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Key Survey Findings

eProcurement - Use and
Penetration

Given that electronic enablers for
procurement have now reached a
reasonable state of maturity, we
were interested to understand how
effectively these were being
employed by organizations.

The technologies we refer to are those
which support source to contract
activities such as eRFI, eRFQ and
Auctioning together with transactional
eProcurement platforms covering
catalogs and workflow approvals.

Given these have been about for more
than ten years, we expected to find a
healthy amount of use of — particularly
in the large organizations ($1bn plus
revenues) which made up the majority
of respondents. What we found was
quite the opposite.

More than 60% of organizations stated
that less than 20% of their spend was
channeled through applications of this
nature. Conversely, those declaring a
significant use of such applications
(with 80% or more of their spend
subject to them) represented a

mere 7%.

Some 80% of those organizations
surveyed put less than half of their
spend through such applications. What
is interesting is that while the majority
of organizations possessed some form
of eProcurement applications, the use
and application to ensure third party
expenditure coverage is sub-optimal in
the current climate.

Only one of two conclusions can be
drawn from the findings. Either that
the applications do not best serve the
needs of procurement functions or,
more likely, that organizations are

Figure 3: How much of your spend utilizes eProcurement technologies?

Greater than 80% of spend - 7%

60% to 80% of spend - 7%

50% to 60% of spend - 4%
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struggling in terms of how best to
apply them.

In trying to unravel this conundrum, it
is best to consider the transactional
and sourcing applications
independently. The issue for the
transactional applications primarily
focuses on penetration. In our
experience once obvious areas of
indirect spend are enabled, such as
stationery, IT hardware, promotional
goods and IT consumables,
organizations start to struggle. As one
respondent commented, “my
eProcurement platform is no better
than a stationery ordering system.”

The reality is that most indirect spend
relates to services that do not easily
lend themselves to a structured catalog
format. Instead these areas of spend
rely on form-based functionality which
can be highly effective and user-
friendly in capturing demand
requirements, but is often overlooked
as too hard when configuring the
solution in many organizations.

In parallel, these applications often
suffer from issues of compliance
amongst employees.

Building a solution is one challenge
but getting people to use it is another.
Too often people find ways to bypass
the system and revert to traditional
ways of transacting; for example
employing the phone as an easier
medium. Unless a robust compliance
strategy is in place, the amount of
spend directed through a system is
likely to remain low. The knock-on
impact can be that the significant
investment in these applications
actually hinders the ability to manage,
monitor and control compliance
effectively.

Finally, a contributing factor to the low
uptake of transactional eProcurement
systems may relate to how they ‘fit’
into the overall landscape of enterprise
applications. Too often the self service
eProcurement platforms are bought
and implemented with a perception
that they will provide the ‘one stop
shop’ for all spend. In truth some areas

of spend are simply not suited to this
type of application and are better
served through the use of other
channels such as standard ERP
functionality or purchasing cards. A
simple example would be utilities
where the transaction count is very low
and payment tends to be made
through call off and then cross
charging to business units.

To be effective the eProcurement
application needs to be positioned
appropriately as one of the channels
for transactional management within
an overall spend management solution.
The key to robust use of such a
solution is to have it focused on the
high transaction non stock areas of
spend and integrate it into the wider
suite of applications used to manage
spend.

While this might seem obvious it is
clear from observation that this tends
to be omitted by many organizations
leading to confusion of the exact remit
of such eProcurement solutions.

Turning our attention to the more
dynamic commerce applications of
eProcurement such as eRFX and
auctioning, it appears that a similar
lack of focus prevails. One respondent
commented that they found it difficult
to understand how to apply the tools
available to areas outside low value,
non strategic spend aspects.

From discussions during the Survey we
pinpointed several issues impacting
broad scale adoption of these
applications. Firstly, integrating the
tools into the sourcing process and
migrating them to a business as usual
standing rather than applying them on
a case by case basis. In effect changing
the buyer’s mindset from one of ‘when
to apply’ to one of ‘when not to’. Too
often the eProcurement applications
available to the procurement
professional do not seem to be
employed in the situations where they
would provide the most benefit, such
as complex types of procurement, or as
a tool to gather more significant
information to help enhance informed
decision making.
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Last year we raised the talent challenge
as a consistent issue facing
procurement. We found that the
majority of procurement functions
were faced with an issue of finding the
right caliber of resource to help
execute strategies and sourcing
activities. It is possible that part of the
problem with applying eProcurement
applications for optimal benefit is the
level of procurement capability of some
members of the procurement
community - and their ability to
understand how and when to use
eProcurement. This seemed to be
borne out by some of the comments
we picked up during discussions with
respondents who highlighted this as a
contributing factor.

To overcome these twin issues we
would recommend that organizations
integrate such applications into the
DNA of day-to-day activities, while at
the same time launching appropriate
classroom and on-the-job training for
buyers to help familiarize them with
the tools at their disposal and improve
the understanding of the value-add
that can be achieved.

In an era where time-to-savings is
paramount, we feel it essential that

the way we see it

organizations seize the opportunity
presented by such tools to improve
results and productivity.

Procurement Organizational
Development - Evolving Models
Last year one of the major trends we
assessed was the organizational
models that procurement employed.
In this year’s Survey we checked on
the associated developments in this
space.

The findings revealed a significant shift
towards a hybrid model from more
centralized vehicles.

In the 2008 Survey we found 63% of
organizations favored a centralized
model. In this year’s Survey that
number fell by over a third to just 36%
of organizations. We found that the
use of hybrid models rose significantly
from 22% in 2008 to 41% this year.
Those choosing to employ a federated
model remain reasonably constant at
12% dropping only 3 percentage
points from the previous year. Further
interpretation of these findings draws
out some interesting trends.

We found last year that the drive
towards more centralized models was

Figure 4: Organizational models in Use by respondents
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being fuelled by a need to gain control
over direction and priorities. This is a
natural reaction to the evolution from
federated models where decisions tend
to be taken locally and therefore can
create challenges in coordination.

However the primary shortcoming of a
centralized model is the difficulty of
interfacing with end users to help
shape requirements and control
demand. It is perhaps unsurprising
that there has been a shift towards a
hybrid model that helps address this
issue while maintaining coordination
and direction.

A hybrid model combines the features
of central direction with distributed
service provision for procurement.
Given the pressures to drive benefits,
the need to ensure close proximity to
end user communities rises in
importance.

It was also interesting this year to note
the emergence of new organizational
models, notably shared services and
outsourced operations, which
accounted for 1 in 10 of surveyed
organizations. The specific
organizational drivers behind each of
these models are different but we
would conjecture that they include a
need to deliver economic benefit as
well as provide a more efficient and
effective self-service options to all
procurement end users.

The shared services model is driven by
the need to secure greater efficiencies
in procurement operations by
removing duplication and thus driving
down the overall cost of operations. It
is particularly effective for the more
transactional elements of procurement
activity and helps to amortize the cost
of operations. Where organizations are
seeking to find cost efficiencies the
move to utilize shared service concepts
is understandable. However, it remains
to be seen how well this shared
services model will fare in integrating
into local business units as the model
unfolds.

By contrast outsourcing has its
imperative in a different direction.
With the ‘dash for cash’ pressure on
businesses, many are now turning to
service providers who offer the
opportunity to accelerate benefits
through established deals and efficient
transactional processes. In effect, rather
than trying to build your own solution
the outsourced provider extends the
opportunity to buy into a ready-made
solution in exchange for some of the
potential buying benefits inherent
within an organization. We have found
this to be of particular appeal in non-
strategic areas — particularly in indirect
spend categories. Our experience of
the market also shows momentum to
apply such models in the transactional
purchase-to-pay (P2P) space leveraging
offshore low cost solutions backed by
on-demand technology platforms.

The issues with outsourcing, however,
are how to effectively integrate the
service into an overall procurement
strategy and organizational structure,
while still creating a sizeable service
package that will attract providers.

For those contemplating using a form
of outsourced vehicle as part of service
provision, the question is therefore not
‘whether to’ but ‘what to’; in short,
trying to identify those areas of spend
or process that would benefit from
accelerated speed to benefit.
Identifying ‘non-strategic’ activities that
are more easily outsourced can be
subjective; the optimal approach is to
build a fact-based analysis of what
spend areas and processes are to be
outsourced, and why.

Also, in talking to outsourced
providers we have found that the
attraction of an arrangement is very
much governed by size and economy
of scale. Taking on a small number of
categories or a discrete process often
frustrates the ability to leverage
economies of scale and holds little
attraction because the difference to the
overall bottom line is minimal. In this
situation neither the service provider
nor the customer gains real benefit.
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Despite the challenges, we expect to
see a significant increase in market
activity with respect to the use of
outsourcing over the coming cycle. As
the global downturn continues to bite,
this growth will be fuelled by an
agenda driven not only by cost cutting
but in equal measure the speed to
deliver tangible benefit.

Spend Visibility - Improving the
Line of Sight

It seems from this year’s findings
that poor visibility of expenditure
and performance continues to dog
the procurement professional.

The top area of focus for investment by
surveyed organizations this year is on
improving the quality of spend
information and its availability. This
remains consistent from the findings of
the 2008 Survey where it also ranked
as the top priority.

It would seem that despite the
spotlight on this over the past twelve
months, the availability of quality
management information remains an
Achilles heel for the procurement
professional.

The focus is understandable.
Procurement is expected to deliver
significant, tangible and rapid cost
reductions in third party spend. In
order to deliver on this the
procurement professional must be well
informed. What is spend? Who do I
spend it with? And what are the
fundamental starting points that many
struggle with?

Having detailed reliable data is the
bedrock of effective procurement. It
fuels the ability to construct innovative
strategies to secure optimum value for
money in the market, to track
anticipated savings to the bottom line
and to provide the means to monitor
supplier performance. Without this
data these areas become too reliant on
guesswork and gut feel.

The all too common problem is that
what information is available is poor,
too high level and poorly aligned to

meeting these needs.
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This continues to cause concern given
the amount of IT investment that
procurement has enjoyed. As we
mentioned in last year’s report there is
no shortage of systems to manage data
within most businesses. Yet despite the
investment in ERP applications and
‘best of breed” procurement solutions,
poor information remains a perennial
problem. The only question that
should be posed therefore is ‘why?’

Poor information is invariably the
result of broken master data. The
issues with master data management
(MDM) include:

= Fragmented governance to drive
consistent data entry with blurred
accountabilities and ownership.

= Incomplete descriptions and
classifications.

= Misclassifications of spend types.

= Lack of consistent schemas and data
hierarchies.

= Inconsistent taxonomy and part
numbering between locations.

= Classifications and descriptions
captured at too high a level
frustrating the ability to understand
spend at a grass roots level.

= Disparate procurement platforms
employing differing data structures in
a non integrated way.

These problems are particularly acute
in non stock areas of spend and for
services. As one CPO mentioned
during the Survey, “I am not sure
whether my indirect spend is €1bn or
€3bn as the reports are so
inconclusive.”

It is difficult to see how procurement
can raise the agenda beyond a tactical
cost saving focus when it is starved of
information. Such information holds
the key to a range of significant benefit
areas such as driving higher degrees of
standardization, aggregating across
business units and geographies and
helping to drive cost of capital
reductions through better management
of stock holdings.
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From our discussions during the
Survey and our work with
organizations, it is clear that the
problem of MDM is systemic across all
sectors and regions.

In last year’s Survey we found
improving information a dominant
theme. The results this year
demonstrate that this focus is
intensifying. In 2008 67% of surveyed
organizations declared improved
information to be a clear area of
intended action or a top 5 issue for
them. In the most recent Survey this
had increased to 81% - an increase of
almost 42% in the surveyed
population.

around new or incremental IT
solutions or indeed manual
intervention. Such an approach fails to
address the underlying issues.

Our second hypothesis is that there is
a distinct failure to recognize the inter-
related issues which cause such
breakdown in information. Rather than
adopting holistic organization-wide
solutions businesses have defaulted to
point solutions that address only part
of the problem and are not sustainable.
This is neither tied into the overall
enterprise of procurement integration
nor will it address the end game
through effective compliance
monitoring and management.

Figure 5: How important is information and availability - 2007 to 2009 results

A top 5 issue I
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Clear intention of Il 2008
planned activity [N 2009
Some planned
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While the focus on resolving this
problem is increasing it also appears
that previous efforts have not yet
delivered successful results.

Given that this has ranked as a key
issue for the past three years we must
ask why so little progress appears to
have been made.

Our first hypothesis is that
organizations continue to treat
symptoms rather than the root causes
of poor MDM. In effect, responses to
the inherent problems have revolved

% of Respondents

Finally the issue of data integrity is not
exclusive to procurement. Management
of data, data input, systems and IT
platforms, bills of materials and
classifications regularly sit outside of
procurement with other functional
areas. In effect, procurement is a
customer of information, not an owner.
If solutions are to be effective then
organizations must recognize that an
integrated pan-organizational response
is required.
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Effective Supplier Management -
Managing Risk in the Supply
Base

While cost reduction remains at the
fore of the procurement agenda, the
risk of supply disruption from
financially distressed vendors is not
far behind.

Inevitably the economic turbulence is
affecting buyers and suppliers in equal
measure. While procurement
executives are chasing significant cost
reductions in spend to help support
balance sheets, there is also a growing
recognition of the inherent risk posed
by distressed suppliers.

The effects of the credit squeeze,
reduced order books from inventories
being run down and lower demand are
all having an effect on suppliers. While
many will weather the economic
storm, for others it will spell disaster.
Business failures are on the increase
and the impact on buying
organizations in the main is poorly
quantified.

The Survey results showed that a focus
on supplier management to avoid
business disruption from bankruptcies
in the supply base was the second
highest area of activity for
organizations responding to the
economic downturn. It is therefore no
real surprise to see that 65% of
respondents indicated improved
supplier management as either a top 5
initiative or an area of planned activity.
Only 12% of organizations stated that
they had no intent to improve the
existing supplier management

approach.

Typical supply bases can run into many
thousands of vendors. Although a
small number of these can account for
the majority of spend — perhaps a few
hundred - risk does not necessarily
restrict itself to solely fiscal
considerations.

If we consider a small supplier who
represents less than 1% of total spend,
it’s true to say that on financial terms
the supplier would not be deemed
critical. However, seen through another
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lens things can appear quite different.
If they supply a critical compound,
component or material for finished
goods then their importance rises
exponentially. While this may seem
obvious, it raises a number of
challenges for the procurement
executive.

Challenge one is getting to understand
the relative strategic importance of
vendors across the supply base. While
an obvious list of candidates will
always exist, understanding the
complete picture can be somewhat
more complicated.

Often intelligence on relative
importance does not reside wholly in
procurement but requires close
cooperation with end user groups.
Successfully affecting and influencing
this requires strong stakeholder
management and cross functional
working.

Once the supplier portfolio is
thoroughly understood the
procurement team is then faced with
ensuring that such vendors can be
evaluated on a regular basis. This
should consider a range of factors from
financial to operational using robust
tools, techniques and methods — not
all of which may be in place.

The final area of challenge is then to
work in concert with business units to
create contingency plans that mitigate
supply disruptions.

We anticipate that these challenges will
result in organizations segmenting their
supply bases to understand strategic,
bottleneck, leverage and administrative
supply areas of spend. This will
provide the basis for organizations to
then align tools and techniques of
supplier management appropriately
with the characteristics of supply and
to manage spend more on a portfolio
basis than is done today.

There are also implications for the
capabilities needed by procurement. A
good buyer does not necessarily make
a good supplier manager. While the
former concentrates on creating
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innovative go to market strategies and
exploiting these, the latter depends on
good relationship and operational
management skills.

We have found that one of the biggest
challenges to embedding robust
supplier management within
procurement is differentiating these
skill sets and having the differences
recognized by the organization.

We will discuss the continuing talent
problems in the next chapter but one
of the keys to successfully pursuing
effective supplier management in the
current climate will be aligning the
right relationship and analytical skills
with the tasks at hand.

Finally, trying to understand the ‘at
risk’ suppliers within any vendor base
goes well beyond simple financial
analysis. It will need a 360°
assessment. Organizations need to be
considering not just the relative
strength of vendors’ balance sheets but
their downstream exposure within the
vendors” own supply chains, their
operational competencies and defined
contingency plans as well.

Upstream the procurement executive
will need to consider effective in-house
contingency plans to overcome areas of
possible supply disruption. These may
include finding alternative sources of
supply (where feasible), switching
costs, buy-outs for certain types of
constrained supply, changes to
specifications and the accumulation of
strategic stocks.

All in all, the current environment
demands a higher degree of scrutiny
and wider consideration of factors than
would be typical in a more benign
economic climate. In building future
supplier management capabilities the
organization will face the challenge of
bringing on board comprehensive tools
and techniques as well as finding,
training and deploying the right talent
to execute effectively.

The Talent Gap - Continued
Issue of Appropriate
Competence and Capability

We highlighted last year that the
CPO continues to see a dearth of
talent as a major obstacle. Despite
the focus over the past 12 months
this issue appears to have shown no
signs of easing.

Second only to improved information,
capability improvement and talent
management rated highly as a focus
area for the second year running. Of
the surveyed organizations, some 65%
of executives considered this to be a
top 5 (30%) priority or a key spotlight
area (35%).

This demonstrated an increase in
emphasis over last year where only
27% saw it as a top 5 and 30% as a
clear area of focus. From comments
collated during the Survey process we
would surmise that the raised
expectations on procurement to deliver
increased cost savings has re-
emphasized the need for talent to
execute.

In our analysis last year we drew
attention to the shortage of top talent
in procurement with most
organizations searching for the same
people, which was further complicated
by the emergence of new global players
from India and China.

When considering that few
organizations have sought to reduce
their procurement functions as a result
of the economic downturn it is
perhaps no surprise that the talent
pool remains constrained.

Indeed, as mentioned earlier we found
that a high percentage of CPOs were
seeking to or continuing to augment
their functions’ skilled resources. Such
a combination would explain in part
the continued focus on developing,
retaining and recruiting talent.

Our prediction in last year’s Survey
that any economic slowdown would
lead to an intensification of the ‘talent
war’ appears to be being borne out this
year. The acute need to cut costs has
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only demonstrated to board executives
the importance of procurement as a
lever of cost control.

As a consequence the CPO is under
increasing pressure to deliver faster,
larger results. To do this they will need
the right talent to execute differing
approaches capable of satisfying this
demand.

Given that growing the right talent is a
slow business, requiring time to train
and develop mature experience, this
presents a real challenge to
organizations. The conundrum is of
course that many do not have the time
to wait given they need to be
delivering results now.

Faced with such a dilemma the only
alternative would appear to pursue one
of two short-term strategies:

= Recruit
= Use interims/contractors

The issue with recruitment is of course
the shortage of talent. It appears that
despite a shrinking jobs market, top
procurement talent still commands an
economic premium and is universally
hard to find.

Those in possession of talented and
experienced resources seem to be more
focused on retention in the current
climate and the uncertainty has also
made professionals reconsider job
changes. So it would seem that
effective recruitment opportunities are
limited in the current market.

The use of interims also poses issues
for organizations. While it presents
ready access to qualified and
experienced staff it has clear
drawbacks.

Such resources are temporary and the
experience they accumulate with the
host organization is lost when
contracts come to an end. Equally,
given their temporary status, it can be
difficult to integrate such resources
into the business as usual
environment.
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However, with the pressures on
procurement executives to deliver
results and the difficulty to recruit
appropriate talent in the market, the
use of interims presents a ready
solution to securing the needed
firepower necessary to address spend
in the short term.

What is perhaps of more interest is the
developments that need to be pursued
in order to alleviate the long-term
problems surrounding capability.

There appear to be six key steps:

1 Review the portfolio of resources
available and profile the talent
within it based on established and
potential.

2 Determine the areas of capability
needed to execute procurement’s
remit: sourcing, supplier
management, analysis, major
contracting, category management
etc.

3 Create the appropriate classroom
training needed and the follow-up
on-the-job training alignment.

4 Understand the gaps and create a
clear strategy to address these
through recruitment and home
grown talent.

5 Create a clear retention strategy for
key resources and top quartile
personnel.

6 Evaluate the changing role of
procurement and consider future
skill areas needed.

These simple steps should form an
integrated approach. Doing one or two
in isolation is not likely to materially
change the talent problem. We
uncovered elements of these during the
interview process but seldom in any
holistic sense.

If we as a community are to deal with
this fundamental problem then it will
take a fundamental and cohesive
approach rather than simple mono
focused initiatives. Doing what we
have always done will simply yield
what we have always had.
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It is relatively common for
procurement professionals to
have little visibility into real
market price developments, as
most procured products or
services do not allow for
effective global or local trading
exchanges that establish
market prices
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Managing Commodity Price
Fluctuations and Volatility

Colin Hartog, Managing Consultant —
Procurement, Netherlands

Hamish McKechnie-Sharma, Principal —
Procurement, United Kingdom

We are in rapidly-changing and
unpredictable times, in which
commodity prices are being driven to
extremes on a regular basis. This is the
dawn of an increased requirement for
flexibility and agility where
procurement functions large and small
need to confidently manage cost
reduction in an accelerated fashion. As
highlighted in this Survey, improving
the line of sight remains a critical
activity for procurement professionals,
yet the task at hand is heightened in
complexity with the current economic
shifts and patterns.

The Survey findings indicated that
contract renegotiation is the largest
strategy being adopted to mitigate
current economic challenges, with 20%
of all responses highlighting this.
Additionally, participants were unclear
about when the stabilization of prices

would return to more established
levels, with 27% of respondents feeling
this would be in excess of 2 years from
now. Given these challenges,
procurement departments are
questioning how best to deal with
price changes and revisions against
new contracts.

While contract renegotiation is a core
part of each procurement organization’s
function, it is no new phenomenon.
During periods of economic expansion,
we have seen suppliers maintain year-
on-year price increases, yet in periods
of economic downturn, suppliers
typically follow general inflationary
indicators. It is relatively common for
procurement professionals to have little
visibility into real market price
developments, as most procured
products or services do not allow for
effective global or local trading
exchanges that establish market prices.
As a consequence negotiated price
agreements are likely to be validated by
the facts at hand, and are wholly
dependent on the competence and
capability of the professional buyer.

Figure 6: Market development versus price changes
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Managing switching and
administration costs are additional
complications buyers often have to
handle effectively with suppliers,
where more often than not
organizations absorb the price
increases directly. Increasingly,
suppliers have the balance of power.
The challenge, therefore, lies in how to
address the bargaining power by
increasing the buyer’s market insight in
order to influence the factors for both
pricing and those price development
rules affecting contracts due for
renewal.

Market Development Versus Price
Changes

The difficulty for a CPO and his
professional purchasers rests in the fact
that if price changes are fluctuating
often and erratically, how can these be
understood effectively during supplier
negotiations? How easy is it to create
and maintain a price revision formula
that could support the renegotiation of
contracts? And what is happening in
the environment in which the supplier
is operating?

An extensive commodity profile report
for any given product or service that
an organization is buying should,
ideally in collaboration with the cross
functional teams and the supplier,
identify and expose the basic cost
elements. Deep analysis increases the

the way we see it

quality and maturity of commodity
knowledge across supply and demand
areas such as development of
production numbers and locations,
usage and availability of raw materials,
supply chain lay out and application
areas of the products or services. In
addition, economic, technology and
other external market forces will all
have a part to play in the pricing
model for a supplier.

Introducing Market Price Indexing
By using a recently developed
Capgemini Consulting support tool
known as “Market Price Indexing
(MPI)”, we believe that procurement
departments will be able to benefit
from further transparency in
understanding costs and their
respective drivers as close to a real-
time basis if needed. The outcomes of
the commodity profile are used to
derive an index figure that provides an
overall direction on the development
of the pricing for a commodity.

Capgemini Consulting maintains a
significant historical database that
contains a comprehensive collection of
cost drivers and economic indicators
ranging from the Baltic Dry Index
through to the Japanese inflation rate
and the Chicago Purchase Managers
Index. There are also sufficient data

Figure 7: Introducing market pricing indexing
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Procurement intelligence can be
used to improve the
procurement organization, but
in order to make this a
successful tool organizations
often face a number of critical
challenges
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sources publicly available for similar
information to be extracted and ensure
a fairly accurate MPL

Having earlier identified the cost
drivers and indicators that will most
likely influence the pricing for a suite
of goods or services with a supplier,
the sources for these drivers are then
assessed and assumptions are agreed
on the level of influence. Once
complete the interdependencies are
entered in the MPI support tool that
then also models the historic
development of an indexed price: the
Market Price Index. Once in place this
allows for the regular monitoring of
those goods and services that are
pertinent to the procurement
organization.

Using the MPI

After creation of the MPI — with or
without the input of a supplier — the
data can be shared between the buyer
and supplier. When a supplier
contradicts a cost driver or the level of
influence, the MPI can be easily
amended to levels that are in line with
the perception of the supplier. If the
price development for that supplier
still shows a difference with the
calculated index, the buyer is well
armed to initiate effective price
negotiation discussions with the
supplier. The data provided would
allow for the buyer and supplier to

Figure 8: Market pricing index
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have an open discussion on both
mark-up and profitability. Ultimately
this allows for an increased level of
dialog between both parties in what
are turbulent times for organizations
focused on cost reduction. The MPI
can, as the graph here shows, question
both the level of a price change and its
timing. If an indexed price for a
commodity is showing a more rapid
increase than the MPI, there is a reason
for dialog. Such tools being used
collaboratively between buyer and
supplier will drive a greater level of
professionalism in the discussions
when revisiting price negotiations and
revision formulas.

Displaying and maintaining the MPI
Displaying the cost driver database or
MPI data in a web-based environment
across an organization’s intranet
enables all procurement professionals
to converse with the supply base in a
consistent and coherent fashion. Even
if it is not possible to arrive at a precise
definition of an MPI, but a list of
appropriate indices, cost drivers and
rates can be provided, this alone will
provide an improved level of
procurement intelligence, awareness
and maturity throughout the
organization.

Centrally maintaining the data for the
MPI is, in our view, the most efficient
way of data collection. This allows for
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limiting any data redundancy stored
locally and other such challenges when
individuals leave organizations. This
collaborative way of working keeps
value-added procurement activity at
the heart of a procurement
organization.

We would recommend regular updates
to the MPI-based data depending on
the requirements of the procuring
organization and the volatility
properties of a respective commodity.

Why use the MPI?

Many job descriptions in the strategic
procurement area are focusing on
aspects like “responsible for
monitoring market change...”,
“monitoring market dynamics”, “lead
internal and external benchmarking...”
or “market knowledge owner for the
category...”. The MPI tool, the
accompanying approach of in-depth
commodity profile knowledge, and
above all a low maintenance solution,
will improve the bargaining power of
the procuring organization. In addition
it brings insight as to how and when
prices can be revised.

Procurement Intelligence and Market
Information are on the agenda for a
large number of organizations. The
2008 Survey already showed this as a
critical top 5 issue for over 35% of the
respondent organizations, and this
year’s Survey continues in the same
vein. Having a cyclical approach to
maintenance of data and commodity
profiles will also assist procuring
organizations in managing risk more
effectively across the supplier base.
Understanding the development of the
players within your ecosystem will
augment supplier relationships to the
next level of maturity.
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Using Procurement Intelligence
to Improve Procurement’s
Success

Procurement Transformation team, The
Netherlands

Procurement intelligence can be
divided into a number of key focus
areas: spend intelligence; procurement
performance measurement; supplier
performance measurement; and
commodity intelligence. Most senior
procurement executives cite spend
intelligence as the number one priority.
For the third year in a row in the
Capgemini CPO Survey, the
improvement of spend visibility
remains one of the CPO’ top 5
initiatives — this is not a coincidence.

Focus Areas for Procurement
Intelligence

The four main focus areas of
procurement intelligence are defined as
follows:

= Spend Intelligence: the collection and
subsequent analysis of various third
party expenditure across the
company. This information is
typically used to leverage purchasing
and supplier rationalization in
strategic sourcing, budgeting and
planning functions and for contract
compliance. It provides the
procurement organization with the
ability to monitor purchase
movements, ensure continuous
improvements and subsequently
realize these improvements

Procurement Performance
Measurement: measuring and
analyzing the most important
procurement indicators within the
organization. These indicators need
to be based on the organization’s
mission and strategy, and aligned to
its overall performance management
structure.

Supplier Performance Measurement:
a proactive process of setting and
monitoring expectations and targets
with suppliers. It uses both
mechanized metrics and non-
mechanized measurements, and is a
strategic tool to support continuous



Automating tactical processes
allows companies to focus on
strategic initiatives
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improvement across the performance
of the supply base with respect to
quality, cost, delivery, development,
innovation and management.

= Commodity Intelligence: the
collection and analysis of supply
market data and key market drivers.
In contrast with the other three areas,
this area has an external focus and
often uses data sourced externally to
the organization.

Spend intelligence makes use of the
basic data in an organization and
should be the first area of
consideration for improvement before
embarking on other procurement
intelligence areas.

Basic Requirements for Successful
Spend Intelligence

Before spend intelligence can be put to
optimum use, CPOs need to fulfill
three basic conditions: effectively and
efficiently extract data from multiple
sources; ensure the use of high quality
and consistent data; and identify the
user requirements.

At one time people believed that spend
intelligence involved nothing more
than extracting data from accounts
payable systems, using a classification
scheme such as UNSPSC, eClass or any

other proprietary coding scheme, and
creating a data warehouse and a spend
cube for analysis and reporting. This is
far from accurate and is difficult to
achieve without the organization
addressing the three critical challenges:

Challenge 1: Effectively and
efficiently extracting data from
multiple sources

Retrieving the data from systems is the
first spend intelligence challenge. The
figure below shows a spend
intelligence architecture and the
different steps needed to obtain and
analyze typical spend data.

This data is often extracted from
various sources (e.g. Legacy, ERP, AP,
MRP, P-Card, Third Party Systems,
Suppliers etc.), and it needs to be
migrated (from encoded data to
descriptions) and integrated (data
needs to be cleansed). The integrated
and cleansed data is stored in a data
warehouse, together with historical
data. Reporting and presentation tools
are used to retrieve the data from the
data warehouse and it is then used for
reports and analysis.

Reporting data is often analyzed within
a dashboard environment, which is
typically created to generate self

Figure 9: Extracting data from multiple sources
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managed reports at pre-defined
intervals. These intervals can be yearly,
quarterly, monthly, weekly or even
daily depending on the real time
capability of solutions available. It is
not always possible to refresh the data
daily and this may not be necessary in
some instances. Spend intelligence can
be used for strategic decisions that
have long-term planning implications.
It can also be used in operational
processes — for example to monitor
compliance — where the daily updates
might be somewhat more favorable.
For this to be successful, it is
important to ensure the right
infrastructure is in place given
solutions may range from complete
system overhauls to ensuring all
linkages are in place.

Challenge 2: High quality and
consistent data

The second challenge is the quality of
the data that is used across third party
spend intelligence. Data quality is
notoriously unreliable and therefore
the data would usually undergo a
cleansing exercise. This would typically
transcend through the following:

= Completeness — there are few to no
missing records

= Records themselves are complete
within their fields

= There are no duplicate records

Figure 10: Data management programs

the way we see it

= Obsolete, out of date and unwanted
records are removed

= Values are standardized

= Data is consolidated and made
consistent often across multiple
sources.

Data is usually retrieved from different
systems with varying data models. The
earlier consensus was that solving the
data quality issue at source would be
the answer, but it has ultimately
created silos of information across ever
expanding systems. This issue is
compounded further in the current
economic climate where merger and
acquisition activity is becoming an
increasingly regular occurrence,
particularly in larger organizations with
multiple ERP backend and
procurement systems. A regularly
occurring obstacle is that many
companies continue to omit
transactions from their system capture
which feeds into reporting. Data
encryption remains equally important.

To resolve this issue, many companies
have developed in-house applications
containing numerous rules for
cleansing and classifying data.
Although these solutions serve an
initial purpose, they are often
expensive to maintain and provide
limited possibilities for data
enrichment and scalability over time.
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An alternative and increasingly
preferred option to solving the data
quality issue is the adoption of
advanced cleansing engines. These use
algorithms and sophisticated
mechanisms to detect, understand and
identify the patterns across data from
multiple sources. Although the
resulting data is not perfect, it is often
easy to attribute common outputs and
behaviors. These engines are not only
able to cleanse a large part of the data
automatically, but are also capable of
enriching the data by using external
data such as product data catalogs.

All the issues above are caused by poor
data management and the use of
master data management (MDM) could
be a helpful solution as highlighted in
the next article in this Survey report.
MDM can be used to address a number
of concerns including poor data
quality, lack of common data
standards, the need to improve
operational efficiency and lack of
resources for data management.
However, to succeed, it remains
important to prioritize areas that will
have the greatest impact on current
operations. The areas where costs are
associated with inaccurate data or
customer dissatisfaction should be
handled first.

The Capgemini Data Management
solution framework shown here
illustrates an example of how MDM
can be implemented in the
organization. The data needs to be
sourced, based on multiple data source
references and vendor data, before it is
cleansed. The cleansed data should be
validated and enriched. After that, the
data can be distributed among its
users.

Challenge 3: Identify user requirements
The third and final spend intelligence
challenge concerns user requirements.
The key stakeholders of spend
intelligence need to be identified and
involved to make sure that the spend
intelligence solution is fit for purpose.
The requirements gathered from these
stakeholders can be used as input for
the reporting and analyzing tools. In
general, key stakeholders are part of

the day-to-day business and as such
are best placed to understand the types
of data required to maintain and run
an organization’s operations. Summary
reports and dashboards continue to
provide a good overview of the most
important data, although if extra
analysis is necessary, more detailed
reports should be made available.

When embarking on any journey
associated with improving spend
intelligence, it is often unclear as to
what the data exactly means, even
though there is a perceived
understanding of this within the
business. Greater insight can be
achieved where key stakeholders and
the IT department work intrinsically
together. It remains a continuous
process and will eventually lead to a
better understanding and
comprehension of procurement within
an organization.

How to improve your procurement
organization

When the three basic requirements are
met, organizations can use spend
intelligence as a successful tool. It will
improve procurements ability to
provide timely, consistent and accurate
spend data. This data can be used by
all departments that have supplier
relationships, but the procurement and
finance departments will find it the
most useful. As with any category
management process, the procurement
department can use the spend data to
improve contract management, identify
savings opportunities, track benefits
and analyze the total cost of
ownership. The finance department
can utilize the spend data as input for
its budgets and compliance
monitoring, which in turn can drive
effective procurement activity.
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Procurement Master Data — The
Bedrock of Success

Jim Abery, Vice President — Global
Procurement Transformation Leader

Information is built on data. The
quality of master data ultimately
dictates the integrity of output
information and reporting. In our
experience organizations are

continually hampered in their efforts to

optimize the performance of their
procurement activities because of the
paucity of information and availability
of reliable data. In effect too many
procurement activities are executed
when ‘driving blind’ or made on the
basis of ‘gut feel’ or ‘best guesstimates’.

Poor master data management (MDM)
leads to a cycle of detrimental events.
It starts with often laborious methods

for gathering data from various systems

and employs some degree of manual
cleansing to create an acceptable level
of consistency. With this, a ‘snap-shot’
analysis becomes possible, although
this represents merely a moment in
time rather than real time.

Consequently the disparate nature of
underlying data and the inherent data
gaps that frequently exist provide the
formulae for sub-optimal and/or
misleading analysis. Take a moment
and consider the following questions:

= Is detailed, granular understanding of
expenditure available across all major

areas of direct and indirect spend
categories?

Can I compare consistently spend
information at supplier, commodity
and line item level across sites,
divisions, locations and geographies?

Do I know definitively what I spend,
with whom and on what in real time
without the need for resorting to
spreadsheets and manual
intervention?

Can I track savings consistently?

Do I have clear visibility of the
compliance levels within my
organization against preferred
contracts and suppliers?
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If the answer to one or more of these
questions is anything other than a
resounding ‘yes’, then you almost
certainly suffer a problem with master
data.

Despite the age-old nature of this
problem, improvements to MDM have
been slow in coming.

Capgemini has identified a number of
reasons behind the lack of progress in
rectifying this fundamental issue for
procurement success.

The ten drivers of poor master data
While no two organizations are identical,
the issues with procurement master data
typically come down to a combination of
one or more of the following factors.

1 Poor Data Entry: lack of data entry
discipline is a common issue. This
can take a number of forms.
Regular problems include;
assignment of “other” or
“miscellaneous” as a major
expenditure category, use of
incorrect categorizations,
incomplete application of part
numbering or supplier description
details in master records,
duplication of entries and
miscoding.

2 Legacy Systems and Classification
structures: many organizations
have grown through mergers and
acquisitions or have devolved their
business units (BUs) to recognize
distinctive product offerings or
markets. Through this process,
data structures have often been
silo’d with no overarching
direction or approach. Hence a
“hard hat” at one location becomes
a “yellow hat” at another and a
“safety hat” at a third — the
organization now has three
products when in reality there is
just one. While data structures
may be consistent within
individual BUs, harmonized
enterprise-wide information is
frustrated.

3 Data Structures and Schemas: it is
not uncommon to find a lack of a
consistent schema (or its
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Vast increase in efficiencies and
effectiveness can be obtained
using a structured, disciplined,
and rigorous approach
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application) within an organization
defining material and service
group hierarchies. Multiple
classification approaches are
typical, mingling ‘home grown’
with industry standard structures.
These tend to undermine
consistency. In simple terms, when
two things that happen to be the
same are called something different
they become two different items as
far as reporting is concerned.
Although use of schemas such as
eClass and UNSPSC has become
more commonplace, consistent
application and coverage remains
problematic. Without a common
data structure to drive uniformity
in data entry, inconsistencies
rapidly arise and persist.

4 Governance and Accountability:
responsibility for data management
is fragmented with unclear lines of
accountability. Common
governance determining roles,
responsibilities and
accountabilities for data entry,
management and integrity are also
a major contributing factor. Rigor
and clarity provide uniformity and
consistency. Conversely, their
absence leads to multiple
approaches within the enterprise
providing an opportunity for
conflicting data standards and
ambiguity.

5 Over-reliance on IT: despite
significant improvements in the
available IT solutions to help
resolve master data problems they
are not a panacea. However good
the technology platform is, it relies
on process discipline and
application. Perceiving IT as a
‘silver bullet’ negating the need for
non-technology activity simply
contributes to the problem and
holds back progress.

6 Scale of the Issue: The scale of data
issues for some can be daunting,
leading to paralysis of action.

7 Visibility: poor spend data is
regularly ignored as a significant
issue within organizations. Its
relative importance is frequently
not understood or underestimated

by executives. The issue of poor
data is disguised by a willingness
to manage with what is available
on the part of line management.
The focus is too often on what can
be done and not on what is ideally
needed.

8 Quantifying the Benefits: the
benefits from rectifying master
data do not reside with master
data itself but from what is done
with the resulting improvement in
information. When master data is
seen as an IT issue the link to
enabling business benefit is seldom
made, destroying the economic
case for investment.

9 Perception: MDM is not seen as the
most glamorous or strategic of
topics. This can give rise to a
‘Cinderella’ attitude towards i,
relegating its relative importance
down the pecking order for
investment.

10 Cost and Effort: while benefits
have regularly been difficult to
attribute, costs have not.
Investment in tools, technology,
expertise and man hour effort at
the enterprise level has often acted
as a barrier to act. Delay in
tackling MDM over a prolonged
period of time allows the issue to
become exacerbated, reinforcing
inertia through the scale of
investment needed.

Issues with procurement master data
arise through a combination of the
factors referred to above. They can be
summarized however through a
combination of outcomes.
Complacency, lack of ownership, poor
rigor and an inability to clearly see and
quantify the impact for high
procurement performance and
ultimately the balance sheet are but a
few.

Quantifying the Nature of Poor
Procurement Master Data

One of the reasons why poor master
data is so widespread within
procurement is an inability to either
highlight or quantify its nature and
impact. Making the connection
between what is often regarded as a
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mundane problem and top line
performance has escaped many, despite
how seemingly obvious this is when a
moment is taken to consider it.

Organizations thrive or struggle based
on the decisions they make. Decisions
should be informed and based on fact,
which in the normal course of events
requires analysis to draw conclusion.
This ‘chain’ of activity lies behind all
rational decisions and its bedrock is
accurate reliable master data. If the
data upon which analysis is conducted
is inaccurate, misleading and/or
unreliable, then by definition the
whole of the decision making
hierarchy becomes contaminated.

In organizations where master data is
poor, problems compound problems;
poor data results in inaccurate analysis
which in turn is used to make
decisions that can be fundamentally
flawed. Ultimately, this drives up risk
of failure, sub-optimal performance
and uncertainty.

Issues with master data, in a
procurement context, normally
circulate around four primary areas:

1 The consistent recording of
supplier data relating to vendor
description. It is not uncommon to
have the same supplier represented
as multiple ‘suppliers’ as a result of
inconsistent data entry. To
illustrate, ‘Capgemini’ becomes
‘Capgemini’, ‘Cap Gemini’,
‘capgem’, ‘CG UK Ltd’, ‘Capgemini
Consulting’, ‘Sogeti’, ‘Cap-Gemini
plc’ and so on.

2 Part or SKU data. Here a range of
problems are evidenced covering
descriptions, taxonomies and part
numbering consistency. A single
manufacturer part which in
location A is classified as a ‘123’, is
‘XYZ’ at site B and ‘ABC’ at
location C. De facto, we now have
three separate parts when we
analyze.

Equally MDM issues affect
descriptions. This is particularly
prevalent with non stocked items
where bill of materials rigor is
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absent. Actual description lines
can be poor or nonexistent ranging
from incomplete description
strings (e.g. ‘stainless steel
bearing’) to ones that are
inconsistent across business units
(e.g. “bearing, stainless steel, 3cm
diameter” versus 30mm bearing,
steel bearing)

3 The third common issue relates to
categorization. These normally
split into two distinct aspects.
Firstly, those with their roots in
inconsistent data hierarchies and
secondly those with their roots in
non classification. All areas of
expenditure, whether physical
goods or intangible services,
belong to category families (e.g.
Facilities), which can in turn be
broken into commodity groups
(e.g. Cleaning) which can again be
driven down to sub-commodity
groupings (e.g. Cleaning
Consumables). When these are not
applied consistently it undermines
the ability to create robust spend
hierarchies. A printer cartridge in
one location is categorized as
‘Office Supplies’ while a sister site
has categorized it as ‘IT
Consumables’. These problems are
most pervasive within indirect
expenditure areas and can thwart
visibility of spend.

More worryingly, however, is
where spend is not categorized at
all. This normally goes by a
number of names; ‘other’, ‘non
classified’, ‘miscellaneous’ to name
but a few. Often these
classifications arose to deal with
low value one-off spend
requirements but over time they
have been abused because of either
ease or lack of rigor over data
standards and have become a
catch-all. In one example
organization around 20% of total
spend was categorized as ‘other’.

4 Finally, MDM issues also affect
procurement performance data.
Suppliers are monitored regularly
with respect to delivery. However,
the recording of suppliers’
‘promised’ dates by the buying
organization are often confused
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with the ‘required’ date fields. If
the buying organization is ordering
late and out of lead time it is often
common to insert the required
date into the promised field.
Consequently suppliers are seen as
‘late’ before they have even started
to fulfill the order, affecting
accurate rating and monitoring of
suppliers.

So, what does all this amount to? After
all, companies have long operated with
these problems. In short it comes
down to effectiveness and efficiency
and how this translates into
opportunity. The problems with master
data described above manifest
themselves in a number of frustrations
that thwart this opportunity,
undermine the effectiveness of a
procurement function and erode
performance.

The impact of poor MDM determines
the difference between top quartile
buying performance and average
performance. This becomes abundantly
clear when we consider the
consequences of each of the above
areas in turn and extrapolate the
impact.

Defining the opportunities from
MDM

Despite the challenge that poor MDM
can pose, the prize for procurement is
significant and demands action. These
opportunities depend on accurate,
consistent and reliable master data.
Benefit on its own does not come from
improved master data management,
but from what is done with the
resulting information and what it
makes possible. This link is crucial to
justifying investment.

The six primary opportunities arising
from improved master data are as
follows:

1 Supplier leverage: consolidation of
supplier records and consistent
descriptions provides the ability to
better exploit purchase volumes.
Moving from a perception of
spending £5m with twenty
suppliers to spending it with one

makes for a completely different
discussion with that vendor during
commercial negotiations.

2 Supplier rebates and discounts:
utilizing the same improved data
as ‘1" above regularly provides
opportunities for quick wins once
master data is cleansed. Better
understanding of total spend by
vendor can increase the spend on
which rebates are applied. Equally
the same information can help
exploit existing pricing models by
‘ripping’ the buying organization
into greater discount bands by
recognizing formerly fragmented
volumes. These savings can be
significant, quick and helpful for
covering the investment cost of
rectifying MDM issues.

3 Line item leverage: homogenizing
part descriptions and numbering
provides the ability to exploit
differentiated pricing across the
organization. Once parts are
established as being the same item
or service, pricing can be
compared across different business
units, locations and functions.
Once pricing is understood,
harmonization with the lowest
paid rate becomes a simple and
often lucrative exercise.

4 Standardization: similarly,
improved line item detail and
standardized information opens up
the opportunity to standardize
requirements to lower cost, but fit-
for-purpose specifications. The
opportunity to standardize relies
on consistent, transparent data to
allow comparison and
understanding. Standardization
typically represents significant cost
savings of anything between 10
and 30% but is only possible if
MDM is consistent, reliable and
robust.

5 Cost of Capital: utilizing the data to
drive standardization also provides
the ability to improve stock
management and the associated
cost of capital. Removing
inconsistent categorization and
part numbering provides the
ability to better leverage stock. In
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an example from a Capgemini
project, a client saved over
€400,000 by avoiding the
purchase of packaging at one site
through leveraging stock surpluses
at another. The former regime
would have perceived these as
disparate parts leading to the
continuation of unwanted stock at
one site and incurring a capital
cost, and significant capital
expenditure at another site.

6 Productivity: better visibility of
stocked items through consistent
part descriptions and line item
classifications also improves

productivity.

Improved
data

consistency
provides part availability for
maintenance activities through
harmonized records across the

stores network. Availability is
improved by exploiting duplicate
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stock holdings in differing stores
by removing inconsistent part
numbering. Better availability of
maintenance items leads to
improved up time for plant and
thus improved productivity.

We estimate that these opportunities
collectively represent one of the most
significant financial opportunities for
an organization. The scale of benefit
may fluctuate from organization to
organization, but the scale for large
business is likely to run into tens of
millions of Pounds, Euros and/or
Dollars. When translated to the
balance sheet the impact is material,
improving gross and net pr