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BEST PROCUREMENT PRACTICES

Transition from Transactional to Strategic Procurement
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It was half past six on Wednesday
evening. Samuel Mathai � �Sam� as
known to friends, was staring out of the
glass window of his office trying to re-
coup some of the energy that he had ex-
pended during the course of what was
one of the busiest days in his career.

Sam had been working with his cur-
rent employers for over 14 years. A man
with lots of energy and enthusiasm, Sam
could move anything from anywhere to
anywhere. He was active all the time,
speaking to suppliers, following up with
transporters, issuing purchase orders,
coordinating with his internal custom-
ers etc. He was the kind whom internal
customers loved � they believed in his
commitments and when they were
caught in emergencies created by their
own mis-planning they would be sure
that Sam would find a way out and en-
sure productive time in the shop floor
was not lost.

He was the life blood of the procure-
ment organization where he has been
working for nearly a decade and in rec-
ognition of his contribution he was pro-
moted to his new role as Head of the func-
tion only about four weeks back.

Looking at the busy street, he was
wondering whether he indeed was ca-
pable of handling the task independently.
His new boss, Anupam, who had just
joined the company as the Head of Sup-
ply Chain was very strategically oriented
in his thinking and demanding too.
Anupam�s previous working experience
with other multinationals had taught him

that procurement professionals need to
be more strategic in their approach and
they ought to spend more qualitative time
in developing new vendors, encourage
supplier innovation, think of new ways
to use e-procurement tools, evaluate,
monitor and optimize vendor perfor-
mance.

Sam was finding this difficult. He was
a transactional person. He had learnt of
these concepts in a couple of seminars
he had attended, but could never get
down to applying them. He thought his
job was to get materials on time and fo-
cused on expediting matters, following
up on all the routine transactional ac-
tivities. He was feeling disturbed that
after all these years of success in his
old role, he was finding it difficult to prove
his worth to his new boss.

Haven�t we heard similar stories such
as this?

Different skill sets and approach
Strategic Procurement and Transac-

tional Procurement require completely
different type of skill sets and approach.

Perhaps the first best practice les-
son will be to recognize this difference
and build the same into the organization
structure.

Managers engaged in strategic pro-
curement process will have to use their
time and intellect with an eye on the fu-
ture, align the procurement strategy with
the company strategy on an ongoing ba-
sis, while Transactional Managers could

focus on a day-to-day expediting role.

To put it differently, Transactional
Managers have a �top-line� approach,
while Strategic Managers contribute
more to the �bottom-line�. It must be re-
membered that one is not at the cost of
the other, but both (strategic and trans-
actional aspects of procurement) have
their own place of importance in an
organization�s working.

In order to elevate functional excel-
lence in procurement to new highs, an
organisation should devote itself to the
following areas:

1. Risk vs. spend analysis
2. Segmentation of needs
3. Analysis of supplier�s market
4. Portfolio analysis of suppliers
5. Prospecting suppliers and selecting

suppliers to portfolio
6. Define and float RFQs
7. Negotiation and establishment of con-

tracts
8. Evaluate, monitor and optimize supplier

performance
9. Make continuous improvements
10. Using e-procurement tools.

w Input costs ac-
counts for nearly
70% of your total
revenue

w 1% savings in
input cost in-
creases your
bottomline by
10%
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It all starts with people
The entry barrier into a procurement

career must itself be quite challenging so
that only the best professionals make it.
Continuous focus on training and develop-
ing people and acquisition of new skills
must be accorded top priority. An encour-
aging and challenging work environment
must be created at the work place where
people bring in new ideas (innovation), are
adequately compensated and look forward
to a great career ahead.

The procurement process
Procurement processes need to be

simple & friendly to the �internal cus-
tomer�. One should find the procurement
department easily approachable. The pro-
cesses must have the shortest turn-
around cycle from the time a requisition
duly approved is received, to the time
requisitioned goods / service arrive.
There are many who would like to be-
lieve that procurement�s role ends once
the order is placed on the supplier. This
is exactly what the internal customer
would not like. He would like the pro-
curement colleague to be with him till
the time he is able to put the requisi-
tioned goods / service to its designed
use. It is no different from �sales� and
�after sales service� functions. Therefore,
while being process oriented, the pro-
curement function should remain cus-
tomer focused. Processes also need to
be compliant with local and international
laws, and also be in line with internal
controls required of a standard organiza-
tion. Concepts like application of �four
eye principle�, segregation of duties, hi-
erarchy based approval limits etc. de-
serve special mention here.

Role of auditors
Quite often, procurement managers see

internal and statutory auditors as people
who go after the procurement jobs. In fact,
audit needs to be seen in a positive light
and auditors should play the role of con-
structive critics who can help improve in-

ternal processes. Timely implementation
of audit recommendations is yet another
best practice that organizations must com-
mit themselves to.

E-procurement
E-procurement has come to play an

important role in the life of procurement
managers. But it is disappointing that
procurement managers have not got to
use e-procurement tools beyond Reverse
Auctions. We need to re-define the ap-
plication of electronic, web-enabled tech-
nologies to streamline and enable pro-
curement processes. This means that all
routine procurement processes that one
handles could be brought under the pur-
view of e-procurement. From the time a
potential vendor seeks to register with a
company, till the time he gets to man-
age his transactions of delivery sched-
ules, payments, posting catalogues etc.
should be considered for e-enablement.
E-procurement is not a strategy by it-
self, but supports a larger procurement
strategy.

The ERP tool
Equally important part of best prac-

tices in procurement is played by the ERP
tool. Having invested a lot of money in
the ERP package, it is important to en-
sure that the organization deploys the
application effectively. A study con-
ducted a couple of years ago suggested
that organizations do not use more than
15-20% of the functionality and features
ERP packages offer to the procurement
professionals. It is therefore essential
that organizations evaluate all options
before deciding on one or the other ap-
plication.

Managing relationship with suppliers
Last, but not the least, the best prac-

tice that will stand by any procurement
organization is the way it manages its
relationship with suppliers. Suppliers
must get to have a fair say in the mate-
rials they supply or the services they pro-

vide, since they possess the required
core competencies in their field and must
be respected for it, apart from being guar-
anteed fair returns on their investment
and timely payments. Every supplier
should be encouraged to innovate in or-
der to continuously create value for his
customer.

Staying ahead
A report on the �2005 Chief Procure-

ment Officer Survey� identified following
five key areas, which procurement orga-
nizations are expected to address in a
synchronized manner to stay ahead of the
competition:

1. Becoming business partners, not just
buyers

2. Exploring new value frontiers: It is not
just about price

3. Pulling suppliers inside: The best value
chain wins

4. Pursuing low cost sources: A world
worth exploring

5. Conducting the ultimate talent search
� do so in record time.

Adopting best practices will only
stand procurement professionals in good
stead as our function moves from the
back room to the board room. It will also
bring significant efficiencies to the sup-
ply chain and quick adopters will surely
enjoy a competitive advantage.
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