detection, intelligent invoice match-
ing and categorising vendors to rank
their strategic importance in the
supply chain.

Al chatbots have started to be used
to help businesses articulate their
needs with procurement, instead
of completing lengthy requests on
enterprise resource planning (ERP)
systems. This echoes the voice
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experience consumers get through
the likes of Amazon Alexa and
Google Assistant.

Turkish telecoms company
Turkcell has implemented a pro-
curement chatbot, which learns con-
tinuously and simulates interactive
procurement professionals’ conver-
sations with business partners and
vendors by using key pre-calculated
user phrases and auditory or text-
based signals. The chatbot inter-
faces with the company’s ERP sys-
tem and it has enabled procurement
professionals to cut out non-value-
added activities and allocate their
time to more strategic topics.

Meanwhile, Ireland’s Moyee Coffee
has been working on a project in
Ethiopia where farmers, roasters
and consumers can access data as
beans are moved from farm to cup.
Consumers are able to use QR codes
on the back of coffee packs to see
where the beans have been sourced
and how much the farmers have
been paid, bringing unprecedented
transparency to the supply chain.
The project uses Bext360’s Bext-to-
Brew platform with AI, blockchain
and internet of things technology.

As consumers demand more
authenticity and transparency, this
trend is likely to continue.

Theforecastvalue of Altotheglobal
economy is being recognised by the
World Economic Forum (WEF). In
September, the WEF’s Centre for
the Fourth Industrial Revolution
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unveiled a plan to develop the first
Al procurement policy.

The work is being done in con-
junction with the UK government’s
Department for Digital, Culture,
Media and Sport. A pilot starts in
July and it is hoped it will be rolled
out in December. This will include
high-level guidelines as well as an
explanatory workbook for procure-
ment professionals. A further eight
countries have expressed interest in
extending the pilot globally.

The reason for putting together
a policy now is that “regulation
tends to be too slow”, says Kay Firth-
Butterfield, WEF’s head of AL

“From the procurement per-
spective, it’s drawing a line in the
sand, saying this is how we expect
Al to be produced in our coun-
try and we will not accept Al prod-
ucts that do not meet these criteria.
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It is agile governance,” says Ms
Firth-Butterfield.

The technology will also allow pub-
lic sector employees to do more stra-
tegic work. “In government, there are
back-office gains to be had to free up
civil servants to do more,” she says,
adding that work on Al procurement
in the public sector is expected to
transfer to the private sector.

“Governments want their citizens
to be at forefront of developing and
using this tech, and benefiting from
the economic gains,” says Ms Firth-
Butterfield. “Governments’ signifi-
cant buying power can drive private
sector adoption of these stand-
ards, even for products that are sold
beyond government.”

The 53 per cent of companies
that have not started implement-
ing AI may like to start thinking
about it now. @

ARTIFICIAL INTELLIGENCE UPTAKE IN SUPPLY CHAIN MANAGEMENT

66

Al will provide much
more visibility over
supply chains to
manage risk and seek
out opportunities for
innovation

Percentage of companies in the following sectors that have adopted Al

Retail

Telecommunications

High tech

McKinsey 2018

38%

26% |

Healthcare

23% |

Professional services

21% |

Travel, transport and logistics

19% |

Electric power and natural resources

18% |

Pharmaceuticals and medical products

14% |

Automotive and assembly

13% |

Financial services

1% |

7% |
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Four ways Brexit
has rattled CPOs

With Brexit headlines continuing to dominate the
daily news, what have been the biggest lessons
for procurement leaders on how to approach

geopolitical risk?

Michelle Perry

scross-party Brexit talks col-
lapsed, stockpiling reached
its highest level since

records began in the 1950s. A final
decision on Brexit looks like it has,
yet again, been thrust into the dis-
tance. But by now chief procurement
officers (CPOs), those charged with
ensuring businesses have enough raw
materials and goods, have learnt to
live beyond politicians’ promises.
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Uncertainty is certain

Procurement chiefs have learnt
quickly that they cannot count on
politicians. But they can control the
steady flow of goods and materials
to their organisations by risk-map-
ping and establishing alternatives.
Dairy Crest, a manufacturer of
British food brands, approved addi-
tional suppliers, extra sources of
material and alternatives by iden-
tifying pinch points in the supply
chain, ensuring greater flexibility.
CPO Chris Thomson reviewed
the stock management processes in
terms of ingredients and packaging,
factory planning processes and cus-
tomer order to stock processes. All
these processes had been in place

Procurement teams have begun
to view geopolitical risk as an
unwanted yet permanent factor.
It’s no longer just the prospect
of Brexit that has procurement
officers grappling with greater
risk in their jobs. Any emerging
geopolitical risk poses potential
obstacles for global supply chains,
which over the past few decades
have become tightly interwoven.

—

for many years and were effective,
but Brexit made it necessary to
revisit all systems and processes.

“It’s been quite an interesting
experience to have a serious situa-
tion like this to open your eyes again
and to challenge some of the exist-
ing business processes,” he says.

He is not alone in his approach.
Neil Butters, head of procurement
at Inprova Group, says: “Before you
think big, think small. I'd been
trying to understand geopolitical
risk and Brexit and other areas,
and trying to work out how that
impacted my organisation. What
I ultimately decided to do was to
take a fresh view of my organisa-
tion and the risk factors, and map
them out.”

Ditch the silos

POs have become more rounded
business people as a result of
Brexit. They have had to work
more intensively with other teams
within their organisations, and
have had to explain what they are
doing to the board to ensure the
business can keep functioning and
fulfilling customers’ orders.

Like many companies, Dairy
Crest set up a cross-functional
leadership group focused on
medium to long-term Brexit
planning. In addition, the com-
pany established a standalone
cross-functional group focused
solely on preparing for Brexit Day.
They based their business plan-
ning on a hard Brexit, the worst-
case scenario for many businesses.

“We really focused our efforts
on planning for the worst case
and knowing that if it didn't turn
out to be the reality, we would be
in a sensible position,” says
Dairy Crest’s
Mr Thomson.

Stockpiling can’t
solve everything

Filling up warehouses with raw
materials and medicines is a short-
term solution. Stockpiling is an
option for some, but many do not
have the facilities to store surplus
stock and those with perishable
goods simply won’t be able to.
Longer-term stockpiling won’t fix
the challenges companies face over
trading with EU customers and sup-
pliers. Moreover, the additional costs
of paying for the stock and then pay-
ing for warehousing that stock can
be crippling, particularly for smaller
businesses with fewer resources.

Revisit systems
and processes

“Brexit has forced many CPOs and
their teams to look again at their
suppliers, local sourcing plans, local
versus international, and start to
make some decisions about what
their future supply should look
like,” says Duncan Brock, group
director at the Chartered Institute of
Procurement & Supply (CIPS).

Indeed, CPOs have been evalu-
ating their supply chains at a more
granular level. Many procurement
teams have looked at what happens
in the supply chain beyond the first
contact with their own company.
The view is if they can understand
the risks posed at that distance,
then they will be able to manage
them before there is a direct impact
on their business.

“We haven't fundamentally
changed our sourcing approach.
What we have done is put a lot more
emphasis on our category manage-
ment in our processes, and a lot more
emphasis on how far up the supply
chain we understand what's going
on,” says Dairy Crest’s Mr Thomson.

Localisation might help some
businesses, but switching to UK sup-
pliers doesn’t always solve the prob-
lem. Establishing new suppliers has
its own challenges and is rarely a
seamless process, particularly if you
are sourcing a strategic supplier.
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Earlier this year, door and window
manufacturer Origin began stock-
piling aluminium extrusion from its
supplier based in northern Spain in
preparation for Brexit and disrup-
tion at the border. In total, the com-
pany stockpiled around £750,000-
worth of materials, which is not an
insignificant amount of money to
add to your inventory. And then
Brexit Day never came.

“Beyond the things you can't con-
trol, you're just trying to stay as flex-
ible as you possibly can. We bought
more material to make sure we
could see ourselves through some
very short-term disruption at the
border,” says Origin’s Mr Ginger.

wé

According to research by CIPS,
almost a quarter of companies it
surveyed were looking for alterna-
tive non-European Union suppliers.
But the study also showed that half
of British companies would struggle
to find the suppliers and skills they
need in the UK if they were forced to
bring parts of their supply chain back
home post-Brexit.

“Anybody who approaches their
suppliers in business as purely a
transactional thing misses the oppor-
tunity to work special situations and
to work closely together to manage
whatever it is thrown at us. We treat
our suppliers really as part of the busi-
ness,” says Neil Ginger, chief execu-
tive of Origin, a UK manufacturer of
aluminium doors and windows. @



https://www.fieldglass.com/resources/research/services-procurement-insights-2019

Commercial feature

Services
procurement:
it’s about value,
not just price

Insufficient visibility of services providers
is risky and lowers return on investment,
but spending wisely has become easier

than ever

rganisations are increasingly
looking beyond their direct
employees for new tech-

nology skills and expertise in busi-
ness transformation. Some 42 per
cent of workforce spending is on the
external workforce, which comprises
contingent workers such as contrac-
tors, freelancers and temporary staff,
and services providers such as mar-
keting agencies, consultancies and
law firms. That’s according to new
research by SAP Fieldglass, which
provides software that enables com-
panies to optimise the use of their
external workforce.

Nearly two thirds of companies
(63 per cent) see the external work-
force as an important way of boosting
organisational agility while, for a simi-
lar number (61 per cent), it’s a way of
increasing speed to market.

However, the research found that
despite the growing importance of
these services providers, too many
organisations are not managing them
effectively, and are wasting money and
exposing themselves to serious risk
as a result. On the other hand, those
who understand the importance of
services procurement are reaping
the rewards.

“We wanted to identify the true
business impact of services provid-
ers, since they are now involved in

everything from marketing to IT and
accounts to customer service,” says
Molly Spatara, global vice president,
brand experience, SAP Ariba and
SAP Fieldglass. “"There were various
pockets of research around services
procurement, but our aim was to
get a more complete picture, look-
ing across industries and talking both
to the C-suite and to senior manag-
ers who have practical experience of
managing services providers, which
we call an invisible workforce.”

The findings of the study, Services
Procurement Insights 2019: The Big
Reveal, which was conducted in col-
laboration with Oxford Economics,
paint a worrying picture. While spend-
ing on services is huge, less than half
of research participants said they
were highly informed about the basics
of services providers, such as con-
tract terms (48 per cent), where they
worked (44 per cent) and who was
doing the work (44 per cent). Even
fewer said they had clear insight into
how those projects actually go and
only aquarter (27 per cent) were highly
informed about progress against mile-
stones or deliverables.

“These are basic questions, but if
you can’t answer them then how do
you really know what’s going on in your
organisation¢” asks Sara Sullivan, vice
president, presales, SAP Fieldglass.
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We wanted to identify the true
business impact of services
providers, since they are now
involved in everything from
marketing to IT and accounts
to customer service — and
organisations spend huge
amounts on these services

How technology can help

Most mid-size and large
organisations use human
resources systems to manage
their employees and many have
robust procurement solutions to
manage the financial aspects of
services provider engagements,
such as contracts, purchase
orders and invoicing. However,
many lack suitable technology to
manage services providers at an
operational level.

Sophisticated vendor
management solutions, or

VMS, make it much easier

for organisations to manage
services providers effectively.
For example, the best-in-class
solutions help companies
track quality of work, monitor
progress against milestones
and/or deliverables,

manage access to systems
and confidential company
information, and verify that
the people doing the work
have up-to-date certifications
and training.

Many organisations looking to improve
management of their external work-
force start with contingent labour.

“"When we asked the chief human
resources officer of one client about
the size of their contingent work-
force they said, "We're not sure, but
we think it's about 6,000 people’.
After we'd deployed SAP Fieldglass,
we were able to tell them that, in
fact, it was over 17,000. That’s 11,000
more people working for them than
they knew about. That’s a lot of cost
and risk that wasn’t on their radar.
And they haven't even begun to
address their services providers,” says
Ms Sullivan.

The company discovered that around
600 of this mystery 11,000 were sitting
in a research and development facility
on the other side of the world. “The key
here is that many organisations manage
a service by tracking it as a purchase
order, but very often they pay the invoice
while failing to monitor the people who

RACONTEUR.NET@—@

are supposed to be delivering the
service,” she says.

Ms Sullivan points to another case
involving a financial services com-
pany and one of their IT contractors.
“A particular project ended and the
purchase order was closed, but they
forgot to deactivate the contractors’
access. An unintended consequence
was that their company was exposed
to unnecessary and avoidable risk.”

But “illuminating your invisible
workforce,” as Ms Sullivan describes
it, goes beyond managing security
risks and driving down costs. "People
are more concerned about getting a
return on investment,” she says. "They
also care more about the quality of the
talent. One told me, 'If I'm looking for
a consulting firm to develop a digital
strategy to reposition the business,
it’s really about the quality of their
work, not just how much I'm going to
pay for them. Cost is fourth or fifth on
the list of priorities".”

A small but growing number of com-
panies, which SAP Fieldglass calls
“pacesetters”, now regard their chief
procurement officer as a chief value
officer. “These chief value officers
are taking a more considered, stra-
tegic approach to engaging and man-
aging services providers,” explains
Ms Spatara.

Representing  approximately 11
per cent of respondents to the SAP
Fieldglass survey, pacesetters have
a much more rigorous approach to
managing and extracting value from
their services providers than other
organisations do. Specifically, they
have greater visibility of services
providers, and they find it easier to
track aspects such as quality of work

42

of workforce spend is on
the external workforce

Only

27%

of executives are highly
informed about services
providers’ progress against
milestones and/or deliverables

and digital security. In addition, their
external workforce helps them com-
pete in a digital world and acts as a
vital source of digital skills.

“Another thing that struck us from
the research is that these organi-
sations are collaborating at a much
higher level; theyre rising above
the silos,” says Ms Spatara. “They're
exploiting the high-quality data
they have to improve collaboration
between departments. As a result,
they’re more agile, faster to market
and less exposed to risk. There's
a great opportunity now for other
organisations to learn from them.”

To read the full study,
please visit fieldglass.com/
services-procurement-insights-2019

SAP Fieldglass
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—
Adding value
through supplier-
enabled innovation

Businesses are tapping into the expertise of their
supplier network to bring new products to market
faster and streamline their processes
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Duncan Jefferies

here do new ideas come
from? For many organ-
isations, the answer is

research and development. But
imagine if the R&D department
included not only your own people,
but those from hundreds or even
thousands of your suppliers too.

This is the promise of suppli-
er-enabled innovation (SEI), which
enables companies to tap into the
expertise of their supplier network
to develop new products and ser-
vices or refine existing ones.

It’s not exactly a new idea, but
according to David Rae, head of
the Supplier-Enabled Innovation
Center, it is an underutilised one. “If
you have thousands of suppliers and
a portion of them have R&D divi-
sions focused on your sector, then
you'd be mad not to tap into that
resource,” he says.

Companies that combine their
innovation efforts with those of
their suppliers typically bring prod-
ucts to market faster, giving them a
competitive advantage. The inevita-
ble risks and costs of developing new
products or services are also spread
among a wide network of stakehold-
ers. And due to their specific exper-
tise, suppliers are often able to sug-
gest product improvements that are
unlikely to occur to internal teams.

It makes sense to partner with
companies specialising in a par-
ticular area, says Omer Abdullah,
co-founder and managing direc-
tor of The Smart Cube, which pro-
vides procurement, analytics and
research expertise. He uses the
example of a packaging supplier to
illustrate the point. “They're the
ones who have a vested interest in
knowing what the latest packaging
types are, what the latest packaging
sizes are and what are consumers
demanding,” he explains.

That’s certainly true in the case
of Bayer, which works closely with
suppliers such as Schott to find the
best packaging for specific drugs. By

collaborating early in the ampoule
or vial selection process, with Schott
contributing its expertise in how
certain active ingredients interact
with different types of containers,
new medication can be brought to
market in a quick and safe manner.

The procurement team are ideally
placed to drive the innovation part-
nerships behind SEI, acting as the
link between internal R&D, sales
and marketing teams, and suppli-
ers. Johnson & Johnson, for exam-
ple, has focused on turning pro-
curement into a team of “innovation
scouts”, seeking out suppliers who
understand emerging trends and
plan their business accordingly.

This is one of the vital elements of
SEI if you can’t find innovative sup-
pliers to work with, then the whole
concept quickly falls apart. If you're
interested in using SEI to improve
your R&D function, for example,
“you need to take into account
things like what percentage of their
[the supplier’s] revenue they are
putting towards R&D, their strate-
gic goals and where they’re actually
headed as a company”, says Mr Rae.

It can be tempting to focus on the
current supply chain when select-
ing SEI partners, but this may
not offer the kind of cutting-edge
innovation that will really expand
internal capabilities, says Simon
McGuire, health systems leader for
Philips UK and Ireland. “I believe a
good procurement team will ensure
any supplier activity is initiated
with clear alignment and agree-
ment on capability gaps and unmet
customer needs, together with an
ability to secure the required tech-
nology and skillsets from the mar-
ketplace,” he says.

An awareness of market trends
and shifts, competitor moves and
the company’s own patent pipeline
is also a key part of an informed
view of what suppliers might be
able to offer. “For me the most
essential element of a good supplier

partnership that will deliver is
the strong alignment of goals and
visions, with clear definitions,
responsibilities and objectives from
the start,” says Mr McGuire.

Online platforms are a relatively
common way of communicating
innovation challenges to supplier
networks. Philips, for example, has
an open innovation portal called
SPICE, which allows suppliers, com-
panies and individual inventors
to collaborate to both view Philips
innovation challenges and suggest
ideas of their own. But the success
of these platforms depends upon
suppliers receiving relevant, timely
feedback on their ideas and trans-
parency around the development of
any proposals.

Indeed, the trust at the heart of
any good partnership flows both
ways. “Surprisingly, suppliers do
not always take their innovation
first to their largest or even their
most profitable, highest-margin
customers,” says Clive R. Heal, a
procurement innovation expert
who leads Voicinn, a group of
global innovation keynote speak-
ers, and founded and led the Roche

-amma f:ﬂ:g:: "E — Inlﬂn

If you have thousands of
suppliers and some have R&D
divisions in your sector, you'd be
mad not to tap into that resource

Innovation Center of Excellence.
“They target customers with whom
they have the closest relation-
ships and see the best longer-term
growth opportunities.”

Both companies should also be
clear about who will own the intellec-
tual property (IP) for any new prod-
ucts or services before embarking on
a partnership. For instance, would a
licensing approach, with the com-

pany granted exclusive rights to use

a particular technology or service
for an agreed period, work best? Or
is a joint IP model the better option?
Many innovation partnerships fail
to clear this hurdle due to competing
interests, Mr Heal points out.

Regardless of which ownership
approach is agreed, successful SEI
initiatives nearly always follow
a long-term approach to innova-
tion, focusing on mutual benefits
for both customer and supplier.
In other words, a true partner-
ship that runs counter to the “not
invented here” syndrome still
found in many businesses.

“Overcoming this is difficult,” says
Mr Rae. “But with the disruption
now happening - the platform busi-
ness models cropping up, the growth
in startups, the fact that innovation
is taking place everywhere and not
just in R&D labs — companies will
have to change, otherwise they're
going to get disrupted too.” @

TOP FIVE FOCUS AREAS OF PROCUREMENT TRANSFORMATION IN 2019

Percentage of procurement organisations with major improvement programme planned or ongoing

Modernise application
platform(s)

54

Improve analytical
capabilities

% Reduce
. operating cost

Measure/manage
performance and value

399

The Hackett Group 2019

Accelerate adoption
of software tools

369
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‘If done well,
procurement will
evolve from a position
of controller to one of
value architect’

here’s no doubt that pro-
curement enjoys a privileged
position in a company’s

value chain. Sitting between a network
of thousands of suppliers and the busi-
ness, it has clear visibility of customer
need, company strategy and the capa-
bilities that exist in the supply base

From such a position, advanced
procurement functions, and the
chief procurement officers (CPOSs)
that lead them, can make a signifi-
cant and lasting impact on the suc-
cess of their companies, but only by
focusing on the real value and inno-
vation that suppliers can bring and
how this can support the organisa-
tion’s ultimate value proposition.

To do so, procurement must drive
change in three broad areas. Firstly,
CPOs must address the procurement
operating model so it is better aligned
with company strategy and end-cus-
tomer value. Historically, procure-
ment has segmented third-party
spend into categories, from raw mate-
rials to office furniture to semiconduc-
tors and so on, with the ultimate goal
of leveraging scale to reduce price,
while also managing risk and quality.

Smart chief executives, however,
will be far more interested in how
suppliers can enhance the product
portfolio to maximise the company’s
competitive position in the market.
Aligning the supply base around that
portfolio will enable supplier innova-
tions to feed more successfully into
that goal and ensure collaboration
with suppliers is more productive and
more focused on value creation.

Of course, this isn’t feasible for
every last drop of third-party spend-
ing so CPOs must differentiate
between core and non-core spend,
so 100 per cent of the procurement
function’s energy can be applied to
those suppliers that really matter.

Secondly, for this to be feasible,
CPOs must ensure procurement is a
frictionless experience for those in
the business who buy as part of their
role. Every effort should be made to
automate through digital technolo-
gies and platforms, so the actual buy-
ing process is seamless and efficient.

Robust governance and a sophisti-
cated suite of digital technologies that
have been designed with the end-user
in mind must underpin such an envi-
ronment. And the ultimate goal must
be to reduce the time and resource
spent on non-core products and ser-
vices, without sacrificing low cost,
impacting quality or introducing risk.

This laser-guided focus on execution
must be a cross-functional effort, so the

right specifications are secured and any
savings go straight to the bottom line
and are locked into the profit and loss.

Thirdly, the very fundamentals of
supply markets continue to evolve.
It’s clear an increasing volume of the
world’s innovation is being developed
outside the walls of large corporates
and big, traditional suppliers, with
smaller, niche companies and start-
ups working on new technologies and
approaches that regularly disrupt tra-
ditional, incumbent markets.

Further, these non-traditional play-
ers work differently, are more agile,
less process led, more open to collabo-
ration and come with large amounts of
risk. But despite this, corporates can-
not afford to close their doors to the
innovation taking place within them.

CPOs must develop the capabil-
ity to engage with these outliers
and engineer how the intellectual
property they produce can be intro-
duced into their organisation’s value
chain, whether through traditional
onboarding as suppliers, technology
licensing, collaboration with other
suppliers in the network or myriad
other potential approaches.

In essence, CPOs must build and
exploit supply networks, or ecosystems,
capturing value during the collabora-
tion that takes place between third par-
ties at all points in the value chain.

None of this is straightforward and
few organisations are even close to
making it a reality. To be successful,
it demands the support of a visionary
chief executive who understands the
dynamics at play in the supply base and
beyond, as well as a procurement team
full of intellectually curious, entrepre-
neurial and collaborative personalities.

But if done well, procurement will
evolve from a position of controller to
one of value architect, and one of the
most critical functions in any mod-
ern corporation able to positively
impact revenue, sustainability and
profit targets. @
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David Rae
Director of innovation and insights
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ise of Oracle and SAP
third-party support

Balancing tight budgets at the same time as adopting innovative
solutions that enable businesses to thrive is a central aim of
procurement professionals

ne way to innovate is to
migrate on-premise enter-
prise software to the cloud.

However, software-as-a-service solu-
tions to replace highly functional, heav-
ily customised on-premise applications
are not ready. Third-party software
support allows companies to retain
their on-premise enterprise software,
improve service quality and save money
that can accelerate innovation.
Although a number of leading soft-
ware vendors are ending the life of
primary software versions, they will
not have a fully functioning cloud-
based replacement for seven to ten
years. The third-party Oracle and SAP
support market provides a bridge for
companies that want to keep what they
have until cloud offerings mature.
“Large enterprises, even those
which have historically been slow to
consider third-party Oracle and SAP
support, are now engaging with us,”
says Kurt Moydell, senior vice presi-
dent of global sales and marketing at
Spinnaker Support, a leading global
provider of Oracle and SAP third-
party support and managed services.
According to research firm Gartner,
the third-party Oracle and SAP market
is on track to reach $8 billion by the end
of 2022, an annual growth rate of 26 per
cent. As the third-party support model
has matured and it has become clear
high-quality services can be delivered
at an often significantly reduced price, a
diverse range of businesses are now con-
sidering the advantages of this model.
Mr Moydell believes the central ben-
efits of the third-party support model
are clear. “At the simplest level, it's
superior support for a fraction of the
cost. The financial benefit is obvi-
ous and it's meaningful,” he says.
Companies can take advantage of the
third-party model by redirecting the
cost-savings into innovation initiatives
to improve their business position.

FIVE-YEAR TOTAL COST OF OWNERSHIP COMPARISON

Spinnaker Support v publisher support

Annual maintenance spend Spinnaker Support

Annual maintenance spend Oracle or SAP

Year 1

Year 2

Year 3

Year 4

Year 5

£0 £0.5k £1m

£1.56m £2m £2.5m £3m

We have the expertise
and experience in
navigating challenges,
and in answering the
hard questions

Cancer Research UK, a Spinnaker
Support customer since 2017, says:
“"We continuously seek innovative
ways to keep our costs down to free
up more funding for research pro-
jects that will discover ways to prevent,
diagnose and treat cancer. The tran-
sition to Spinnaker Support results in
high-quality service at a substantially
lower price point.”

Companies that switch to Spinnaker
Support report an average saving of 62
per cent over Oracle and SAP mainte-
nance fees. Beyond these top-line sav-
ings, firms can also gain extra cost-re-
ductions from avoiding unneeded
version upgrades. But an often over-
looked benefit from third-party ser-
vices is the ability to redirect employ-
ees’ time to future projects, rather
than having to self-maintain the sys-
tems in place.

Spinnaker Support works closely with
procurement professionals who are
interested in the third-party support
model and advises them to engage all
stakeholders early in the due diligence
and evaluation process.

“We have the expertise and experi-
ence in navigating challenges, and in
answering the hard questions. From my
perspective, it’s never about convinc-
ing, but rather educatingand proving the
third-party support model delivers on its
promise,” says Mr Moydell.

Over the past decade, Spinnaker
Support has helped thousands of com-
panies evaluate third-party support by
undertaking a comprehensive assess-
ment of what exactly the firm’s support
needs are and then makes sure there’s
an alignment with the services pro-
vided by Spinnaker Support. More than
1,100 customers have signed up with
Spinnaker Support since its inception.

“We assess historical support cases,
validating licences and actual utili-
sation of the software, both now and
in the future. We use this and other
parameters as a baseline to estimate
what the ongoing maintenance needs
will be and determine the most appro-
priate fee structure,” says Mr Moydell.

Spinnaker Support’s consultative
approach, from the first conversation
to the last, is what sets it apart. From
the founding of the company in 2008,
the goal has been to provide support
that is personalised, responsive, com-
prehensive and flexible.

For more information please visit
spinnakersupport.com
or call 020 8242 1785

SPINNAKER )
SUPPORT 2y
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Gartner

Gartner

IT Sourcing,
Procurement,
Vendor

& Asset
Management
Summit

16 - 18 September 2019
London, UK

Optimize your IT
procurement strategy
for speed, agility and
growth.

Save €325
when registering,
use code:
PROCUREMENT

Register today!

Call +44 (0) 20 3868 5238 or visit
http://bit.ly/eusourcingjoinus

Beth Pilgrim, Aoise
Keogan-Nooshabadi
and Verena Wimmer,
co-founders of
Supply Change

PUBLIC SECTOR

Supply Change

How public sector
procurement can

have social value

With public sector organisations
becoming increasingly aware that
their procurement decisions have an
impact on local communities, some are
rethinking how they award contracts

Joe McGrath

oth private and public sec-
tor entities are becoming
more interested in how

their organisations impact society.
Whether it’s in contributing to the
community or managing the impact
on the environment, organisations
recognisethey canchangetheirlocal
communities through who they pick
to deliver goods or services.

Traditionally, it had been assumed
that choosing a supplier that added
social value may mean compromis-
ing for a sub-standard quality prod-
uct or service, but views are slowly
starting to change.

“They recognise the benefits of
working with social enterprises, but
are ruled by the need to mitigate
risk and deliver efficient and eco-
nomic services,” says Beth Pilgrim,
co-founder of Supply Change.

“Often companies will just go to
suppliers they know. What we are
trying to explain to the public sector
is that adding social value into your

supply chain doesn’t have to be diffi-
cult or require extra work.”

Ms Pilgrim established Supply
Change in 2018 with colleagues Aoise
Keogan-Nooshabadi and Verena
Wimmer after the trio conducted a
series of research studies on the pub-
lic sector procurement process. They
found that while public sector bodies
were keen to award contracts to social
enterprises, they struggled to do so.

“One of the key themes that came
out of our research was that social
enterprises struggle to navigate pub-
lic sector procurement processes,” Ms
Pilgrim says. “The existing portals
are not really tailored towards them,
so they don’t get good visibility.”

In 2013, the UK government’s Social
Value Act came into force, obligating
public sector bodies to look at the
social and environmental benefits of
awarding a contract to a supplier, as
well as the economic ones.

Heralded as a game-changer by
the then-government, the Act has

nudged public bodies to look more
closely at the attributes of compa-
nies bidding to win work.

Despite this, some experts say
that the legislation doesn’t go far
enough, with a company’s social
and environmental points score
only accounting for a very small per-
centage of the overall total, and the
outcome weighted towards other
factors such as quality and cost.

“A number of leading authorities
have recognised this and increased
the social value element of their
contracts,” says Ed Cross, executive
director at procurement advisory
group Odesma.

Mr Cross says that upping con-
sideration of social value attributes
could be good news for smaller busi-
nesses competing for contracts, but
adds that the public sector still has
some way to go.

“There seems to be a lack of trust
in smaller enterprises, particularly
social enterprises, from the public
sector,” he explains.

“Part of this is down to the false
assumption that social enterprises
working with volunteers or part-
time employees aren’t as reliable as
larger organisations with full-time,
paid employees.”

Mr Cross’s sentiments are shared
by many, who feel that smaller enter-
prises can often face a real battle just
to get an initial foot in the door.

“One of the biggest challenges
smaller businesses face when it
comes to gaining access to con-
tracts that offer social benefits is
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One of the biggest challenges smaller
businesses face is the tick-box process of
tenders for contracts, as well as how public
sector guidelines are inflexible

the tick-box process of tenders for
contracts, as well as how public
sector guidelines are inflexible,”
says Craig Knowles, marketing
manager at procurement software
group Market Dojo.

“The tick-box approach often
means small businesses that might
not fit specific criteria are left at the
door before they’ve even been given
the chance to prove themselves.

“There needs to be a change in
attitude on taking “risks” on small
business as many, often wrongly,
believe they don't have resources to
work through big tenders when in
reality this couldn’t be further from
the truth.”

Despite widespread concerns that
social enterprises and small and
medium-sized enterprises (SMESs)
are still missing out on contacts
from the public sector, there is evi-
dence of innovation.

Supply Change’s Ms Pilgrim saysini-
tiatives at some local authorities show
how awarding contracts to smaller,
local businesses can be transforma-
tive for the local community. She cites
Preston in Lancashire as an example.

In 2013, the council brought in
external consultants to evaluate
whether it would be possible to
redirect some of its annual con-
tract-award budget to local busi-
nesses which had clear social
impact objectives. Since doing so it
has stimulated the local economy,

putting money into local firms and
increasing employment.

“We have seen how that can
be a real success story,” says Ms
Pilgrim. “Preston has a strategy
of spending money within their
local economy to build up SMEs,
social enterprises and the volun-
tary sector as much as possible. It
has resulted in a turnaround in the
local economy.”

Similar projects are now under-
way across the UK, with Manchester
City Council and Birmingham City
Council among the larger authori-
ties to consider how they can alter
their approaches.

For SMEs and social enterprises
looking to get a piece of the action,
Malcolm Harrison, group chief
executive of the Chartered Institute
of Procurement & Supply, says small
firms should play to their strengths.

“SMESs and social enterprises need
to work hard to showcase the flexi-
bility, innovation and financial rig-
our they can provide,” he says.

“To help SMEs, government
should do more. Simpler lan-
guage, less jargon and the chance
for an open dialogue all help SMEs
to compete with large compa-
nies. SMEs can themselves take
charge and become more visible
to potential contractors, and web-
sites such as Contracts Finder and
Compete For can be a great way of

finding opportunities.” @

SME SHARE OF CENTRAL GOVERNMENT

PROCUREMENT SPENDING

19.9%

Direct Indirect Total
2012-13 10.5%
|
2013-14 10.3% 15.7%
|
2014-15 10.9% 16.2% 27.1%
|
2015-16 1%
|
2016-17 10.5%
|
2018-19 10.5%

2022 total target

Cabinet Office/House of Commons Library 2018
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Big data opportunity
in benchmarking

Increasingly, companies are embracing the transformative power of
big data solutions to unlock valuable insights into their operations
and ensure they don’t fall behind forward-thinking competitors

or the procurement func-
tion, new ways to analyse
extremely large data sets

bring new dimensions to perfor-
mance management.

“Procurement performance meas-
urements that look at factors like how
much has been saved on the budget on
a year-to-year basis have always been
around,” says Sammeli Sammalkorpi,
co-founder of Sievo, a global leader in
procurement analytics.

“These internal-facing metrics are
useful, but they fail to address the fun-
damental question for procurement
functions: are we creating a compet-
itive advantage and helping the wider
company to compete in the market2”

Traditional procurement measure-
ment solutions have relied on third-
party benchmarking that typically use
interview data to establish bench-
marks, which often means bench-
marks are out of date and too high to
be actionable. In contrast, big data
tools are able to provide a radical level
of transparency on how firms are per-
forming against their peers, based on
realised transactional spend data.

Big data-driven benchmarking can
be based on millions and millions of
anonymised transactions, totalling
more than $1 trillion-worth of spend-
ing data. This enables companies to
tailor the benchmark to fit their indus-
try closely and ensure the results are as
relevant as possible.

For example, the chief procure-
ment officer of a food manufacturer
can compare their business against
other firms in the same region, with the
same kind of characteristics. They can
drill down to comparisons of spend-
ing as a percentage of revenue or per
employee across key categories, such
as logistics, marketing or packaging.

“Not only can they get the big picture,

which is very helpful, but they can also
read down to the details and see per-
formance in a number of different
internal categories, so it will be easy
to understand both the areas where
procurement is doing well, as well as
pockets that need attention,” says
Mr Sammalkorpi.

209m-+

real transactions utilised
in peer comparisons

$Ttrn

total procurement spend
benchmarked by Sievo

A central part of the big data oppor-
tunity in benchmarking is the transition
from backward-looking descriptive
analytics to forward-looking prescrip-
tive analytics. The rise of advanced
analytics technologies is enabling firms
to process data in real time to unlock
actionable insights, allowing compa-
nies to move away from focusing on
weekly or monthly procurement meas-
urement cycles and automatically
update predictions.

The large amounts of data now avail-
able to be processed by big data tools
allows for the creation of different sce-
narios to understand what will happen
in an uncertain business environment.
You don’t have to just consider one
potential scenario, while it is important
for businesses to test different scenar-
ios to prepare for avariety of outcomes.

Firms that don’t leverage their data
will be at a clear disadvantage over those
embracing procurement analytics solu-
tions. By partnering with an experienced
leader in procurement analytics, such as
Sievo, businesses can turn procurement
datainto increased profits.

“Data is the new oil. Therefore, for
a company to stay competitive, they
need to be able to exploit the data
assets they have. There's three steps in
this process. First of all, you need to be
able to acquire the data. Secondly, you
need to be able to process the data and
thirdly, you need to take action on the
findings,” says Mr Sammalkorpi.

Sievo have developed a powerful pro-
curement benchmarking solution based
on real procurement spending and big
data, which offers unrivalled insight
into procurement statistics. By working
closely with your internal data sources
and connecting to valuable external
data sources, Sievo opens up a new level
of procurement measurement.

"We anonymise and categorise to
give meaningful comparisons across
different peer groups or industries and
apply our artificial intelligence-based
analytics to make sense out of all your
data and to give recommendations,”
says Mr Sammalkorpi.

“Big data is giving procurement ways
to benchmark performance in far more
detail against peers or industries, shift-
ing the conversation from *how much
have we paid?¢’ to ‘how much should we
be paying?’” he concludes.

For further information please visit
sievo.com

Sievo
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Human rights falter
in grey areasof

procurement policy a5

Workers are often the victims when there
are gaps in legal procurement and ethical
procurement, but businesses nowadays
have a lot to lose as the lines between profit
and social conscience are no longer so

easily defined

Jim McClelland

ack in 2010, rotten Apple
stories started flashing
up on smartphones every-

where. Forget tales of environmen-
tal unsustainability, these con-
cerned social injustice: poor pay,
unhealthy conditions and worry-
ingly low levels of worker welfare.
Then came the shocking news of
staff suicides.

Attention focused on a prime link
in the Apple supply chain: a vast
1.4-square-mile megafactory com-
plex owned and run by Foxconn
Technology Group, a Taiwanese mul-
tinational contract-manufacturing
company, specialising in electronics.

Dubbed ‘Foxconn City’, the mini
metropolis housed almost half a
million workers on a giant industrial
park in Shenzhen, China.

Fast forward to 2019 and Apple
is still sourcing from Foxconn,
across various sites. The roll-call of
Foxconn manufacturing, present
and past, still reads like a who’s who
of the tech world, and includes other
monster brands such as Google,
Huawei, Microsoft and Sony, to
name but a few.

So, given that Apple was soon to
become the first public company
on the planet worth $1 trillion, how
did it get embroiled in such a dubi-
ous ethical sourcing saga in the first
place, plus seemingly fail to cri-
sis-manage its public relations effec-
tively when the story broke?

The simple, grim fact is that Apple
and the tech community are by no
means alone in this. The recent his-
tory of procurement by global con-
sumer brands is littered with the
reputational detritus of bad ethics
and selective legality.

Fast fashion, in particular, has
struggled to keep its name out of
incriminating headlines, with eth-
ical procurement issues ranging

.
.

from ongoing stories around ‘dirty’
cotton, through ‘cry for help’ labels
sewn into high street clothes, to the
tragic Rana Plaza factory collapse in
2013, where 1,134 lost their lives.

Sourcing scandals also continue
to flood out of food and agricul-
ture. Ethical issues served up for
public consumption range from TV
exposés of supermarket chicken
suppliers tampering with ‘kill
dates’, to the abuse of water rights
by industrial-scale avocado farm-
ers in Chile.

Across all sectors and societies,
employment remains the most
mapped, but least navigable, legal
and ethical intersection.

Figures from the International
Labour Organization (ILO), released
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Good governance prevents the

exploitation of human beings

for the sake of profit

most recently in 2017, revealed
that more than 40 million people
worldwide were in modern slavery
in 2016, including around 25 mil-
lion in forced labour. Of those in
forced labour, some 16 million were
being exploited in the private sec-
tor. Furthermore, there were more
than 152 million estimated victims
of child labour, almost half of whom
were aged between 5 and 11.

Ethical procurement is essen-
tially a people business, affecting
lives and livelihoods, for good or ill,
says group director at the Chartered
Institute of Procurement & Supply
(CIPS), Cath Hill.

“Applying rigorous ethical stand-
ards to your supply chain is not just
about compliance or completing
necessary paperwork, but imple-
menting good governance and pre-
venting exploitation of human
beings across the globe for the sake
of profit,” she says.

In international waters, though,
standardisation is a slippery fish.

If not a definitive and demon-
strable difference, often at least,
there exists a commercial and cul-
tural tension between the norms
of legal and ethical procurement.
Discrepancies abound in a grey
area between the two disciplines
and, if unchecked and unpoliced,
carve out a policy gap where human
rights fall down.

Legal standards can lag behind
best practice, especially in rela-
tion to global companies with com-
plex supply chains, explains Martin
Buttle, strategic lead for general
merchandise at the Ethical Trading
Initiative (ETI).

“A company that meets local
labour laws in one country could
still breach international mini-
mum standards. The UN Guiding
Principles on Business and Human
Rights make it clear that busi-
nesses have a responsibility to
respect human rights even in coun-
tries where national law is weak, or
poorly enforced,” he says.

Based on ILO conventions, the
internationally recognised ETI Base
Code of labour standards has been
designed to tackle exactly this kind
of cross-border inconsistency and
jumble of jurisdictions, represent-
ing a commitment to ensure all
workers are free from exploitation
and discrimination, paid a living
wage and enjoy conditions of safety,
security and equity.

Stepping out of the moral maze
for a moment, there are also many
bottom-line business-case bene-
fits to be gained by adopting such
an ethical approach, suggests Mr
Buttle: “It can maintain the supply
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Brands should understand how
their actions impact on their
suppliers’ ability to uphold

labour rights

of goods, increase productivity and
quality, and enhance a company’s
reputation with its customer base,
which is increasingly expected
by consumers.”

However, it is often the pressure
of competitive marketplaces and
overly aggressive procurement prac-
tices or pricing policies that resultin
damaging knock-on effects, he says.

“Brands should understand how
their actions impact on their suppli-
ers’ ability to uphold labour rights. For
example, a company with poor pur-
chasing practices, such as unrealis-
tic deadlines or unit prices, can cause
challenges for its suppliers, leading
to increased risk of poor wages and
excessive working hours. This is par-
ticularly the case if a supplier feels
forced to accept orders below the cost
of production to win contracts.”

All too often, there is little com-
munication and accountability,
says Alex Saric, smart procure-
ment expert at Ivalua: “Cost is the

GLOBAL MODERN SLAVERY
IN NUMBERS

From the most recent report on
modern slavery by the International
Labour Organization

m

people are victims of modern
slavery, including 25 million in
forced labour and 15 million
in forced marriage

5.4

victims of modern slavery for every
thousand adults in the world

71

/R

victims of modern slavery
are women and girls

259

w7/

of victims of modern
slavery are children

International Labour Organization 2017

only discussion point and data isn’t
shared effectively, while risk and
CSR assessments can be a ‘tick-box’
exercise, meaning transparency ini-
tiatives end up half-baked.”

Weaknesses notwithstanding, big
brands can still set a positive agenda
for supplier behaviour, beyond com-
pliance. “If suppliers see that being
responsible is more likely to win
them a contract, ethical practices
change from a minimum require-
ment to a valuable key differentia-
tor. They must operate sustainably,
or face losing out to more ethical
competitors,” Mr Saric says.

While any ethical shift is relatively
slow and undoubtedly late, legisla-
tive momentum is only pushing in
one direction and businesses would
do well to watch this space closely,
suggests Lee Rubin, counsel and
global sourcing expert at interna-
tional law firm Pillsbury Winthrop
Shaw Pittman.

“When it comes to lawmak-
ing, legal and ethical considera-
tions are merging, typified by the
Modern Slavery Act. While not all
sections of the Act are directly
applicable to business, the provi-
sion around ‘transparency in sup-
ply chains’ impacts the largest
brands and companies.”

Serious money is also flowing more
towards the good and the green,
adds Mr Buttle: “Many investors
understand that poor human rights
practices in the supply chain can
put their investment at risk. With a
growing interest in social impact,
we are starting to see the invest-
ment community influencing busi-
ness decisions.”

All in all, this collective chorus
calling for ethical procurement is
simply becoming too important
to ignore, says Ms Hill: “It is not
only the right thing to do, but also
the lines between profit and social
conscience are no longer so easily
defined. News travels fast and bad
news travels at lightning speed.”

The heat is most definitely on, says
Shaun McCarthy, director at leaders
in sustainable procurement Action
Sustainability: “These days the court
of public opinion is an unforgiving
place and brands need to be aware
they are playing with fire when it
comes to ethical procurement.”

Ultimately, therefore, brands that
muddy transparency, frustrate trace-
ability and neglect communications
get burned, concludes retail expert
and consumer champion Martin
Newman: “Consumers will shop with
their feet and their mouse. If you pay
this lip service or they think you’re
being disingenuous, they will not
only not buy now, they’ll never come
back; and they’ll tell all their friends
and family about it.” @
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Transforming
procurement:
A case study

Datacentre business Equinix has replaced
manual, time-consuming procurement
processes with a much more automated
set-up and a pre-approved marketplace of
product suppliers is central to the change

or many organisations, work-
ing with a long tail of smaller
suppliers is time consuming

and inefficient. Keeping on top of such
a wide array of business relationships is
near impossible. In addition, lack of data
limits opportunities to negotiate better
deals with preferred suppliers.

Givenwhat Equinixdoes - helping busi-
nesses get the most out of digital solu-
tions - it was important for the company
to become best in class in all its inter-
nal operations. It pulled together a dig-
ital vision for procurement leadership,
beginning by shifting focus from trans-
actional purchase management towards
the lifecycle value of end-to-end source-
to-pay (S2P). The fresh approach went
live in May for its Europe, Middle East and
Africa operations, ahead of a mirrored
change this year in its America and Asia-
Pacific locations.

“Even though we used one P2P system
globally, we had very decentralised pro-
curement, so we've completely changed
how we manage it,” explains Chris
Ayscough, director of regional procure-
ment at Equinix. “We were not getting
the benefits we needed.”

The company implemented a Coupa
S2P platform covering all external
goods and services, and a new market-
place from Mercateo, giving it access to
approved suppliers of millions of goods,
from stationery and computing acces-
sories right through to industrial con-
sumable products.

The move to the new marketplace is
vastly improving its efficiency in simul-
taneously working with myriad suppliers
representing small to mid-sized activity.

And as many of Equinix’s clients have
strict regulatory requirements, having
a large marketplace of pre-approved
suppliers helps limit risk exposure and
compliance tasks.

“We've changed our entire S2P, so
it’'s not simply making transactions;
instead we look upstream at how we

Using the Mercateo
marketplace gives

us much more
control of the tail
end of suppliers,
representing 50 per
cent of supplier base

cost savings to be had upon
moving to a digital process

labour saved per user per day

Mercateo HTWK study 2017

create value and manage suppliers.
This means having a strategic capability
with a user-friendly, end-to-end auto-
mated process across sourcing, con-
tracting, procurement and payment,”
says Mr Ayscough.

Equinix is targeting the automa-
tion of 70 per cent of its procurement
back-end procedures, with order-
ing, approval, purchase order, invoice
acceptance and payment made digi-
tal and automatic in most cases, with a
full audit trail of each step. This is par-
ticularly easy for the suppliers within
Mercateo, as they already fully integrate
with its platform and ways of working.

Until recently, Equinix’s steps had
been much more manual. Using the
new marketplace, rather than sourcing
multiple low-value quotes, the com-
pany’s staff can find relevant prod-
ucts, and recommendations on price,
delivery cost and timing, and they can
place orders based on their business
priorities.

“Usingthe Mercateo marketplace gives
us much more control of the tail end of
suppliers, representing 50 per cent of
supplier base,” says Mr Ayscough. "The
portal has a simple feel; intuitive so that
anyone can use it. This frees up time
for our category managers so they can
focus on strategic suppliers.”

By starting from scratch with a holis-
tic view, Equinix has avoided a common
pitfall of introducing different systems
and trying to link them together. And
having gone live with the new systems in
Europe, the Middle East and Africa, any
new lessons learnt from early adoption
will inform changes before switching
on the technology in the Americas and
Asia-Pacific later this year.

Equinix is aiming for global stand-
ardisation and, by taking an interna-
tional approach from the start, 95 per
cent of its processes will be the same
in every country of operation. "We've
focused on ensuring that our change
management team goes right across
our business functions and regions, so
that each area’s needs are served,” Mr
Ayscough concludes.

To find out more about transform-
ing procurement with an efficient
and accessible supplier marketplace
please visit mercateo.co.uk

(mercateo
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