Project Charter # 3

Material Family-Spend Optimization

Product Family  4111

MEASURING AND TESTING AND OBSERVING INTRUMENTS   

February 18, 2008

Overview

This document discusses the business case and approach for optimizing spend for UN/SPSC Family code 4111 – Measuring, Testing and Observing Instruments.  Specific areas of opportunity include:  

1. Supplier Integration - implementation of e-catalog or e-connectivity with a supplier that is currently a major NATCO strategic supplier.

2. Alternative Buying Channels  

a. implement a p-card program for small value transactions, single transactions with a supplier or field transactions in order to reduce transaction costs and improve requester responsiveness.

b. Implement structured POs (supplier contacts/framework agreements) and schedule releases against these agreements.

c. Implement vendor managed inventory for low value, high use products.

3. Concentration / Leverage – reduce the number of suppliers and concentrate spend to gain leverage (price), reduce transaction costs (fewer, larger POs) and reduce relationship / coordination costs of fewer suppliers.

	FAMILY
	Description
	 
	Total Family Spend, 18 mth
	Total Line Items  
	Spend per line item

	4111
	Measure & Test Instruments 
	
	$7,958,971
	3647
	$2,182 

	 
	 
	 
	 
	 
	 


Figure 1. Product Family 4111:  NATCO approximate 18 month spend.

Analysis: FAMILY 4111

Analysis of an eighteen month purchasing transaction set  (Figure 2) shows that NATCO currently purchases from approximately 200 suppliers (some suppliers provide more than one product class) where the average spend per purchase order line Item was less than $1500. These purchases accounted for only 0.1% of the total spend for this family, yet 27% of the total line items.  For most classes of products in this family, there are multiple suppliers.  Temperature and heat measurement instruments in particular accounted for 19% of line items but only 6% of the total spend volume for this family.  With 81 suppliers and 696 line items, temperature and heat measurement instruments need particular attention to supplier consolidation, p-card use, or an alternative inventory management approach.  Pressure measuring and control instruments have 113 suppliers with 1707 line items over the study period and is another high candidate for supplier consolidation and alternative buying channel.
	FAM 4111 CLASS
	 
	Description
	# Suppliers
	Total Spend
	#  Line Items
	$ per   Line
	$ per supplier

	41115700
	
	Chromatographic measuring instruments and accessories 
	6
	$60,756
	11
	$5,523
	$10,126

	41112300
	
	Humidity and moisture measuring instruments 
	4
	$42,096
	8
	$5,262
	$10,524

	41111500
	
	Weight measuring instruments 
	6
	$55,986
	11
	$5,090
	$9,331

	41113700
	
	Electronic and communication measuring and testing instruments 
	8
	$47,806
	10
	$4,781
	$5,976

	41112100
	
	Transducers 
	19
	$190,127
	55
	$3,457
	$10,007

	41111900
	
	Indicating and recording instruments 
	92
	$1,382,274
	486
	$2,844
	$15,025

	41112400
	
	Pressure measuring and control instruments 
	113
	$4,710,093
	1707
	$2,759
	$41,682

	41112500
	
	Liquid and gas flow measuring and observing instruments 
	70
	$808,553
	365
	$2,215
	$11,551

	41113100
	
	Gas analyzers and monitors 
	12
	$41,827
	20
	$2,091
	$3,486

	41115600
	
	Electrochemical measuring instruments and accessories 
	5
	$14,063
	11
	$1,278
	$2,813

	41113300
	
	Liquid and solid and elemental analyzers 
	3
	$4,760
	4
	$1,190
	$1,587

	41111700
	
	Viewing and observing instruments and accessories 
	11
	$17,376
	19
	$915
	$1,580

	41112200
	
	Temperature and heat measuring instruments 
	81
	$482,496
	696
	$693
	$5,957

	41114600
	
	Metals and metallurgy and structural materials testing instruments 
	1
	$612
	1
	$612
	$612

	41114500
	
	Mechanical instruments 
	1
	$535
	1
	$535
	$535

	41111800
	
	Non destructive examination equipment 
	9
	$40,875
	83
	$492
	$4,542

	41113600
	
	Electrical measuring and testing equipment 
	30
	$22,937
	49
	$468
	$765

	41111600
	
	Length and thickness and distance measuring instruments 
	15
	$8,771
	20
	$439
	$585

	41114400
	
	Meteorological instruments 
	3
	$4,444
	12
	$370
	$1,481

	41116500
	
	Instrument parts and accessories 
	22
	$15,478
	47
	$329
	$704

	41115300
	
	Light and wave generating and measuring equipment 
	7
	$2,706
	9
	$301
	$387

	41115800
	
	Clinical and diagnostic analyzers and accessories and supplies 
	1
	$489
	2
	$244
	$489

	41113400
	
	Nuclear evaluation instruments 
	2
	$1,082
	5
	$216
	$541

	41113000
	
	Chemical evaluation instruments and supplies 
	9
	$2,118
	10
	$212
	$235

	41116100
	
	Manual test kits and quality controls and calibrators and standards 
	4
	$709
	5
	$142
	$177

	 
	 
	 
	 
	$7,958,971
	3,647
	$2,182
	 


Figure 2.   Product Family 4111, Measuring, Testing and Observing Instruments.

Supplier integration should be explored with larger vendors of this family of products, expanding multiple site participation for specific suppliers and looking for opportunities to consolidate business for this family of products with a few large suppliers (taking into consideration, of course, the need for local supply for specific commodities).   Figure 3 illustrates the top suppliers for this family; these are possible candidates for integration and consolidated procurement. 

Over 50 locations purchase Measuring, Testing and Observing Instruments and there are a total of 351 currently used suppliers for this product family. The top 16 suppliers listed in Figure 3 account for 75% of the dollar value of 4111 purchases. This means that over 335 suppliers are being used for low dollar transactions and could be eliminated in favor of taking the business to larger suppliers.  Reduction in supplier relationship management costs and opportunities for price leverage are possible benefits. 

Invalco and Norriseal are the top two suppliers by volume and classes of products sold to NATCO, yet their site coverage is low compared with other suppliers in this list (MPI Warehouse for example). One point of exploration is whether these two suppliers can expand their coverage to other sites.  For these suppliers, and even others with lower spend, note the significant number of purchase orders involved. It is likely that opportunities will be revealed for elimination of many POs through PO releases against contract, vendor managed inventory, p-cards, as well as supplier consolidation. It may also be discovered that these suppliers have capabilities for other classes of products within family 4111, as well as capabilities for other product families.  Invalco, for example, supply 93 more classes of product besides those six classes within 4111; serving just 3 sites.  Norriseal provides an additional 51 classes, yet only serve 9 sites.

	 
	ALL FAMILIES
	 
	FAMILY 4111

	FAM 4111 Top Vendors
	Total Spend 
	Total POs
	 % Sites
	Sites
	# Classes
	 
	 Spend
	 Line Items
	 Spend per Line
	# Classes

	INVALCO, INC. 
	$5,514,541
	2417
	4.6
	3
	98
	 
	$1,130,773
	532
	$2,126
	5

	NORRISEAL 
	$4,315,037
	1385
	13.8
	9
	56
	 
	$1,790,522
	439
	$4,079
	5

	QUEST-TEC SOLUTIONS INC. 
	$628,183
	188
	7.7
	5
	17
	 
	$318,923
	136
	$2,345
	3

	CAMERON'S MEASUREMENT 
	$2,274,174
	421
	4.6
	3
	42
	 
	$333,760
	126
	$2,649
	6

	MPI WAREHOUSE SPECIALTY CO INC 
	$972,082
	470
	30.8
	20
	53
	 
	$150,012
	94
	$1,596
	6

	THE WELLMARK COMPANY 
	$842,227
	528
	4.6
	3
	30
	 
	$247,069
	92
	$2,686
	1

	VINSON PROCESS CONTROLS 
	$2,274,174
	421
	4.6
	3
	42
	 
	$235,003
	88
	$2,670
	4

	BARCLAY 
	$599,949
	299
	23.1
	15
	26
	 
	$112,519
	77
	$1,461
	4

	ROSEMOUNT INC 
	$777,189
	111
	21.5
	14
	21
	 
	$309,274
	59
	$5,242
	7

	NUFLO MEASUREMENT SYSTEMS 
	$154,746
	70
	1.5
	1
	30
	 
	$100,610
	47
	$2,141
	3

	J.W. MEASUREMENT 
	$850,289
	176
	4.6
	3
	37
	 
	$135,526
	41
	$3,306
	4

	FISHER CONTROLS INTL INC.* 
	$1,644,742
	90
	9.2
	6
	29
	 
	$307,183
	37
	$8,302
	4

	JET SPECIALTY, INC. 
	$650,577
	176
	4.6
	3
	41
	 
	$210,300
	20
	$10,515
	4

	EMERSON PROCESS MANAGEMENT 
	$272,332
	11
	1.5
	1
	5
	 
	$266,947
	12
	$22,246
	3

	K-TEK CORPORATION 
	$187,158
	14
	20.0
	13
	7
	 
	$169,949
	10
	$16,995
	1

	AMETEK DREXELBROOK 
	$176,051
	12
	3.1
	2
	30
	 
	$146,930
	9
	$16,326
	1

	 
	$22,133,451
	6789
	 
	 
	 
	 
	$5,965,301
	1819
	 
	 


Figure 3.  Top Suppliers of Family 4111. Measuring, Testing and Observing Instruments
Investigation of alternative buying channels by commodity will reveal opportunities beyond the standard NATCO PO approach. There are significant opportunities for 4111 product classes to optimize spending, resulting in reduction in number of suppliers and consequent supplier relationship costs, improved ease of procurement, lower transaction costs, and gains in leveraged pricing. 

For example, if all the purchases less then $1500 were done using p-cards, approximately 300 POs would be eliminated per year (assuming an average of 3 line items per PO) for a PO transaction savings cost of $45,000 per year (assuming transaction cost per PO of $150) vs approximate p-card transaction cost (assuming $8 each) for these purchases of $2,400.  Additional POs may be eliminated though the use of other buying channels such as structured POs and VMI.  

Approach

· Establish a cross-functional, multi-site team, composed of procurement management and procurement staff with knowledge of current and potential 4111 suppliers, 4111 commodities and issues. This team, with the involvement, support and commitment of the plant operations, engineering and maintenance leadership will focus on achieving the objectives of this joint project.  

· Identify a team leader who understands both procurement and operations.

· Acquire additional staffing to provide rapid analytical capabilities needed to accomplish the objectives.   

Project Measurements and Goals

The goal of the 4111 Product Family Spend Optimization projects should be to establish an improved buying channel strategy, particularly for small dollar purchases, leverage relationships with top suppliers, reduce the number of purchase orders, and significantly reduce the supplier base. 
· Reduce POs by 50%.  Implement P-card, or other appropriate buying channel (vs. PO) use for most commodities within this family. 

· Reduce number of suppliers by at least 70%.

· Implement structured PO strategy where appropriate, with material releases.

· Shift spend to key suppliers to reduce supplier relationship management costs and leverage pricing and service.

· Expand site coverage of top suppliers.

Schedule/High Level Tasks

1. Through transaction data analysis, identify specific NATCO part numbers which fall into the 4111 classes of material purchased by NATCO 

2. Identify transactions within Family 4111 and specific commodities with average line item spend less than $1500 .

3. Research alternative suppliers, both within the current supplier base and outside, with broader class and location coverage.

4. Validate transactions amenable to p-card use. Identify supplier compatibility with this approach. 

5. Explore technology aided procurement (e-catalog, e-procurement) as well as ‘structured POs’ and vendor managed inventory. 

6. Identify policy, process and procedural issues addressing alternative buying strategies, such as VMI, p-card, structured PO (releases against a blanket PO for example).

7. Strengthen strategic relationships with current top 4111 suppliers, reducing to a critical few.

8. Consult with suppliers and end-users on p-card, or other sourcing strategy, and final check for unintended consequences.

9. Determine the risks and impacts of the change(s) in buying channel.

10. Define training and change management requirements
11. Decision review by team and management (buy in by commodity managers and locations impacted)

12. Implementation of the appropriate supplier and commodity strategy company-wide.
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