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LESSONS FROM RECESSION

Back to Sourcing Basics

Background:

The economic recession has had a profound impact on virtually every industry, with companies
acrossall sectors beingforcedto take a harshre-lookat their cashflow patterns, reviseforecasts,cut
budgets,and fundamentallychangeexistingbusinesspracticesinto opportunities. Thiswhite paper
aims to share some of these best practices that Global eProcure has seen (and helped) leading
Fortune 1000 client organizationsimplement,to convert the economiccrisisinto an opportunity and
generat significantbusinessvalue.

Theeconomicdownfall has provided a new opportunity for the purchasingfunction, pushingit to the
top of CEO'priority lists where it isseen as both the ley function ofering and as asignificant cost
reduction opportunity. This is acconpanied by a shift in purchasing strategy, with several firms
renewing their focus on the basics of good purchasing— improved spend visibility, greater spend
under management,enhanced compliance tracking, better supplier relationships and a focus on
overallvalue.

The“Basics”of HighPerformance Purchasing:

Global ePocure has been closely involved in facilitating the procurement
transformation journey at several client organizationsand our approach has
been finely honed over the last decade. Every best practice listed below has
beenimplemented by most of our clients and have yieldedthem considerable
businessvalue.

Practicel: Have the rightorganizationafframework

Today’s typical puchasing function is highly comlex and plays mary roles —
ensuringan uninterrupted flow of materials and services,generatingyear-on-
year costsavings,developingintegrated purchasingstrategiesand suppotrting
overall organizational objective. Adding to this layer of complexity is the fact
that purchasing has extensive interfaces with other functions such as
manufacturing,marketing,research & development.

‘ ‘ While the economic darnfall shows no immediag signs
of brightening, naw is the time b start paving the way for change.
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Efficiency and effectivenessin driving high performance across purchasing and related functions
requires the right foundational organization framework to strategize, execute, and manage this
complexity. Whilethe structure may vary from conpany to cormpany, key buildingblocks remainthe
same:

? Enterprise-wideconsistent purchasingstrategies,processes& practices
Commontechnologyplatformenablingcollaboration& visibility
Purchasingreportinginto financefunction
Centralcategorymanagerbasedstructure
Well definedrolesandresponsibilities with best practice Key Performancelndicators (KPIs)
Ownershipof strategicsourcingand day-to-day procurement
Dottedline bylocalbusinessesinto central purchasing
? Globalcollaborationonkey categories(IT, OceanFreight,somedirectmaterials)
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Many organizationshave used the economicrecessionas a catalystto push throughlong overdue
structural changesin the purchasing organization, and have found it easier to obtain internal
stakeholder approval — given the economicclimate & internal pressures. Streamliningresources,
roles, responsibilitiesand reporting structures will establish a strong foundation for purchasingto
thrive andto be better alignedwith overall organizationalobjectives.

\;o\"n The marlet conditions have puta lid on mostinvestment plans andhave

%  also generakd greater management interest in the ROI of existing

4l investments. Thishas encouragedthe adoptionand growth of on-demand

A \".d’. services that enable organizationsto optimize the investments made in

. technologyandresources. Threekey on-demandservicesthat are seeing
greater adoptionbyhighperformingpurchasingorganizationsare:

@? 1. On-demandechnology
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f@" &g“ Practice2: On-demandsin demand
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- 2. On-demandsourcingexpettise
¢~ ‘ 3. On-demandransactionalservices

‘ ‘ Stop concentrating on cutting costs andtart focusing on increasing
the value you bring b the market. Een in recession, corpanies and
people still vant/have to spend. The only dierence is that they are
more reseved and willing © hold out br products and sewices that
provide great \alue at a great price.
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On-demandtechnologyincludes web-basedSaaSapplications like Spend Analysis,GePRFx,GeP
auction,and GePprocurementsystems. Keyreasonsforincreasedadoptionare:

? Noinstallationor capitalinvestment

? Fasterreturnoninvestment

? Shottlearningcurve

? Pay-as-ypu-gopricingmodels

? Smoothintegrationwith existingtechnologyplatforms

Instead of addingto existing staff, many organizationsare turning to
flexible staff augmentation models, enabling access to subject
matter experts on an as-neededbasis. Thisis acconmplished with the
help of on-demand sourcing expertise. This extends some of the
benefits mentionedabove for on-demandtechnologyto the “People”
aspect(no capital investment, faster ROI, flexible pricingmodelsand
accesstoexpertise asneeded.)

On-demandtransactional services have not seen the same rate of
adoptionastechnology& sourcingexpertise, giventhe level of upfront
planning needed and the longer time to value. However, our
experience shows that companies that invest the time & effort in
identifying the right partner to manage their transactional services
and prepare the detailed workflows necessary for success, see
significant business value by outsourcing administrative tasks like
requisition creation,POprocessingandinvoicemanagement.

Practice3: Spurlnnovation

Traditionally, sourcing teams have focusedprimarilyon price negotiations as the key businessdriver
to identify costsavings.However, many sourcing professionalshave now started expandingtheir role
toincludeseveralmorewaystoaddvalue.

After most categories hare beenthrough afew rounds of strategic sourcng, thelaw of diminishing
returns can set in, which involves revisiting specifications. However, sourcing professionals can
identify considerable savings through innovative strategies such as specification improvement,
brand substitution, and service level redesign. This requires a lot of collaboration with R&D,
manufacturingand other functions,but the resultstypicallyjustify the costsand efforts involved.

Demand Management is another way to unlock value by having the purchasing department
collaborate with manufacturing & salesto improve demand management.Ary enhancementat this
stage(inventorylevel change,productshippingtime & methodchange,or reducedconsumnmption) can
yield high levels of cost reduction, potentially much greater than the savings identified by cost
negotiationsonly.
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1. Capture
Great Ideas

4. Test
Promising
Concepts

2. Work on
the ldeas

3. Replace
Old Ideas
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Practice4: Plugthe LeakageNow!

Savings leakage due to limited compliance levels is a key concernat most companies. The most
commonreasonslisted by companiesforlost savingsopportunities are:
Toomuch“savings”focusand notenough“service” focusduringsupplierselection
Underestimatinghe challengesof changemanagement

Gapsin communication& implementationfollowthrough

Novisibilityinto vendorperformancepostsourcing
Nomechanismtotrackrealizedsavingsvsprojected savings
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Best-in-classorganizations have shifted a lot of their efforts from simply “identifying” savingsto
“realizing” savings.Key strategiesusedbyleadersto plugthe savingsleakageare:
? Involve multiple stakeholdersat eachstageof the sourcingprocess
? Ewrystakeholdershouldhave a performancemetric linked to the identification & realizationof
the plannedsavings
? During contract negotiations, the sourcing team should strike the right balance between cost
savingsandservicelevels
? Arnysupplierswitchshouldincludeupfront planningon changemanagement& implementation
? Purchasingshouldstayengagedbeyond contractsigning,to ensuresavings& value capture
? ClearKPlIsshould be establishedwith respectto vendor performance and savingstracking &
validation
? Without a strong governance mechanismin place, there is always a compliance creep; an
organizationcan easilytraverse backto its past levels of inefficiency, and a lot of the goodwork
is lost. A robust technology base can help enable reporting and monitoring of internal
complianceat severallevels.
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Practice5: ManageCashflow, throughPurchasingLevers

MostFortune 1000 companiesdeal with hundredsof suppliersand thousandsofinvoices,every day.
However, many of these companies are unable
to fully leverage the untapped value in their
Owderingand Payablefunctions. Paperinvoices,
manual verification and approval processes,

Sales Revenue

g delayed payments and absence of technology
f enablers are some of the challengesinhibiting
Cash in Hand the procurement transformation at these

Increases functions. In our experience,many companies

can unlock tremendous value from their
accounts payable functions by implementing
the followingbestpractices:

? Ensurestrict adherenceto contractual paymentterms - Avoid penalties due to delays or lost
opportunities dueto pre-payments.

? Ewaluate the benefits of renegdiating prepayment terms - Contrary to conventional thinking,
many companies can realize significant benefits through early supplier payments, as long as
suitable discountingterms have been negotiated. Thiscan help preserve the suppliers’health,
whilegeneratinggoodshort-termreturnsforthe company.

? Evaluate the viabilityof introducing Third Party Financing- Thisfacility shall allow a third party to
finance acceleraed payment tosuppliers at low rates and enable anextension inmetrics like
Days Payable Outstanding(DPO).Such a strategy can reduce supply chain risk and lower net
workingcapitalneeds.

Multiple groups, including treasury, finance, AP and procurement, have an impact on an
organization'sabilityto manageworkingcapital effectively, but these groupsoftenwork in silos.While
each group has its own goals, the entire organizationmust be aligned to gain maximum working
capitalefficiencies.

Practice6: Mitigate supplysiderisk

While companies struggle with the economic decline, many suppliers feel a greater pinch.
Organizationsrequire a proactive and predictive strategy towards supplier risk management.lt is
critical to identify such supplierswho may be impacted severely by the crisis and put risk-mitigation
plans in place. Theseplans could include continued monitoring of the supplier’s financial status,
identifyingalternate suppliers,reevaluatinginventorylevels, providingshort-term assistancethrough
paymenttermsadjustments,etc. Similarly, if businessvolumesare forecasted to be lowfor the short-
medium term, companies should review volume commitments to suppliers under longerterm
agreements, and be proactive in discussing changing requirements with suppliers. Senior level
discussions shouldbe arrangedwith critical suppliersto share risks and rewards, reduce costand
improve efficienciesin adownturnaswell asto prepareforthe nextgrowth phase.
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Risk Management

Integrated Requirements

Business Assessmen

Information Assessment

Technology Assessment

~ Risk Qualification

Value

In conclusion, previous economicdownturns have shown that procurementplays a key role in any
costreductioninitiative. Best-in-clasgpurchasingorganizationsare usingthis opportunity to not only
generae short-term savings but also to build long-erm sustainable competitive advantage. And
transforming purchasinginto a competitive advantage depends noton one radical new echnology
investmentor a simply a restructuringexercise, but by getting the basicsright acrossall purchasing
aspects:

? Havingtherightorganizationalstructure

? Planning & collaborating with dter functions, using €chnology and &ternal resources based

onthe organizationalneeds
? Strikingtherightbalancebetweenserviceandprice
? Effective supplierrelationmanagement,managingcashflow, etc.

Asleading purchasingorganizationshave shown, the sum of these parts is usuallymuch more than
thewhole.

‘ ‘ During economic crisis, & should guaranée the supplier’s suvival
to ensure supply chain smaihness and constant verking progress,
even during this recaery period. Pocurement organizations and
professionals actiely understand, bresee, and calcula¢ the marlket
condition and help conpanies manage their supply chain.
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& global eProcure,

Gobal eProcure (GeP) is a procurement services firm
dedicated to helping enterprises reduce their costs and
operate more efficiently by refining and perfecting their
procurement and supply chain practices.

Qur clients are Fortune 500 and Gobal 2000
companies in a variety of industries, who call on us for
procurement expertise in consumer packaged goods,
travel and hospitality, pharmaceutical, chemicals,
renewable energy, utilities, oil and gas, government,
industrial manufacturing, insurance, and other verticals.

We support our clients with a blend of strategic
consulting and implementation, outsourcing services,
as Well as commercial, df the shelf procurement tools
and technology solutions.
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