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Overview

This document discusses the business case and approach for optimizing spend for UN/SPSC Family code 3010 – Structural Materials.  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

	3010
	STRUCTURAL MATERIALS 
	
	$14,211,481
	3261
	$4,358 

	 
	 
	 
	 
	 
	 


Figure 1. Product Family 3010:  NATCO approximate 18 month spend.

Analysis: FAMILY 3010

For 3010, analysis of an eighteen month purchasing transaction set  (Figure 2) shows that NATCO currently purchases from almost 300 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 9% of the total spend for this family, yet 59% of the total line items.  For most classes of products here, there are multiple suppliers.  

Opportunities for p-card, supplier consolation/reduction, and supplier concentration/leverage are indicated.  In addition, 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 consolidation. 

Over 43 locations purchase structured materials and there are a total of 293 currently used suppliers for this product family. The top 15 suppliers listed in Figure 3 account for 91% of the dollar value of 3010 purchases. This means that over 270 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. 

Metals USA is by far the top supplier by volume, classes of products provided, and sites served, with United Vessel & Tank and Samuel Son & Co following.  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 3010, as well as capabilities for other product families.  Metals USA, for example, supply seven more classes of product besides those six classes within 3010.

	FAM 3010 CLASS
	Description
	# Suppliers
	Total Spend
	# Line Items
	Avg spend per Line
	Avg Spend per Supplier

	30102200
	Plate
	97
	$11,017,377
	830
	$13,274
	$113,581

	30103200
	Grating
	19
	$374,820
	93
	$4,030
	$19,727

	30101700
	Beams
	29
	$1,004,398
	255
	$3,939
	$34,634

	30101900
	Coil
	27
	$380,557
	115
	$3,309
	$14,095

	30103100
	Rails
	7
	$128,408
	42
	$3,057
	$18,344

	30101800
	Channels
	50
	$467,265
	375
	$1,246
	$9,345

	30102500
	Sheet
	41
	$144,142
	157
	$918
	$3,516

	30101500
	Angles
	65
	$478,967
	563
	$851
	$7,369

	30103000
	Shafting
	3
	$2,146
	3
	$715
	$715

	30102600
	Strip
	13
	$16,342
	39
	$419
	$1,257

	30103700
	Braid
	3
	$1,697
	5
	$339
	$566

	30101600
	Bar
	46
	$122,702
	390
	$315
	$2,667

	30102400
	Rod
	56
	$54,196
	287
	$189
	$968

	30103600
	Structural products
	23
	$16,691
	89
	$188
	$726

	30103500
	Honeycomb
	3
	$707
	4
	$177
	$236

	30103300
	Billets
	7
	$952
	7
	$136
	$136

	30102300
	Profiles
	1
	$30
	1
	$30
	$30

	30102800
	Piling
	2
	$77
	4
	$19
	$38

	30102000
	Foil
	1
	$8
	2
	$4
	$8

	 
	 
	 
	$14,211,481
	3261
	$4,358
	 


Figure 2.   Product Family 3010, Structural Materials.
	ALL FAMILIES
	 
	Family 3010. Suppliers = 293  

	
	FAM 3010 Top Suppliers
	Total Spend 
	Total POs
	 % Sites
	Sites
	# Classes
	 
	3010 Spend
	3010 Line Items
	Spend Per Line Item
	3010 Cls cnt 

	
	METALS USA* 
	$20,842,228
	777
	53.8
	35
	13
	 
	$9,183,977
	684
	$13,427
	6

	
	SAMUEL SON & CO. INC. 
	$1,059,226
	79
	43.1
	28
	10
	 
	$987,731
	72
	$13,718
	4

	
	DELTA STEEL INC.* 
	$465,595
	22
	4.6
	3
	8
	 
	$452,236
	39
	$11,596
	6

	
	AMERICAN ALLOY STEEL, INC. 
	$414,654
	36
	20.0
	13
	2
	 
	$408,768
	29
	$14,095
	1

	
	SUPERIOR SUPPLY & STEEL 
	$512,970
	148
	1.5
	1
	8
	 
	$364,040
	178
	$2,045
	6

	
	ALLIED METALS INCORPORATED 
	$210,664
	8
	12.3
	8
	5
	 
	$209,101
	12
	$17,425
	4

	
	INTSEL STEEL DISTRIBUTORS 
	$241,001
	44
	36.9
	24
	5
	 
	$207,671
	53
	$3,918
	5

	
	AMERICAN TANK CO. 
	$960,979
	55
	20.0
	13
	12
	 
	$182,040
	37
	$4,920
	2

	
	RANGER STEEL SUPPLY CORP 
	$174,285
	8
	3.1
	2
	1
	 
	$174,285
	8
	$21,786
	1

	
	SHAMROCK STEEL SALES INC. 
	$268,697
	106
	1.5
	1
	13
	 
	$159,699
	53
	$3,013
	6

	
	GARY STEEL COMPANY 
	$254,594
	28
	3.1
	2
	7
	 
	$139,889
	25
	$5,596
	1

	
	TCT STAINLESS OF NASHVILLE INC 
	$120,329
	3
	3.1
	2
	1
	 
	$120,329
	3
	$40,110
	1

	
	UNITED VESSEL & TANK, INC. 
	$2,485,822
	329
	1.5
	1
	24
	 
	$119,933
	64
	$1,874
	4

	
	FLOWCOR PRODUCTS 
	$108,167
	10
	1.5
	1
	2
	 
	$107,917
	9
	$11,991
	1

	
	ARBOR METALS, L.P. 
	$101,226
	7
	3.1
	2
	2
	 
	$100,769
	6
	$16,795
	1

	
	 
	$28,220,437
	 
	 
	 
	 
	
	$12,918,385
	1272
	$10,156
	 


Figure 3.  Top Suppliers of Family 3010. Structured Materials 

Investigation of alternative buying channels by commodity will reveal opportunities beyond the standard NATCO PO approach. There are significant opportunities for 3010 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 430 POs would be eliminated per year (assuming an average of 3 line items per PO) for a PO transaction savings cost of $64,000 per year (assuming transaction cost per PO of $150) vs approximate p-card transaction cost for these purchases of $3,200.  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 3010 suppliers, 3010 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 3010 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 use for commodities within the following classes of material:  channels, sheet, angles, shafting, strip, braid, bar, rod, structural products, honeycomb, billets, profiles, piling, foil. 

· 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.

Schedule/High Level Tasks

1. Through transaction data analysis, identify specific NATCO part numbers which fall into the 3010 classes of material purchased by NATCO 

2. Identify transactions within Family 3010 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 3010 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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