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Overview

This document discusses the business case and approach for general supplier consolidation and vendor master cleansing and consolidation.  Specific facts and areas of opportunity include:  

· $278 million in spend (18 month data set) or $185 million annual spend with 3460 active suppliers.

· 80% of spend with 5.5% of suppliers. Benchmark – 80% with 20% of suppliers. Must remove 2500 suppliers to reach benchmark. 

· 72% are unique to one NATCO location   

· 33% provide only one class of materials to NATCO

· 65% of suppliers have spend less than $1000 per PO

Figure 1. Suppliers Total Spend Distribution (18 months)
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Overview

Analysis of an eighteen month purchasing transaction set shows that there are 3460 active suppliers in the data set. The leverage (average spend per supplier) is approximately $80,000.   This is a very diluted spend average and represents a skewed distribution. Close to 2500 have less than one PO in the data set and have a spend of less than $10,000.  As can be seen in figure 2, almost 2500 suppliers serve only one Natco location (average of 1.8 locations served) indicating a very distributed supply strategy. 
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1 loc serv 2484 $53,530,410 35,770 $1,497 $21,550.08

2 loc served 500 $39,966,536 15,532$2,573.17 $79,933.07

3 to 6 loc 347 $54,066,051 20,459$2,642.65 $155,809.94

7 to 9 loc 53 $30,932,332 6,493$4,763.95 $583,628.91

10 to 15 loc 38 $26,670,259 7,945$3,356.86 $701,848.91

16 + loc 32 $58,740,128 35,659$1,647.27 $1,835,629.00

TOTAL 3454 $263,905,715 121,858$2,165.68 $76,405.82


Figure 2.   Supplier Location Served Analysis
Opportunities for supplier concentration/leverage are indicated.  As a target, the spend per supplier average should be closer to $280,000 and the location served number closer to 5 locations served. This will more than triple the average leverage (spend per supplier) and provide greater influence with suppliers resulting in price and service improvements.

There are also approximately 9000 suppliers on the vendor master list as approved Natco suppliers.  This list should be reduced to only the active suppliers and a supplier on boarding / approval process put in place to prevent the snowball like expansion of the supply base.

It is estimated that 2000 buyer assisted POs can be eliminated and $50 million in spend can be better leveraged providing a 2% cost reduction of $1 million dollars ($666,000 annual spend).  A total of 2 FTEs would be released from the labor-intensive PO process and their time applied to value added activities. 
Approach

· Establish a cross-functional, multi-site team, composed of procurement management and procurement staff with knowledge of current suppliers, 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.

· Identify the 2500 suppliers for removal using the spend analysis list.

· Identify the buyers and sites associated with these suppliers.  

· Discuss the opportunities and risk of elimination and spending transfer with these buyers and sites.

· Develop a change management plan and implement.

· Implement a new approved supplier list, on boarding and off boarding process.

Project Measurements and Goals

The goals this project should be to:

· Improve the spend leverage from the current average of $80,000 per supplier to $280,000.

· Improve the locations served number from 1.8 to 5.

· Reduce the approved supplier list to less than 3000.

· Reduce the number of buyer assisted POs by 2000.

· Improve leverage on $50 million in spend providing a 2% cost reduction of $1 million dollars ($666,000 annual spend). 

· Implement a supplier approval process and all new suppliers are added using this process.

Schedule

 It is estimated that this process will take approximately six months to complete.
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