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Section One

Course Introduction
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Spend Analysis and the Supply Chain

In this course, participants will:

• Learn about the strategic importance of spend analytics as a precursor to
Procurement and Supply Chain Transformation

• Be presented with a framework of where spend analytics fits in the value
creation continuum

• Take a deep dive into the intricacies of performing a comprehensive spend
analysis

PwC

analysis

• Walk through examples drawn from mining engagements with a focus on
practical solutions to address common mining industry obstacles to quality
data and information

• Be given a preview of Procurement category management and strategic
sourcing as a means to understanding why spend analytics is critical and the
opportunities it can enable.
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Spend Analysis and the Supply Chain

Upon completion of this course, participants will be able to:

• Clearly articulate the value proposition of performing a spend
analytics initiative

• Describe the necessary steps to delivering a successful project

• Understand where spend analytics fits in the overall evolution of an
organization's Procurement Transformation journey

PwC

organization's Procurement Transformation journey

• Describe what spend analytics enables in terms of strategic sourcing
and category management

• Name some of the top spend analysis software players in the North
American marketplace
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Section Two

Commonly Observed Mining Industry
Obstacles
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Typical Observations in Mining
Legacy Systems Hindering Spend Visibility

RoryRory

Calgary

AllegroAllegro PeatwickPeatwick MarshallMarshall AugustaAugusta DanvilleDanville

InIn--house EAM Systemhouse EAM System

Division One

Division Two

Division One

 One customized (in-house), single instance EAM application with sites
set-up as separate organizations

 One single database for data residing in Calgary

 Each site can see the other site’s inventory levels and item numbers

 Each site has its own set of item numbers; numbers are different for the
same material

 Sites are not standardized on the items or vendors being used

Division Two

 Quebec, PEI and Manitoba each have their own instance of the Empac
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OntarioOntario

Calgary Montreal Calgary Winnipeg

QuebecQuebec PEIPEI ManitobaManitoba

AvantisAvantis EmpacEmpac EmpacEmpac EmpacEmpac
(Mainframe)(Mainframe)

LindsayLindsay

Calgary Calgary N/A

OronoOrono
FeedFeed

PlantsPlants

MarcamMarcam

Division Three

VariousVarious
((xlsxls., doc.., doc.

 Quebec, PEI and Manitoba each have their own instance of the Empac
application; all three instances are three different versions of Empac and
have varying degrees of customization

 Each site has its own set of item numbers; numbers are different for the
same material

 Systems are not integrated, except for integration to Oracle (HQ ERP)

Division Three

 Lindsay and Orono share one instance of the Marcam application; sites
are set up as separate organizations

 Lindsay and Orono can view each other’s inventory levels and item
numbers

 The Feed Plants all use various off-the-shelf applications (e.g., MS Excel,
MS Word, MS Access, etc.) to make up their EAM capability

 Each site has its own set of item numbers; number are different for the
same material

 Systems are not integrated, except for integration to Oracle (corporate)

Oracle
Financials

• Invoices

• GL Transactions

• Invoices

• GL Transactions

• Invoices

• GL Transactions

• Invoices

• Vendor PaymentsEAM Application
Site Location

Database Location



Typical Observations in Mining
Illustrative Example One: Tiered Spending

 Significance:

 Illustrates the distribution of spend, that is directed at each vendor
annually. E.g., 11% of vendors will consider the company a
strategic customer and treat them accordingly

 65% of vendors who receive less than $25,000 annually will
generally consider the company to be an opportunistic customer
which generally precludes favourable pricing, terms or service.

1. Only 11% of suppliers have
more than $200K in spend
directed to them
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Less than 1000

15%

1000 to 5000

23%

5000 to 10000

11%

10000 to 25000

16%

25000 to 50000

10%

50000 to 100000

8%

100000 to 200000

6%

M or e than 200000

11%

Vendor Spend Tier Average

0 to 1,000 165

1,000 to 5,000 2,576

5,000 to 10,000 7,311

10,000 to 25,000 16,397

25,000 to 50,000 35,375

50,000 to 100,000 71,577

100,000 to 200,000 139,611

More than 200,000 1,611,715

All Vendors 203,346

Average Vendor Spend by Tier

directed to them

2. 17% of suppliers receive
more than $100K in spend
annually

3. 65% of suppliers receive
under $25K annually



Typical Observations in Mining
Illustrative Example Two: Spend Disaggregation

1. Total bearing spend for Div 1 is
approx. $2.1M – of which Ann
Arbour Ind. supplies $997K under a
strategic alliance contract

 Significance:

 By examining the distribution of spend within a nutrient group
allows Users to identify leakage (in the case where a strategic
contract is in place) and/or volume/ vendor consolidation
opportunities

PwC

Row Labels PHO POT Grand Total

BEARING 2,142,206$ 2,389,908$ 4,532,114$

APPLIED INDUSTRIAL TECHNOLOGIES 997,227$ 2,013,681$ 3,010,908$

GIW INDUSTRIES INC 532,707$ -$ 532,707$

MOTION INDUSTRIES INC 391,299$ 391,299$

SOURCE ATLANTIC 309,646$ 309,646$

ELLIOTT COMPANY 91,348$ 91,348$

WEIR CANADA INC 66,581$ 66,581$

WEIR HAZELTON INC 36,137$ 36,137$

WEIR MINERALS-LEWIS PUMP 35,046$ 35,046$

NEW LOGIC RESEARCH INC 32,808$ 32,808$

FLANDERS ELECTRIC MOTOR SERVICE INC 25,634$ 25,634$

Div 1 Div 2

Ann Arbour Industrial Supply

Northbrook Industries

Motive Industries

Source Alliances

Weitz & Co.

Weitz & Bro.

Minacs Tool Co.

Algorithmics Electric Inc.

Fujitsu Motors

9

2. The next three vendors supply
approx. $1.015M

3. Total bearing spend for Div 2 is
approx. $2.4M – of which Ann
Arbour Ind. supplies $2.01K under a
strategic alliance contract

4. Source Alliances supplies an
unusually large amount of spend for
Bearings with an amount of $309K.
Is this leakage off-contract or is it a
case of Source supplying a site where
Ann Arbour cannot reach?



Typical Observations in Mining
Illustrative Example Three: Spend vs. Vendor Count vs.

Transaction Count

 Requirement: the ability to examine and compare
spend levels against transaction count as well as
vendor count.

 Significance:

 By examining the distribution of spend against transaction
count and vendor count, for a given category, the User is
able to identify anomalies that would drive higher total
cost of ownership. In the case identified below, having to
manage more than 200 vendors for less than 3% of total
spend is not strategic.

70% 300

% of Spend

% of Transactions

1. For this category, % of spend and % of
transactions is under 3% of total spend and
transactions
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2. For this same category, the number of
vendors is > 200, a number that is
significantly disproportionate to the overall
percentage of spend

3. For this category, % of transactions is more
than 10% of total transactions while % of
spend is less than 3% of total spend.

4. For the same category, the number of
vendors is >160, a number that is
significantly high given the overall
percentage of spend and transactions



Sample Spend Reporting

BO
CE

CF

CL

EC

EL

PV

RE

TG

Code Category Description Spend Vendors

BM Building Materials 7,392,005 99

BO Boilers, Sootblowers, Ash Handling and Fans 6,020,055 90

CE Chemicals, Gases & Lab Supplies 22,911,114 141

CF Coal Optimization Feeders & Parts 3,179,063 38

CL Coal Fuel and Transportation 32,001,817 2

EC Electronic Equipment, Resistors, Capacitors 3,246,735 140

EL Electrical, Motors & Transformers 12,788,289 343

ES Electrostatic Precipitators & Scrubbers 410,722 17

Material Categories
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EL

ES

EX

FL

HF
IC

IM

IT

MA

MQ

OE

PT

PU
ES Electrostatic Precipitators & Scrubbers 410,722 17

EX Explosives and Accessories 4,348,972 4

FL Fuels & Lubricants 40,975,932 80

HF Heavy Equipment and Fleet Vehicles 39,482,133 145

IC Instrumentation, Controls and Meters 9,642,204 240

IM Integrated Materials 17,471,648 746

IT Information Technology 9,740,449 127

MA Metals and Plastics 8,492,778 135

MQ Machines and Equipment, Other 5,555,965 129

OE Office Equipment and Supplies 5,786,649 272

PT Power Transmission Equipment 2,550,849 91

PU Pumps & Parts 3,458,093 143

PV Pipes, Valves & Fittings 9,157,678 316

RE Rental Equipment 14,095,259 199

TG Turbines, Generators, Heat Exchgrs & HRSG 49,099,711 70

307,808,118

 The most spend is directed towards
Turbines & Generators, Fuels and Lubes,
and Heavy & Fleet Vehicles, with these 3
categories comprising 42.1% of qualified
materials spend.



Sample Spend Reporting

SC20

SC1

SC16

SC11

SC12

SC13
SC14

SC17
SC18

SC19SC15

Code Commodity Description Spend

SC1 Construction Services 70,142,570

SC2 Engineering Services 24,236,441

SC3 IT Services 10,400,309

SC4 Laundry Services 275,527

SC5 Maintenance Services 146,552,459

SC6 Maintenance Srvcs - Thermal Units 3,666,869

Service Categories
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SC2

SC3

SC4

SC6

SC8

SC5

SC9

SC10 SC8 Pest Control 211,001

SC9 Professional Services - Consulting 38,623,056

SC10 Security Services 1,462,395

SC11 Temp Services 2,422,048

SC12 Professional Services - Legal 24,509,756

SC13 Professional Services - Audit 1,843,893

SC14 Freight 5,847,385

SC15 Food Service / Cafeteria / Catering 28,063

SC16 Janitorial & Septic Services 4,675,721

SC17 Telecom and Data Network Srvcs 5,764,155

SC18 Laboratory Services 766,863

SC19 Diving and Underwater Services 980,242

SC20 HR/Payroll/Benefits Services 484,702

342,893,454

 Maintenance (incl. testing and inspection)
services comprised the vast majority of
Services, with about 43.8% of the spend.



Sample Spend Reporting

25,000 to 50,000

2%

50,000 to 100,000

1%

M or e than

200,000

0%

100,000 to

200,000

1%

Distribution of Spend per Transaction

 This chart illustrates the distribution, along spend
tiers, of spend per transaction (e.g., 55% of
transactions are under $1,000)

 Similarly, 79% of transactions are under $5,000, and
they only comprise 3% of qualified spend.
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0 to 1,000

55%

1,000 to 5,000

24%

5,000 to 10,000

6%

10,000 to 25,000

7%

0%

Cr edi t s

4%

 652 or 20.4% of all vendors had only one
transaction during this period

Trx Value Tier Average

Credits (13,139)

0 to 1,000 297

1,000 to 5,000 2,376

5,000 to 10,000 7,015

10,000 to 25,000 15,435

25,000 to 50,000 34,748

50,000 to 100,000 68,682

100,000 to 200,000 140,361

More than 200,000 708,630

All Transactions 7,326

Average Transaction
Value by Tier



Sample Spend Reporting

Filter, Air, 20" x 20" x 2"
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Price Differentials for Duplicate Items
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The same item was purchased 7 times from 4 vendors at a range
from $4.16 to $7.47 with a $2.01 (30%) spread from the lowest price

to the average.

-

50
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4.00 5.00 6.00 7.00 8.00
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McGregor-Sharp Filtering Advanced Filter & Mechanical

BGE Service & Supply Norspec Filtration



Section Three

The Strategic Importance of Spend
Management
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Spend Visibility vs. Analytics vs. Optimization

Spend Visibility is capability to view an organization’s spend data. It is the process of collecting,
mapping, cleaning, standardizing, normalizing and refreshing enterprise spend data.

Spend Analytics is the capability to interpret cleansed data so that conclusions can be made. Analytics
goes beyond visualizing (describing) data by helping Users to predict what may happen in future
scenarios.

Spend Optimization is the capability to prescribe and manage future outcomes. In the case of
Procurement, category management is the prescriptive capability to manage business benefits.
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Stochastic Optimization
How can we achieve the best outcome
including the effectsof variability? Spend

Optimization
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Descriptive

Prescriptive

Predictive

Based on: Competing on Analytics, Davenport and Harris, 2007
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Standard Reporting

Ad hoc reporting

Query/drill down

Alerts

Simulation

Forecasting

Predictive modeling

Optimization

What exactly is the problem?

What will happen next if ?

What if these trends continue?

What could happen…. ?

What actions are needed?

How many, how often, where?

What happened?

How can we achieve the best outcome?

Spend
Visibility

Spend
Analytics

Optimization



Spend Management
The Underlying Inability to Improve

Commonly observed gaps in mining:

• Unable to easily view current and historic spend (volume/dollar amount) for all materials/services across multiple
sites, divisions and enterprise wide

• Unable to view consolidated spend (volume/dollar amount) for all items across sites, divisions and enterprise wide

• Unable to assess whether the same material/service was procured at the same/similar price across sites,
divisions and enterprise wide

• Unable to compare material/service supply vendors across operating sites, divisions and enterprise wide

View

Compare

V
is

ib
il

it
y
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• Unable to drill-down or roll-up spend data within and across operating sites, divisions

• Unable to consolidate material spend for purposes of vendor/sourcing discussion

• Unable to identify material standardization opportunities

• Unable to identify vendor consolidation opportunities

• Unable to identify volume consolidation opportunities

• Unable to compare material/service consumption vs. business growth/EAM demand

• Unable to form a baseline for operational improvements

• Unable to proactively manage cost, quality, service value equation

• The lack of spend visibility is a significant barrier to continually improving the supply side value
equation

Consolidate

Analyze

Improve

Conclusion
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Evolution of Spend Management
Visibility, Analytics and Beyond..

CategoryCategory
ManagementManagement

Value ChainValue Chain
IntegrationIntegration
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8 - 12%

12 – 14+

Portfolio and Category Management

• Focus on demand and supply integration

• Focus on end-to-end TCO

Supply Chain, Supplier and Customer Integration

• Cross supply chain integration with toolset enablement

• Deep supplier and customer integration

• Leveraging shared service delivery models

Industry leaders are here
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Innocence Awareness Understanding Competence Excellence

Spend
Visibility

Spend
Analytics

StrategicStrategic
SourcingSourcing
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0 – 3%

3 – 8%

8 - 12%

Spend Visibility and General Procurement

• Generating enterprise wide spend visibility with drilldown capability

• Understanding how and where the organization is spending

Leveraging Spend for Value Creation

• Focus on analyzing spend for value creation opportunities

• Understanding spend for leverage purposes

Strategic Sourcing and Procurement

• Business influence and focus

• Supply side TCO focusMost companies are here



Evolution of Spend Management
Benchmarking the Usage of Spend Analytics

 of organizations currently rely on manual tools
to collect and analyze spend data,

resulting in limited spend visibility and the inability to
improve cost savings

 of organizations identified data quality as the
top challenge to an effective spend analysis

program.

 of enterprises indicated that leveraging
technology for spend analysis is a top strategy

Excellence
60%

42%

38%

Leading companies with Spend Management solutions achieved
the following:

• A 2% to 12% reduction in material costs through informed sourcing

• A 50% reduction in off-contract spending

• A 20% to 70% reduction in inventory levels

• A 5% to 50% reduction in inventory costs

PwC 19

technology for spend analysis is a top strategy

 higher contract compliance for Best-in-

Class organizations compared to All Others, after
spend analysis initiatives have been implemented

 more likely to provide reporting down to
the transaction level for Best-in-Class

enterprises, resulting in savings rates that are 9%
higher than all other enterprises

 more likely to use spend solutions to
capture spend data from multiple sources, for

Best-in-Class enterprises, thus enhancing spend
visibility and resulting in 80% more spend placed
under the management of Procurement than in
other enterprises

Innocence

30%

40%

60%

• A 5% to 50% reduction in inventory costs

• A 20% decrease in redundant or unnecessary part introductions

Source: AberdeenGroup, Spend Analysis : Working Too Hard for the Money

Source: AberdeenGroup, Spend Analysis : Working Too Hard for the Money

Source: AberdeenGroup, Spend Analysis : Working Too Hard for the Money



Evolution of Spend Management
Positively Impacting the Value Equation

Spend analytics forms the foundation for making better, more
informed Sourcing decisions. Benefits are typically achieved by:

1. Identifying opportunities to aggregate spend and
negotiate superior contracts

• Aggregating spend volume enhances buyer influence on the
overall supply market stronger value equation in service,
quality and cost

2. Identifying and reducing non-compliant spend

• Tangible data on contract and vendor compliance

Managing the Value Equation:

Quality ~ Cost ~ Service

Using the Procurement levers:

Contracting + Compliance + Performance Mgmt

Results in:

Reduced Total Cost of Ownership (TCO)
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• Tangible data on contract and vendor compliance

• Continuously improve spend compliance  fulfill buying
commitments to the Vendor community

• Tie Vendor commitments to contracts and Buyer
commitments to contracts improve the value delivered for
the total cost of ownership and/or maintain its value
delivered with lower total cost of ownership

3. Improving Procurement operations, the use of
Procurement resources and Supplier performance

• Gives Procurement a foundation to focus on strategic
management

• Procurement can base Sourcing decisions on real data and
manage change through the tracking of Vendor performance
on the backend.

T C OT C O

CostQuality

Service

Contracting

Compliance

Performance
Management



Evolution of Spend Management
Benefits in Mining, Chemicals, and Petroleum

Observed Mining, Chemicals and Petroleum
Industry Benefits:

1. Sourcing and Supplier Management:

• Unleveraged spend – indentified new
opportunities to proactively manage spend into
current contracts

• Purchasing leverage – demand aggregation and
volume discounts

• Supplier consolidation – reduced base

• Commodity budget compliance – control
demand to impact/align with budget

3. Quality and Safety:

• Visibility into materials and services being
consumed better manage quality

• Visibility into Supplier spend and volumes
 embed quality into Supplier contracts

• Quality is a total cost of ownership
component
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• Supplier consolidation – reduced base

• Vendor management – rebate management

• Product standardization – reduced variability
results lower cost of ownership

• Merger integration – overlapping spend with
vendors under different contracts, items,
vendor/ distributors

2. Compliance:

• Off-contract spend reduction – achievement of
volume commitments

• Management oversight – consequences applied
for non-compliance

• Contract management – compliance and
monitoring for overcharges, service levels, etc.

component

4. Inventory Reduction:

• Spend visibility allows the Procurement
group to track how much is bought, vs.
how much is consumed, vs. how much is
stocked, vs. how much is lost to waste

• Visibility to frequency of use and order
cycle time leads to enhanced demand
management which has a direct impact on
inventory management and/or reduction



Section Four

The Framework for Performing Spend
Management
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Strategic Guiding Principles

Business Drivers Implication on Spend Visibility

Inability to accurately comment
on spend levels for specific
vendors or categories.

In order to generate accurate views of spend levels:

• Data must be cleansed, categorized and standardized

• The right data elements must exist and must be populated

• Tools must be adopted to consolidate, analyze and report on data sets

Examining ways to reduce total
cost of ownership

In order to determine (and reduce) the total cost of ownership, the
organization must have:

• A deep understanding of its spending and what it is getting (quality, service,
value) in return for those dollars

• A feedback mechanism to determine whether Vendor contracts are being

PwC 23

• A feedback mechanism to determine whether Vendor contracts are being
adhered to, and whether volume commitments to strategic alliances are
being fulfilled

• A reporting/dashboard mechanism to summarize both Buyer and Vendor
performance so that continual improvements can be made on both sides

Examining ways to leverage
enterprise-wide spend volume

In order to leverage enterprise-wide spend volume:

• View applicable spend data (item level, costs, contracts, vendor level) across
divisions, operating sites

• Sign contracts with a focus on TCO

Desire to increase Procurement
visibility and effectiveness

• Must focus its collective efforts on strategic initiatives while leveraging
technology to enable transactional activities

• Must first understand where supply chain value is generated and at what
(total) cost to the organization.



Spend Management Framework
An Interim Solution to Enable Opportunity Capture
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• Data repository hosted by vendor
• Data workbench hosted by vendor
• Data extracts based on User
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Illustrative Example

Marcam

Source
Systems

Extract/Transform/Load
(Spend Visibility)

Business Intelligence
(Spend Analytics)

Opportunity Capture
Business Intelligence

(Supply Chain)
Legacy/
Source

Wave 1

Wave 2

Wave 3

Illustrative
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Supplier

Data Consolidation &
Normalization

• De-duplication
• Quality cleansing
• Standardization
• Normalization
• Classification/

commodity coding

Data Enrichment

Vendor Enrichment

Item Enrichment

Quality Review

Implement Sourcing and
Procurement

Manage
Performance

Supply Chain Target Actual
Actual
R/Y/G

Forecast
F-Cast
R/Y/G

Stockouts (Packaging & Shipping) 0 0 G

Downtimes (Packaging & Shipping) 0 0 G

Improve Supplier Quality Target Actual
Actual
R/Y/G

Forecast
F-Cast
R/Y/G

Plant Disruptions (Quality) 0 2 R

Sourcing Project Delivery T921 / 922
Dec-05

Celta Major
Mar-06

VE / WM
Jul-06

S4400
Jul-06

T966 / 968
Nov-06

Supplier Performance Status G G Y G N

Vendor Evaluation (60% Full @ MVBS1)

Red Launch Alerts

Major Disruptions (Zero Between MVBS and STC)

Current / Future Business Target Actual
Actual
R/Y/G

Forecast
F-Cast
R/Y/G

Material Performance "06 Gross" 3.41% 2.18% R 2.20% R

Material Performance STRETCH: 10% by 2007 10.0% 2.18% R 2.20% R

Supplier Footprint (% APV Expenditure by Dec 2006) 63% 38% R

Supplier Footprint (% APV Expenditure by Dec 2007) 79% 45% R

Global Sourcing ($M Savings - 2006 Impact) $4.8 $0.6 R

Global Sourcing (Total $M Savings - Multi-year) $8.0 $1.5 R

2006 Budgeted APV $M: $456 Data as of Oct 27, 2006

2011 - Production
Category Manager Name

More Difficult

Ease of Implementation

Easier to Implement

Avantis

Empac

MS ExcelMS Excel

Oracle
AP & GL

Empac

Empac

Wave 3



Spend Management Framework
A Longer Term Solution Aligned with Corporate Applications

Descriptive Analytics
Reporting
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Illustrative Example

ERP/ Data
Sources

Functional Applications

JDE

AP Data
GL

Data

Business Intelligence
(Spend Visibility and Analytics)

Opportunity Capture
Business Intelligence

(Supply Chain)
ERP/ Source Systems

Wave 1

Wave 2

Wave 3

Illustrative
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Oracle

AP Data
GL

Data

Implement Sourcing and
Procurement

Manage
Performance

Supply Chain Target Actual
Actual
R/Y/G

Forecast
F-Cast
R/Y/G

Stockouts (Packaging & Shipping) 0 0 G

Downtimes (Packaging & Shipping) 0 0 G

Improve Supplier Quality Target Actual
Actual
R/Y/G

Forecast
F-Cast
R/Y/G

Plant Disruptions (Quality) 0 2 R

Sourcing Project Delivery
T921 / 922

Dec-05
Celta Major

Mar-06
VE / WM
Jul-06

S4400
Jul-06

T966 / 968
Nov-06

Supplier Performance Status G G Y G N

Vendor Evaluation (60% Full @ MVBS1)

Red Launch Alerts

Major Disruptions (Zero Between MVBS and STC)

Current / Future Business Target Actual
Actual
R/Y/G

Forecast
F-Cast
R/Y/G

Material Performance "06 Gross" 3.41% 2.18% R 2.20% R

Material Performance STRETCH: 10% by 2007 10.0% 2.18% R 2.20% R

Supplier Footprint (% APV Expenditure by Dec 2006) 63% 38% R

Supplier Footprint (% APV Expenditure by Dec 2007) 79% 45% R

Global Sourcing ($M Savings - 2006 Impact) $4.8 $0.6 R

Global Sourcing (Total $M Savings - Multi-year) $8.0 $1.5 R

2006 Budgeted APV $M: $456 Data as of Oct 27, 2006

2011 - Production
Category Manager Name

More Difficult

Ease of Implementation

Easier to Implement

Oracle Business
Intelligence

Supplier

Oracle

AP Data
GL

Data

Wave 3



Spend Management Framework
Integrated Procurement Framework: Visibility is the Focal Point

Strategic
Sourcing
& Vendor

Management

Supply
Market

Intelligence

Market IntelligenceRequisition
To

Pay (RTP)

RTP Requirements

RTP Automation

 Spend visibility is both an enabler and a gatekeeper for the different dimensions of an
integrated Procurement framework

 Spend management allows the other stakeholders to form a baseline and report against
compliance and performance
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Section Five

The Bigger Picture
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Strategic Spend Management
Vision and Strategy to Enable Category Management

Procurement’s Role in Enabling the Business

• As energy, commodity and labour prices continue to fluctuate, so will supply prices, lead time and constraints

• Businesses need to constantly review and monitor their supply bases and modify the contracts and working
agreements to collaboratively respond to supply market challenges

• Procurement can proactively enable category management and the basis of accuracy is the constant renewal of spend
data so the organization is constantly aware of its current spend and buying positions

• A proper category management approach will allow the organization to better manage its business goals and total cost
of ownership

What are you buying? How much are you buying? Who are you buying from? How often are you buying?
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Determine
Business

Req’ts

Conduct
Supply
Market
Analysis

Develop
Category
Strategy

Evaluate
Suppliers/
Negotiate

Refine/
Award

Contract &
Plan

Transition

Manage
Supply Base

and
Stakeholder

Review
Compliance
& Manage

Perf.

What does the business need? E.g., specs, quality, service

What does the supply market look like? No. of vendors compared to buyers?

How do you want to manage this category?

Conduct RFP for new alliance or renegotiate existing strategic alliances

Redefine contract (cost, quality, service); plan transition (if any)

Supplier relationship and performance management

Conduct periodic reviews of spend compliance and performance (e.g., VoC)

Generate Visibility

Conduct Spend
Analytics

What are you buying? How much are you buying? Who are you buying from? How often are you buying?

Are there opportunities
to buy smarter?



Strategic Spend Management
Vision and Strategy to Enable Category Management

Generate Visibility
Determine
Business

Conduct
Supply Market

Develop
Category

Evaluate
Suppliers/

Refine/ Award
Contract &

Plan

Manage
Supply Base

and

Review
Compliance &

Category Management

Procurement’s Role in Enabling the Business

• The following is a typical approach for the business and Procurement to collectively leverage the various spend reports
coming out of a spend analysis evaluation.

• Each category of spend will have specific findings associated to that category and its spend profile. Typically, the
category management approach is used to course correct and capture opportunities identified in the spend analysis

PwC 29

Conduct Spend
Analytics

Req’ts
Supply Market

Analysis Strategy Negotiate
Plan

Transition
and

Stakeholder
Manage Perf.

 Comprehensive analysis of
company wide spend
 Comprehensive

understanding of engaged
Vendors
 Development of

hypothetical opportunities

 Understand Supply market
dynamics – global, regional,
local
 Develop global sourcing

expertise
 Understand and leverage

parent-child relationships
 Understand and leverage

OEM-supplier-distributor-
reseller-installer relationships

 Develop Category strategy and
discipline
 Balance business need/ desire vs.

Procurement expertise
 Proactively managing Category
 Develop Category expert roles/

resources
 Maintain supply market price index

 Establish cyclical Supplier
evaluation
 Identify Suppliers who bring

enhanced value equation
 Determine shortlist of

Suppliers for RFP event
 Run RFP and evaluate

responses

 Refresh existing contracts if
staying with same Supplier
 Award/ negotiate new contracts

for successful RFP bidders
 Develop transition plans for

new materials/ services,
contract terms, and ways of
working

 Develop/ maintain
Supplier performance
scorecard
 Implement/ refine

feedback mechanism from
the business
 Proactively manage

feedback to Suppliers
 Manage change for both

Supplier and business

 Implement quarterly Supplier
reviews
 Implement balanced scorecard

for both Suppliers and
Procurement group
 Manage internal and external

performance

 Accurate data
 Standardized, normalized,

harmonized data
 Enhanced data, consistent

across business units and
functions



Spend Analytics Framework
Strategic Spend Management Use Cases Enabled by Spend
Visibility

• Estimate capacity utilization

• Leverage Industry cyclicality

• Identify industry capital inflows

• Manipulate supplier incentives

• Model should-be costs• Drive supplier business process improvements

• Source from low cost regions

• Induct new suppliers

• Eliminate underperforming/niche suppliers

• Develop mega-suppliers
Exploit
Industry
Trends

Optimize
Supply

Base

Levers of Sourcing Strategy
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• Pool volume across units

• Globalize sourcing

• Combine volume from different commodity categories

• Use market basket approaches

• Evaluate Make vs. Buy

• Engage contract manufacturers and orig.

design manufacturers

• Contract with sub-tier suppliers

• Standardize specifications

• Re-engineer product

• Evaluate design trade-offs

• Implement Design to target cost

• Model should-be costs

• Conduct Best-BOM analysis

• Analyze Total Cost of Ownership

• Create preferred parts lists

• Implement demand management

policies

• Manage Product EOL transitions

• Share productivity gains

• Reengineer joint processes

• Deploy Vendor managed inventory

Manage
Demand

Consolidate
Volumes

Re-design
Supply
Chain

Rationalize
Product

Specifications

Analyze
Costs

Drive Process
Improvements



Section Six

Getting Started – Vendor Market Scan
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Market Scan of Spend Analytics Tools
Vendor Marketplace

Spend Analysis Leading Practices

• Start with a standard classification code schema such as the UNSPSC (United
Nations Standard Products and Services Code) for category level spend
analysis, and append it when the standard schema is insufficient

• Maximize spend analysis output by governing master data informally,
maintaining classification codes in e-catalogs, utilizing purchase orders for
line item detail and leveraging data from any source system that contains
purchase transaction details.

• Get as much spending as possible into electronic catalogs, because you can
hard-code the desired category classification into product and service
descriptions.

Top Vendors in the Spend Analysis Marketplace
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descriptions.

• Get as much as spending as possible on purchase orders so you have line item
descriptions to work with.

• If you use a scanning service for incoming invoice data entry, inquire whether
your scanning vendor can utilize data from the invoice to assign category
classification codes while they are scanning.

• Ask targeted suppliers to provide a download of details of their transactions
with you as a supplement to your internal data, especially when delving into a
particular category of spending as a project.

• Hard-code the desired category into internal item part master records.

• Assign stewardship roles in the business to govern and maintain the rules
regarding who can create new supplier master records and under what
circumstances.

• Define process steps, and assign stewardship roles for creating and changing
category code schemas

Source: Gartner Research: Spend Analysis Best Practices 2 September 2011

Source: Gartner Research: Spend Analysis Best Practices 2 September 2011



Market Scan of Spend Analytics Tools
Product Suite Coverage

Generate Visibility
Determine
Business

Conduct
Supply Market

Develop
Category

Evaluate
Suppliers/

Refine/ Award
Contract &

Plan

Manage
Supply Base

and

Review
Compliance &

Category Management
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Conduct Spend
Analytics

Req’ts
Supply Market

Analysis Strategy Negotiate
Plan

Transition
and

Stakeholder
Manage Perf.

Spend
Analysis

Enterprise
Contract

Management

Supplier
Lifecycle

Management
Sourcing Suite Reporting

Virtual Supply
Master

Telecom Mgmt
Services Proc.

Spend
Analysis

Contract
Management

Sourcing
Supplier

Management
Ariba Discovery

Travel & Exp.
Services Proc.

Procure-to-
Pay

Procurement
Content/ Catalog

Spend
Analysis

Contract
Management

Sourcing
Supplier

Management

Financial
Savings

Management



Section Seven

Summary
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Summary

• Spend visibility vs. analytics vs. optimization

- “Find the money, Get the money, Keep the money”

• The evolution of spend management

- Visibility Analytics Sourcing Category Management
Value Chain Integration

PwC

Value Chain Integration

• Spend management is not about squeezing the supplier

- Value equation: Service, Cost, Quality

• Spend management framework

- Accurate, comprehensive, analytics, opportunity prioritization,
leverage points, backend monitoring
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