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Figure 13: Innovation and the role for procurement

Innovation and the role for procurement
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the relationships internally and
externally and finding the right
external partners to serve the end
customer.

The shift in the collaboration between
the three main actors Suppliers,
Procurement and Business (i.e.
Marketing, R&D, Production, etc) can
be illustrated best with the Business
Model® shown below. This model
depicts the relationship between a
customer, which exists for the sake of a
compelling value proposition (offer)
created by a combination of resources
(i.e. a company and its suppliers). In
more detail it also specifies the
capability map of the resources, and
what is done by partners to create the
offer. On the customer side it details
the interactions with the customer and
the way this affects the value
proposition.

In a traditional Closed Innovation
setup, the high level business model of
Procurement will be as follows (from
right to left):

= Customer: The Business is the
(internal) customer of Procurement.
The Procurement department has
processes and systems in place which
guide the Business through the
purchasing processes, including a

6 Adapted from Alexander Osterwalder
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mandatory Procurement involvement
in some form

Offer: Procurement offers risk
reduction, cost effectiveness and
efficiency to the Business (internal
customers). The Business profits from
this by ensuring contracts are in place
with agreed suppliers from which
they can efficiently call off via
purchasing needs

Resources: Procurement has a set of
capabilities which enable it to service
the Business, among which are
negotiation skills, relationship
management and category expertise.
Together with Suppliers
(Procurement’s partners),
Procurement provides the offering for
the Business

This model makes perfect sense, but it
poses major risks with respect to
innovation processes. This setup
places Procurement and the Suppliers
in front of the Business, which in turn
has a business model focused on the
external client. From this position, it is
difficult for Procurement and Suppliers
to fully understand the drivers of the
external client. There is a translation
between what the business offers to
external clients, and to what
Procurement offers to the Business.
Our 2009 research mentioned before
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showed there is only a limited
contribution to innovation processes
by procurement. What is striking is
that business departments have not yet
found a suitable partner in
Procurement to source innovation and
to meet their objectives. To fill the
void, business departments have built
up procurement capabilities to scout,
source, contract and manage suppliers
for R&D programs. At the same time,
Procurement will struggle in servicing
business departments.

Figure 14: Open Innovation model

= Resources: Procurement, the Business
and the Suppliers all partner to create
the offering as one Resource group.
Aligned as one team with a single
goal, this is where all capabilities are
combined and focused. This is also
where things get complex: the
resources need to align capabilities to
be effective (all required capabilities
need to be present) and efficient
(overlapping capabilities should be
limited). The value created in this
partnership model is shared among
the partners and made transparent.
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An Open Innovation business model
for Procurement would be as follows:

= Customer: The external customer is
the focus of all departments involved
(including Procurement), this results
in a direct translation of the
customers’ needs into the offering
provided. This means Procurement
needs some form of access to the
customer.

Offer: A translation of what the
(future) customer requires. This can
be anything like short time-to-
market, new products, quality, cost,
service, flexibility, lead time, etc. The
offer is not a pure Procurement offer,
but a combined offer to which
Procurement contributes directly.
Traditional Procurement offerings
such as risk reduction become a part
of the bigger picture.

All partners involved must benefit
from the offering’s success.

Procurement has capabilities in store
that fit Open Innovation processes
perfectly well. We have seen many
companies where Procurement is
organized around categories, making
Senior Buyers experts in certain
products (basically a Business
capability) and conduct continuous
scouting activities. In the same
companies we found R&D officers
managing supplier relationships (NB a
Procurement capability). This is
excellent, but only when it is the result
of careful positioning of these
capabilities in a market centric team.
Otherwise, one will find these parties
working more against than with each
other.



Organizations are extending
their sourcing improvement
initiatives into more complex
areas to increase spend control
and reduce costs. The low
hanging fruit has been sourced
and negotiated, the larger
opportunities are found in the
complex indirect categories.
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A market centric team structure will
force companies to carefully select and
position the required capabilities for an
innovation initiative. The roles and
responsibilities that come with it can
vary, depending on where expertise is
built up and planned. Some examples
of capabilities that require mapping
between the Resources:

= Scouting for innovative technologies,
companies and products;

= Assessment of innovation programs
in each phase of development;

= Supplier management on the levels of
Relationship, Technology and
Operations;

= Networking and scenario building for
new market perspectives;

= Supplier performance management;
= Project management.

How can companies organize for
Innovation effectiveness?

We have seen that innovation practices
have changed in recent times, from a
closed process mostly ran by one or
two departments, to an open network
approach driven by make-or-buy
decisions. We have also seen that Open
Innovation brings suppliers and hence
Procurement into play, but that the
current Procurement business model
does not fit with end market focused
innovations. Finally we have given a
high level picture of the Procurement
business model. To organize
innovation in cross company and
department teams, companies should:

1. Analyse the value chain, company
and department business models,
stressing the offerings for the end
market;

2. Analyse trends and developments
affecting these now and in the
future;

3. Define the future business models
focused around the end market
offerings, including a detailed
capability mapping;

4. Determine which actors in market
centric teams can add value in the
business model and deliver the
required capabilities;
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5. Set up organizational structures
supporting the defined business
models and market centric teams;

5. Recruit, build and combine the
required competencies in
innovation teams.

On first glance, these changes are not
much different from the developments
Procurement has made in adopting
category management: obtaining a
greater understanding of the internal
client and working together to get the
product they expect. Yet innovation
processes demand more than good
category management. It requires a
market centric business model, a
mapping of unique capabilities, strong
teams based on that and embedment in
the organization. This will ensure
proper supplier involvement in
innovation, whilst maintaining control
over processes. Procurement
involvement in innovation is crucial as
procurement capabilities can
contribute to accelerated innovation
programs, increased cost effectiveness,
proper supplier management programs
and mitigated risk at the same time.
However it is not easy and
straightforward to achieve Procurement
involvement, it demands a structured
approach and strong performance
management for Procurement to earn
its spot in where it belongs: facilitating
value creation through interaction
between internal and external parties.
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Complex Indirect Category
Sourcing - A Missed Value
Opportunity

Dan Zoltowski, Randy Smith, Dobson
Schofield, Charlotte Baratti —
Procurement, North America

Many organizations across the world
achieve significant cost savings each
year as a result of following a
standardized strategic sourcing process.
Most often the savings realized from
these sourcing activities are associated
with what will be referred to hereafter
as standard (e.g. office supplies,
express mail, etc.) or frequently
targeted categories. This article
highlights the savings opportunities
missed when procurement
organizations do not pursue sourcing
initiatives for more complex categories
that are considered off-limits for a

Mature companies continuing to
pursue reduced costs through strategic
sourcing generally look to standard
categories or managed categories with
expiring contracts for additional
savings potential. While the sourcing
of these categories typically leads to
year—on-year value savings, there are
times when additional categories are
left untouched for perceived
complexity or political reasons.

Organizations often have the mindset
that complex categories will be too
difficult to source and the effort
required to obtain results will outweigh
the expected benefit. Historically,
stakeholders have chosen not to invest
the time and resources necessary to
unlock the value from these types of
categories. Now, however, increasing
pressures to achieve additional bottom-
line cost savings have resulted in

Figure 15: Critical success factors for realization
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variety of reasons. Through sourcing
project experience, Capgemini has
found that complex categories
represent a sizable and increasing area
of spend across an enterprise that is
not strategically managed and has no
procurement involvement.

organizations seeking to address the
“untapped” opportunities associated
with complex category sourcing.
Additional drivers for expanding the
sourcing scope to complex categories
include disparate pricing for services
throughout the organization and poor
visibility of detailed spend and supply

base information.
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What defines a complex category?
Despite the current state of the
economy, Capgemini has found that
companies expect to maintain or
increase spend for complex spend
categories in comparison to standard
categories where spend is expected to
remain static or decrease. As
organizations continue to redefine their
core competencies, restructure their
supply chains and address reduced

the way we see it

Procurement functions continue to face
increasing pressure to enhance
operational efficiency, decrease cost of
goods and services, and improve
supplier performance to provide
additional value for the enterprise.
These pressures require organizations
as well as their suppliers to be able to
quickly respond to changing business
needs and supply chain requirements.

Figure 17: Complex indirect category sourcing
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operating budgets, it is necessary for
them to extract savings from sources
such as complex categories. Indirect
complex categories can be defined as
those that require the consideration of
a multitude of non-price factors during
the sourcing process, including the
following: stakeholder preferences,
availability of substitutes, service
providing suppliers (e.g. legal,
consulting, outsourced processes),
advanced analytical requirements,
specialized sourcing approaches, and
regional regulations. While most
organizations have addressed their
direct material and standard indirect
category spend there continues to be a
challenge in addressing complex
indirect categories.:

u Legal services
] Advertising services
] Business & IT consulting
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Critical success factors for value
realization include:

= Detailed spend analysis

= Clear understanding of the category
and supply market

= Proper sourcing approach

= Clear identification of savings
opportunities

= Organizational support/alignment
= Sustainability

Does your company have untapped,
unmanaged complex categories?

In order to stay competitive and
identify additional areas for cost
savings, organizations must think
beyond the norm and look for
opportunities not addressed in
previous sourcing initiatives or in
categories not already managed by



It is a well known truth that
costs arising from insolvencies
can be significantly reduced or
eventually avoided if likely
alternative candidates are
identified early enough and
appropriate counter measures
are consequently implemented
on time
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procurement. An overall spend analysis
by category and supplier can help
initiate the process of identifying
complex categories worthy of sourcing.
Undeveloped relationships between
procurement and other areas of the
company may indicate that increased
synergies will lead to additional
sourcing opportunities.

The majority of companies in North
America are still not systematically
addressing complex indirect categories
but continue instead to focus on
obtaining additional value from the
categories that were already sourced in
the last several years. These companies
face the law of diminishing returns.
Capgemini has found that the barriers
highlighted in the diagram shown here
need be resolved and the
aforementioned critical success factors
need to be addressed in order to
unlock the value of complex category
sourcing.

The 2008 Capgemini CPO Survey
showed that organizations continue to
focus on ways to transform their
sourcing processes and improve the
availability and visibility of spend
information. These two objectives
support a company’s ability to improve
its competitive position, increase spend
under management and work
continuously with its suppliers to meet
cost improvement goals. To meet
customer, market and internal cost
improvement goals, organizations must
look internally and work with
functional stakeholders who control
complex category spend.

At Capgemini we use our project
experience combined with the
governance and change management
components previously discussed to
understand the nuances of complex
indirect category sourcing. We help
stakeholders to effectively identify and
realize cost and service improvements.
The key to our success with complex
category sourcing is our strength in

collaboration and cross functional
facilitation. We enable internal and
external communication, while
continuously educating stakeholders
through the change components and
adoption of the success factors within
the sourcing approach.

Conclusion

Complex category sourcing is intricate
and there is no such thing as a
standard approach or ‘one-size fits all’
solution. Each complex category has its
own nuances and each organization’s
sourcing maturity is different.
However, CPOs are aggressively trying
to build procurement functions that
can unlock savings potential from
complex categories. All barriers must
be addressed during this type of
initiative. Organizations that build a
robust approach can equip their
employees with the right skills and
tools to be better positioned than their
competitors for the realization of
benefits from these spend categories.

Organizations working with Capgemini
benefit from our Collaborative Business
Experience. Combining Consulting,
Technology, Outsourcing, and
Professional Services, we have an
unrivaled ability to work together to
produce the most innovative business
solutions. The Collaborative Business
Experience is designed to help our
clients achieve better, faster, more
sustainable results through seamless
access to our network of world-leading
consultants, our technology partners
and collaboration-focused methods
and tools. Our consulting teams work
with companies to quickly solve
mission-critical problems by
identifying, designing, and
implementing value added changes in
their strategies and operations. With
our experience and proven approach
and tools, Capgemini can work with
any company to take the “complex”
out of complex category sourcing.
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Supplier Risk Management -
How to Manage Within the
Current Crisis and Learn for the
Future

Stefan Becker, Principal — Procurement,
Germany

The risk of insolvent suppliers is
rising dramatically

The newspaper headlines these days
spell out a clear message: the risk of
insolvent suppliers is rising
dramatically. Our experience at
Capgemini Consulting suggests that 1
to 3% of a company’s suppliers are
facing acute insolvency risk. This
represents 5 to 12% of the total
purchasing spend.

In many cases the current credit
crunch is the major catalyst for the
financial problems of vendors. In the
mid-term run, however, other factors
will probably intensify the danger of
supplier failures. Among these are a
decline in global demand, the need to
cut prices, high inventories, constant
pressure from competitors in low cost
countries etc. Taken together these
issues will result in a higher number of
insolvencies and will be accompanied
by a harsh decline in economic growth
of the industrialized countries.

To avoid direct impact on its
customers, products and operating
results, the procurement department is
well advised to start pro-actively
managing the risks of its suppliers
instead of reacting to insolvency cases.

Proactive management of supplier
insolvency risks

We believe that for a procurement
function to deliver efficient risk
management, it has to address three
key objectives. The early detection and
recognition of insolvency risks is the
most important objective and, at the
same time, the most difficult one to
achieve for a lot of organizations taking
into account their large number of
suppliers and global supply chains.
Furthermore, the procurement itself is
clearly limited in terms of resources as,
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especially in an economic crisis, it is
playing a vital role to keep product
costs at the lowest level possible.

The second and third objectives are an
effective handling of occurred
insolvencies and the consequent
transfer of insolvency costs to third
parties such as partners, customers or
insurance providers. As most
organizations are experienced in
managing operational issues as part of
their daily business, it comes as no
surprise that if a supplier insolvency is
likely to occur or has already occurred,
most procurement departments know
how to handle them, even at a high
cost.

Early detection of insolvency risks
It is a well known truth that costs
arising from insolvencies can be
significantly reduced or eventually
avoided if likely alternative candidates
are identified early enough and
appropriate counter measures are
consequently implemented on time.
Following Capgemini Consulting’s
three-step-approach, suppliers are
firstly assessed regarding their potential
impact. In the second step, only those
suppliers with a high to very high
impact are analyzed regarding their
likely probability of failure. Finally, the
“blacklisted” candidates are then
closely monitored until the company
has a clear and validated picture of
which measures, if any, have to be
taken. Any other approach would, we
believe, tie up too many resources
from procurement and other business
functions without providing any better
results.

Considering the potential impact of
damage caused by this risk, two
criteria are of key relevance. Firstly, the
direct financial impact caused by a loss
of revenues and contribution margins
of products. Secondly, the operational
impact of production stops or even
slowdowns should be analyzed taking
relevant data out of the company’s ERP
system. For both criteria, existing
second or multiple sources and stock
levels should be considered, too.
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With regard to the probability of
failure, again two criteria appear on the
list. The first one is well known and
obvious: financial scorings, balance
sheets and self-assessment
questionnaires provide information
about a suppliers financial health. The
issue here is that the data is external,
sometime self-assessed and historic,
but it is what it is — a first indicator to
screen the candidates on the list. The
second criterion is the supplier
performance as the result of an
organization’s ongoing
supplier

performance
evaluation process.

As a result of our two-stage-evaluation,
only suppliers with a high or very high
impact on a company’s results and
operations and with a high probability
of failure are carried forward for an
individual in-depth analysis. At this
stage, detailed information about the
financial health and market

performance is collected, enriched and
assessed. In addition, supplier facing
company staff should start reporting
any information that indicates a
change, for example, key staff
resigning, late delivery, claims of sub-
suppliers etc.

Finally, and probably the most
important step in this process,
procurement has to alert the company’s
management if high impact suppliers
are about to start encountering
difficulties — then it is time to propose
and decide about counter measures.

Taking preventative counter
measures
When considering preventative counter
measures to supplier insolvency,
procurement has two basic choices:
strategic or operational measures.
Whereas strategic counter
measures aim at independence
from the supplier, the
operational ones pursue the
prevention of the failure.

In general, re-sourcing or
the development of a
second source, in-sourcing
as well as taking over of the
supplier can all be seen as
strategic counter measures.
As re-sourcing is probably
the most common one,
procurement has to insure —
as an early preventive action —
the company’ full estate, for
example property, patents, tools,
equipment and devices.

Operational counter measures, by
contrast, comprise financial support,
for example the modification of the
terms of payment, reverse factoring,
credits or acceptance of temporary
higher prices, as well as the transfer of
know-how regarding cost reduction,
process optimization, financial
knowledge or miscellaneous measures
such as binding agreements on
quantities ordered. However, two
aspects should accompany the
consideration of operational measures.
Firstly, the supplier must open his
books, the causes of his problems must
be clearly identified and he must truly
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collaborate on their resolution by
implementing the committed actions.
Secondly, other key customers must be
on board unless they are totally
dependent from the single company.

Conclusion

The risk of supplier insolvency is
rising. Due to the close interconnection
of supply chains with tier 1 and tier 2
suppliers, this also increases the risk of
disruptions in the provision of supplies
for buying companies. To protect
against these disruptions, the
procurement function has to follow the
strategies of early risk recognition and
preventive counter measures, a straight
forward handling of supplier
insolvencies and transfer of resulting
costs to third parties such as partners,
customers (if they impact the
supplier), or insurance companies.

Procurement needs to analyze the
supplier portfolio regarding insolvency
risks according to pre-set indicators on
a regular basis and establish a risk
management process with direct
management access when decisions
and investments are needed. In case of
acute insolvency risks, preventive
strategic and operational counter
measures are at procurement’s disposal.
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