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The Road to Strategic Sourcing Success  
 
Launching and sustaining a successful strategic sourcing 
program in your company.  

 

Foreword 
 

 

The need for effective and efficient business performance has never been greater. In 

the new global economy, the velocity of business is accelerating and executives are 

mandating ever-tightening budget constraints—and demanding results faster. 

Procurement is under continuous pressure to cut costs to keep up with best-in-class 

competitors, but must also negotiate favourable delivery dates, quantities, quality and 

other non-price factors. 

In such a world, procurement is giving way to strategic sourcing to create 

profitability and support business goals. While obtaining the best price is critical, 

“best-value sourcing” leads to long-term and strategic benefits. Accelerating and 

streamlining the entire sourcing process, creating an optimal mix of global suppliers, 

products and services, leveraging and increasing the expertise of staff, and forging 

tight bonds with the right suppliers around the world will carry your enterprise much 

further than simply squeezing suppliers on price. 

Strategic sourcing is now on center stage to deliver bottom-line results. It 

provides the greatest and most direct means of controlling costs, managing 

performance and driving millions of dollars to the bottom line. 

This book is a brief roadmap about the imperatives for strategic sourcing and 

how to empower sourcing teams with tools while institutionalizing best practices 

across an enterprise. Both buyers and management will find a practical, nuts-and-bolts 

discussion about how to get started and quickly begin sourcing from any spend 

category without having to rely on costly outside consultants. 
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Chapter 1 Introduction 
 

 

 

1.1 The Difference Between Shopping and Sourcing 
 

Does your enterprise use strategic sourcing for major categories of spending, or are 

your buyers just shopping? 

Many enterprises are habitual “shoppers.” They use purchasing people as 

gophers to find a vendor, write a PO and assure delivery. This shopping approach —

also known as spot purchasing can be tremendously wasteful for all but the most 

mundane purchases. This approach to obtaining goods and services is burdened with 

too many suppliers, overuse of “preferred suppliers,” too much inefficiency, not 

enough competition and an inability to negotiate on non-price factors such as quality, 

delivery and other performance factors critical to operational efficiency. 

Heavy reliance on spot purchasing, often with little or no consideration of 

non-price factors, is a sure-fire way to erode the current quarter’s bottom line. 

Ultimately, the damage can spread even further: Lower valuation of the enterprise. 

Top performing organizations have found a better approach to managing the 

acquisition of direct and indirect goods and services. It’s called strategic sourcing. 

There are many definitions of strategic sourcing. Tactica’s definition focuses on the 

outcome of the sourcing process rather than the process itself: 

 

“Strategic sourcing is a disciplined process designed to increase 

the effectiveness of purchasing professionals in making best–

value sourcing decisions that improve bottom-line results.” 

 
In Chapter 2, we will dissect that definition, and in Chapter 3, we will explain 

how sourcing solutions enhance the sourcing process. But first, let’s fast-forward to 

why more and more organizations — private, public, governmental and institutional 

have replaced the shopping approach with strategic sourcing. The reason is simple. 

When an organization has truly institutionalized strategic sourcing, it gains a distinct 

advantage: The organization is much more likely to survive and prosper. 
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1.2 Winning The Effectiveness Game 
 

Aberdeen Group calls sourcing “the most effective lever for designing an effective 

and efficient supply chain.” The art of sourcing, adds the market analyst firm, “is 

rapidly emerging as the competitive advantage in business.” 

In any competitive market, enterprises that truly embrace strategic sourcing 

will ultimately outdistance competitors that continue to rely on spot purchasing. The 

organizations that source strategically have extra cash for a variety of uses such as 

capital investments or to lower prices and capture more market share. In the case of 

public institutions and governmental agencies, by driving down costs and improving 

efficiency, they can better leverage every contribution and taxpayer dollar for 

maximum benefit. 

In any case, the sourcing organization, its owners and/or executives and 

directors, suppliers and customers are big winners. The only losers are the 

organizations that don’t use strategic sourcing practices. Unless non-sourcing 

organizations act quickly and aggressively, they risk falling too far behind to catch up. 

There is no longer debate about the merits of strategic sourcing. Some 

organizations have been sourcing for years. Others are just now getting on board. The 

ones lagging behind may not survive. 

 
 

1.3 Sourcing Versus Procurement  
 

There’s a lot of fog surrounding the terms sourcing and procurement. We’ll drill 

down on this topic in Chapter 2. The point for now: Some people use the terms 

sourcing, procurement and purchasing interchangeably. Others use procurement to 

include just about every business function touched by the supply chain. 

When organizations are evaluating ways to streamline the acquisition of direct 

and indirect goods and services, the confusion over terminology can be amplified to 

extremely confusing levels. For example, Executive A may be looking at the decision 

in procurement terms: How to save money on a purchase of motors, for example. 

Meanwhile, at the same company, Executive B wants to go far beyond spot 

purchasing. She wants to analyze all spending for all types of motors, award a 
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contract to one supplier and then place orders against that contract. That’s sourcing, 

not procurement, so her company will have a different mindset and approach than 

procurement-focused buyers.  

If executives at an enterprise are using and hearing sourcing and procurement 

as synonyms, how can they hope to get everyone aligned with a new strategy and 

approach, accepting new processes and best practices, and effectively using new 

tools? How will they know when to source and when to procure? How can they 

develop new core competencies with lasting results and continuing improvements? 

Those executives are in danger of believing that their buyers are sourcing when, in 

reality, they are continuing to shop. 

 

 

1.4 Get Rid Of Spot Purchasing  
 

In the absence of a true sourcing process, buyers are merely logistics managers 

concerned with negotiating price, placing orders and confirming deliveries. Your 

enterprise expends enormous time and effort to deal with each supplier—reviewing 

products and services, checking the latest prices, ordering, invoicing, dealing with 

invoice issues, checking for timely and accurate deliveries, and so on. 

Let’s assume that 80 percent of your total annual spend will be provided by 20 

percent of your suppliers. If you have 1,000 suppliers that means you have 800 

suppliers who are taking your time and effort for very little value. Conversely, only 

200 suppliers are the mainstay of value. 

If you want to capture the real value of sourcing, “stamp out spot purchasing” 

should become your first mantra. For each spend category, set up a targeted minimum 

level of purchases per supplier. In each category, you’ll probably find dozens or even 

hundreds of suppliers that fall below the minimum. Why do you need them? In all 

likelihood, you don’t. 

Chronologically, sourcing begins much earlier than purchasing or 

procurement. It begins strategically, long before an internal customer calls with a 

tactical request to purchase a good or service. Strategic sourcing starts with a detailed 

analysis of the company’s spending patterns for categories of goods and services and 

the nature of the market for each category. 

Strategic sourcing differs from spot purchasing in three key ways: 
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1. Sourcing saves you significant resources—both time and money—that can 

quickly add up to millions of dollars. Conversely, shopping merely saves 

you nickels and dimes on small, discrete purchases. 

 

2. There are a limited number of sourcing people in your organization, so 

their time should be directed in a way that provides the biggest value to the 

enterprise. By aggregating purchases into a consolidated spend category, 

sourcing professionals can eliminate the need for dozens or even hundreds 

of spot purchases. 

 

3. Slashing the number of marginal vendors—especially those who supply 

only a small amount of your annual needs for each category—adds 

considerably to saving time in sourcing, the management of vendors and in 

accounting processes. As a result, your buyers have more time to extend 

the benefits of sourcing to more categories. In so doing, they’re enhancing 

the value of the enterprise, as well as enhancing their skills and 

capabilities. 

 

 

1.5 Sourcing For “Best Value”  
 

By focusing only on the price of a single item in a particular spend category, spot 

purchasing may minimize the price of that one item. Sourcing, on the other hand, 

takes into account (1) the total spend for the entire list of items in the category across 

the enterprise; (2) the total value including critical quality and performance factors in 

addition to price; and (3) the company’s total reduction of time and effort. 

“Best value”—the desired result of strategic sourcing—doesn’t necessarily 

focus on the lowest price. If a buyer does not carefully weigh non-price factors, both 

suppliers and end users will soon conclude that the purchasing department is 

interested only in awarding business to the low bidder. The sourcing process includes 

quality and performance factors, so buyers aren’t making price-only decisions and are 

predictably delivering an optimal mix of global suppliers, products and services. 

Best-value sourcing can involve many tradeoffs and a wide variety of different 

scenarios. As a result, buyers must be able to efficiently collect and organize highly 

complex information and just as quickly analyze it to optimize decisions. This will 
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With sourcing skills, buyers are 

more than order takers—they are 

strategically connected to the 

enterprise’s goals. Sourcing 

magnifies and elevates their 

skills and makes them more 

efficient so they can deliver far 

greater value than what’s possible 

with routine procurement. 

involve both the processes they use as well as the tools that support them to simplify 

and automate their efforts. 

Approached correctly, buyers will soon be balancing such issues as how to 

breakdown a list of requirements to determine which items should go to an on-line 

competitive auction and which should be negotiated with only one or two suppliers. 

They should be able to decide whether to group requirements by category, by 

geography or some other criteria tied to business needs. And, among other factors, 

they should be able to quickly understand how tiered pricing and discounts will affect 

the value of a buying decision. 

 
 

1.6 Buyers Are More Than Order Takers  
 

Some enterprises decide to outsource the purchasing function because it is not 

providing enough value to the organization. Based on spot purchasing, the logic is 

hard to dispute. Purchasing people do spot purchasing. Spot purchasing does not 

improve profitability. 

Sourcing, on the other hand, builds 

substantial value into what procurement 

professionals do. With sourcing skills, buyers 

are more than order takers—they are 

strategically connected to the enterprise’s 

goals. Sourcing magnifies and elevates their 

skills and makes them more efficient so they 

can deliver far greater value than what’s 

possible with routine procurement. 

By leveraging the skills of your staff for strategic sourcing rather than 

outsourcing the process and thereby developing undesirable and expensive 

dependencies, you are creating new and lasting business performance improvements 

for your organization. In short, sourcing professionals invoke a higher level of skills 

and bring new value to the table. They deliver best value, which translates into 

improved profitability. 
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1.7 Improved Business Performance 
 

Compared to the conventional procurement process, sourcing can generate substantial 

savings and greater efficiency. High returns on investment result from awarding 

contracts according to sourcing strategies for specific spend categories. That’s where 

the payoff is—even if a sourcing solution is not employed. 

Of course, there’s even more fruit to be picked when sourcing teams with 

clearly defined roles and processes are using an easily deployed and easy-to-use 

sourcing solution to maximize their effectiveness. The right tools will pay for 

themselves amazingly fast — often with the first event—and can continue accruing 

and adding new efficiencies and savings over time. 

 
 

Exercise 
 

(1) Is your purchasing organization seen as an essential element in your 

enterprise’s plan to improve market share, shareholder value and customer 

value? 

 

(2) How many spot purchases does your organization make in a week? A month? 

A year? 

 

(3) On an enterprise basis, do you know which suppliers are most effective for 

your organization based on price, performance and quality factors? 
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Tactica defines sourcing as a 

disciplined process designed 

to increase the effectiveness 

of purchasing professionals 

in making best-value 

sourcing decisions that 

improve bottom-line results. 

Chapter 2 Strategic Sourcing Defined 
 

 

 

2.1 The Discipline Of Strategic Sourcing 
 

In an April 2001 Aberdeen Group report, Strategic e-Sourcing: A Framework for 

Negotiating Competitive Advantage, the authors reported that, “strategic sourcing 

offers the single largest opportunity to reduce costs, streamline processes and enhance 

overall responsiveness to changing market dynamics.” 

That’s the potential for strategic sourcing, but most companies aren’t there yet. 

Aberdeen’s report explains why: “Despite its critical nature, sourcing remains a 

complex, labor-intensive and lengthy process for most companies…most enterprises 

continue to rely on a diverse mix of manual procedures and outdated technologies that 

limit their ability to establish competitive negotiation environments, make optimal 

purchase decisions, or apply strategic sourcing to a significant portion of 

expenditures.” 

Part of the problem is that sourcing gets a lot of lip service. “Sourcing” is one 

of those increasingly popular business terms whose meaning is obscured by continual 

overuse, most of which is misuse. In addition, many enterprises that have 

implemented sourcing solutions are not realizing the full value of those solutions 

because they continue to rely on an outdated approach rather than a true sourcing 

process. 

Before enterprises can intelligently identify the best ways to improve 

processes with sourcing solutions and put them to effective use, buyers, management 

and executives need to appreciate the potential of strategic sourcing. 

As mentioned in Chapter 1, Tactica 

defines sourcing as a disciplined process designed 

to increase the effectiveness of purchasing 

professionals in making best-value sourcing 

decisions that improve bottom-line results. 

Let’s break that down: 

Sourcing is a disciplined process … 
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The discipline comes not just from defining the process, but also from diligently 

applying it to key spends categories and continually refining it. The commitment, skill 

and expertise of sourcing professionals is required for the process to work effectively. 

The process will vary from enterprise to enterprise, but it focuses on 

identifying, understanding and evaluating the key factors that affect cost, quality and 

performance. It typically begins with a spending analysis of past procurements to 

review dollars spent for each major category consisting of related goods and services. 

What’s included in the category, often referred to as a “spend category,” is 

determined by the enterprise’s sourcing professionals. Examples of spend categories 

include lighting fixtures, janitorial services, packaging, pumps, chemicals and 

licensed desktop software. In addition, a spending analysis should show each 

supplier’s share of the business. 

To develop sourcing strategies for each spend category, buyers need to ask the 

right questions: internally, to garner a complete understanding of the user 

requirements; and externally, to learn the market and its suppliers. The uniqueness of 

the category, the market forces at work, the number of available suppliers and the 

degree of competition among suppliers are all factors that drive a desired supplier 

relationship. 

This information is derived from the expertise and efforts of the sourcing 

team. To get the information, the team will need to do some digging and probing. For 

each key spend category, sourcing professionals may need to prepare: 

 an industry analysis of drivers influencing the category; 

 a market analysis of factors affecting the category in the buyer’s region or 

country; 

 an analysis of the capabilities and financial stability of each supplier being 

considered;  

 and a benchmarking analysis to assess the pricing, quality and 

performance of each supplier. 

 

Buyers use these analyses to determine the appropriate sourcing strategy—in other 

words, the most effective cost collection practice to use. There are only two sourcing 

approaches available: (1) non-competitive negotiation with a single preferred or 

strategic supplier, or allocating the spend among certain select suppliers; or (2) a 

competitive approach that is open to many suppliers. If the sourcing professional 
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decides to use a competitive cost collection approach, the next decision is which tactic 

(sealed bid or reverse auction, for example) will work best. 

 

… to increase the effectiveness of purchasing professionals … 

 
The objective of sourcing is to save time and money and gain maximum flexibility 

without sacrificing quality and performance. Buyers can increase their effectiveness 

substantially when they set up sourcing teams with clearly defined roles and 

processes, and use the right tools to promote and enhance internal collaboration, 

streamline external interaction and ultimately optimize suppliers. 

 

… in making best-value decisions that improve bottom-line results. 

 
Best value rarely means lowest price. If buyers fail to evaluate quality and 

performance factors, they are essentially making price-only decisions. Proper 

evaluation of non-price factors remains an underdeveloped and unappreciated skill. 

Many internal customers believe that the purchasing department is interested only in 

awarding business to the vendor with the lowest price. Consequently, they resort to 

rogue spending and “preferred suppliers” to get the desired levels of performance. To 

deliver best value to internal customers and cost savings to the enterprise, all sourcing 

teams need to include non-price factors as a mandatory element of the sourcing 

process. 

In the sourcing process, a buyer applies his or her professional judgment and 

skill to collect information, analyze data, collaborate with multi-disciplinary team 

members and suppliers, explore possibilities, weigh non-price factors, leverage 

volume across locations, capitalize on the company’s strengths, and utilize 

appropriate competition in the market to get best value. 

 

 

Exercise 

 
The following are steps often included in a sourcing process for key spend categories. 

Consider how your enterprise handles each of these steps now. For each step, place a 

check mark in Column A if this step (for major spend categories) is an established 



The Road to Strategic Sourcing Success 

TACTICA (www.TacticaCommerce.com)                                                                                           18 
| P a g e  

 

process or a “best practice” across your enterprise. Place a check mark in Column B if 

this step is performed infrequently or in an ad-hoc, cursory manner. 

 

 

Sourcing process steps Column A Column B 

Aggregating demand for each spend category   

Determining internal requirements   

Creating spend category analyses   

Determining appropriate sourcing tactics   

Identifying and screening suppliers   

Developing specifications   

Defining non-price considerations   

Collecting non-price data   

Collecting price data   

Evaluating supplier performance   

Making best-value decisions   

Managing contract/supplier relationships   

 

 

Based on your answers above, how would you evaluate the extent that strategic 

sourcing best practices are being followed in your enterprise? 

 

 We are following best practices for most steps in the sourcing process. Sourcing 

extends to many key spend categories. 

 

 Some buyers have processes for some of the steps, but few of our buyers are 

following the “best practices” of a true sourcing process. 

 

 Few if any of these steps are being done in a manner consistent with sound 

sourcing practices. 
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Chapter 3 Life After ERP  
 

 

 

Aberdeen Group defines sourcing as using “Web-based technologies and analytic 

tools to automate, streamline, and enhance key sourcing processes, including 

spending analysis, requirements development, supplier identification, market 

evaluation, negotiation, proposal analysis, and contract award.” 

That being said, there is considerable confusion in the market about what is—

and is not—a strategic sourcing solution. For example, the automated spot purchasing 

feature of an enterprise resource planning (ERP) system is not a strategic sourcing 

solution. Strategic sourcing solutions should enable companies to streamline the 

overall sourcing process using Web-based applications rather than systems with 

limited functionality designed to automate shopping. The capabilities gained with this 

approach are strategic, quickly implemented, cost effective to deploy and buyer 

friendly. 

The adoption rate among enterprises for strategic sourcing solutions is 

growing rapidly. Leading-edge enterprises are sourcing from their supplier bases and 

achieving significant cost savings and cycle time reductions, among other benefits. In 

turn, suppliers are using strategic sourcing for their own business needs as sourcing is 

incorporated into the entire fabric of the supply chain. It is here to stay. 

 

 

3.1 How can technology support sourcing? 
 

Sourcing can theoretically be accomplished—albeit not efficiently—with no 

automation. Of course, it would be unusual today to see a professional buyer still 

relying on a manual process that doesn’t even include desktop computing for e-mail, 

word processing or spread sheets. 

iSource’s Erika Morphy describes what more typically happens: “Many 

companies have cobbled together strategic sourcing operations that consist of a mix of 

outdated methodologies, piecemeal technology, an awful lot of spread sheets, and, in 

the saddest cases, faxes, phone calls and snail mail.” 

Over the last decade, many companies have tried some form of automated sourcing 

solution. At first, these were typically components of larger initiatives to implement 



The Road to Strategic Sourcing Success 

TACTICA (www.TacticaCommerce.com)                                                                                           20 
| P a g e  

 

The next wave of automation 

spawned a variety of Internet 

“marketplaces” and public 

exchanges that sought to 

bring buyers and sellers 

together for price negotiation. 

ERP. All too often, though, lofty expectations for 

ERP have been blind-sided by harsh realities: 

huge costs, lengthy implementations, insufficient 

expertise and poor results. And, as many 

companies realized at the end of their ERP 

projects, a labyrinth of supposedly integrated 

systems doesn’t guarantee that strategic sourcing 

goals will be achieved. 

Thankfully, the role of technology in strategic sourcing has evolved away 

from behemoth in-house systems requiring extensive integration and support. The 

next wave of automation spawned a variety of Internet “marketplaces” and public 

exchanges that sought to bring buyers and sellers together for price negotiation. Most 

of these approaches, focused only on mechanisms for price negotiation, fizzled due to 

lack of functionality addressing the rest of the buyer’s sourcing process. 

To control rogue spending, some companies implemented e-catalog systems. 

David Hannon described the limited success of e-catalog systems in Purchasing 

magazine: 

 

“Market watchers say the dollars squeezed out of the purchasing process via 

ecatalogs are one-time plays affecting mostly indirect materials. What’s 

more, these e-procurement applications rely on strong, efficient strategic 

sourcing practices for developing and administering contracts with 

suppliers. Few large, complex corporations are really good at strategic 

sourcing—a fact that is lost on many of the first movers in e-procurement 

and which has made it difficult to make these first-generation Web-based 

applications deliver their promised returns on investment.” 

 

Hannon wrote these observations in 2001. He also noted an emerging trend: 

Companies were beginning to use newer applications that focus on the more strategic 

“pain points.” 

Hannon’s article listed the benefits of the new sourcing solutions: 

  Cutting sourcing cycle times dramatically 

 Cutting costs associated with sourcing 
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 Capturing undocumented knowledge about markets, suppliers and 

commodity requirements from within the purchasing organization 

 Capturing data in strategic sourcing processes that will allow an enterprise 

to avoid “reinventing the wheel” with each new sourcing project or 

contract negotiation 

 Creating audit trails of each step in negotiations with suppliers 

 Optimizing sourcing decisions based on both objective and subjective 

sourcing criteria (such as past supplier performance or supplier 

performance data from third-party databases) 

 Facilitating sourcing programs that leverage contributions of cross-

functional team members 

 Standardizing purchasing decision-making according to specific criteria 

set by management 

 

The trend toward strategic sourcing has gained considerable momentum. CAPS 

Research, comparing its own polls with quarterly surveys conducted by the Institute 

for Supply Management and Forrester Research4, found: 

  “The percentage of larger firms (over $100 million in spend) using e-

RAs [electronic reverse auctions] is at least 35 percent and probably over 

50 percent.” 

  “The average percent of spend going through e-RAs is still modest (less 

than 5 percent), but some firms are already using e-RAs for over 25 

percent of their spend.” 

 

These surveys focused just on reverse auctions, which are merely one means of cost 

collection in the sourcing process. Today, enterprises that source are increasingly 

using the Internet as the most effective delivery platform to support true sourcing, not 

just the cost collection piece of the process. 

No system will ever replace professional skill and judgment, but sourcing 

solutions can definitely leverage those skills and automate many processes for greater 

efficiency. As a result, sourcing teams can use strategic sourcing solutions to apply 

their talents to more spend categories in a shorter timeframe. 
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3.2 Sourcing Solution Market Trends 
 

1. Self-sufficiency 

The market is moving away from services organizations that attempt to replace buyers 

by taking control of all or part of the sourcing process. Why should an enterprise train 

an army of consultants on its sourcing needs, just so the consultants can turn around 

and run a costly process that the enterprise should manage itself? 

Instead of paying significant fees to consultants to provide skills the 

organization already possesses, the organization should invest in technology that 

augments internal sourcing skills and enhances its own team’s performance. That’s 

the approach taken by self-sufficient solutions; they leave an organization and its 

buyers in control of the sourcing process. 

With the self-sufficient approach, an enterprise’s purchasing professionals use 

desktop computers to conduct and extend their own best practices online. Only a 

modest amount of training from the technology vendor is required to get started. 

Then, one of the enterprise’s own senior sourcing professionals can take charge of 

enterprise-wide adoption of sourcing. 

 

2. More than reverse auctions 

Think of sourcing solutions as a box of tools. A carpenter needs to pick the right tool 

for the job. A screw driver won’t be needed on every job, but it’s a necessary tool to 

have at hand. 

Similarly, a sourcing professional needs appropriate tools at hand to 

predictably deliver best value. For sourcing, the choice of tools might include 

templates for developing and reusing RFIs (request for information), RFQs (request 

for qualifications) and RFPs (request for proposal); online messaging for 

collaboration; online reverse auction capabilities; scorecards to weigh price and non-

price factors; and optimization for sophisticated supplier selection.  

Some of the more popular tools in use today are: 

 Spend analysis to empower buyers to reduce enterprise spend across 

suppliers and commodities through increased visibility into procurement 

information. As a result, enterprises can leverage corporate buying power 

for improved cost savings and determine how to buy more effectively and 
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A common misconception is 

the notion that sourcing is 

simply a reverse auction or 

public exchange process for 

competitive bidding. In 

reality, a reverse auction is 

simply one tool in the 

sourcing process. 

efficiently from valued suppliers. These new abilities help buyers build a 

basis for more strategic relationships with suppliers. 

 Supplier assessment supports buyers as they routinely verify that 

suppliers have the policies and procedures in place to deliver goods and 

services in a consistent and repeatable manner while meeting a 

commitment to continuous improvement. 

 RFX tools, including RFP, RFI and RFQ, enable buyers and suppliers to 

exchange information and coordinate product specifications in real-time. 

They facilitate the supplier qualification process, enhance product design 

and development, and streamline logistics. 

 Reverse auctions can be extremely effective, but only when they are 

logical extensions of a strategic sourcing strategy. Where competitive 

bidding is warranted, private reverse auctions are especially effective if 

the sourcing solution allows flexible structuring of the event to suit the 

buyer’s tactics. Some of the more powerful capabilities that help buyers 

refine their tactics are hierarchical bidding, “nested” RFQs and non-price 

factor rating. 

 

A common misconception is the notion that 

sourcing is simply a reverse auction or public 

exchange process for competitive bidding. In 

reality, a reverse auction is simply one tool in 

the sourcing process. It’s a tool for collecting 

cost data. Other sourcing tools also serve to 

deliver best value in any supplier relationship, 

even when competitive bidding is not used for 

collecting costs. For example, you may collaborate with a sole supplier using RFI and 

RFQ tools without ever going through a competitive bidding process. 

 Optimization enables buyers to effectively evaluate price and non-price 

factors to arrive at a true best value decision. Sourcing professionals can 

quickly and easily conduct “what if” analyses to sort through thousands of 

possible scenarios to identify the optimal combination of suppliers for any 

set of circumstances. Further, a decision analysis tool can provide a 
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structured and comparable process of scoring RFX responses and 

evaluating bids. 

 Contract creation, negotiation and execution tools can streamline the 

contracting process, institutionalize best practices throughout an 

organization and automate continuing contract activities. For example, 

buyers can access a repository or library of templates and clauses for easy 

creation of new contracts. Change histories can automatically track who 

agreed to what, who proposed what, current and historical positions, and 

buyer and seller on each clause of a contract. 

 Performance management tools are key to measuring and documenting 

whether what was promised by a supplier was actually delivered. The 

result is more efficient supplier relationships now and the ability to make 

more information decisions in the future. To measure business 

performance improvements, buyers should be able to automatically track 

and measure key performance indicators (KPIs) against savings goals. 

 

3. Achieving significant results fast 

Early adopters of ERP-centric sourcing approaches learned a costly lesson: 

Everything touched by the sourcing process does not have to be automated and 

integrated from the outset. Such a broad approach can be extremely expensive both in 

terms of real dollars and the time it takes to implement such a massive project. 

Today, the companies that are succeeding with strategic sourcing solutions 

have found that integration of sourcing with their business strategies and tactics is 

more important than complete integration of all enterprise systems. 

With expeditious deployment of key sourcing capabilities—such as RFI/RFQ 

development, weighing of non-price factors, integrated collaboration and competitive 

bidding structures—companies can quickly achieve much of sourcing’s promise. As 

they learn from experience and reach business performance improvement targets, 

they’re ready to introduce such sophisticated new capabilities as optimization, 

performance metrics, demand aggregation, supplier performance management and 

contract management. 

iSource Business quotes Answerthink executive Chris Sawchuck on the extent 

of automated support for sourcing: “Many [solution providers] market end-to-end, but 
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almost none of them are end-to-end.” In many cases the best approach, he says, is to 

focus on automating and enhancing specific activities of the sourcing process and then 

phase in new point solutions over time. 

Leading analysts, seeing no panacea for broad end-to-end sourcing across the 

supply chain on the horizon, agree. They are advising their clients to seek out 

narrower solutions targeted to deliver benefits quickly. According to Gartner Group, 

online RFX and negotiation tools “can provide cost and productivity savings in a 

matter of months”. 

If you are evaluating sourcing solutions for your enterprise, you should work 

to find a solution that offers high-value, predictable and sustainable business 

performance improvements. You have goals to meet; you want to make things happen 

now. You want the ability to rapidly convert your investment in a sourcing solution 

into cash for the enterprise. You can’t afford to wait in a long queue of IT projects. 

While other departments may endure many months of implementation before the first 

tepid benefits appear, you hope to be “live” with sourcing solutions in the first week. 

A Web-based solution doesn’t compete for IT resources because there is no 

software to buy and install or PCs to be configured. If the solution is highly functional 

and easy to use, business performance improvements and return on investment can be 

so rapid they are almost a non-issue. In fact, many Tactica customers measure return 

on investment not in percent, but in how many multiples of the annual licensing fee 

are returned in the first sourcing event! 

 

 

Exercise 
 

(1) Ask three purchasing department managers for their candid opinions on the 

strengths and weaknesses of your enterprise’s current procedures for sourcing 

goods and services in major spend categories. 

 

(2) Ask three of your enterprises’ buyers these questions: 

 Of the spending you are involved in, what percentage is competitive? 

 How do you currently source major categories of goods and services? 

 What would you do differently if you had more time or more help? 
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(3) Which approach to technology do you think would work best for your 

organization? Explain which approach you prefer and why. 

 Developing an in-house sourcing system 

 Implementing a commercial ERP system with sourcing capabilities 

 Deploying a Web-based sourcing solution designed to make your buyers 

quickly self sufficient 

 Outsourcing much of the sourcing process to a service provider 
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Chapter 4 How To Choose A Strategic 

Sourcing Solution? 
 

 

 

4.1 Evaluating Sourcing Solutions 
 

Several years of lackluster economic conditions have forced companies in almost 

every industry to find new opportunities for saving money. Sourcing is a mission-

critical function that affects a large number of areas of potential savings, so it is 

getting serious attention from CEOs, CFOs and others concerned with the bottom line. 

Top management is asking many hard questions, such as: 

 Where and with whom are we spending our money? 

 Are we getting the best value for that money? 

 How do we optimize supplier relationships for the long term? 

 What opportunities exist to significantly reduce our costs? 

 What is the best strategic sourcing approach for us? 

 How long would it take before a strategic sourcing solution can improve 

business performance? 

 Will we be dependent on expensive consultants? 

 

As you evaluate different ways to automate sourcing activities, you are actually 

creating the foundation for answering these questions—spoken or not—for your 

executive team. Simultaneously, you also should be defining goals for sourcing and 

the results you expect. 

To avoid huge cost overruns, organizations interested in deploying sourcing 

solutions should focus on empowering their buyers to become self sufficient and 

rapidly delivering measurable and lasting business performance improvements. This 

focus will impact how to set up evaluation criteria. 

 

What are the prime factors that companies should consider as they evaluate 

various approaches to automating the sourcing process? Some key evaluation issues 

are: 
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Some of the important 

capabilities are collaborative 

RFIs and RFQs, qualitative 

and non-qualitative factor 

weighting, decision analysis 

and sophisticated cost 

collection tools. 

1. Project management. The evaluation project logically falls within the 

domain of the chief purchasing officer. If a Web-based solution such as 

Tactica TacticSource™ is selected, then the IT department doesn’t need to 

be involved because there is no software to buy or install or PCs to be 

configured. 

 

2. The range of capabilities. First, a few notes of caution: 

 Avoid the check-list approach to evaluation. Just because a provider 

claims to have a particular feature or function doesn’t mean that it will 

serve your needs adequately. For example, almost every provider will 

claim to have an “RFX” function—but the quality and capabilities of 

the function may vary immensely. 

 Avoid the temptation to buy a complex and over-loaded solution. You 

want to buy what your staff will actually use and will actually deliver 

results, not a laundry list of obscure features that may never be 

needed—and that you’ll be charged for. 

 Examine closely whether the proposed sourcing solution forces you to 

deploy functions of questionable value or to unnecessarily change 

proven processes. 

 

Look for sourcing solutions that help you to 

focus on the “big rocks” first. Some of the 

important capabilities are collaborative RFIs and 

RFQs, qualitative and non-qualitative factor 

weighting, decision analysis and sophisticated cost 

collection tools. Later, add new capabilities that can 

refine the sourcing process, such as optimization. 

 

3. Enterprise considerations. Enterprises may need to use a sourcing 

solution freely and widely in multiple locations and at multiple levels 

within the organization. This sounds obvious, but consider some of the 

implications of extending sourcing throughout an enterprise: 
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 Sourcing must be sufficiently intuitive and easy to learn such that 

the organization can quickly take on this responsibility itself rather 

than continuing to rely on costly consultants. 

 Buyers should be able to tailor access control in accordance with 

organizational policies or special circumstances. Access rights 

should be assignable to sourcing teams or to individuals based on a 

variety of criteria such as product categories, specific RFQs or other 

user-defined criteria. 

 There’s no disputing that integration of sourcing-related functions, 

within and outside the enterprise, is a worthy long-term goal to 

pursue. However, it is far more important to get “quick hits” that not 

only generate immediate and continuing benefits, but also raise 

eyebrows and generate enthusiasm for expanding the scope of 

sourcing. This approach focuses on churning out improved business 

performance early and often, not at the end of a multi-year project 

that may entail reengineering the organization and all its processes. 

 

4. Scalability. From an organizational perspective, scalability means the 

ease with which sourcing can be introduced and quickly extended to 

enterprise-wide usage without requiring extensive involvement from 

outside consultants or software vendors. From a functionality perspective, 

scalability means rapidly achieving the major benefits of sourcing, with 

planned extension of capabilities into some of the more sophisticated 

areas mentioned above. 

 

5. Control. Your sourcing solution should leave your sourcing team in full 

control of all the tools they need to do their jobs. Avoid external service 

providers that expect you to turn over control of supplier selection, 

competitive bidding events or any other sourcing activity. If your 

sourcing provider operates from the premise that it understands your 

business better than you do—find another provider. You’re your 

organization and industry, and it’s your industry expertise. 

 



The Road to Strategic Sourcing Success 

TACTICA (www.TacticaCommerce.com)                                                                                           30 
| P a g e  

 

Your evaluation, of course, needs to extend beyond the product—its usability, 

functionality, and scalability—to issues that focus on the deal itself, business 

performance improvement, and the vendor behind the product.  

 

 

4.2 On-Demand vs. Licensed Software vs. Outsourcing   
 

Costs can vary dramatically depending on whether you are subscribing to a Web-

based solution, licensing software, or outsourcing parts of the sourcing process to a 

service provider. 

 Web-based solutions can offer the lowest total cost of ownership and the 

fastest, most sustainable business performance improvements. An annual 

subscription fee can provide unlimited usage for a defined number of 

users. The annual fee should include—without charge—the transfer of 

knowledge from the vendor to your buyers so they are self sufficient and 

quickly sourcing from any spend category. 

 Licensed software suites can provide extensive functionality and be 

customized to precise needs, but after factoring in implementation and 

ongoing maintenance costs, the long-term cost of ownership and 

extended time-to-deploy may be prohibitive. 

 Services organizations that take over much or all of the sourcing 

functions may tempt you with up-front charges that seem reasonable. But 

watch out for two traps: (1) the ongoing fees, especially usage-based fees 

that extract a percentage of the savings for every sourcing product they 

handle; and (2) contractual minimums that force you to yield control of a 

substantial portion of annual spending. Tactica doesn’t believe you 

should be penalized financially for successful expansion of sourcing. 

Further, basing payments to a service provider based on usage will be a 

barrier to widespread implementation throughout an enterprise. 

 

 

4.3 Strategic Sourcing Goals Revisit 
 



The Road to Strategic Sourcing Success 

TACTICA (www.TacticaCommerce.com)                                                                                           31 
| P a g e  

 

In evaluating various offerings for sourcing, it’s easy to lose focus on your goals in a 

mountain of details. To maintain the evaluation team’s focus, take every opportunity 

to reinforce two overriding goals of sourcing: 

1. Improve buyer capabilities. If the sourcing solution does nothing to 

help buyers achieve a higher level of sourcing capabilities, it is not 

adding value to their existing skill sets. Only by increasing buyers’ 

sourcing capabilities can the solution deliver total best value, which can 

have a huge impact on the bottom line. 

 

2. Improve buyer efficiency. Every increase in efficiency means more 

spend categories can go through the sourcing process and achieve best 

value. When a buyer is overburdened with work, sourcing can’t live up to 

its full potential. The buyer doesn’t have time to apply sourcing best 

practices to enough spend categories, may take ill-advised shortcuts in 

the sourcing process, or award contracts that are too unwieldy, onerous or 

difficult to administer. 

 

In short, look for a sourcing solution provider that focuses on improving both buyer 

capabilities and buyer efficiency. Buyers with expanded capabilities, and the means to 

apply all sourcing skills with greater efficiency, can deliver a powerful one-two punch 

to the bottom line. As you institutionalize best practices across your organization, the 

performance of each buyer is elevated while business performance as a whole is 

enhanced. 

 

 

4.4 Keep Return on Investment Calculation Simple 
 

Although return on investment is a key factor in selection of a strategic sourcing 

solution, your organization may realize even more significant business performance 

improvements through strategic sourcing. For the moment, however, let’s look at 

measuring ROI because that’s where many vendors and consultants focus. 

 Never accept a vendor’s estimate of ROI. Only one estimate is valid: 

Your own, and it should take into account productivity improvements in 

the sourcing process as well as savings from competitive bidding. You’ll 
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need to consider the estimated annual number of events, spend categories 

for these events, average savings per event, user acceptance and speed of 

deployment. 

 Keep your ROI calculation simple. Sourcing tools available today can 

render complex mathematical machinations moot. Huge savings on a 

single big-ticket event can more than cover the total annual subscription 

cost of Web-based sourcing tools. In other words, why go to the trouble 

of a full-blown analysis if one benefit—cost savings—dwarfs all others 

and pays for the service over and over again during the course of a single 

year? 

 Don’t overlook the impact of corporate culture in your ROI analysis. It’s 

natural that there will be initial resistance to change for any new tool. 

Therefore, your ROI analysis needs to take into account the likely level 

of acceptance, and whether acceptance will be achieved through 

management pressure (bad), investment in training (good), or the 

vendor’s success in making the tool inherently attractive, easy to use and 

flexible (best). 

 

 

4.5 Evaluating Strategic Sourcing Providers 
 

Before you commit to any solution provider, talk to at least three current customers. 

Ask questions that unveil not only the package’s capabilities and track record, but also 

the experience level of the buyers and their experience with the provider. Are the 

enterprise’s buyers experienced sourcing pros, or were they just getting started with 

sourcing? Are they tapping the full range of the product’s capabilities and the 

vendor’s services, or are they simply conducting reverse auctions? What do they think 

of the solution provider’s training, its people and its support? Do they feel that the 

solution provider honors its commitments and delivers new releases as promised? 

How quickly were results achieved? Was the solution provider fully committed to 

helping the organization achieve success with sourcing? 
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Focusing the evaluation only on 

product capabilities overlooks a 

key cornerstone of success—a 

positive and productive 

relationship with the solution 

provider. Look for a company 

that is passionate about your 

success, with experienced experts 

and a commitment to continually 

enhancing the solution. 

A final note: Sourcing solution 

providers aren't all the same. Focusing the 

evaluation only on product capabilities 

overlooks a key cornerstone of success—a 

positive and productive relationship with the 

solution provider. Look for a company that is 

passionate about your success, with 

experienced experts and a commitment to 

continually enhancing the solution. Treat 

your selection of a solution provider just as you would treat the sourcing of a key 

spend category. You’re not making a spot purchase of software with a reverse 

auction; rather, you are making an investment in a strategic sourcing platform 

supported by people who can magnify the success of sourcing throughout your 

organization. 

You want a solution provider that enthusiastically shares its intellectual capital 

with you. Your ideal provider will show you how to mesh sourcing best practices with 

sourcing tools, so that your organization can capitalize on all the savings that sourcing 

will deliver in addition to savings from competitive bidding events. 

Remember that the end result of sourcing is to make best–value sourcing 

decisions. By applying that criterion to your selection of a sourcing solution, you 

increase the likelihood that the chosen solution will provide a fast track to high, 

sustainable business performance improvements. 

 

 

Exercise 
 

Prepare a tentative list of your long-range requirements for a sourcing 

solution. 

 

(1) Which requirements should be addressed first? 

 

(2) What providers can help your buyers enhance their sourcing skills 

without becoming “entrenched” in your organization? 

 

(3) What are the characteristics of a suitable solution provider? 
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Go for some quick “wins” to 

build confidence and validate 

executive support of strategic 

sourcing. Think of the launch 

of sourcing as a beachhead—

you want to conquer the beach 

before you try to take over the 

whole continent! 

Chapter 5 Lessons Learnt From Deployment  
 

 

 

Perhaps your organization already practices good sourcing techniques. Or perhaps 

your enterprise is just now learning how to source. Either way, strategic sourcing 

solutions can put you on the road to improved performance. 

When you decide to deploy sourcing solutions, it is important to deliver 

meaningful results almost immediately. With Web-based solutions such as Tactica 

TacticSource™, there’s no reason why you can’t demonstrate bottom-line impact 

within the first few weeks. More importantly and more challenging, though, you want 

to build a solid foundation for sourcing so that initial successes can be rapidly 

replicated throughout your organization, locally 

and globally. 

Go for some quick “wins” to build 

confidence and validate executive support of 

strategic sourcing. Think of the launch of 

sourcing as a beachhead—you want to conquer 

the beach before you try to take over the whole 

continent! 

This chapter offers advice on getting started. We explain some key steps for 

organizations that are new to sourcing. 

 

 

5.1 Beyond The Evaluation 
 

Training actually begins during the evaluation process, and continues afterward, on a 

larger scale, once you decide which provider’s sourcing solution to use. An evaluation 

process, however, does not constitute a deployment plan, especially for an 

organization that does not already have an established sourcing program. The 

organization that is new to sourcing needs to take the following four steps, preferably 

before the initial rollout begins in earnest: 

1. Define your objectives for strategic sourcing (as discussed in Chapter 1). 
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2. Define expected results from a sourcing solution (as discussed in Chapter 

4). As discussed later in this chapter, these will ultimately be translated 

into individual goals for each buyer. 

 

3. Define sourcing best practices that you want buyers to use across your 

enterprise. 

 

4. Define a deployment plan, with special attention to using the rollout of a 

sourcing solution as a mechanism for training buyers on the sourcing 

process. 

 

 

5.2 Training 
 

During the evaluation process, training to use the sourcing solution is usually limited 

in scope and concentrated on the evaluation team only. Assuming the evaluation has 

given your enterprise satisfactory proof-of-concept, you’re ready to extend training to 

a core group of buyers. If the sourcing solution is truly intuitive and easy to learn, the 

vendor can train senior sourcing professionals to be internal trainers, thereby 

minimizing training expenses. 

Training sessions on core sourcing tools should be accomplished in hours, not 

weeks. Customized training programs should be cost-effectively available to address 

specific organizational structures, productivity goals and current levels of sourcing 

expertise. Best sourcing practices, proven strategies and effective tactics should be 

woven into courses so that buyers can leverage the experience and expertise of 

instructors and other buyers. 

 

 

5.3 What If My Team Isn’t Ready For Strategic Sourcing? 
 

Although sourcing can quickly produce results that drop right to the bottom line, your 

organization will benefit most by the continuing and long-term improvements that the 

use of strategic sourcing can deliver to your organization. Accepting that premise 

means preparing the organization and investing in buyers’ skills. 
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1. Preparing the organization. Every organization will have people and 

policies that are resistant to new sourcing processes. You will need time, 

patience and courage to eliminate rogue spending and realign ingrained 

practices for better sourcing outcomes. This work, which always involves 

challenging some “sacred cows,” is discussed in detail in Chapter 6. 

Ideally, this phase will precede the introduction of sourcing processes 

throughout the organization. In practice, it will be an ongoing change management 

process that may need continual reinforcement. 

 

2.  Investing in buyers’ skills. There is a basic decision to be made between 

(a) developing your buyers’ skills to create a new corporate core 

competency in strategic sourcing, and (b) outsourcing the process to 

consultants which may result in an undesirable, long-term dependency on 

an outside organization. 

 

If you decide to build a new core competency that can yield lasting and continuing 

results, get started by ensuring that your buyers are trained, mentored and supported 

on effective sourcing strategies and tactics. A sourcing provider should walk buyers 

step-by-step through a few events to foster independence and self sufficiency, not 

dependence. The buyers participate—and learn—every step of the way. 

This approach is focused on building buyers’ sourcing capabilities, not on 

cultivating dependence. Before long, your team may be entirely self sufficient. As 

buyers gain confidence, they will conduct far more events for themselves than would 

be economically feasible with a team of consultants. So instead of handing over 

money unnecessarily, the enterprise is compounding money saved through effective 

and sustained strategic sourcing. 

 

 

5.4 Build Ownership In Sourcing 
 

Remember, sourcing professionals are like fishermen. Fishermen know when to fish, 

how to fish and where to fish. They bait their own hooks and clean their own catch. 

Because they know the whole process—even the messy parts—they’ll never go 

hungry.  



The Road to Strategic Sourcing Success 

TACTICA (www.TacticaCommerce.com)                                                                                           37 
| P a g e  

 

The sooner buyers are 

empowered to use sourcing 

best practices and manage the 

sourcing process themselves 

with a buyer-centric sourcing 

solution, the greater your 

long-term, sustainable savings 

will be. 

Give buyers ownership of strategic sourcing and they will go the extra mile to 

deliver. The sooner buyers are empowered to use sourcing best practices and manage 

the sourcing process themselves with a buyer-centric sourcing solution, the greater 

your long-term, sustainable savings will be. 

In most cases, any buyer who has been 

working a spend category for a few years has 

valuable sourcing knowledge, even if he or she 

hasn’t been groomed in sourcing principles. 

With coaching, these professionals can learn 

from experts what sourcing is all about and how 

to conduct successful sourcing events 

themselves. They learn the art of sourcing in a 

much shorter timeframe because they already have a great deal of experience and 

expertise. 

A buyer may have in-depth knowledge about a particular spend category, 

understanding the complexities of the products or services, the requirements of the 

internal customers and the key players in the marketplace. However, maybe more 

information is needed before a solid sourcing decision can be made. If so, a sourcing 

expert could sit down with that buyer and—within a few hours—gain enough 

understanding to guide him or her through what information gaps need to be filled 

before deciding on the best sourcing strategy. 

 

 

5.5 Initial Deployment 
 

Once a core group of buyers has been trained and coached, you’re ready to accelerate 

the use of sourcing solutions to support the sourcing strategy for selected spend 

categories. With management’s support, encouragement and monitoring of progress 

in achieving specific goals, your sourcing teams will use the tools throughout the 

sourcing process to electronically: 

 conduct a spend analysis; 

 assess supplier capabilities; 

 build ratings for price and non-price factors; 

 collaborate internally; 
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The best way to get all buyers “on 

board” is to establish individual, 

measurable goals connected to 

enterprise goals. 

 collaborate with suppliers as the questions roll in; 

 develop RFQs based on collaborative online discussions internally and 

with suppliers; 

 respond to questions; 

 evaluate data and supplier performance/quality ratings; 

 collect costs through online negotiation events; 

 easily sort through thousands of possible scenarios to identify the optimal 

 combination of suppliers; 

 facilitate final evaluation and discussion throughout the enterprise; 

 create and manage contracts; and 

 measure and document supplier performance on a variety of price and 

non-price factors. 

 

 

5.6 Overcome Internal Resistance 

 

Any change in how people work, especially in how they interact with internal and 

external groups, is a cultural change. With any cultural change, you should expect 

some resistance from those who will be affected. 

For example, some seasoned buyers believe that their negotiation skills can 

achieve the best possible price. They overlook the fact that rounds and rounds of 

negotiations can drag on for months. In the span of an hour or two, an electronic 

competitive event can usually achieve a better price in a drastically reduced cycle 

time. 

For sourcing to be effective, resistance or inertia must be anticipated and 

overcome. Individuals have varying degrees of initiative. Some buyers will emerge 

from training sessions excited about sourcing and eager to put the new tools into 

action. Others will not share this enthusiasm and will not change their ways without 

encouragement and monitoring. Without proactive measures, the percentage of spend 

handled by resistant buyers will not garner 

the full benefits of sourcing. That means best 

value will not be achieved for the spends they 

handle—and a lower level of savings will 

reach the bottom line. 
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The best way to get all buyers “on board” is to establish individual, 

measurable goals connected to enterprise goals. In individual meetings with each 

buyer, explain that the enterprise has certain profitability goals, which in turn are tied 

to specific revenue, efficiency or cost reduction goals. Every part of the organization 

needs to contribute to meeting those goals. 

Each buyer plays a key role in meeting overall goals, which may be quarterly, 

semiannual or annual. When you meet with each buyer, make sure he or she 

understands how the buyer’s role is linked to overall goals. Discuss and agree on how 

much of the enterprise’s total spend will be handled by this buyer. Finally, work out a 

plan with this buyer on measuring the buyer’s effectiveness over the coming period. 

The plan may include: 

 What spends the buyer will be responsible for 

 Reduction in the number of suppliers 

 Shorter contract lengths for new spends (you can’t take advantage of 

market volatility with three-year contracts!) 

 Targeted savings goals for those spends employing competitive bidding 

 

To reach management’s business performance goals for sourcing, you will need to 

review progress with each buyer on a regular basis. 

 

 

5.7 Roll Out To Other Parts Of The Enterprise 
 

Once a core group of buyers has gained experience in sourcing, you’re ready to 

leverage the lessons learned and extend the use of sourcing tools to different parts of 

the enterprise that can benefit from them. Because you selected a Web-based solution 

designed for quick self sufficiency, extension is a matter of training and coaching the 

new users and working with them to establish individual goals. 

We recommend that a senior sourcing professional remain in charge of 

enterprise-wide adoption of sourcing. AMR Research’s Jim Shepard calls extension 

of a solution into additional divisions, business units and locations “the network 

effect, where the value is proportional to the number of people and parts of the 

organization that use it.” 
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5.8 Keep Measuring ROI For Continuous Improvements 
 

As noted in Chapter 4, although return on investment is a key factor in measuring the 

impact of strategic sourcing, your organization may realize even more significant 

business performance improvements through strategic sourcing. You should not only 

look at direct savings, but also such factors as the reduction in time it takes to source 

materials, services, and goods, buyer productivity and hard dollar savings. 

Measurement should be an ongoing tool. As an Aberdeen Group report 

advises, “Measure, measure, measure. There’s truth in the old adage, ‘You can’t 

improve what you can’t measure’.” Measuring ROI and business performance 

improvements periodically is a sound mechanism for validating or modifying 

assumptions, monitoring progress of enterprise-wide use and building a business case 

for next-level improvements to the sourcing process. 

And finally, keep experimenting. Keep turning the lessons learned into 

improvements in your best practices. 

 

 

Exercise 
 

How would you go about selling sourcing to your organization’s top 

management? 

(1) To buyers who are familiar with sourcing? 

 

(2) To buyers who are not familiar with sourcing? 

 

(3) To an internal department manager? 
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Chapter 6 Strategic Sourcing Professionals – 

Roles and Challenges 
 
 
 

One of Tactica’s business partners, who formerly taught classes on sourcing at a 

Fortune 500 company, used an icebreaker for each class’s opening session. He would 

walk into the classroom wearing a wizard costume. When the laughter subsided, he 

would say: 

 

“You are in training to become a sourcing person—a ‘sourcerer,’ so 

to speak. I’m wearing this costume to make several points.  

“First, sourcing is not magic. It’s a process with a set of principles, 

and if you apply your skills to that process and that set of principles, you will 

be successful every time. 

“Second, since you are not a magician, you can’t make something 

out of nothing—but you can make something better. You’re trying to take a 

request for something that people need, and give them something better in 

terms of price, quality and performance. Some might call that magic, but 

more accurately, you are a change agent. You have to be a change agent in 

your enterprise to maximize your success. 

“Finally, how many of you would have stood in a room full of 

strangers and worn a costume like this?” (Rarely did anyone raise a hand.) 

“If you are doing sourcing, you must be committed to making the best 

business decisions for the company. To do that, you can’t be worried about 

how you look. Being a ‘sourcerer’ means getting over how you look and 

getting focused on what needs to be done to accomplish business goals.” 

 

 

6.1 The Role Of Strategic Sourcers 
 

In Chapter 2 we described, from a tactical perspective, how the sourcing process 

creates best value. In this chapter, we’ll examine some issues that can dramatically 

affect the execution of the sourcing process. 
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A purchasing manager and/or buyer becomes a strategic sourcer when 

employing a predictable and repeatable sourcing process to drive improved business 

performance. The sourcer’s fundamental role is to understand internal customer 

requirements and market capabilities, and bring those two together in a way that 

yields the best value choice from an optimal mix of global suppliers. 

Understanding customer requirements for a shirt, for example, goes far beyond 

merely understanding the latest styles and colors. A shirt has a collar and buttons and 

pockets. Some seams should have extra stitching. Different fabrics have different 

properties for appearance, drying, ventilation and durability. A sourcer doesn’t have 

to become a technical expert in making shirts, but must understand the requirements 

so they can be matched to the market’s capabilities. 

That’s why good sourcing people cannot sit behind their desks all day. Before 

they source packaging or machinery or safety goggles, they have to become 

knowledgeable about the business and get involved with the affected people and 

processes. They have to see the sourced equipment, materials or services in action to 

get a good understanding of what is important to the internal customer and how to 

describe these requirements to potential suppliers. 

And that’s just the start of what it takes to be a good sourcer. 

 

 

6.2 Be A Change Agent 
 

Before effective sourcing can truly become ingrained in an organization, deliberate 

actions must be taken to prepare the organization for sourcing. First, executives and 

upper management must be visibility supportive to signal the organization about the 

importance of the effort. 

Then, the enterprise’s entire buying environment must be assessed to 

determine what processes and procedures need to be put into place to source 

effectively. To do this, buyers can’t look at themselves as just buyers who do 

sourcing. They need to see themselves as sourcers who are agents of change. They 

need to have an in-depth understanding of what the organization is trying to achieve 

and what infrastructure must exist to facilitate effective sourcing. 

So, what will need to be changed? Here are a few of the likely suspects lurking 

in the infrastructure of most companies: 
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1. Bad data. To know what spend categories will yield the greatest benefits, 

buyers must understand how much is being spent within each category. 

That’s not easy, because many organizations do a sloppy job of coding 

the categories of items on each purchase order. 

 

2. Spot purchasing and rogue spending. 

 

3. Missing early-payment discounts; incurring late payment charges 

 

4. Inappropriate preferential treatment of some suppliers. 

 

5. Putting miscellaneous purchases, such as office supplies, on expense 

accounts. 

 

6. Social relationships with suppliers that interfere with sound sourcing 

practices. 

 

7. Unjustified dependency on a few suppliers. 

 

 

6.3 Sourcing Is Not For The Timid 
 

Every organization has its own inbred barriers to sound sourcing. Sooner or later, the 

barriers must be removed. Personal preferences must give way to business goals and 

inefficiencies must be corrected. Data must be cleaned up. 

It is easy to see why strategic sourcing is not for the timid or faint of heart. 

Buyers who crave popularity and fear constructive confrontation should seek another 

field. Someone once sums up the challenges of being an effective strategic sourcer in 

a few short words: 

“We all know that buyers are up to their armpits in alligators. And 

there are three things that no one has told you: 

1. It’s your job to shoot alligators. That’s how you’ll achieve your 

biggest savings. 

2. That’s tough because every one of those alligators has been fed, 

nourished and trained to fetch. 
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3. You may have to shoot the alligators in front of their 

champions.” 

 

As you go about identifying and removing the barriers to sound sourcing, sourcers 

must be persuasive and persistent without being autocratic, insensitive or rude. While 

treating everyone with respect, you will need to stick to your principles. You will 

need to listen to internal users’ concerns and requirements, and then work out a 

solution that serves the enterprise’s best interests. 

 

 

6.4 Interventions 
 

If you don’t intervene to correct problems and eliminate poor practices, sourcing can 

still take place but it will never approach its maximum potential for savings. Once you 

do a few interventions, you’ll start saving time and money. As word spreads that 

you’re serious, savings will mushroom and residual resistance will likely weaken. 

Here’s how an intervention works. Take a piece of the enterprise that’s out of 

control from a sourcing perspective. It can be a spend category, a procedure, a cultural 

quirk, or a complacency issue. Just pick one problem, figure out what to do to get it 

under control, and do it. Then you keep going: Identify the other areas that are out of 

control and whip them into shape, one by one. Eventually, you’re not fighting fires 

anymore—you’ve changed the culture so that you are doing real sourcing and saving 

real money. The trick is to do all that whipping and have everyone involved pleased 

with the outcome. 

Rogue spending is a prime example of a cultural abuse that interventions can 

eliminate. In many enterprises, determined employees can buy almost anything they 

want with only cursory oversight. An invoice shows up in Accounts Payable and is 

routed to Joe User, who approves it and sends it back to Accounts Payable for 

payment. 

A goal of every sourcing person should be to stamp out spot purchasing and its 

cousin, rogue spending. Ultimately, most everything should be sourced. When a buyer 

can’t source goods and services because internal customers are ordering without a 

buyer’s knowledge, an intervention should be made. 
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Start by explaining what’s happening, the negative impacts to the plant or 

facility manager and executive management’s determination to achieve improved 

business performance. Explain what you are going to do to create the best value for 

the enterprise. The likely reaction will be a lot of moaning and groaning. That’s why 

it is critical that you have executive and management support for your actions. 

Then send a notice to everyone in the plant explaining that enterprise policy 

requires all purchasing to go through the purchasing department, with no exceptions. 

Buyers are the only people in the plant who are legally authorized to bind the 

enterprise in a purchasing agreement. The notice will get a ho-hum reaction, 

guaranteed! Cynics will dub it “program of the month.” 

Send a similar notice to all suppliers. Explain that the enterprise does not have 

to pay for anything that doesn’t come through the purchasing office. You can be sure 

that many suppliers will ignore the notice. 

Next, wait for one of the most active rogue spenders to buy something 

relatively expensive. Ask the rogue spender and his or her boss to a meeting. Point out 

the notice letter. Ask, “I know this may sound harsh, but which of you is going to pay 

for this unauthorized expense because the company can’t continue paying such 

expenses.” Watch mouths drop open. 

You can then say, “I’ll see what I can do to get this approved this time, but 

executive management is mandating that we absolutely have to save the organization 

both time and money and that’s going to take teamwork. I’d like to work with you to 

help us meet our very demanding goals. I can’t do it without you.” 

Then call the offending supplier. “Did you read the letter we sent? It will be 

difficult for me to get approval to pay you for this when you’ve ignored our policy. 

Executive management is mandating these changes, and they are demanding 

improvements in how we source products and services. I’ve been tasked as the person 

who selects suppliers and authorizes payment of invoices. I need you to follow our 

directions if you would like to continue being a supplier to us.” 

The point of this story: Deal with that one person who is a known rogue, and 

you don’t have to clamp down on all the little abusers. Most will disappear. After one 

of the big rogue spenders in your plant is brought under control, others will find out—

the word gets around. 
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An intervention can be painful, uncomfortable and unpleasant for everyone. 

But it is part of being a change agent—and it gets results. Once you earn credibility in 

one or two arenas, you’ll get results throughout the enterprise. 

Similarly, you may need to intervene with accounting and IT staff members to 

eliminate missed discounts or procedures that tolerate sloppy data. 

You may need to do interventions with your own sourcers, too. The sourcers 

are doing the sourcing, so it’s in their best interests to create clean data. Sourcers 

should never process a purchase order unless the data is right. If you have bad data, 

work with the sourcers first, not the requisitioners. 

In enterprises with an ERP system, the goal should be to automate every 

requisition possible. Sourcers need to convince the plant people that it’s in their 

interests, too, to enter the right category codes. The people on the factory floor soon 

learn that this is the no-hassle approach to getting what they want. Resistance will 

melt away. 

 

 

6.5 Challenge People To Innovate 
 

Interventions aren’t the only way to achieve organizational change. Indeed, a more 

positive approach is to challenge internal customers to find a way to solve problems. 

When challenged, people generally will examine processes critically and discover a 

better way. 

 

 

Exercise 
 

From the list that follows, pick a problem that exists in your enterprise. Gather actual 

examples of the problem. Then create a detailed plan on how you can you’re your 

enterprise eliminate the problem. 

 

(1) Spot purchases and rogue spending. 

 

(2) Missing early-payment discounts. 

 

(3) Inappropriate preferential treatment of some suppliers. 



The Road to Strategic Sourcing Success 

TACTICA (www.TacticaCommerce.com)                                                                                           47 
| P a g e  

 

 

(4) Putting miscellaneous purchases, such as office supplies, on expense 

accounts. 

 

(5) Social relationships with suppliers that interfere with strategic sourcing 

practices. 

 

(6) Unjustified dependencies on a few suppliers. 
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To overcome these attitudes, 

sourcers must make sourcing 

a team effort, regardless of 

the personalities involved.  

Chapter 7 Building Credibility And Trust  
 

 

 

The last chapter built the premise that sourcers can magnify the effectiveness of 

sourcing by being agents of change. To do that, they need to set expectations with, 

and gain cooperation from, both internal users and suppliers. This chapter offers more 

tips on how to build credibility with those critically important constituents. 

 

 

7.1 Winning over internal customers 
 

As discussed in the last chapter, experienced sourcing professionals have systems and 

processes in place that facilitate rather than inhibit change. For the systems to work, 

buyers must first earn credibility. 

Internal customers are innately skeptical of change. They believe that sourcers 

are buyers focused on making price-only decisions. Until they’ve seen evidence, they 

don’t believe that sourcers can find adequate replacements, at better prices, for any of 

their incumbents. 

To overcome these attitudes, sourcers must 

make sourcing a team effort, regardless of the 

personalities involved. With internal customers 

participating on the team, the sourcing team will 

prove that evaluating suppliers and awarding the 

contract on the basis of best value is in everyone’s best interests. As we discussed in 

the last chapter, some painful interventions may be required at the outset so there is 

wide appreciation of the value of changing existing approaches. But once sourcers 

have earned credibility, internal customer cooperation—and sourcing success—are 

generally self-perpetuating. 

When talking with an internal customer, be sure to clearly define the goal of 

sourcing a particular spend and what needs to happen to achieve best value. Delineate 

the roles and responsibilities of the sourcer and the internal customer. 

 

For example, you may have to convince a project manager why there is a 

better way to pick suppliers. You explain that the enterprise requires this spend to be 
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sourced to save significant time and money. Say something like this: “Let’s work as a 

team. Your expertise is in leading the project, and my part of the job is to source 

everything you need to purchase. You’ll have more time left to do your primary job if 

you’ll let me do mine for you.” 

Sourcers can’t do their jobs effectively unless they have full cooperation in 

learning the internal customers’ requirements. Sometimes the technicians in a 

department don’t fully understand their own requirements because they have become 

overly dependent on a supplier. For example, technicians that should be proficient in 

pumps have become too attached to a supplier, so they no longer have the in-depth 

knowledge needed to specify the right pump for a particular application. This is not a 

preferred supplier relationship supported by a legitimate spend analysis; this is 

complacency where the purchasing enterprise hasn’t been doing its job. 

Internal customers in all parts of the enterprise need to understand that 

incumbent suppliers, unlike college professors, don’t have tenured positions. It’s 

unpleasant to remove a supplier that can’t provide the best value, but it is a necessary 

part of effective sourcing. 

Proficient sourcing professionals have the skills to select a new supplier with a 

high confidence level that the chosen supplier will be successful. Demonstrate this in 

a high visibility situation, and everyone in the plant will become comfortable with the 

possibility of putting key spend categories up for bid according to market conditions, 

perhaps once a year or even more frequently. They’ll appreciate both the cost savings 

and the more efficient process. 

 

A Buyer’s True Story: 

The Angry Pallet Expert 

 
A guy from the warehouse came into my office cursing, picked up my 

phone, and slammed it against the wall. 

“You’re upset. What’s the problem?” I said as calmly as I could. 

“I just heard you’re putting our pallets out for bid! We can’t operate 

without the XYZ Pallet Company.” 

“Really? Why?” 

“Because I can call them and they will deliver a full truckload of 

pallets within four hours.” 
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“What else makes XYZ so valuable to you?” I asked. 

“I can always count on them to store the pallets in a dry bin. Wet 

pallets just won’t run right in the palletizer.” 

I kept asking, “What else? Any more reasons why XYZ has to be the 

supplier?” I took notes of his reasons. 

Finally, I said, “If I can get you another company that can do all 10 

of these things, at a lower price, would you be willing to switch?” 

“Yes, but I don’t believe you can do it.” 

“Okay. You’ll be on my sourcing team and we’ll do it together.” 

 

As hostilely as the conversation had started, it ended up recruiting an ally and 

accomplishing a crucial piece of the sourcing process: gathering performance 

requirements. 

 

 

7.2 Strategic and preferred suppliers 
 

A strategic supplier relationship is established by the enterprise’s top management. In 

effect, executive management says, “This supplier is instrumental to our success, and 

so we must maintain a strong, continuing relationship.” A pharmaceutical research 

company, for example, might have compelling reasons to have a strategic relationship 

with an international distributor. 

A preferred supplier relationship is established at mid-levels of management, 

usually by purchasing and operations executives. There are often good, legitimate 

reasons for having preferred suppliers. The two most common are: 

1. Supply assurance. Faced with limited availability of a key spend 

(especially a direct material), the purchasing enterprise seeks protection 

from shortages by cultivating multiple sources. 

 

2. Development. In situations where speed to market or specialized 

technology is critical, it may be difficult to find more than a few qualified 

suppliers who have the right capabilities and can meet tight deadlines. 

 

However, suppliers are often treated as preferred suppliers for unhealthy business 

reasons. Consequently, many companies have far more suppliers on the preferred list 
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than business circumstances can justify. Usually, one or more of the following has 

happened: 

1. Buyers haven’t been trained in sourcing. Consequently, they haven’t 

proven their ability to predict supplier performance and replace an 

incumbent with a supplier offering better price, quality and performance. 

As a result, internal customers lack confidence that they will get an 

adequate replacement; they fear any switch in suppliers will cause 

problems. So they set up barriers to switching suppliers. 

 

2. Preferred suppliers may be doing jobs that the internal customer 

should be doing — but may no longer be capable of doing because of 

dependencies that have developed. Sometimes an internal customer 

doesn’t know what his or her own requirements are; only the supplier 

knows the detailed requirements. The knowledge and skills that should be 

in the enterprise have migrated to the supplier. As a result, if the enterprise 

changed suppliers, it would not have all the required knowledge. 

 

3. The market has evolved. A preferred supplier’s strong suit may now be 

available—with better quality, faster turnaround, or lower price—from 

other suppliers. 

 

For these reasons, all preferred supplier relationships should be periodically 

reevaluated.  

Your enterprise should have competitively based relationships with suppliers 

that are not strategic or preferred suppliers. If plenty of companies can supply what 

your enterprise needs, competition should be the main lever for getting best value. 

You should insist on competitive relationships with all suppliers that have not been 

designated as preferred suppliers or strategic suppliers. 

 

 

7.3 Incumbent suppliers 
 

Every incumbent supplier wants to be a preferred supplier—and many behave as if 

they already are. But let’s face it: Incumbency breeds complacency. The incumbent 

wants to maintain the status quo. The incumbent wants to leverage its status to always 
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be “the path of least resistance” for the enterprise, and that’s a prescription for 

mediocrity. 

Once a supplier is used to being an incumbent with no competition on the 

horizon, there’s a natural tendency to coast. The supplier retreats from acting in a 

manner that ensures best performance. Instead of striving to be more and more 

competitive, the incumbent may instead try to tighten its grip by creating user 

dependencies. 

 

 

7.4 Plan to switch 
 

Incumbents can become complacent—or undeservedly gain preferred supplier 

status—because the purchasing enterprise lacks a mentality that nurtures switching 

out suppliers. 

Numerous enterprises have faced unforeseen catastrophes that interrupted 

normal supply channels and disrupted their ability to ship goods or serve customers. 

Yet, through heroic efforts and perseverance, many of them somehow managed to 

restore or maintain performance in spite of the obstacles. 

If a purchasing enterprise can quickly adapt to catastrophic circumstances, it 

should also be able to switch suppliers quickly as part of its normal sourcing 

practices. In a crisis, employees understand the necessity of finding a new supplier, 

and they act accordingly. The same should be true when the sourcing process itself 

identifies the need for change. 

The time to establish a plan for switching suppliers is when you start sourcing 

a spend category, not when you see the winning bid. The elements of a transition plan 

are discussed in Chapter 11 (Contract and Performance Management).  

 

 

7.5 Setting expectations with suppliers 
 

Your enterprise should have a mindset that competition can be advantageous. It’s by 

far the best mechanism ever invented for keeping prices down. As a result: There 

should always be a buyer’s market, but if there isn’t, the sourcing team should try to 

make it a buyer’s market. 



The Road to Strategic Sourcing Success 

TACTICA (www.TacticaCommerce.com)                                                                                           53 
| P a g e  

 

Let your suppliers know that 

you award contracts to the most 

competitive supplier who can 

deliver best value. And let them 

know that winning this year 

doesn’t earn your business 

indefinitely. 

If that’s your enterprise’s mindset, suppliers need to know it. Sourcers should 

make a habit of setting expectations with all suppliers, not just new suppliers. Let 

your suppliers know that you award contracts to the most competitive supplier who 

can deliver best value. And let them know that winning this year doesn’t earn your 

business indefinitely. 

A marathon runner has to stay in shape 

to keep winning. The same is true in any 

competitive environment. Every new supplier 

starts out competing. They win business by 

understanding their customers, delivering 

what customers want and performing better 

than other suppliers at a lower cost. That’s 

also how they continue winning new 

customers and retaining old customers. 

Suppliers will appreciate knowing up front what’s expected of them, with no 

sugar coating. For example, your talk with an incumbent might go something like 

this: 

 

“My boss sets an increasing savings goal every year; it never goes 

down. I can’t meet that goal unless my suppliers are working constantly to 

reduce their costs to me without reducing quality and performance. That 

means you have to be innovative, creative and disciplined. And my second 

problem is, I don’t have time to monitor every supplier to make sure I’m 

getting top performance. So I rely on competition to help me set and reset 

the benchmarks. 

“Businesses that stay in business, and keep their customers year after 

year, have learned how to stay competitively fit. If your company carries an 

unhealthy supplier, it undermines your ability to compete. Likewise, if I 

allow my enterprise to support a supplier that is not staying competitive, my 

negligence increases my enterprise’s costs and reduces its competitiveness. 

“I hope you’ll be our supplier next year and the year after, but you 

will need to keep winning the business when we put it up to bid. You should 

have the edge, because you know us better than any new suppliers we may 

invite. You know our goals. You know how we think. You know what our 
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The more sourcer time 

you free up, the more 

time sourcers have for 

better sourcing of more 

spend categories. 

processes are. You know our strengths and weaknesses. So you should be 

able to keep delivering what we need at a more competitive price.” 

 

 

7.6 A Sourcer’s Time Is Invaluable 
 

Setting expectations internally and with suppliers helps your enterprise to source more 

efficiently and more effectively. Once that bridge has been crossed, it takes sourcers 

less time to get more done. So the whole organization becomes more effective. 

Each sourcer’s time is one of your enterprise’s your most precious assets. The 

more time sourcers can devote to the sourcing process, the more savings they will 

generate across many more spend categories. 

Step back and look at the sourcing “picture” we’ve painted so far in this book. 

You’ll see how value keeps compounding as you keep adding in new layers of 

effective practices: 

1. You save time and money by establishing a sound sourcing process. 

 

2. You save time and money by changing the organization where needed, 

rooting out bad habits and putting procedures in place that facilitate good 

sourcing. 

 

3. You save time and money by setting user and supplier expectations, and 

then gaining their cooperation. 

 

The more sourcer time you free up, the more time sourcers have for better sourcing of 

more spend categories. 

And of course, there’s a much higher level of 

value achievable when you add in sourcing tools as yet 

another layer of captured time and money. Well-

designed sourcing tools create benefits throughout the 

sourcing process, not just in the cost collection stage. 

Sourcing facilitates (1) good documentation, (2) good 

market intelligence and (3) disciplined evaluation of non-price factors. These are the 

cornerstones for effective sourcing, whether the cost collection tactics are competitive 

or non-competitive. 
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By streamlining these activities, sourcing will help buyers to extend strategic 

sourcing practices to more categories. In so doing, sourcers will repeatedly 

demonstrate their professionalism. They will build a reputation for selecting excellent 

suppliers who can cut costs while maintaining quality and/or performance. Seeing the 

results, internal customers will lower their natural resistance to switching to a more 

competitive supplier. With fewer entrenched “preferred suppliers,” your enterprise 

will deliver much more money to the bottom line. 

 

 

Exercise 
 

Identify three suppliers that your enterprise is treating as preferred suppliers. For each 

supplier, answer the following: 

 

(1) How did the supplier obtain this status? 

 

(2) When was the last time this supplier faced competition for your business? 

 

(3) What would your enterprise do if this supplier suddenly went out of 

business? 

 

(4) Are there any compelling reasons why this supplier should not face 

competitive bidding when the contract is up for renewal? 
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The spend analysis will ensure 

your enterprise understands 

how much is being spent, for 

what and with whom—all of 

which is vital information for 

sound sourcing. 

 

Chapter 8 Begin With Accurate Data 
 

 

 

Spending with external suppliers is the single greatest expense for most enterprises, 

accounting for half of every dollar earned. This spending cannot be effectively 

controlled until the organization has conducted a thorough analysis of corporate 

spending patterns. 

Cleansing, aggregating and analyzing corporate spending data is collectively 

called the planning step of sourcing. The 

outcome of planning is an enterprise spend 

analysis. The spend analysis will ensure your 

enterprise understands how much is being 

spent, for what and with whom—all of which is 

vital information for sound sourcing. 

There are six steps to preparing an 

enterprise spend analysis: 

1. Gather and clean the data. As discussed below, the processes for clean 

data have ideally been established and are working smoothly. But that’s 

rarely the case—as we’ll discuss in the next section. So you’ll need to 

work to identify real dollar amounts in real categories. 

 

2. Obtain high-level spend data, by category (such as electrical 

supplies). Separate spends that are devoted to strategic or preferred 

suppliers. Determine and catalog what spend categories are under 

existing contracts and when the contracts expire. 

 

3. Refine the categories. Figure out what spend data can be combined into 

“sourceable” groupings. 

 

4. Gather data for the “sourceable” spends. This can involve determining 

the number of locations impacted, the lists of current and available 

suppliers, most recent purchases, current inventories, how the spend has 

been sourced, what results were achieved, market information, 
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availability and quality of specifications, current prices paid and 

consumption volume. 

 

5. Rank “sourceable” spends. Once each spend category is clearly 

defined, rank the spend categories based on dollar amount, level of 

competition, market drivers, quality of data and opportunity assessment. 

 

6. Determine priorities. Develop a timeline identifying short and long-term 

targets. Enterprises skilled in sourcing will tackle the highest dollar 

spends first, assuming market timing is appropriate. Enterprises new to 

sourcing may want to defer big spends until they gain experience with 

sourcing solutions. 

 

The remainder of this chapter delves into some key planning issues. How well you 

execute the planning step while avoiding shortcuts and pitfalls will make or break the 

integrity of your spend analysis and the sourcing activities that follow. 

 

 

8.1 Your Data: Goldmine or Garbage? 
 

You should to set up your enterprise to generate valid sourcing data as a normal by-

product of the business. This requires establishing processes for sourcers and their 

internal customers, and then holding everyone accountable to follow the processes. 

When clean data is flowing almost automatically, you will be able to 

streamline the planning process and multiply the effectiveness of your sourcing teams. 

Solid, accurate information helps you identify and prioritize the most promising 

opportunities. It also helps you assess how much leverage your buying history will 

have with suppliers. 

What if, like most enterprises, your organization generates data that is “less 

than clean” for sourcing purposes? The bad news is you have work to do. The good 

news is you don’t have to revamp everything before you can start sourcing. With 

some effort or with outside assistance, you can still gather usable data for key spend 

categories. Then, you’ll just have to run on two tracks simultaneously, sourcing key 

spend categories while putting processes in place for better sourcing for all spend 

categories. 
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8.2 Spend Analysis Data Sources 
 

What is your company spending money on? If you don’t have an accurate picture, 

here are three sources of data. The quality will vary immensely, so it’s likely you’ll 

need to dig out information from more than one place. 

1. The accounting department. Cultivate the people in finance and 

accounting—they can make your life much easier. A general ledger 

report may identify top spends. The accounts payable system can report 

information by supplier, by item, and—if you’re very lucky—by 

category. However, most accounting processes were not created with 

sourcing in mind, so plan on spending lots of time to make sense of 

down-and-dirty data. 

 

2. Your ERP system. Your ERP system can produce clean data if someone 

has set up, monitored and enforced processes for coding new purchases 

correctly. 

 

3. Suppliers. Most of your suppliers have excellent data, but they may be 

reluctant to share it because they will suspect you intend to make changes 

that will impact them. Remind them that it’s your data. If gathering and 

tabulating the data is an issue, offer to pay a reasonable fee for their extra 

efforts. 

 

 

8.3 Data Cleansing  
 

As noted above, the foundation of a good spend analysis is having good, clean data as 

the starting point. 

What’s wrong with data in most enterprises? There are two common 

situations: 

1. Junk data. Never assume spend data is clean and accurate; more 

commonly, it has been incorrectly categorized. That’s because the data 

originates from many different people in plants and departments who 

have no responsibility for sourcing. Because they tend to think of 

purchase requisitions as a necessary evil, they code each item using 
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whatever subcategories are easiest to select. For example, if Electrical 

Supplies has 15 specific subcategories plus two subcategories named 

Miscellaneous and General, guess how users will code 90 percent of 

requisitions for Electrical Supplies! 

 

2. Data from disparate procedures among acquired companies in an 

enterprise structure. Some organizations may have a hodgepodge of 

different systems, different versions of the same system and legacy 

systems. Inconsistent approaches to data compound the problem. To 

source across an entire enterprise, an organization must consolidate spend 

data in one place. 

 

As agents of change, sourcers need to lead the organization to new processes that will 

assure clean, consolidated data for sourcing. Developing good relationships with 

accounting, finance and plant personnel is a prerequisite for success. Start by 

convincing your chief financial officer (CFO) that you can forecast savings that 

actually go to the bottom line. Show plant managers a line item that will go down by 

$1 million next year due to sourcing, and you will get their attention! Support from 

the CFO and plant managers will pave the way for you to work with accounting to get 

the general ledger in sync with sourceable units of your major spend categories. 

Some specialist firms will clean up data for you and help you track spending 

across the enterprise by business unit, vendor, category, item and location. For 

example, they can extract data from mainframe and proprietary software systems, and 

use categorization algorithms to speed up the cleaning and categorizing of data. The 

expertise and technology of a specialist firm can automate about 80 percent of the 

cleansing effort. The remainder, whether you do it internally or rely on outside help, 

will require old-fashioned cleanup techniques, such as inspecting items and contacting 

suppliers. 

After you’ve significantly invested to cleanse corporate data, don’t assume 

people will suddenly change their ways and start coding everything correctly. Close 

monitoring of data quality will always be necessary. 
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8.4 Spend Category Selection 
 

Once reasonably accurate spend data has been tabulated, rank the categories 

by dollar amount. Within each spend category, drill down to find the sourceable 

groupings. For example, packaging may be a spend category, but it’s not a sourceable 

group. Packaging can include cartons, wraps, bottles, labels and caps. 

Once spend categories are established, you’re ready to begin sourcing. For 

experienced sourcing professionals, the best approach is to focus on the bigger spends 

first and work down. Newcomers to sourcing are advised to start with low-risk 

spends. As sourcers build successes and expertise in sourcing, they can move up to 

more complex and strategic spend categories. 

The second phase of planning, described in the next chapter, is to begin 

analyzing the requirements for your first targeted grouping so that you can learn how 

to source it. The sourcer’s job is to understand the enterprise’s needs and the market’s 

capabilities, and then to present the organization’s needs to the market in a way that 

will deliver best value for the enterprise. 

 

 

Exercise 
 

In preparation for an enterprise spend analysis, create a written assessment of the 

sources of data available to you and their quality. 

 

(1) Where are the weak spots? 

 

(2) What corrective measures can be taken? 

 

(3) What spend categories have data sufficiently clean to source now? 
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If you can’t make 

reliable estimates, reveal 

the ambiguity to 

suppliers to maintain 

your credibility. 

Chapter 9 Spend Category Specific Strategy 
 
 
 

The first planning phase, as described in the last chapter, is devoted to getting clean, 

sourceable data on corporate spending patterns, and then using this data to prioritize 

spend categories, identify sourceable groupings and select the first targets for 

sourcing. 

The second planning phase, covered in this chapter and Chapter 10, focuses on 

the planning activities that need to take place before buyers can effectively source a 

specific category. 

Category-specific planning includes such activities as: 

 Forecasting volume (internal demand): determining how much of the 

sourceable grouping will be needed for the forecast period 

 Understanding internal requirements 

 Understanding market capabilities 

 Assuring clear specifications: a full, accurate description of what 

suppliers are bidding on and how it should perform for internal customers 

 Planning for contract and performance management 

 

 

9.1 Forecasting Volume 
 

Using historical spend data as a base, the sourcing team needs to forecast how usage 

will change. 

Suppliers need to base their bids on a fair estimate of what will be needed. Use 

input from marketing or R&D or other internal departments to produce a reasonable 

estimate of what will be needed for a foreseeable future period, usually no longer than 

a year. Be sure these estimates are aligned with 

corporate plans. 

Inevitably, sourcers will be dealing with 

unknowns. Where direct materials are concerned, 

keep in mind that a product needed today may not be 

needed tomorrow. If production is discontinued on a product, what will replace it? If 

you can’t make reliable estimates, reveal the ambiguity to suppliers to maintain your 
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credibility. For example, if there’s a good chance an inventory item will be 

discontinued, talk to suppliers about anticipated requirements for a replacement item. 

Sourcers can’t plan for every eventuality, but they can prepare for changes—

anticipated or not—by obtaining detailed cost breakdowns when collecting cost data 

from suppliers. When you know all the cost components of a direct material, such as 

packaging, any changes can be fairly managed with suppliers. Lacking this 

information, you’ll probably overpay for a change. 

Other problems crop up when you’re trying to aggregate spends categories 

across more than one location or department. Let’s say Location A is using Brand X 

and Location B is using Brand Y, and neither wants to change. If everyone involved 

can settle on one acceptable type, it will be far easier to get a better price because of 

the combined volume. By merging requirements, finding the overlaps and resolving 

as many conflicts as possible, you aggregate demand. 

For example, one location may require 24-hour delivery; others may accept 

two days or five days. Do you really need 24-hour delivery at any location? Can you 

arrive at a single requirement for all locations? 

Sourcing for multiple locations will sometimes create perceptions of 

“winners” and “losers.” Example: Sourcing a particular spend category creates an 

overall saving for the enterprise, but Plant A’s costs increase or it must accept longer 

lead times. Before you source any spend, get agreement that “winning” means best 

value to the enterprise, not best value for each location. If there’s going to be flack, 

get it out before you talk to the first supplier, not when you’ve done all the work and 

you’re ready to award the contract. 

Another aspect of demand aggregation is rationalizing demand—a fancy term 

for exercising control over what internal customers are allowed to order. For example, 

in rationalizing office supplies, you might find that employees are buying 50 different 

types of pens, ranging in cost from 10 cents to $40. 

You’ll also find inappropriate purchases, such as radar detectors or snack 

foods purchased as office supplies. Maybe cookies are a corporate perk, but should 

they be purchased at office supply stores? 

Rationalization also encompasses identifying suitable alternatives. Do you 

need premium paper for all printers, or just for the color printers? Should you 

mandate substitutes or ask internal customers to use good judgment? 



The Road to Strategic Sourcing Success 

TACTICA (www.TacticaCommerce.com)                                                                                           63 
| P a g e  

 

9.2 Internal Customer Requirements 
 

Understanding internal customer requirements goes far beyond just knowing the 

quantity needed. A buyer sourcing pallets, for example, must understand what 

properties of different types of pallets are appropriate in different situations. Then he 

or she can identify suppliers who offer the closest match to the internal customer’s 

pallet requirements, which include both physical specifications and performance 

requirements. 

The physical attributes of pallets include dimensions, the spacing of top boards 

and runners, the thickness of the planks and where they are nailed. The physical 

properties may have direct bearing on performance, such as how well they run in 

palletizer machines, how well they fit into trucks and whether they are acceptable to 

distributors and retailers. So defining internal customer requirements can impact the 

entire supply chain. 

What if there are no written specifications? The best way to dig out 

performance and quality requirements—and how to measure them—is to ask internal 

customers a series of probing questions such as: 

 What do you like or dislike about the current supplier? 

 Why should you switch suppliers? (Or why not switch?) 

 What are the major problems have you had in this area in the last year? 

 

 

9.3 Hard vs. Soft Measures 
 

Hard measures of quality and performance are metrics that can be tracked, such as 

invoice accuracy, on-time delivery, reject rate or downtime caused by the supplier. 

Look for as many of these as you can. Once you identify hard measures, use them to 

prequalify suppliers for receiving the RFI and to evaluate the final bidders in the 

RFQ. Hard measures of quality and performance may also carry over to the supplier 

scorecard in the supplier performance management or contract compliance arena. 

Some decision factors are undisputedly important, but difficult to evaluate. 

Technical capability is an example of a soft measure. You believe that a supplier with 

strong technical capability is going to better serve you. How do you assess it? If you 
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can’t assess technical capability with some degree of objectivity, including it in your 

evaluation could invalidate the final decision. 

One approach to evaluating soft measures is to ask the sourcing team to rate 

suppliers on these factors individually, then discuss the scores—especially the high 

and low extremes—as a group to reach a consensus. 

The internal customers who have to live with the decision should be on the 

sourcing team and participate in making the decision. As participants in the supplier 

evaluation process, they will support the decision, which makes the transition that 

much smoother. All members of the sourcing team want the newly selected supplier 

to be successful because their own credibility is on the line. If you use a consensus 

process, no participant can say, “I wasn’t involved” or “I got outvoted.” 

 

 

9.4 Understand Supply Market Capabilities 

 

It’s essential for the sourcing team to understand what each supplier can and can’t do. 

You need to know what makes them tick and how they bring their products to 

market—their processes, their logistics costs, all of the things that affect their total 

delivered cost. Understanding the suppliers’ processes and cost structures helps you 

understand what the market drivers are, what the true requirements should be, and 

what costs should be targeted. You might learn, for example, it’s much cheaper for 

suppliers to maintain an inventory for you at a nearby warehouse than to ship goods 

by air freight. You also might learn to source a particular spend category at a time 

when the industry is operating at low capacity. 

Start by learning about the industry, the pecking order of its key suppliers and 

what market drivers exist at different stages of the industry’s business cycle. You 

should learn who’s lean and hungry and who isn’t, whether suppliers use any form of 

cost indexing, and how much of their costs are determined by market-driven 

commodities. 

One excellent way to learn about an industry is through news feeds, 

newsletters and analysts’ reports that keep you informed about the industry’s key 

companies, events and trends. Another way is peer-to-peer benchmarking: To get a 

broader view of the market, compare information and insights with non-competitive 

companies that are sourcing the same category. 



The Road to Strategic Sourcing Success 

TACTICA (www.TacticaCommerce.com)                                                                                           65 
| P a g e  

 

Use the RFI as a means for 

further qualification of suppliers 

and to gather market 

information. Avoid time-

consuming and expensive 

qualification tests until you have 

screened the number of 

“qualifiable” suppliers down to 

a manageable list. 

With a good understanding of the industries your suppliers serve, you can 

structure a competitive scenario in your favor. You’re able to leverage your 

knowledge as you prepare RFIs and RFQs. You’re able to make better decisions on 

event timing, contract duration and negotiation tactics. 

 

 

9.5 Identifying and Qualifying Suppliers 
 

You’ll also need to establish a process for identifying suppliers within an industry and 

performing a preliminary evaluation of their capabilities. 

Historically, Thomas Register has been the buyer’s bible for identifying 

suppliers of specific goods and services. Now many companies are also using Dun & 

Bradstreet and Web-based search engines to uncover potential suppliers. Tactica is 

among a handful of sourcing companies that have introduced automated tools to assist 

in supplier identification and qualification. 

Once a list of suppliers has been identified, you’ll probably need to narrow 

down the candidates through some preliminary qualifications. High-level 

qualifications for a packaging supplier, for example, might be: 

 Has a 62-inch press 

 Has been in business for at least five years 

 Has an acceptable credit rating 

 

Use the RFI as a means for further 

qualification of suppliers and to gather 

market information. Avoid time-consuming 

and expensive qualification tests until you 

have screened the number of “qualifiable” 

suppliers down to a manageable list. See 

Chapter 10 for more insights on using an RFI 

as a screening tool. 

Once you arrive at a short list, qualification activities that consume time or 

money are more appropriate. Post-RFI qualification measures can include: 

 Site visits 

 Reference checks 
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The clearer the specifications, the 

more competition will be present 

and the sharper the pencils will 

be. The fuzzier the specs, the 

more cushion suppliers must build 

into their bids. 

 Production tests (if the sourced category will be a raw material in your 

product or equipment on your production line) 

 

The big question you’ll face is whether these qualification activities should be done 

before or after competitive bidding. Let time and cost considerations drive the answer 

for each situation. 

 

 

9.6 Specifications For RFIs And RFQs 
 

As a sourcing professional, you are responsible for making sure that internal 

customers translate their requirements into crystal clear specifications. When a 

supplier reviews the specs, it needs to picture the exact same thing as other suppliers 

so that the resulting quotes will be “apples-to-apples.” The clearer the specifications, 

the more competition will be present and the sharper the pencils will be. The fuzzier 

the specs, the more cushion suppliers must build into their bids. 

In many cases involving previously 

sourced goods or services, internal customers 

will already have written specifications. If 

not, internal customers on the sourcing team 

should write the specifications. The sourcer’s 

role here is a consultant/editor, not a writer. 

Sourcing teams can tap the creativity and expertise of suppliers by issuing an 

RFI to collect their ideas. The sourcing team uses supplier feedback on the RFI to 

refine the specs for the RFQ. 

If there is a choice of methods or materials to accomplish your goals, you need 

to specify your preference in the RFQ so that suppliers are bidding on the same thing. 

However, if the RFI revealed that one supplier has a clear technological advantage, it 

is unfair to publish this supplier’s trade secrets in an RFQ to other bidders; a more 

ethical course of action is to negotiate one-on-one with the innovative supplier. 

RFIs can also collect preliminary pricing information to identify the most 

competitive suppliers. Be forthright in telling RFI recipients that you are gathering 

data to determine what the next step will be. For example, the RFI feedback might 

lead you to handle the spend category as follows: 

 Set A of requirements: Conduct a reverse auction. 



The Road to Strategic Sourcing Success 

TACTICA (www.TacticaCommerce.com)                                                                                           67 
| P a g e  

 

 Set B of requirements: Obtain sealed bids. 

 Set C of requirements: Negotiate with the incumbent (when Set C merits 

a preferred or strategic supplier relationship). 

 

Outside of a preferred or strategic supplier relationship, there is only one 

circumstance where one-on-one negotiation is an appropriate tactic. Often, some 

element of a spend category will include an “ugly duckling”—something that no 

supplier wants to bid on, but may have to accept to win more desirable parts of the 

spend. Negotiation is one way to couple the ugly duckling with the desirable parts. 

Another is requesting preliminary bids on well-planned groups of items (see next 

section). 

If you choose competitive bidding, your RFQ should describe the process. 

Give suppliers an idea of how heavily price will drive the decision. When you opt for 

sealed bids, specify “first bid, best bid” or “best and final bid.” Never undermine your 

credibility by attempting to negotiate after you have received the bids. 

 

 

9.7 “Lotting” - Grouping Items For Bids 
 

Similar to every aspect of sourcing, setting up awardable lots requires planning. 

Requesting a single preliminary bid on a long list of RFI requirements could 

be a dangerous shortcut. For a variety of reasons, such as the ugly duckling affect (see 

“Specifications for RFIs and RFQs”), the buyer may get few bids—or an attractive 

bid on a package that can’t be awarded to the bidder. 

Here’s what has happened: The sourcer didn’t do his or her homework. The 

sourcer assumed all suppliers are capable of providing all items in the requirements 

list. The supplier wants the business, even though a few items are outside its scope of 

capabilities. The supplier faces a dilemma: Submit a preliminary bid and face the 

music later? Or walk away from potentially profitable business? 

This situation can be avoided if the sourcer does homework. By taking a little 

extra time, the sourcer can structure the RFI to: 

 capture preliminary bids; 

 expose which groups of items will attract significant competition; 
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 identify the ugly ducklings; and 

 find out if substitutions are appropriate. 

 

 

9.8 Planning Beyond The Award 
 

The category planning phase of the sourcing process drives the level of success for 

everything that follows: the sourcing event itself; the transition period between 

suppliers; and successful “implementation.” Implementation means converting the 

potential savings of the spend category into real savings. 

The ingredients of an effective implementation must be fully considered in the 

category stage. Everything that needs to happen for a successful implementation has 

to be identified long before the supplier is selected and the contract is written. 

Chapters 10 and 11 both expand on this chapter’s discussion of category 

planning. Chapter 10 delves deeper into supplier evaluation and selection. In Chapter 

11, we’ll see how planning pre-RFI and pre-contract activities affect your ability to 

implement the post-award anticipated savings. 

 

 

Exercise 
 

Using three recently executed contracts for direct materials, conduct the following 

exercise with the responsible sourcer: 

 

(1) What are some changes that might occur over the course of the contract 

that would significantly increase or decrease estimated volume? 

 

(2) Does the contract address how these changes would be accommodated? 

 

(3) Do you have detailed cost breakdowns from suppliers so that changes can 

be fairly managed? 

 

(4) If you could re-source certain spend categories and rewrite the contracts 

now, what would you do differently? 

  



The Road to Strategic Sourcing Success 

TACTICA (www.TacticaCommerce.com)                                                                                           69 
| P a g e  

 

The buyer that habitually 

accepts the low bid is sending a 

clear message: “At this price, 

I’ll take any level of quality, 

delivery or performance.” 

Chapter 10 Non-Price Factors  
 
 
 

Logical buyers rarely make price-only decisions. If you plan to buy carpeting for your 

home, you’re probably not going to opt for the lowest grade carpet and padding that 

will wear out in a few years just to get the cheapest installed price now. Likewise, if 

you buy a new car, you won’t buy it based on price alone. Whether you write them 

down or not, you’re thinking through other parameters that are important to you—the 

warranty, reliability, performance, future resale value, operating and maintenance 

costs, comfort, style and so on. 

Similarly, in a business environment, 

price-only decisions are rarely logical. In many 

cases, the “savings” represented in the lowest 

bid are artificial. In essence, the supplier that 

wins on the basis of a price-only decision is 

rebating the buyer in advance for substandard 

quality or performance. The buyer that habitually accepts the low bid is sending a 

clear message: “At this price, I’ll take any level of quality, delivery or performance.” 

In reality, the “savings” are really a supplier’s advance discount, or rebate, for causing 

future problems, such as slow delivery, poor quality, downtime, rework, returns and 

billing errors. 

Few buyers would act with such blatant disregard for the best interests of their 

internal and external customers. True sourcing professionals know what is important 

to their organization beyond saving money. So they identify key attributes of the 

spend category and the supplier (as discussed in Chapter 8) and then list these 

attributes in an RFI or RFQ. These non-price factors can cover many important 

considerations, such as quality, performance, financial strength, proximity, delivery 

and responsiveness. Then, in evaluating supplier responses, the sourcing team uses a 

process for taking non-price factors into account in determining the winner. 

That, in a nutshell, is how supplier evaluation should work. But what really 

happens in many enterprises? 

Most buyers would probably claim that their process for evaluating non-price 

factors is fair and reasonably objective. In truth, a high percentage of buyers are not 
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selecting suppliers based on a sound process that accurately predicts supplier 

performance. 

There are several reasons why the skill involved in evaluating supplier merits 

is becoming a lost art: 

 Buyers claim they don’t have enough time because of heavy workloads, 

pressing deadlines and the seemingly endless number of choices and 

alternatives available today. 

 Buyers aren’t focusing on the key factors that will predict a supplier’s 

success. Instead, they load an RFX with dozens of needless questions that 

require long, laborious and repetitious responses. Consequently, the 

sourcing team wastes time evaluating reams of text responses to 

irrelevant questions, such as “Tell us your vision of what you will do for 

us over the next five years.” No wonder there’s not enough time for 

sourcing more spend categories! 

 The organization is overly price-focused. The enterprise skews its 

recognition and reward systems, directly or indirectly, to primarily 

preferring low-price suppliers. 

 Skills of sourcing professionals are not passed on to new employees. 

 

A key aspect of category planning is the process for qualifying and selecting the 

winning supplier or suppliers. This chapter explains how to turn supplier selection 

into a process that accurately predicts a potential supplier’s future performance. 

 

 

10.1 Methods Of Evaluating Non-price Factors 

 

For any one sourcing event, dozens of non-price factors could impact best value. How 

are these factors evaluated? The easy way out is to weigh them only through 

guesswork—the “gut feel” approach. In many organizations, it’s the prevalent way 

buyers consider non-price factors in the supplier selection process. More methodical 

approaches include: 

Ratings and weights: A rating is simply a score applied to a non-price factor. The 

factor ratings (usually on a 1-to-10 scale) are then weighted according to the pre-

determined importance placed on them by the sourcing team. For example, quality 
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may be weighted at 25 percent compared to a 15 percent weight for ontime delivery 

performance. 

Transformational bidding: Transformational bidding is a way to differentiate 

suppliers based on monetary units instead of scores. Think of transformational 

bidding as putting a price handicap on one or more suppliers for a particular attribute. 

For example, if the buyer estimates the switching cost of each supplier, the incumbent 

supplier has no switching cost, so no adjustment would be made to its bid. Other 

suppliers, however, would have their bids automatically adjusted upward. 

Optimization: Automated analysis of information to support decision-making is 

emerging in almost every field. Applied to sourcing scenarios, optimization solutions 

can sort through thousands of variables to identify the best solutions with the optimal 

combinations of suppliers. These solutions can include other supplier selection 

approaches, such as non-price ratings and transformational bidding. Compared to the 

other two methods, optimization engines take supplier selection to a much more 

sophisticated level. In addition, optimization can accommodate multiple line items, 

partial quantity allocation, bids on supplier-defined bundles of items, and tiered-price 

bids (also known as alternate bidding). 

 

 

10.2 Which Approach Is Best? 
 

The ratings-and-weights approach is popular with many buyers. Scoring each supplier 

has the advantage of being relatively easy to implement, especially with automated 

RFX tools. Ratings can also be used to filter out unqualified suppliers. Example: “No 

suppliers with a quality rating of less than ‘8’ will be invited to bid.” 

Some factor ratings can be tied objectively to quantifiable “hard” metrics, such 

as distance from the supplier’s distribution center to the buyer’s plant. For the most 

part, though, assigning ratings and their weights is a highly subjective process. 

The ratings are typically derived either from information provided by suppliers 

in an RFI or from the buyer’s internal information. If the ratings are based on flawed, 

incomplete or biased information, the resulting scores will be virtually worthless. 

Likewise, if the sourcing team’s members assign widely varying scores for the same 

supplier, averaging their scores just obscures the team’s inconsistency. 
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Even if ratings are carefully managed for consistency, comparing scores alone 

is problematic. Unless the buyer takes the time to review each supplier’s individual 

ratings, the overall scores do not provide visibility into which attributes are 

responsible for differences in suppliers’ scores. 

For most sourcing decisions, these shortcomings of the ratings-and-weights 

approach make it difficult to get a clear picture of best value. 

The transformational bidding approach attempts to translate what the buyer 

knows, or assumes, into the real world of bids. Buyers adjust supplier bids based on 

past experience or arbitrary amounts—not on the current market price of items in the 

RFQ. Transformational bidding can have legitimate value in a few circumstances, 

such as equalizing bids for each non-incumbent’s switching costs. However, buyers 

who extend the transformational bidding concept to all non-price factors are 

attempting to put a price tag on things that really can’t be quantified objectively. 

For most sourcing situations—particularly those where the sourcer would like 

to rapidly evaluate different “what if” scenarios—the optimization approach is 

strongly recommended. 

Optimization solutions enable a sourcer to effectively evaluate price and non-

price factors to arrive at a true “best value” decision. A sourcer can collect non-price 

data, internally or from suppliers, and then create “what if” scenarios to determine the 

best supply strategy. The methodology can be structured to portray optimal options 

based on suppliers’ current bids rather than on arbitrary values that may vary 

significantly from current market prices. 

Here are just a few of questions that sourcers can answer easily with 

optimization solutions: 

 How much more does it cost us to split the volume for each plant 

between two suppliers? 

 How much more will it cost us to get “level 8” quality instead of “level 

7”? 

 What is the cost of getting a supplier with at least “level 8” on-time 

delivery, “level 9” quality, and “level 8” proximity? 

 How can we effectively enable suppliers to bid on their own suggested 

bundles of items? 
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 How can we easily evaluate bids based on tiered pricing for different 

volume levels over the contract period? 

 We’ve aggregated demand for this spend category from several plants. 

No single supplier can meet our aggregate needs. How should we allocate 

the gross volume among several qualified suppliers? 

 

Optimization cannot eliminate all subjectivity. The approach relies on non-price 

factor ratings, many of which are assigned based on the judgment and experience of 

the buyer or the sourcing team. However, savvy sourcing professionals can minimize 

the subjectivity of ratings if they ask suppliers some highly pertinent questions with 

easily rated answers (as described later in this chapter). 

 

 

10.3 How To Screen Out Suppliers? 
 

The selection process should be structured to quickly cull down the list of suppliers to 

a workable number of competent companies. The evaluation steps that require the 

most time should be applied only to a small number of suppliers. As a result, the 

sourcing team applies the bulk of its energy to assessing a handful of finalists. 

That’s another reason why buyers should structure RFIs and RFQs to 

minimize the team’s screening effort. First, the team defines its minimum acceptable 

criteria, with the goal of quickly screening out those who cannot meet those criteria. 

The hard part here, of course, is defining the “minimum acceptable criteria.” 

These are performance factors that the internal customer must have to operate 

successfully. You’re predicting that a supplier’s failure to meet a particular criterion 

will cause an unacceptable extra cost or burden to your company. Therefore, you 

disqualify any supplier with a performance factor rating below the threshold set by the 

sourcing team. 

By reviewing these ratings, the sourcing team can quickly eliminate the bulk 

of respondents and concentrate on the finalists. The buyer then uses professional 

sourcing skills and optimization solutions to help the team distinguish which supplier 

or suppliers is best. More about this later. 

 

 



The Road to Strategic Sourcing Success 

TACTICA (www.TacticaCommerce.com)                                                                                           74 
| P a g e  

 

10.4 Using Automatic Ratings To Narrow The Field 
 

A sourcer uses RFI sourcing tools not only as a way to gather good market 

intelligence for a spend category, but also for first-round screening. The RFI tool 

should enable automatic ratings of most questions, so sourcers need to read and 

manually score only free-form answers (which may be more appropriate for the 

RFQ). 

Some buyers avoid issuing an RFI because they think it adds unnecessary time 

to the sourcing cycle. However, buyers who skip the RFI stage tend to gather too 

much data using lengthy RFQs or vendor presentations. 

If you ask the right questions, RFIs can be terrific time savers. RFI questions 

are not designed to determine which suppliers are the best; rather, they will help you 

eliminate suppliers that don’t meet your minimum performance standards, such as on-

time delivery and quality. With a set of effectively designed questions—all 

automatically rated by your sourcing solution’s RFI tool—you can quickly determine 

which suppliers are acceptable. 

For each non-price factor that is important, your RFI should have a few 

questions that suppliers must answer unambiguously. For example, if on-time delivery 

is crucial to your business, you might ask, “Do you track on-time delivery?” No? 

Good-bye. 

Then, in the RFQ stage, you’ll ask questions that help predict which of the 

acceptable suppliers will perform best in each of the non-price performance areas. 

Continuing the on-time delivery example, here is an easily scored question that 

narrows the field of acceptable suppliers: 

 

“What is your average on-time delivery rate for all customers?”  

 

Of course, you should ask the supplier to attach documentation to substantiate 

answers. 

Next, as your basis for determining which of the finalists has the best 

processes in place to assure on-time delivery, ask a question that suppliers will answer 

with free-form text, such as: 

“Describe how your company was able to meet a customer’s delivery 

goals in spite of harsh weather or other adverse conditions.” 
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10.5 How To Make Ratings More Objective? 
 

Whether you use the ratings-and-weights approach or optimization, you can’t totally 

eliminate the subjectivity inherent in ratings. The root of the problem is how team 

members arrive at the ratings. To observe this, ask a six-person sourcing team to 

review the same data for one supplier and rate non-price factors on a scale of 1-10. 

Quite often, you’ll get ratings all over the scale for the same performance factor. 

Averaging the ratings just makes the mess look legitimate. 

The solution? Assemble the sourcing team and ask the team members to 

explain how they arrived at each rating for each supplier. The person who gave the 

low or high rating will often bring out key points of difference that others didn’t see. 

After hearing these reasons, the group may arrive at a consensus rating that’s 

significantly different from the original average rating. 

When the group looks at how all suppliers stack up on a given performance 

factor, you’ll end up with discernable groups: top suppliers, middle of the pack, and 

low scorers. The consensus discussion will produce evidence of why a supplier is 

ranked higher or lower for a particular performance factor. 

Better yet, the group understands what differentiates one supplier from the 

others. When you just do averaging without the discussion, those key points of 

difference can be obscured or negated. 

Remember, averaging brings diverse numbers closer together. In sourcing, you 

want differentiation among suppliers. A spread of scores among suppliers helps 

differentiate them, but for a single supplier, a spread of ratings for a single 

performance factor indicates the team members have not arrived at a conclusion. 

How much should each performance factor be weighted in determining 

suppliers’ final scores? The most objective way to do this is to define weights by 

consensus of team members before RFI or RFQ ratings are evaluated. Later, the team 

may learn a lot from reviewing supplier responses, so it’s okay to adjust weights prior 

to applying them to performance factor rankings. 
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10.6 “Blind” Ratings and Scores 
 

To eliminate personal prejudices from discussions, remove supplier names from the 

supplier responses before team members assign ratings. 

Then determine final, weighted scores of non-price factors before any bids are 

revealed to the team. With scores ranked by the unnamed suppliers, draw a line under 

one cluster and ask the team, “Do we agree that all suppliers above this line are 

acceptable?” If the answer is no, raise the bar until an agreement is achieved. Then 

show the prices for those above the line. The winner should be the lowest cost 

supplier of this “quality” tier of suppliers. 

To this point, the sourcing team members still don’t know the names of 

suppliers associated with the scores. This keeps the process from being biased by 

individual preferences. Otherwise, if the group considers bids and scores 

simultaneously, standards for quality and performance may be sacrificed to save time 

and money.  

 

 

10.7 Using Decision Analysis To Weigh Ratings With Bids 

 

Here’s how decision analysis works. A price-only decision is “unconstrained”—that 

is, only price factors are being considered, so the low bid wins. When the buyer adds 

a new consideration—a certain level of quality, for example— that, by definition, is a 

constrained decision. Every added consideration or attribute is a “constraint.” Every 

added constraint usually adds to the total cost, because bids by suppliers that cannot 

satisfy those attributes are no longer considered. 

Fewer suppliers remain “in the running” as the buyer adds more and more 

constraints—such as: 

 Minimum level “8” quality 

 Minimum level “9” on-time delivery 

 Minimum level “7” financial strength 

 Switching costs under $25,000 

 Incumbent must get 20 percent of the order 

 No less than three suppliers 
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An optimization solution will show you the total cost of the best combination (if any) 

of the suppliers capable of meeting the increasingly constrained solution. By creating 

pointand-click “what if” scenarios involving different combinations of constraints, a 

sourcer can decide which scenario offers the best overall value. Typically, decision 

analysis encompasses various “givens” and business rules governing the decision, 

such as: 

 We will award the business to at least two “winning” suppliers to avoid 

over dependence on a single supplier. 

 We will award the business to no more than four “winning” suppliers in 

order to increase our leverage and reduce the overhead costs of an overly 

fragmented order. 

 We want to award the incumbent supplier at least 20 percent of the order. 

 No one supplier should be awarded less than 10 percent or more than 60 

percent of the order. 

 

In the past, decision analysis was a laborious, expensive task usually 

performed by outside consultants with proprietary optimization engines. 

Consequently, decision analysis was used infrequently and only for the most complex 

situations. 

Now, using a desktop decision analysis and optimization solution as an 

integrated part of your sourcing solution, you can employ the power of optimization 

for almost any spend category. In one sitting, you can sort through a host of “what if” 

scenarios. With little or no extra effort, you gain tremendous insight into the 

relationships of pricing to performance factors. Many sourcers, after seeing how 

simple and enlightening optimization can be, use it extensively and never resort to 

ratings-and-weights again. 

 

 

Exercise 
 

For an upcoming spend: 

 

(1) Prior to sending out an RFI, ask the sourcing team to individually assign 

weights to price and non-price factors. Next, discuss as a group what the 

appropriate weights should be and arrive at a consensus for each factor. 
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What differences do you see between averaging individuals’ weights and 

the consensus weights? 

 

(2) Remove names, addresses or anything else identifying each supplier’s 

response to the RFI. Identify each response with a code letter; then ask 

the sourcing team to meet and arrive at consensus ratings for each factor. 

 

(3) Determine final, weighted scores of non-price factors before any bids are 

revealed to the team. With scores ranked for the unnamed suppliers, ask 

the team which scores would be acceptable. Then reveal supplier names 

and their bids.  

 

What were the sourcing team’s reactions to consensus ratings, consensus weights and 

the “blind” selection approach? Do you feel these procedures resulted in a more 

objective, best-value decision? 
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Chapter 11 Contract Management And 

Supplier Performance 
 
 
 

The sourcing process doesn’t end when the sourcing team selects the best supplier or 

suppliers for the spend category. The sourcing team’s responsibilities continue as they 

ensure that the supplier decision is implemented successfully and the expected 

savings actually materialize. 

 

 

11.1 The Implementation Plan 
 

The above point merits repeating: Good sourcing doesn’t stop when the contract is 

awarded. Stated differently, assuring a successful implementation of expected savings 

begins long before the contract award. 

The first step of successful implementation is planning. The category planning 

phase, as covered in Chapter 9, includes all planning activities that need to take place 

before buyers can effectively source a specific category, award the contract and 

manage the winning supplier’s performance. 

In the category planning stage, preferably before the RFI is written, the 

sourcing team must consider every aspect of what happens after the winning bidder 

has been selected. These considerations include: 

 Should the contract be simple or detailed? 

 What types of clauses should be in the contract? Should there be a strict 

or liberal indemnification clause? 

 How long should the contract term be? 

 What will be subcontracted? 

 Should an early payment discount be offered? 

 How will the company make the transition to a new supplier? 

 How will the company deal with the outgoing supplier? 

 How much training will be needed for the new supplier? 

 What steps will be taken to assure supplier performance? 
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11.2 During Selection, Think Implementation 
 

A finely honed supplier selection process is a prerequisite for implementing savings 

successfully. However, even in the best of circumstances, supplier selection is a 

somewhat subjective process. 

Chapter 10 offered advice for injecting more objectivity into selection 

procedures. To recap briefly, the goal of evaluating performance factors is to use a 

supplier’s past performance as a guide in predicting future performance. This 

strengthens the credibility of the sourcing team and enhances the chances of achieving 

best value with the winning supplier. 

You will vastly enhance the objectivity of the selection process by 

incorporating all of the following tips (which were discussed at length in Chapter 10) 

into your category planning: 

1. In the RFI, use unambiguous, automatically scored questions for 

preliminary screening. 

 

2. Define minimum acceptable levels of performance that each supplier 

must meet to be considered. Then disqualify any supplier with a 

performance factor rating below the threshold set by the sourcing team. 

 

3. To achieve a consensus and to differentiate suppliers, ask sourcing team 

members to explain how they arrived at each rating for each supplier. 

 

4. Use a “blind” process for rating and scoring. Withhold supplier names 

and bids until the team has arrived at a consensus decision of acceptable 

suppliers. 

 

5. Use optimization and decision analysis solutions to weigh price and non-

price factors in a variety of “what if” scenarios. 

 

 

11.3 The Bid Clarification Meeting 
 

To help assure that the anticipated level of savings will be realized, the sourcer should 

formally review everything in the package with the winning bidder before the contract 

is signed. The goal of the bid clarification meeting is simple: to avoid surprises or 
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misunderstandings. If the meeting is successful, the full term of the contract will pass 

without the buyer or the supplier saying, “You never told me that!” 

Separately, or as part of the bid clarification meeting, the sourcing team and 

representatives of the new supplier should make sure that everyone agrees on all the 

details of the transition period: training, phasing out the old supplier, billing, 

milestones, etc. 

Make the bid clarification meeting a ritual. Before a contract is signed, there 

must be a bid clarification meeting. No exceptions. 

 

 

11.4 Performance Measurements As Contract Requirements 
 

Selection of quality and performance factors, as described in Chapter 9, impacts the 

entire sourcing process, even after the contract is awarded. The sourcing team holds 

the responsibility for not only identifying the measurements, but also determining 

how to evaluate suppliers against them and how to measure the winning supplier’s 

performance on an ongoing basis. If you want an on-time delivery rate to exceed 95 

percent, the sourcing team has to figure out how to evaluate suppliers against that 

measure. 

When you’re selecting suppliers, your focus is predicting which supplier can 

best do the job. After selecting the winner, you need to include provisions in the 

contract to manage the supplier. Just putting performance measurements in the 

contract doesn’t ensure they happen. Buyers who establish penalties without 

predicting performance usually have to live with the suppliers they pick. 

On the other hand, sourcers who can accurately predict supplier performance 

rarely need to rely on penalties or “out” clauses. These sourcers are building their 

credibility within the organization. They source with the conviction that by accurately 

predicting future performance, the enterprise won’t have to enforce contractual 

penalties and “out” clauses. 

Ideally, performance clauses give you leverage to replace a supplier rather 

than forcing you to manage the supplier through penalties. The measurements are part 

of the contract, so there should be no dispute on what constitutes a breach of contract. 
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11.5 Dealing With An Outgoing Supplier 
 

For existing spend categories, the flip side of selecting a new supplier is displacing 

the incumbent. How to deal with displaced incumbents should be part of the planning 

process. 

In a worst-case scenario, a disgruntled incumbent might immediately quit 

shipping to your plants, possibly disrupting production and causing lost orders. 

Anticipating this scenario in all contracts is one way to preclude it from occurring. 

Include a transition clause that establishes penalties for unilaterally terminating the 

contract and for other breeches. 

The threat of contractual penalties, however, should be coupled with a more 

positive approach that encourages good performance during the transition period. 

Explain to the outgoing incumbent that the spend will be re-sourced at some point. 

You hope to see the supplier return, stronger and wiser, to compete again. 

To demonstrate your good faith and to help the outgoing incumbent learn from 

mistakes, prepare a list of the supplier’s strong points and an analysis of why the 

supplier didn’t win, focusing on non-price factors. 

To give the outgoing supplier valid feedback, you’ll need to establish a 

method of collecting and benchmarking performance data. This is another reason why 

continuous, regular benchmarking—not just at the end of a contract period—should 

be a cornerstone of your supplier management program. 

 

 

11.6 Supplier Performance Management 
 

What’s the difference between supplier performance management and contract 

compliance? Very little. Think of the two terms as the positive and negative poles of 

the same battery. Supplier performance management is the carrot; contract 

compliance is the stick. 

Supplier performance management starts from the premise that the contract 

simply sets the bar for minimum performance standards. A supplier is capable of 

exceeding these standards, as indicated by the supplier’s track record. A sourcer’s job 

is to assure mutual success by helping the supplier to excel. 
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Contract compliance focuses on using detailed contracts as a control measure. 

By vigorously enforcing contractual terms, the company can punish errant suppliers, 

thereby deterring other suppliers from breeching their contracts. 

To illustrate the two approaches, let’s look at measuring and monitoring the 

accuracy of bills of lading with corresponding invoices. 

 

 Contract compliance approach: Set a standard for accuracy. Establish 

penalties for failing to meet the standard ranging from written warnings 

and monetary penalties to contract cancellation. 

 Supplier performance management approach: Estimate the worth of 

having a 100 percent correct bill of lading and a 100 percent correct 

invoice. For each correct invoice and bill of lading (no overage, shortage 

or variance), give the supplier a figurative credit for saving you this 

amount. This “gold star” approach doesn’t cost anything, yet suppliers 

love it because your letter stating the tabulated savings is an unsolicited 

endorsement. 

 

Managing supplier performance is time consuming. Sourcers probably won’t have 

sufficient time to do a quality job with every supplier. So focus on the biggest and 

most strategic. Employ a robust supplier performance management program with the 

suppliers billing the top 20 percent of corporate spending. For second-tier suppliers, 

you will likely need to use a less-intensive approach. 

 

 

11.7 The Quarterly Supplier Performance Review 
 

Early in the transition period, the sourcer should have the first quarterly meeting with 

the new supplier. 

Use this first meeting to encourage innovative ideas from the supplier. Explain 

that the opportunities for savings were identified mainly from your perspective as the 

sourcing enterprise before the contract award. Now you expect the new supplier to 

bring new insights to the table and to help you uncover new ways to save and improve 

value.  

In subsequent quarterly meetings, review the supplier’s performance in a 

manner similar to how you would review an employee’s performance. Together, you 



The Road to Strategic Sourcing Success 

TACTICA (www.TacticaCommerce.com)                                                                                           84 
| P a g e  

 

and the supplier discuss how well the supplier has performed against previously 

defined objective measurements. Discuss strengths and weaknesses of the 

relationship, identify areas that need improvement and agree on goals for the next 

period. 

 

 

11.8 Be Prepared To Fire A Poor Performer Supplier 
 

A sourcer’s primary assets are professional integrity and credibility. If a supplier fails 

to meet expectations, the sourcer must act to protect his or her credibility from being 

undermined. 

Poor performing suppliers must be culled out not only to protect the sourcer’s 

internal credibility, but also to protect the enterprise from eroding its financial 

strength and competitive position. That’s why all contracts should have spend-specific 

“out” clauses based on agreed-upon performance measures. 

Is the supplier relationship salvageable? If so, give the supplier a fair chance to 

improve; rehabilitating a strained relationship may be easier than building a new one. 

Tell the supplier that you were confident they could do the job, but so far you 

have been proved wrong. The supplier’s negatives outweigh the positives. Specify in 

writing what corrective actions should be taken and reiterate how results will be 

measured. Make it clear that this is the last chance. 

If the supplier’s performance doesn’t improve quickly, don’t hesitate to 

exercise the “out” clause. Before you begin selecting a replacement supplier, the 

sourcing team needs to analyze what went wrong in predicting this supplier’s 

performance and how to prevent the mistakes from recurring. 

 

 

11.9 Use A Sourcing Solution for Contract and Performance Management 

 

Your sourcing solution can be a huge asset in the areas of performance and contract 

management. Look for a solution that will help you to: 

 Streamline the negotiation, creation, routing/approval, and maintenance 

of contracts and related agreements 

 Maintain a library of contractual clauses 

 Maintain a database of reference pricing and supplier historical pricing 
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 Track off-contract spending 

 Monitor supplier performance with online scorecards 

 Maintain complete records of supplier performance against contractual 

requirements and benchmarks 

 Manage the contract life cycle from creation to renewal 

 Provide an ongoing record of goals, milestones, strengths and weaknesses 

 

 

Exercise 
 

For an upcoming spend: 

 

(1) Identify three spends that are currently in the early stages of sourcing. 

Meet with the buyers to discuss their plans for implementing savings. 

 Are their plans adequate? 

 What planning deficiencies or omissions were revealed in your 

discussions? 

 

(2) For each of these spends, estimate how much time will be needed for 

contract creation, contract management, and supplier performance 

management over the duration of the contract. 

 How would a sourcing solution streamline these activities and improve 

the process? 
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Chapter 12 Let’s Start The Journey 
 
 
 

The first 11 chapters of this monograph have end-of-chapter exercises. Each exercise 

was crafted to challenge you—to get you thinking about how the chapter’s lessons 

apply to your enterprise. 

Did you immerse yourself in the exercises? If so, congratulations—you have 

already been working to bring your organization to the next level. 

If you are serious about implementing true strategic sourcing in your 

enterprise but did not finish the exercises, schedule a few hours now to work on them. 

Most of the exercises can be completed in less than 15 minutes each; a few involve 

contacting colleagues and may take an hour of your time; Chapter 10’s exercise may 

be ongoing. If you need more time, make it a key priority for next week. 

This final chapter has no end-of-chapter exercise because the entire chapter is 

an exercise and challenge in itself. This chapter is a reality check to see how 

committed you are to strategic sourcing—and a gentle nudge to get you started. 

 

 

12.1 Two Directions: Which Will Your Enterprise take? 
 

In a competitive market, participants have limited latitude to increase profitability 

through price increases. Consequently, in maturing industries where growth potential 

is moderate, market forces drive participants to focus on cost reduction. In the public 

sector, enterprises are under extreme pressure to continually drive down costs, 

improve efficiency and leverage every dollar for maximum benefit. 

There are two divergent ways to respond: attacking costs with little regard to 

quality and performance considerations, or creating new value throughout the supply 

chain. 

 

The war-on-costs model relies on a double-barreled attack: 

1. Pay the lowest possible price for everything. This mindset inevitably 

translates into problems elsewhere: shoddy quality, downtime, missed 

commitments, returns, customer complaints, and order cancellations, to 

mention a few. 
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Enterprises in all industries and the 

public sector are taking aggressive 

initiatives to rationalize their 

supplier bases, award more business 

to fewer suppliers, shorten cycle 

times and achieve best value in 

more spend categories. 

 

2. Embark on a continuing campaign to outsource so-called “non-core” 

functions which may ultimately include the procurement function itself. 

This approach ignores a key principle: Every sourcing decision should be 

a best value decision. Eliminating the people who drive best value in the 

total supply chain is shortsighted. If you lose them, you significantly 

constrain your ability to increase profitability and shareholder value. 

 

In short, a headstrong commitment to the war-on-costs model is penny-wise and 

pound-foolish. 

On the other hand, the value creation model doesn’t sacrifice quality, 

performance and skills through an indiscriminate drive to cut costs. To get better 

profitability, you must make better sourcing decisions. To get better decisions, you 

must have people who operate more efficiently and have greater capabilities in their 

arsenal. 

When buyers become strategic sourcers they are more efficient and more 

proficient; they get better results on more spends. They inject more value into the 

supply chain. They are profit producers who directly impact shareholder value. 

That’s not just an aspirational 

vision—it’s happening every day. Industry 

analysts are continually reporting evidence 

of increased adoption of, and measurable 

results, from sourcing. Enterprises in all 

industries and the public sector are taking 

aggressive initiatives to rationalize their 

supplier bases, award more business to fewer suppliers, shorten cycle times and 

achieve best value in more spend categories. 

The closer the purchasing function gets to reaching this level of strategic 

sourcing, the more support it will have within the organization. The entire enterprise 

will understand the value of sourcing professionals. And the sourcing function will 

never become a candidate for outsourcing—because it is strategic. 
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12.2 Successful Sourcing Starts With A Vision 
 

If you want to take your enterprise to the next level and you see sourcing as a 

cornerstone of that effort, go beyond the tips offered in Chapter 5 (“Getting Started”). 

Become an agent of change for your enterprise by creating a vision of what’s possible 

and convince others to share that vision. Think big. Think of the wide-open prairie, 

not a small, fenced plot of land. 

Reread the previous section of this chapter. Would you like to see your 

organization taking the path described in the value creation model? To get on that 

path, take the following three steps. 

 

 

12.3 Step 1: Assess The Status Of Sourcing In Your Enterprise 
 

First, assess where your enterprise stands compared to a model sourcing process. If 

you’ve done the end-of-chapter exercises, you have a head start on getting the 

assessment done. 

The assessment may paint a bleak picture. You may find that buyers have little 

appreciation for the sourcing process, much less experience with it. You will probably 

find rogue spending, insufficient data, ill-conceived RFQs, haphazard supplier 

selection procedures, poorly written contracts and ineffective management of supplier 

performance. You will probably find too many preferred suppliers and very few best 

practices. 

And worst of all, you will find that most people throughout the organization 

believe the status quo is just fine. As long as people above you and below you think 

the old way is the best way, how will effective sourcing take root in your 

organization? 

The answer is straightforward: People will follow the old path until shown a 

better way. You and other agents of change in your enterprise can lead them to that 

better path. 
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12.4 Step 2: Start Measuring 
Whether you are sourcing for a global enterprise or running a local lemonade stand, 

measuring is the prerequisite for maximizing results. When an organization fails to 

measure something that’s measurable, it sends out a message that the measurable item 

is unimportant. 

Ultimately, you should measure everything that is important to your 

organization. For starters, measure: 

 

 Buyer capabilities—what they know, what they don’t know, and how 

much of their capabilities are being effectively applied 

 The percentage of spends included in a true sourcing process 

 The quality of data used for corporate spend analysis 

 The number of total suppliers 

 The number of preferred suppliers 

 Cycle times 

 Buyer efficiency 

 Business performance improvements from sourcing 

 Deployment and effective use of sourcing tools 

 

Convert the measurements to scores on a 1-to-10 scale, where “10” represents your 

ultimate goal. If you score average buyer capabilities and average buyer efficiency as 

5 and 4 respectively, what if you could raise both to 7 in one year? How much would 

that increase your best value savings? If you score sourcing deployment and effective 

use as a 1 now, how much will you save by raising the score to 5? 

With this information, you can start applying estimated monetary values to the 

sourcing vision. Top management understands money. 

 

 

12.5 Step 3: Recruit Champions 
 

Now you have some selling to do, but you don’t have to do it alone. Recruit internal 

champions to help you get the organization committed to true strategic sourcing. 

Some may be experienced buyers who are sourcing now or who have tasted 

successful sourcing at other organizations. Some may be young buyers who have 
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heard about sourcing and are searching for a mentor. Some may be enlightened 

managers from other departments in your enterprise. 

With persistence, you’ll also uncover a few pearls: highly influential 

executives who will grasp the significance of your strategic sourcing vision. They 

already know that longterm, sustainable shareholder value must come from real, 

continuing increases in profitability. From you, they will learn a sure-fire way to 

increase operating profits: continually improve total best-value decisions through 

better practices applied across more spend categories. 

You have a cadre of change agents. You know where you’re headed. You’re 

ready to take your organization to the next level. Now. 
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