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EXECUTIVE SUMMARY
In December of 2007, 17th Floor and DRK Research (DRK) completed a buying channel and spend analysis of NATCO US spend of the 18 months from July 2006 to January 2008. The key objectives were: 

1. Identify buying channel opportunities that improve transactional efficiency such that the procurement staff could shift their efforts from “pushing” transactions through the system to strategic sourcing and contracting activities.

2. Identify opportunities to improve spend leverage and effectiveness. 

17th Floor - DRK team members obtained a spend data set and code explanations from NATCO employees. This data set contained 252,000 lines, $278 million in spend ($185 million/year) and 3460 active suppliers. Using Hilbert advanced technology (www.hilbertcompany.com ), the team organized and classified the data using advance analytics and UNSPSC coding (text analytics, multi-dimensional matrices, classification, graphical and cluster analysis) and produced an eight-sided intersecting data cube to be used for detailed analysis (Figure 1). 
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Figure 1. Eight-Sided Multi-dimensional Data Cube

This data cube was used to conduct detailed buying channel analysis (PO count and size by supplier, class and location) and spend analysis (suppliers and class spend concentration and leverage by class, location and overall). 

Top line results and conclusions are as follows.

1. $278 million in data set (18 months) or $185 million annual spend.

2. Total POs examined were 72,000 (48,000 per year rate) requiring 72 FTE to process as buyer assisted POs.

3. Over 20,000 POs used for purchases <$1500

4. There are 3460 actives suppliers but 9000 in the approved supplier list and no effective supplier approval / on boarding process.

5. 80% of spend is with 5.5% of suppliers. Benchmark – 80% with 20% of suppliers. Must remove 2500 suppliers to reach benchmark. 

6. 2400 (72%) suppliers serve only a single NATCO location.  National supplier leverage (use of common suppliers) is 30% at best and less than 10% on average.  
7. 33% of suppliers provide only one USPSC class of materials to NATCO

8. 65% of suppliers have spend less than $1000 per PO

9. There is a low maturity in supplier integration (information exchange, e-ordering, invoicing and payment).

From this analysis, the team developed Sourcing Event Charters to address the issues and opportunities. These sourcing events incorporated the three strategies below, in combination, to achieve the objectives.

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

2. Alternate Buying Channels (pCard, etc.) implementation – implement alternate buying channels (a pcard program, VMI, etc.) for small value transactions, single transactions with a supplier or field transactions in order to reduce transaction costs and improve requester responsiveness.

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.

The recommended souring events are:

Optimization of Location Spending: optimizing procurement at NATCO locations.  Specific areas of opportunity include use of alternative buying channels (pcard, VMI, zone stores), supplier consolidation and integration, and alternative inventory strategies.

Material Family-Spend Optimization: optimizing spend for UN/SPSC Family codes 3010 – Structural Materials, 4111 – Measuring, Testing and Observing Instruments, 1214 – Elements and Gases using supplier integration, alternative buying channels and supplier concentration and leverage strategies.

General Supplier Consolidation: general supplier consolidation and vendor master cleansing and consolidation.
It is estimated that with the completion of the above sourcing events during 2008, 20 man-years in transactional efficiency and $2-5 million in spend reduction can be realized.  The completion of these events will also set the foundation for further refinement of the sourcing strategy and targeted sourcing events estimated to result in $10 – 15 million in spend reduction.
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