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Overview

This document discusses the business case and approach for optimizing spend for UN/SPSC Family code 1214 – Elements and Gases.  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

	1214
	Elements and Gases 
	
	$6,800,073
	1842
	$3,692 

	 
	 
	 
	 
	 
	 


Figure 1. Product Family 1214:  NATCO approximate 18 month spend.

Analysis: FAMILY 1214

Analysis of an eighteen month purchasing transaction set  (Figure 2) shows that NATCO currently purchases from approximately 100 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 54% of the total spend for this family, yet 80% of the total line items.  For most classes of products in this family, there are multiple suppliers.  Four of the seven classes in this product family (rare earth metals, transition metals, non metals and pure and elemental gases, and alkali metals) are candidates for p-card.

Non metals and pure and elemental gases are worthy of note; this class of product has 38 suppliers and 653 line items (roughly 200 POs) were issued over the study period.  Industrial use gases also have a high number of suppliers and line items issued – consolidation is suggested and a possible structured PO/releases buying channel. 

	FAM 1214 CLASS
	Description
	# Suppliers
	Total Spend
	# Line Items
	Avg spend per Line
	Avg Spend per Supplier

	12142100
	 Industrial use gases 
	107
	$6,025,899
	903
	$6,673
	$56,317

	12141500
	 Earth metals 
	2
	$8,660
	2
	$4,330
	$4,330

	12142000
	 Noble gases 
	20
	$345,025
	189
	$1,826
	$17,251

	12141600
	 Rare earth metals 
	3
	$3,960
	3
	$1,320
	$1,320

	12141700
	 Transition metals 
	47
	$97,623
	90
	$1,085
	$2,077

	12141900
	 Non metals and pure and elemental gases 
	38
	$318,390
	653
	$488
	$8,379

	12141800
	 Alkali metals 
	2
	$514
	2
	$257
	$257

	 
	
	 
	 
	 
	 
	 

	 
	TOTAL
	112
	$774,173
	939
	$824
	$6,912


Figure 2.   Product Family 1214, Elements and Gases.

Supplier integration should be explored with larger vendors of this family of products, such as Tyco Valve Control, expanding multiple site participation and class coverage 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. 

	FAM 1214 Top Suppliers
	ALL FAMILIES
	 
	 
	Family 1214. Suppliers = 168

	 
	Total Spend
	# POs
	% Sites
	# Sites
	# Classes
	 
	Spend
	Line Items
	# Classes 

	TYCO VALVE CONTROL(M) SDN. BHD 
	$3,716,184
	17
	14
	9
	7
	 
	$2,007,231
	11
	1

	NATCO CANADA* 
	$5,291,979
	35
	15
	10
	14
	 
	$966,469
	3
	1

	DYNAMIC MATERIALS CORP 
	$2,626,512
	1
	49
	32
	2
	 
	$726,300
	2
	1

	UNI-FORM COMPONENTS CO. 
	$625,394
	41
	32
	21
	5
	 
	$376,784
	13
	1

	AIR LIQUIDE AMERICA CORP. 
	$387,480
	125
	2
	1
	9
	 
	$332,818
	99
	3

	PROCESS ENGINEERING & EQUIP CO 
	$429,331
	2
	9
	6
	3
	 
	$267,613
	1
	1

	KOMLINE-SANDERSON ENGINEERING 
	$699,950
	2
	5
	3
	4
	 
	$162,768
	1
	1

	WAGNER PLATE WORKS 
	$926,173
	24
	34
	22
	4
	 
	$141,648
	5
	1

	NATIONAL WELDING SUPPLY CO INC 
	$946,113
	61
	28
	18
	67
	 
	$117,199
	37
	3

	CAPITOL WELDERS SUPPLY CO, INC 
	$135,313
	27
	2
	1
	9
	 
	$105,657
	19
	2

	METALS USA* 
	$20,842,228
	777
	54
	35
	13
	 
	$102,663
	1
	1

	Total 
	$36,626,657
	1112
	 
	 
	 
	 
	$5,307,149
	192
	 


Figure 3.  Top Suppliers of Family 1214. Elements and Gases
Over 40 locations purchase Elements and Gases and there are over 160 currently used suppliers for this product family. The top 11 suppliers listed in Figure 3 account for 78% of the dollar value of Elements and Gases purchases. This means that over 150 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.  

Tyco Valve Control, NATCO Canada, and Dynamic Materials  are the top three suppliers by volume of products sold to NATCO, yet their class coverage within Family 1214 is low, indicating they are used for limited commodities in this family.  One point of exploration is whether these suppliers can expand their coverage to other classes of product.  Air Liquide America, an apparently PO-intensive relationship, sells three classes of 1214 product but only one site is served.  It is likely that opportunities will be revealed for elimination of many POs with Air Liquide America through PO releases against contract, vendor managed inventory, and p-cards. It may also be discovered that these suppliers have capabilities for other classes of products within family 1214, as well as capabilities for other product families. 

Investigation of alternative buying channels by commodity will reveal opportunities beyond the standard NATCO PO approach. There are opportunities for 1214 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 made using p-cards, approximately 200 POs would be eliminated per year (assuming an average of 3 line items per PO) for a PO transaction savings cost of $30,000 per year (assuming transaction cost per PO of $150) vs approximate p-card transaction cost (assuming $8 each) for these purchases of $1,600.  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 1214 suppliers, 1214 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 1214 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 expand site and product class coverage by fewer, larger suppliers. 
· 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 1214 classes of material purchased by NATCO 

2. Identify transactions within Family 1214 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 1214 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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