
OVERVIEW
Many of the companies in the early stages of procurement transformation made excellent 
progress using data from a number of different sources, especially when spend data was 
unavailable or not well developed. Systems help build credibility by providing fact-based 
analysis. But without systems, supply managers should use whatever resources are available. 
Significant decisions can be made with imperfect data, although there is certainly a cost 
associated with doing so, as we see in the case of a major insurance company.  

SITUATION
The CPO of this company put it this way: “We just went through a major acquisition, and 
procurement was asked to size up opportunities for savings. The organization we acquired 
used no P2P system, so we downloaded all of their AP data and claims management system 
data and coded it using a third party in Excel. It was nothing fancy and didn’t provide a 
granular solution. It cost over $1M. Through brute force and a labor-intensive third party 
effort in India, we sized up $150M of savings opportunity. We would never be able to do this 
internally on our own, and if we did, it would be fraught with errors.”

ANALYTICS ACTION
Spend analytics and contract management are the first steps in the development of the 
transformation journey. The CPO at this insurance company identified an important insight: 
that spend provides the basis for thinking about where to look for opportunity, while contract 
management systems provide the insight on how to deliver them. This is also an efficient way 
to prioritize efforts.

RESULTS
Spend points you in the direction of where there is fragmentation and where you want 
to drive supplier consolidation. But understanding what contracts you have makes it 
possible to see the details around the service descriptions, and what’s contained in those 
relationships with suppliers. Spend analytics helps you find where the opportunities are, 
while contract management helps you prioritize your efforts and make your team more 
efficient. It’s much more efficient to work collaboratively within a tool that allows you 
to engage your clients from a stakeholder management perspective. It also drives efficient 
workflow management and risk management, eventually leading to a standard process that 
people throughout the organization agree on.

CASE 1: An Insurance Company Drives Decisions With No 
Spend Analytics Available



OVERVIEW
Having a robust master part and master supplier 
list can yield low-hanging fruit for organizations 
in the early stages of their procurement 
transformation. Many of these opportunities can 
be driven by looking at redundant part numbers, 
contracts that haven’t been reviewed in a year or 
more, and spending that is going to suppliers with 
no contract to cover it. A CPO from a major oil 
and gas company recognized that simply having 
data on current items and products in use would 
yield opportunities for part rationalization and 
standardization.
 
This is a good example of how in the early stages 
of transformation, clamping down on master data 
and the ability to enter data into the system is key 
to building a baseline. This oil and gas company 
executive recognized that there were limitations 
to the master data, but that early wins with the 
technical community was important to enable 
traction and greater control over the front end of 
the sourcing process. Since it was an engineering-
driven culture, there was a tendency to allow 
engineers free reign to introduce new parts, 
leading to part proliferation and over-design.

SITUATION
An executive at the oil and gas company 
described the challenges: “We had a culture that 
didn’t delineate what the technical community 
might own versus what the commercial people 
might own, which created massive redundancy 
and multiple part numbers. We just did a material 
upgrade of our own ERP environment, including 
a significant cleanup of our material master data 
as well as an adjustment to the process. We 
greatly limited the number of people who could 
touch the system, upped the skill set, and locked 
it down—which has not been popular. We have 
about 20,000 suppliers in the system, 12,000 of 
which we don’t use! We don’t have much trust in 
our ability to eliminate suppliers because if there 

is an emergency and they aren’t in the system, 
they can’t be used on short notice (for instance 
on an emergency part or a turnaround.)  So we 
ended up with an unmanageable situation. If we 
can’t drive down the number of suppliers, but 
maintain the ability to move quickly in unusual 
circumstances, we won’t get buy-in to any type of 
change.”

ANALYTICS ACTION
This company tended to over-engineer their 
products, which was great for their supplier. It 
became so bad that their own distributor wouldn’t 
give them a price book for items that he carried 
that they weren’t using. He was afraid they would 
see how much more they paid for the unique 
items purchased from suppliers. The executive 
put it this way, “We tend to specify unique 
qualifications—even for readily available items. 
We tried to drive the message that the right way 
is easiest.  So we need to use technology that 
provides a drop-down menu system that allows 
users to easily navigate to the right place. And 
it needs to be easy to choose the right thing. 
As opposed to where we sit now and drive a 
lot of engineering and free text that causes us 
to use expensive channels for mundane non-
differentiated pieces of equipment.”

SUMMARY
Once supplier characteristics are understood, 
organizations must begin to define the criteria 
used to filter these relationships into those that 
are transactional in nature, core, strategy, and 
critical. There are a number of criteria that vary by 
industry and level of procurement transformation 
maturity that can be used. To support a good 
segmentation framework, supplier performance 
management (SPM) systems establish clear criteria 
for moving suppliers into the upper echelons of 
what is known as strategic supplier relationships 
based on a defined track record of solid 
performance.

CASE STUDY 2: An Oil and Gas Company Builds a Strong Master 
Data System and Drives Quick Wins Through Standardization



SITUATION
A major food services organization leveraged existing data to drive a sourcing optimization 
tool for processed beef, creating a common methodology for comparative cost 
accounting. This required engagement with the supply base to understand their current 
accounting standards. It also meant developing a common approach that would establish 
a baseline for comparison. It was a major effort—every supplier had to provide a cost 
breakdown of current cost structures.  

ANALYTICS ACTION
By comparing cost structures, executives working with cost accountants and finance 
were able to break out the overhead and selling, general and administrative (SG&A) cost 
elements into common structures. They discovered a wide set of assumptions on the part of 
suppliers when they determined overhead absorption factors. By deriving a common set of 
material, labor, and overhead categories, the group took all six suppliers’ cost structures and 
enabled true apples-to-apples comparisons between their product costs.

RESULTS
Once established, the team constructed a portal where suppliers could update information 
and upload their true cost of manufacturing on a weekly or monthly basis to enable a 
comparative analytic conversation based on each supplier’s peer set. Suppliers that have 
lower costs get more volume, which increases cost efficiency across the system.  

This is a breakthrough transformation for the beef category and the process is being 
considered in other commodity groups. The portal disguises the half-dozen suppliers’ 
identity, but they can see how other suppliers are performing, thereby establishing a basis for 
competition. From the buyer’s side, margins can also be fixed, reducing risk for suppliers while 
ensuring competition.

CASE 3: A Food Services Company Develops a 
Collaborative Supplier Price Benchmarking Portal



CASE STUDY 4: An Insurance Company Mitigates Risk

OVERVIEW
Procurement is increasingly required to provide analytical insights into what’s happening in 
the supply base. The challenge is to not only identify current supplier risks in areas such as 
labor and human rights violations, supply chain disruptions, environmental non-compliance, 
and tier-two supplier risks, but to also identify future risk. That means gaining the ability to 
quickly identify problems with one or more suppliers that will impact production, and also to 
identify future-state risks that can change supply allocation, impact category strategies, and 
in some cases, drive different contracting outcomes and formats.  

ANALYTICS ACTIONS
This organization uses multiple sources of data to monitor the financial health of its suppliers. 
In addition to D&B financial snapshots, the company also monitors requests and supplier 
behaviors with respect to request for early payments, commercial lending activity, and 
willingness to grant discounts for early payments, as potential indicators for working capital 
problems.  

RESULTS
Tracking these metrics is automated to allow early warning of potential problems that 
warrant a discussion with the supplier in question and to ascertain whether the situation 
indeed requires alternative financing or a different allocation of business going forward.



SITUATION
A major financial services organization 
recognized that its current suite of 
homegrown contract management and 
project management tools were not 
delivering the right level of accuracy and 
precision for driving cost savings. The CFO 
put it this way: “How do I trust your numbers? 
What are the real savings, and can I actually 
take those figures out of our expenditures for 
next year?”  

ANALYTICS ACTION
To address this, the CPO used a concept 
suggested by internal cost accountants for 
tracking price changes or volume changes 
for any given savings project and measuring 
the true up delta (change) in this level as 
they appeared in the invoice. This involved 
an in-depth analytical approach to collect 
all the line items on the invoice before the 
negotiated deal, as well as the actual values 
on the invoice after the deal was completed. 
The true value of the savings could be derived 
and reported to the CFO. The CPO in this 
case noted, “None of the sourcing tools out 
there have the capability to do it. In fact, it 
took some of their sales people seven months 
to realize what I was talking about!” 

Eventually, this tool was migrated into a 
database that was used to mine all invoice 
level details, match them to a deal number, 
and roll up the figures into a taxonomy that 
was directly mapped to the general ledger 
(GL). This tool broke down purchase orders 
into line item details, and mapped them onto 
the GL taxonomy before and after every 
negotiation. This process captured the true 
savings that occurred, either through price or 

volume reductions. For example, an invoice 
for painting services of a facility will include a 
dollar per hour for labor as well as a material 
cost for paint, brushes, and other supplies. This 
allows comparison of invoices to determine 
if one supplier is charging more per gallon of 
paint, or more per hour, and mapping these 
savings onto the GL taxonomy.  

RESULTS
This tool enabled this organization to 
influence stakeholders because the team 
will always start with a baseline and gauge 
the true savings a year after the contract 
is completed. It also helps build up the 
pipeline of upcoming contract renegotiations 
by collecting baseline data about these 
contracts, including conversations with the 
right stakeholders.

ADDITIONAL INFORMATION
Another application being deployed by a 
major financial services organization involves 
a tool that can help drive users to the correct 
buying channel. Users answer a series of 
questions about their requisition, and are 
directed to the best channel. The tool is 
dynamic, based on the user’s replies to the 
questions, and guides them into a purchase 
order with an existing preferred supplier, a 
catalog with a pcard punchout roundtrip 
sourcing tool, or a Center of Excellence 
buyer if it is a complicated buy. The idea is to 
make it easier for the user to get what they 
need, to capture information early in the 
requisition process, and to pre-populate many 
of the fields in the database to speed up the 
process and maintain control over spend for 
category managers to have a good spend 
analytic database.

CASE 5: A Financial Services Company Performs Invoice 
Analysis with a True Up Delta Tool



CASE STUDY 6: An Apparel and Services Provider Uses Risk 
Modeling and Economic Forecasting

OVERVIEW
“Roughly right is better than exactly wrong.” 
An executive at a major service provider 
of apparel and janitorial products made 
this statement, noting that the goal should 
not be to establish perfect data, but rather 
to get enough data to enable directional 
correctness. An important element is to 
identify other sources of data that are external 
to your own organization, and find ways 
to integrate the data to drive innovative 
predictive models.

SITUATION
The company outsources a majority of its 
products to low-cost countries in Asia.  As 
part of this approach, the company began 
tracking the variance in on-time delivery of 
shipments from its major suppliers. They also 
tracked variance on a statistical process 
control (SPC) chart. By monitoring trends and 
variances that fell outside of acceptable 
thresholds on the SPC chart, the executive 
could determine if a trend occurred that 
could lead to a significant problem in 
delivering production orders. He noted, “Sure 
enough, every time I saw a trend or a point 
outside of the SPC chart threshold, I put in 
a phone call to the supplier, and there was 
always a problem that we had to mitigate—it 
was identified before it happened!”

ANALYTICS ACTION
The analytical team explored the relationship 
between economic activity, consumer 
demand, and demand for their products. They 
discovered that there were several leading 
indicators of demand, including coal (a 
10-month leading indicator). Other indicators 

included data pulled from the Federal Reserve 
economic database, the Producer Price 
Index, the Purchasing Managers Index, as 
well as internal metrics, such as the size of the 
company’s own sales force.  

Using multiple regression models, a predictive 
forecasting model was developed that 
allows users to input data into the model 
and develop specific forecasts for different 
categories of products purchased from 
overseas suppliers. The model is also used 
to adjust company revenue and budget 
growth estimates and can effectively be 
used to either curb or expand budgeted 
growth estimates based on these economic 
forecasting models.

RESULTS
This executive also realized early on 
that improved forecasting was a critical 
component for managing long lead time 
items sourced in low-cost countries. He also 
recognized that using expensive forecasting 
software that involved crunching massive 
amounts of data didn’t always lead to a 
better solution. Initially, his team wrote their 
own software to manage transactional 
systems, as they had a very clear idea of 
what data they needed to make decisions 
and to compete; however, they could not 
find a solution that met that need. Next, 
the procurement group recognized that 
understanding consumer demand as a 
function of economic growth and recessions 
was critical, as this was a major driver for 
his industry that was highly correlated with 
economic growth. The forecast just had to be 
directionally correct, not precise. 



OVERVIEW 
Several of the executives in our study emphasized that ERP systems are simply transactional-
based systems. Even organizations that have 90% deployment of single-instance ERP systems 
across their global facilities note that the impact for procurement improvement, at best, is 
neutral. 

SITUATION 
An executive at this large global manufacturer noted, ”The last three to five years have 
had a steady parade of companies that come through wanting to benchmark what we 
are doing. None of them ever want to talk to us about SAP. They want to hear what we are 
doing with our data to drive market indexing, price change measurement, global visibility, 
supply chain risk management, and other predictive procurement analytics. These are the 
things that we believe are going to distinguish us from the competition. It is the application of 
data in interesting and useful ways to drive insight and make decisions that we are focused 
on investing in. 

ANALYTICS ACTION
Many of the companies we studied have been focused on building category tools and cost 
management approaches, as well as improved transparency tools around order fulfillment, 
logistics processes, supplier risk, and other “current” risk insights. Several of the industrial 
companies invested in centers for supply disruption—centers of excellence staffed by a core 
group of analysts who can track new global risks that pop up (weather, political instability, 
natural disasters, riots, etc.), map their supply base, and determine impact points.  SWOT 
teams will then contact suppliers and develop mitigation plans on the fly.  

RESULTS
As one executive noted “When anything happens in the world, we can zero in on that area, 
understand our suppliers’ situation, determine what orders will be impacted, and understand 
the probable status of orders and shipments globally.  This was an investment we made that 
we hoped we would never use, but we use it all the time, and it is a valuable investment that 
has been paid off many times over.”

CASE 7: An Industrial Manufacturer Defines the Supply Base



CASE STUDY 8: An Oil and Gas Company Uses Should Cost 
Analysis for Oil Rig Benchmarking

OVERVIEW
In order to reduce costs and increase profitability, a major oil and gas company took 
advantage of should cost models based on data collected for all of the rigs operated in the 
Gulf of Mexico. These averages include not only their own rigs, but also those of competitors 
with whom they collaborated to collect this data. The data is used to drive post-contract 
award collaboration meetings with suppliers on rigs that are currently operating in the area. 

The current operating costs for that rig are compared to average costs for all rigs, and 
variances are identified. The cost model is used as a basis for open discussion with suppliers 
to establish opportunities for cost savings.  Suppliers are asked to identify opportunities for 
productivity improvement that do not detract from profitability of the supplier. 

RESULTS
Opportunities to improve workflow, reduce waste, and improve safety were mapped against 
cost models, and in almost every case, the data provided validation of the opportunities. This 
provided a significant set of cost savings across a number of different operating projects in 
the Gulf of Mexico.


