The Next Level—an
Overview for the C-Suite and
Supply Management Leaders

One of our favorite questions to ask an audience is this: “Please raise your
hand if you believe that most senior executives around the world understand
the enormous potential of modern supply management.” At best, 10% of the
audience raises their hands. The follow-up question takes the next logical step:
“Keep your hands raised if you believe that those same executives understand
how to achieve that enormous potential—how to build the transformation
roadmap.” Typically, no hands remain raised.

Is this an indictment of most senior executives? Or is it an indictment of
supply management leadership for failing to create executive awareness and
develop the business case for what is possible? Or is it both?

This chapter addresses these tough questions. It offers real-world ideas on
getting top management’s attention to the potential of supply management by
highlighting the bottom-line implications. That's followed by the overview of
a set of guidelines, or dimensions, for transforming supply management from a
transaction-based, reactive function to a powerful strategic force. Included in
this discussion is practical advice on selecting the right organizational design
to support the transformation effort as well as a discussion if good is enough is
really good enough.

What Is Meant by Transformation?

It seems that every conference speaker, and every company, is touting trans-
formation. It has become such an overused word that it is beginning to lose its
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meaning. Let’s start the discussion with a brief review of two fundamentally
different definitions.

Webster’s defines the word transform as a change in composition, struc-
ture, character, or condition, “to change the outward form or appearance.” That
strikes us as a superficial, skin-deep definition. Now consider this alternative
perspective. To transform means to fundamentally alter the capabilities and
improve the achievement of sustainable results. That seems to us to be more
in line with what organizations really should want to achieve. It is the latter
definition that we employ throughout this book.

Figure 1.1 provides some depth to what we want to transform from and
what we want to transform to. At a broad level, this transformation can be best
described as moving from a tactical perspective to one that is strategic. Trans-
formation is a complex construct with many dimensions.

Speaking the Language

Senior executives might stay awake at night for any number of work-related
reasons. Based on our own experiences, the top sleep disrupters typically re-
volve around these issues:

e (Can the company meet or exceed earnings and performance
expectations?
e Can we grow revenues and earnings year-over-year?

Role Tactical Strategic

Organizational level Back office, transactional Executive—Seat at the Table

Meeting headcount objectives, | Revenue enhancement, cost

Metrics of success transactional efficiencies reduction, working capital, ...

Leadership, cross-functional,
Skills Paper processing, clerical, ... | cross-cultural, strategic,
analytical, ...

Candidates for high-potential
Career path Lifetime job rotations throughout
the company

Creative, substantial impact,

Job content Boring, repetitive fun

Team player, strategic

Other Lone ranger business partner

Figure 1.1 A key question: Transform to what?
Source: Greybeard Advisors LLC. Copyright 2009-2011. All rights reserved.
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e Are we able to reduce risk and volatility in revenues and earnings?

¢ How can we continually improve return on invested capital (ROIC) or
return on equity?

e How can we create a unique business model, one that is difficult for
competitors to copy?

The surprising fact is that a successful supply management transformation can
favorably impact all five of the performance areas imbedded in these ques-
tions. As a corporate function, it is uniquely positioned—more so than most
functions—to have a broad and sustainable impact on the business. The sad
fact, though, is that most senior executives are unaware of this potential. A
big reason for this lack of awareness is that no one has communicated the
opportunity in his or her language. Awareness doesn’t just happen by itself.
The central challenge for supply management professionals, then, is to take a
leadership role in helping their senior management understand.

Toward this end, every chief supply chain officer (CSCO) or chief procure-
ment officer (CPO) needs to be conversant with the performance improve-
ment framework shown in Figure 1.2. This is one of our favorite charts and
is the essence of relating supply management to improved corporate perfor-
mance. Let’s walk through this framework briefly—a more involved discussion
appears in Chapter 4.

Two important measures of corporate performance are ROIC and cash flow.
ROIC is calculated by taking the annual earnings of a business and dividing it
by the total capital invested in that business (long-term debt and stockholder’s
equity). ROIC is important because it is an indicator of the current health of
a business. For a business to deliver value to its shareholders, ROIC needs to
exceed the corporate cost of capital. A company that operates where its ROIC
is lower than its cost of capital is essentially liquidating itself.

Improving profits helps to improve both ROIC and cash flow. Reducing the
capital intensity of your business also helps to improve ROIC and cash flow.
Improving profits while also reducing the capital needed to run the business
has a powerful compounding effect on ROIC and cash flow.

So how do we go about improving profits? There are two fundamental
ways: revenue enhancements and cost reductions. Supply management can—
and should—play an important role in each of those areas, as indicated with
examples shown in Figure 1.2. Supply management should, for example, take
a leadership role in creating a more responsive supply chain, thereby help-
ing the company to win more business (and increase revenues) from custom-
ers. Supply management should also take the lead applying good processes
to better manage all areas of spending, not just those typically assigned to
procurement.

So far so good, but how do we reduce capital intensity? Again, there are two
ways: working capital improvements and capital expenditure improvements.
Once again, supply management can play an important role in each of those
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Figure 1.2 World-class supply management drives performance
Source: Greybeard Advisors LLC. Copyright 2005-2011. All rights reserved.

areas. In many companies, for example, there is no clear responsibility for ana-
lyzing and coordinating supplier payment terms. This area is ideally suited for
supply management to take a lead role, as is pointed out in a later chapter on
working capital. With regard to capital expenditures, experience demonstrates
that the sooner procurement is involved in new projects (even at the concept
stage), the better the overall project economics and ramp-up time will be.

A thorough opportunity assessment for supply management requires a care-
ful evaluation of the improvement opportunities in each of the four categories
shown on the exhibit. Then, to tie it together for the executive audience, you
relate those improvement opportunities to the company’s income statement
and balance sheet. Going that extra step allows you to demonstrate the im-
pact of supply management on net income, earnings per share, ROIC and cash
flow—all key areas of interest for senior executives. It’s a powerful way to
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communicate the enormous potential of a transformed supply management
organization in the language of senior executives and in a manner relevant to
your company.

Each situation is unique. However, in our experience it’s not unusual for a
well-done opportunity assessment to demonstrate that a company’s ROIC has
the potential to double or triple from its pre-transformation levels. The next
logical question is, “If that’s the case, why aren’t there many 20% ROIC super-
performers in the business world?” The answer is painfully simple. Achieving
that step-change in performance doesn’t just happen by itself. It takes leader-
ship and a well-designed, well-planned transformation roadmap.

Dimensions of a Successful Transformation

Supply management transformation refers to the successful conversion or
metamorphosis of supply management from a transaction-based, reactive
function to a pro-active, strategic driver of business performance—whose in-
put is regularly sought by other areas of the company.

Companies that have successfully transformed their supply management
activities into world-class performers have paid attention to six key dimen-
sions of transformation. As shown in Figure 1.3, those dimensions are procure-
ment’s role, objectives, leadership, organization, best practices, and innovation
and technology. Underlying these six dimensions are more than 30 specific

Procurement’s role

=
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< Objectives
Good
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Innovation &
technology

Figure 1.3 Six dimensions of successful transformation

Source: Robert A. Rudzki, Douglas Smock, Michael Katzorke, and Shelley Stewart Jr., Straight
to the Bottom Line. Fort Lauderdale, FL: J. Ross Publishing, 2005.
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initiatives that ultimately comprise a comprehensive transformation plan. (A
more detailed discussion of the star chart transformation framework appears
in Chapter 3.)

Before you even start thinking about which initiatives to focus on, you
need a strong leader in place to sponsor the transformation process. The logi-
cal place to look is the head of procurement or supply chain management. If
that person is not comfortable in a leadership role, then you'll need to look
elsewhere. It’s a sad fact that not enough people are comfortable in leadership
roles. (Lee lacocca’s book, Where Have All the Leaders Gone?, is a great read
on this subject.)

Simply stated, the transformation leader has to be willing to advocate
change, which often means putting his or her neck on the line. Here’s what we
mean. First, he or she will need to develop a bold vision with stretch objectives
that relate to the interests of senior management. And again, these objectives
must be communicated in the language of the executive suite. The transfor-
mation leader must also be willing to lay out a specific transformation plan
and roadmap, with concrete milestones that feature achievements rather than
just activities.

Perhaps most importantly, the transformation leader must be willing to con-
struct a business case that offers a performance commitment (that is, $X mil-
lion of new cost reductions to the bottom line in each of the next few years)
in exchange for the executive support (budget, people, outside support, tools,
and systems) needed to make it happen. Without that show of confidence and
commitment by the transformation leader, why would the rest of the execu-
tive team be willing to commit people and budget to the effort?

When one of the authors of this book was a corporate CPO, he did ex-
actly what we're describing—and it made a huge difference to bottom line
results. This approach helped create the excitement and commitment within
the organization needed to energize the transformation. Believe it or not, once
you're willing to go down this path, and once you are comfortable with the
leadership imperative, the rest is easier than it might seem.

The Organizational Chart Diversion

One dimension of the transformation effort, organizational governance and
design, demands special attention because of its potential to make or break the
effort. Let’s take a closer look, drawing on material from Beat the Odds: Avoid
Corporate Death and Build a Resilient Enterprise.

To set the stage, consider the following scenario, which you may have ac-
tually experienced yourself. A company is experiencing overall performance
problems that just don’t seem to go away. The senior management team de-
cides that the organization structure is at fault, and that a corporate reorga-
nization will give the necessary boost to performance. Soon, the consultants
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arrive, and they draw up a whole new organization chart. New divisions are
created on paper, management councils are designed, reporting relationships
are changed, and job descriptions are re-written. Much time and money are
spent on correcting things that may not have been broken in the first place.
Management breathes a sigh of relief, thinking that the performance problems
are about to be solved.

Yet performance does not measurably improve. In fact, it worsens. Em-
ployees become disenchanted with senior management for not fixing things
and start losing their focus. Although a poor organizational design can impede
success, organizational design is rarely a driver of success. Furthermore, the
temptation to apply the organizational chart fix to an enterprise ignores an
important reality: the informal relationships and networks inside an organiza-
tion are often more important than the formal reporting structures and charts.
Moreover, these informal ties are guided more by the organization’s purpose,
values, and vision than they are by the consultants’ new chart. This holds true
whether we're talking about the overall corporate organization or the supply
management function specifically.

The message in all of this should be clear: Before redrawing the supply
management organization chart, it is much more productive to first address
the role, objectives, leadership, and best practices dimensions. Build your trans-
formation game plan for each of these critical dimensions before tackling the
organizational issue and the specific enabling technology.

With the right role, objectives, leadership and best practices in place, or
at least planned, the foundation is created for success. You now can view or-
ganizational design in terms of your corporate culture and what you want to
achieve through supply management. Put another way, you can view organiza-
tional design in a strategic, transformation context.

Thinking about this subject, author Rudzki distinctly remembers attending
a CPO peer group meeting a few years ago when the discussion turned to or-
ganization. One of the attendees offered this solution to the various challenges
being raised by the audience: “Procurement should be centralized, and all other
corporate functions should also report into us.” As you can imagine, that idea
drew quite a round of laughter (even though some of the CPOs at the meeting
would have liked to give it a try). But that bold suggestion did bring up some
important questions: Can a centralized procurement function work well in a
decentralized corporate culture? Can a decentralized procurement function
ever be as effective as a centralized one? Who should procurement report to in
the corporate hierarchy? These are all good questions.

At a broad level, what is the ideal organization design for supply manage-
ment? There is no single answer, contrary to what many hope and expect. Yet
the classic options basically boil down to three: centralized or centrally-led,
hybrid, or decentralized. (Figure 1.4 lists the advantages and issues of each
approach.) In general, a truly decentralized supply management organization
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results
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Figure 1.4 Main organization types

Source: Robert A. Rudzki, Douglas Smock, Michael Katzorke, and Shelley Stewart Jr., Straight
to the Bottom Line. Fort Lauderdale, FL: J. Ross Publishing, 2005.

has difficulty delivering world-class results in an efficient manner. Enterprise-
wide leverage and coordination is more difficult, and often more resources are
deployed across more locations than would otherwise be necessary.

That’s the reality. But believe it or not, some companies may not care. We've
talked with CPOs who work for profitable companies. Their executive teams
aren’t showing much interest in optimizing supply management performance
through strategic consolidation of key activities. Eventually, they will change
their perspective if business conditions change.

A fully centralized supply management organization can present some chal-
lenges too, depending on internal corporate culture. Even if the overall corpo-
rate structure favors centralization, a centralized supply management function
still must be responsive to the needs of the individual businesses. The satisfac-
tion of your internal clients (your executives, business unit leaders, and other
key internal stakeholders) is paramount—whatever structure is selected.
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Hybrid structures are popular because they allow you to build and coor-
dinate synergies across the company while being sensitive to each business
unit’s unique needs. This is often accomplished by co-locating procurement
personnel both at corporate headquarters and at the business operations. In
many cases, these individuals have dual reporting responsibility to the local
operations or finance head and to the corporate CPO.

Regardless of which option ultimately proves to be the best for your situ-
ation, consider applying these two proven techniques: creation of an execu-
tive steering committee and a procurement council. The steering committee
is typically comprised of senior executives, who represent corporate functions
and business units. The committee provides high level oversight and support
of the transformation initiative. In the best of all worlds, members of the steer-
ing committee also act as sponsors of individual sourcing teams. Their involve-
ment can send a powerful message of commitment, both internally and to
suppliers.

The procurement council typically is comprised of the CPO and his or her
direct reports in the supply management organization. It can be a valuable
forum for driving change, sharing best practices, assuring alignment, and spur-
ring results. We have witnessed procurement councils achieve these very goals,
greatly advancing the overall transformation effort.

One last question should be asked with regard to organizational design.
Should supply management report directly to the CEO? Direct reporting is
really a two-edged sword. On the one hand, the CPO has direct access to the
top executive in the organization. But on the other, this reporting relationship
could result in a diminution of focus on the supply management ball.

Consider what happened to one CPO who was made a direct report to the
CEO. He started getting invited to many staff meetings unrelated to his job.
Most of the discussion at those meetings, he felt, was a waste of his time and a
distraction from his core responsibilities. The key to supply management suc-
cess is not the lines on the corporate organization chart. The real key is access.
The CPO should have regular and easy access to the executive suite and to
the heads of the business divisions. Chapter 5 takes the organizational design
discussion to the next level.

Skin in the Game

One last ingredient of a successful supply management transformation is what
we call skin in the game. This refers to the importance of having the interests
of key stakeholders and participants linked to the objectives of the transfor-
mation process. You might think of skin in the game as the mechanism to in-
crease the likelihood that all the pieces—and all the players—work smoothly
together.

Skin in the game can be manifested at different levels. At a minimum, it
starts with incorporating objectives of the transformation plan into the annual,
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written performance objectives of relevant employees. By relevant employees,
we mean everyone from the CEO to the entry-level buyer—from procure-
ment professionals to internal clients. Anyone who can influence the success
of the transformation process should have some skin in the game.

The next step is the linking of personal objectives to meaningful finan-
cial incentives and consequences. One company we have worked with ties a
significant percentage of its annual bonus program to the success of the pro-
curement transformation plan. The program sets annual milestones on key di-
mensions of the plan, including quantifiable cost reductions.

Meaningful incentives can be effective in encouraging superior performance
and achieving objectives. However, what about the individual blocker who just
won’t participate, or worse, actively works against the transformation? We
have encountered such troubling situations a few times during our careers.
When the particulars of one specific instance were discussed with a top execu-
tive at the company, his response was straightforward: “That’s why we have
flagpoles. Not just to rally the troops for a good cause but, if necessary, to hoist
the recalcitrant party up in the air so everyone can see the example.” Though
this response is a little harsh, the point is well made.

The underlying message is that you need to address problems quickly and
publicly. A reluctance to deal with noncompliance is a big reason why trans-
formation efforts get derailed. That’s not to say that you look for people to
serve up as examples. First, try to understand why the individual appears to
be blocking the transformation effort by having a conversation with him or
her. Second, determine what’s driving the behavior. Make absolutely certain
that the individual has all the necessary facts at his or her disposal. You may
discover that their reluctance to comply is based on some fundamental mis-
understanding or a perception that they’re being left out.

In the final analysis, you don’t want reluctant compliance. You want ac-
tive commitment. And that really is the litmus test of supply management

Traditional purchasing:
¢ Potential of 0—-3% price reductions

World-class supply management:
¢ Potential of 5-10% total cost reductions for direct spend
¢ Potential of 10-40% total cost reductions for indirect spend
¢ Revenue enhancements—better able to compete for sales
with a more responsive supply chain
Improved cycle time for new product/service development
Working capital improvements
Improved market knowledge for company-wide benefit
Better risk management and enhanced business planning
Improved ROIC/ROE, cash flow, and EPS

Figure 1.5 Supply management transformation offers big benefits
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transformation. Genuine transformation produces significant, sustainable
results both near-term and long-term, as shown in Figure 1.5. Moreover, it
does so by creating an enormous amount of positive energy and commitment
from all areas of an organization. Without that, you might be stuck with a
few quick wins that eventually disappear, along with you and your company’s
credibility.

Is Good Enough Good Enough?

The title of this section derives from a theme that arose initially in the tech-
nology world: is good enough good enough? In one application of this idea,
it has been suggested that software developers deliberately leave bugs in the
code so as to shorten the schedule for product delivery (recognizing, of course,
that the bugs can be corrected in the next product release). Others define it as
providing the minimum quality that you can get away with.!

Some would say that the Mars Rover program was a positive example of
this philosophy at work. Rather than design the ultimate Rover research ve-
hicle at untold cost, NASA focused on the key functionality that it needed to
accomplish mission objectives and spent much less money by having an 85%
solution, rather than a 110% solution.

This section looks at the good enough topic from more than a purchase of
software perspective, consistent with the six dimensions of supply manage-
ment transformation described in this book.

Why Is There an Issue?

In our experience, too many executives seem to take an approach toward pro-
curement and supply management that is equivalent to adopting a satisfactory
or good enough approach. Commonly, this manifests itself as an organization in
which supply management demonstrates some or all of these characteristics:

e Has a tactical or operational role

¢ Has informal and soft objectives with no profit and loss relevance

e Ultilizes traditional day-to-day purchasing tactics as opposed to strategic
practices such as strategic sourcing

e Tends to be consumed with tactical activities and is unable to devote
sufficient time and attention to strategic initiatives

¢ Is micromanaged rather than led

e Lacks cross-functional involvement and support

e Has relatively few modern processes, skills, tools, and systems to enable
its evolution into a sustainable value creator

Organizations that fit this description leave considerable value on the table,
leave themselves open to competitive threats from others in their industry
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that get it, and ultimately fail to meet their obligations to their various con-
stituents, including stockholders.

The First Question

As discussed earlier, the most fundamental question to be answered is: What
is the desired role for supply management in your company? Related to that,
what is the desired role for suppliers in supporting your company’s strategy
and objectives?

Supply management organizations have three fundamental options they can
pursue. The first option, a strategic one, is to become a competitive asset for
their company. In this role, supply management takes a leadership role in busi-
ness performance improvement across all drivers of ROIC and cash flow (see
Figure 1.2). They contribute to revenue enhancement, drive improvements
in total cost, lead thoughtful enhancements to working capital, and partner
with their internal clients and with suppliers to enhance capital expenditure
programs. In short, they migrate from a primarily administrative function to
become a competitive differentiator for their company. How to achieve the
strategic option is the purpose of this book.

A second option is much more tactical. In this option, the supply manage-
ment organization remains an internal utility for the company. In this role, it
has a tactical and operational focus and is valued mainly for its process efficien-
cies and for making sure everything arrives on time. Organizations that place
supply management in this role tend to be heavily focused on such adminis-
trative crutches as internal service level agreements and the cost of processing
transactions. They often have not yet realized the ROIC potential associated
with next level supply management. The prospect of investing in supply man-
agement is like speaking a foreign language to their executives.

A third option is to transfer some of the supply management function to an
outsourced service provider. This may make sense if there is minimal in-house
expertise, insufficient scale, or a desire for further improvements in process
or costs after achieving a first round of accomplishments in house. But in this
scenario, the company is essentially saying that it sees no contribution from
suppliers other than cost. Supplier innovation is difficult to capture in an out-
sourced model.

Which choice is best for your company? We’re not aware of any company
that has won the competitive battle by relegating its supply management orga-
nization to either an outsourced option or an internal utility option. Compa-
nies that have become the leaders in this function have adopted a strategic role
for supply management, encompassing all aspects of attention to ROIC, cash
flow, and innovation, while their competitors take a more tactical view.

To phrase it another way, revenues, costs, working capital, and capital ex-
penditures are, without exception, important for any business. As a result,
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supply management—which can influence each of these areas—should, for all
of these reasons, be a corporate priority.

Is Best in Class Really Worth the
Journey (and the Investment)?

In the blogosphere, there has been an on-again off-again debate regarding best
in class. In one particular blog, Procurement Leaders, writer Steve Hall argues
that seeking to become best in class in everything is impractical, a mistake, and
an indulgence. He argues that it would be more appropriate to set and chase
achievable goals that are in line with the business.?

In the blog “Good Enough, Best, or Next—Which Do You Choose?” Sourc-
ing Innovation blogger Michael Lamoureux points out that “because you only
have so much time and so many resources at your disposal . . . you have to pri-
oritize to get the most bang for your buck.” Later, he punctuates his comments
by reminding the reader that “business is about returns, which is necessary for
sustainability of the business.”

An important take away is that best in class or next level supply management
must be evaluated with a critical business oriented perspective, rather than a
theoretical perfection objective. After all, we are competing with other corporate
priorities, each of which is seeking a share of limited corporate resources in terms
of personnel and dollars. The question becomes how does the supply manage-
ment agenda compare? Do your CEO, CFO, and your internal business unit
clients see a compelling case to support a supply management transformation?

One way to approach this challenge is to use publicly available conclu-
sions from a variety of research firms. Results from A. T. Kearney’s “Assessment
of Excellence in Procurement” study and the Hackett Group’s research on
world-class performers directionally confirm the value of striving for world-
class supply management performance. In one revealing chart (see Figure 1.6),
the performance advantage of becoming world class is indisputable.

Industry studies and research results are great for suggesting the potential, but
they often aren’t sufficient for obtaining senior management buy-in and resources.
What is most useful is to develop a candid, facts-based, current state assessment,
a desired future state, and a transformation roadmap and business case that is
specific to your company (Chapter 3 addresses this topic further). Without these
measures, the initiative will likely be viewed as a technology-based project, and
ownership will go to the chief information officer. A properly conducted review
and plan can shift the situation from battling for a small piece of your CIO’s cur-
rent IT budget pie to successfully obtaining an entirely new budget allocation to
support a well-thought-out, comprehensive transformation plan owned by supply
management (with technology as one component of that plan).

In fact, as a technology-related initiative, a key issue becomes: who has the
larger voice or control—IT or procurement? As Andrew Bartolini, chief research
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For the most part, the investments organizations make in procurement
continue to pay off in a traditional sense...

Return on investment
Ratio of total spend cost savings to the cost of procurement, 2010

11.3

176%

Nonworld class World class

Figure 1.6 It generally pays to invest in procurement
Source: The Hackett Group. Reprinted with permission

officer at research firm Ardent Partners and former vice president at Aberdeen
Group, put it, “Technology is an enabler; a means to an end—a literal solution
to a problem. Unfortunately, this often gets lost in the solution selection and
deployment processes. Successful technology deployments are driven by func-
tional and technical leaders who keep their eyes on the prize and a sharp focus
on extracting the greatest business value out of a solution.” If you allow this
debate to be characterized narrowly as a technology or IT-focused matter, then
the outcome is problematic. That’s one reason you should cast the discussion in
terms of total opportunity and transformation necessary across multiple dimen-
sions, rather than just a request to fund new tools or software.

In general, the journey to next level or best in class supply management—
when done correctly—is worth the investment. However, the specific actions,
opportunities, and investments are unique to each company and must be iden-
tified before a final recommendation can be made.

Two Case Studies: Technology Budget-
Centric vs. Opportunity-Centric

Two recent cases will help to demonstrate the difference in outcomes that is
possible. Company A made a top-down decision to implement a company-
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wide enterprise resource planning (ERP) platform. As part of the justification
for the large ERP project, each functional area of the company was asked to
estimate benefits. These benefits, mostly assumed to be efficiency improve-
ments from the implementation of ERP, were aggregated into an overall busi-
ness case for approval of the total ERP project.

The projected benefits in the supply management area were in the millions
of dollars, which satisfied the business case process. The systems integrator
confirmed for the company that these were reasonable assumptions for ERP
benefits for supply management.

As part of Company A’s approach to this ERP project, it established teams
to critically evaluate current processes as well as organization design. The ex-
ecutive in charge took this role seriously and engaged an outside, independent
advisory firm. The firm performed the candid assessment and developed a
tailored transformation roadmap described in this book. The outcome sur-
prised this company: by shifting from a technology-centric approach to an
opportunity-centric supply management transformation, the projected annual
cost structure improvement could be 20 times higher! For this company, that
was real money. Needless to say, this company’s executive team approved pur-
suing the supply management transformation roadmap, eventually becoming
extremely satisfied with the results.

Company B eventually came to the same conclusion as Company A but
through a different path. An ultra-lean company, its supply management per-
sonnel were totally consumed with day-to-day tactical buying. The concept
of strategic procurement was a distant wish. With the help of a technology
vendor and a mega consulting firm, Company B developed and presented a
business case for a best-of-breed eSourcing suite. The business case was com-
pelling: invest X (one-time) and obtain an annual benefit of two to three times
the investment. Of course, the request for capital was approved.

There was only one catch: the supply management department had ac-
knowledged in its budget request the need for a still-to-be-defined change
management program to support the new technology tools and warned of the
substantial risks if this was not done. Company B wanted a fresh perspective
on this subject before it began implementing the technology, so it engaged an
outside, independent advisory firm. The outcome was similar to what hap-
pened with Company A. By shifting from a technology-centric project view to
an opportunity-centric approach with a supply management transformation
roadmap, the projected annual cost structure improvement was projected to
be much higher—about 10 times higher!

The point of these cases is illustrated in Figure 1.7. If you view the world
through a technology lens, you restrict your understanding of the size of the
opportunity, as well as underestimate all that is required to accomplish sus-
tainable change. Technology alone will not suffice since it is really a strategy
enabler.
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Opportunity-centric
(transformation roadmap)

$ Sustainable benefit

Technology/budget-centric

$ Investment

Figure 1.7 The view affects the outcome (start with the opportunity rather than
the tools)

Source: Greybeard Advisors LLC. Copyright 2009-2010. All rights reserved.

Are There Some Areas Where Good Enough Is Okay?

Bringing about successful supply management transformation involves balanc-
ing and prioritizing a wide array of initiatives. Is it possible to shortcut some
areas without significantly impacting the capability of the supply management
organization to achieve best-in-class results? The short answer is no.

There will be significant adverse impact if you shortchange any of the six trans-
formation dimensions. Figure 1.8 identifies what is likely to happen if any one of
the six dimensions is missing or seriously shortchanged. If two or more are short-
changed, the effect is likely to be compounded. Note that we are talking about
shortchanging a dimension for a protracted period. This is different from the need
to prioritize the many elements of the transformation plan. A well-constructed
transformation roadmap, as described in Chapter 3, will often sequence the entire
menu of specific initiatives over an 18- to 36-month timeframe.

It is not an accident that strategic role, objectives, and leadership are listed in
the first three positions on the chart, followed by optimized organization and best
practices, and wrapping up with enabling technology. Note in particular that the
optimized organization dimension, which includes the professional resources that
we talk about in Chapter 5 on Talent Management, comes before technology.

Andrew Bartolini of Ardent Partners highlighted that point in an interview
with one of the authors when he said, “Great processes and technology can
only get you so far. Best-in-Class performance within a procurement depart-
ment begins and ends with its people.” In another interview, Jason Hekl, vice
president of eProcurement leader Coupa, noted that “Software does not do
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anything on its own. It’s only as good as its users.” Adds Kevin Potts, vice presi-
dent of eSourcing leader Emptoris, “To be world class in supply management, I
can’t imagine how you could do that without world class people.”

The business landscape continues to evolve at a fast pace. That creates a cli-
mate of uncertainty, volatility, and risk. In that environment, business leaders
are looking for capabilities to deliver sustainable results at a reasonable cost of
investment, combined with flexibility or minimal switching costs. New soft-
ware models, such as SaaS and cloud-based subscriptions pioneering by Coupa
in the eProcurement realm, make it possible to test out and utilize leading-
edge technology while reducing the upfront investment and sharing the risk
with the software vendor.

With that said, technology alone is not the answer and can prove to be an un-
der-adopted and underutilized asset. It needs to be understood that technology
is an enabler and not a fix. Too many senior executives perceive technology as a
painkiller—a medicine that produces a quick fix for what ails their supply man-
agement function. The long-term health of supply management though requires
a regimen—the six elements described earlier—where technology is only one
treatment. Otherwise, achieving the next level is compromised by good enough.

Concluding Thoughts

Business is about returns and results. Perform the current state assessment can-
didly and make sure that the opportunity assessment and transformation road-
map are done comprehensively. You then have the ability to understand—and

What’s a BHAG (and why is it important)?

In the classic leadership book Built to Last (James C. Collins and Jerry |. Por-
ras), the concept of BHAG was introduced. A BHAG (big hairy audacious goal)
is a common element among long-lasting, successful companies and organi-
zations. What is so powerful about a BHAG? A BHAG engages people. It is
tangible, energizing, and highly focused. People get it right away since it takes
little or no explanation. President Kennedy’s pronouncement that “We will land
a man on the moon . . . ” is a famous example of a BHAG that captured the
minds and hearts of an entire nation.

On a similar note, management guru C.K. Prahalad (who passed away in
2010) always told executives to think big. “Set ambitious goals and then fig-
ure out how to mobilize the resources to achieve them—rather than the other
way around. Most companies limit themselves because they focus primarily on
what they believe they can afford.”

Do you have a BHAG for your supply management organization? If not,
you should think about developing one. It's a valuable component of an overall
transformation plan.
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communicate—the business impact from embarking on the transformation
journey across all relevant dimensions. That is an important prerequisite for
sustainable executive support and resources.
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