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FOREWORD 
 

Over 75% of procurement projects fail to achieve their goals.  

This is a real measure of the often chaotic and untracked approach 
many procurements follow.  

The Cost Optimisation Formula identifies a robust framework and set of 
variables you can measure and control. You will quickly eliminate the 
painful time, resource and process issues that plague you and 
constantly blight your projects.  

Our client survey certainly suggests that procurement teams are hungry 
for new approaches and techniques that allow them to firmly control 
and regain a healthy procurement function. 

Our clients’ success is what really excites us, so we’ve ‘gone that extra 
mile’ and developed the formula that will allow you to achieve real 
control, efficiencies, insight and savings quickly and effectively. 
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Definition of Optimisation: 
Finding an alternative with the most cost effective or highest achievable 
performance under the given constraints, by maximising desired factors 
and minimising undesired one.  
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INTRODUCTION 
 
 
 
 
 
 
 
Have you ever struggled to realise cost savings to your bottom line? 
 
Would you like to deploy a proven 4-step process that will ensure that 
your initiatives translate into pounds, shillings and pence in your P&L? 
 
If you can answer ‘Yes’ to these two questions, I’ve got great news for 
you – you’re in the right place. 
 
Maybe you’ve run major procurement activities and negotiated great 
deals only for these to be diluted over time.  
 
Or perhaps you feel that you’ve achieved the best deals possible and 
yet still have a significant gap in achieving your savings targets. 
Alternatively, you think you’ve hit your targets but you’re still under 
pressure from your boss because of the ‘noise’ that’s coming out of 
the business that the new suppliers are not fit for purpose. 
 
These are stories that I’ve seen time and time again and yet it can be 
so different. 
We all want to feel that our efforts are not in vain. We all want to feel 
that we are contributing to the success of the business. When we 
finalise a deal with a supply chain partner, we want to ensure that that 
deal is great for all concerned – that each party is tied together in a 
common bond – to realise value on all sides – the true Win Win 
scenario. 
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So why is it that so many cost management initiatives fail to realise the 
expected bottom line impact?  
 
Why is it that even when these initiatives succeed, in many cases, 
significant extra benefits are ‘left on the table’ by being focused too 
heavily on just one dimension. 
 
Questions such as these have been the catalyst for the work that I have 
undertaken over the last 15 years, where I have been researching, 
adopting, testing and evaluating many of the so called ‘golden ticket’ 
approaches to achieve increased efficiencies and ultimately cost 
reductions.  
 
I’ve worked across multiple sectors and been engaged by many FTSE 
100 companies and mid market corporates across the UK and 
overseas. 
 
My background is financial services and more specifically change 
management. I’ve always been fascinated by the impact that people 
have on the outcome of any activity, and especially how performance is 
constrained by the success or otherwise of engaging people within a 
change process. 
 
I’ve worked in companies that have had great leadership and a fully 
engaged workforce and have been part of delivering massive change 
and amazing growth in a short period of time.  
 
I’ve also been involved in organisations that have relatively simple 
improvement opportunities but have failed to achieve them because 
they haven’t applied the four essential elements to realising bottom line 
benefits. 
 
This book has been written to provide you with an insight into my 
thinking and the outcome of my extensive research. 
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I have created the C.O.S.T. Optimisation FormulaTM to emphasise the 
interdependences of each of the four parts;  
 
 

Figure 
1 - 

C.O.S.T. Optimization FormulaTM 

 
 
So, why do I state that this is a ‘formula’?   
 
‘C’ x ‘O’ x ‘S’ x ‘T’ = ‘O’ (Optimisation) 
 
Well, in simple terms, Optimisation is determined by the cumulative 
effect of the benefits achieved from; creating optimal internal processes 
multiplied by aligning your supply chain, multiplied by your ability to 
drive the change in behaviours across your business, multiplied by the 
success you have in tracking benefits to the bottom line.  
 
The effect can be and is often significant – let me explain with a simple 
exercise; 
 
Let’s say that Optimal = 3, Average = 2, Sub-optimal = 1, what would 
be the result if we achieved the average performance across all four 
factors? 
 
Remember the formula – C x O x S x T = (O) Optimisation  
 
Average performance – 2 x 2 x 2 x 2 = 16 
 



The	C.O.S.T.	Optimization	Formula	 12	

 

  

What if we optimised each factor, what would be the impact then? 
Well, let’s take a look; 
 
Optimal performance – 3 x 3 x 3 x 3 = 81 
 
Equally, either ignore of under estimate just one area and the difference 
is staggering; 
 
Example 1 – 1 x 2 x 3 x 2 = 12 
Example 2 – 3 x 3 x 3 x 0 = 0 
 
I’m sure that you get the point by now. The difference between average 
and optimal isn’t a factor of 1, it’s 500% different. Now are you starting 
to see how a really great deal can fail to deliver the anticipated 
benefits? 
 
The rest of this book delves into each of these areas in more detail 
and I’ll try to illustrate each point with specific examples.  
 
I’ve found that it is these examples that really illuminate the points as 
you’ll be able to associate more with the situation discussed than with 
the actual model/ concept.  
 
However, I’ve also developed a series of proven systems and 
approaches that you can quickly apply to gain immediate benefit within 
your own environment.  
I want to make sure that you get the maximum from this book. 
Obviously, I would like for this to be the start of an on-going 
relationship with You and Your Company and for this to happen I 
realise how important it is that the approaches discussed are 100% 
right for YOU and YOUR business before you invest in us and yourself.  
 
My reputation and relationship with you is far more important to me 
than taking your money and not meeting your expectations. I’d like to 
arrange a convenient time to discuss how this formula and these 
approaches apply to you and your company.  
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To show you how serious I am about developing a long lasting, and 
successful relationship with you, here is my guarantee: 
 
If you invest in working with me, I’m confident (based on ALL our 
previous clients), that you will generate at least 400% return on your 
investment within a 12-month period. If you fail to achieve this, you 
won’t pay a penny! 
 
So, I’m confident in the approaches that are covered in this book and 
of the impact that they will have within your company. I’d be delighted 
to hear about how you get on – feel free to drop me an email or call 
my office on the numbers below. 
 

 
Tony Lockwood 
Founder & CEO, All About Success Ltd 
Office : +44 (0) 161 408 4614 
Email : tl@tonylockwood.com   
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Chapter 1 

THE C.O.S.T. OPTIMISATION 
FORMULA 
 
 
 
 
 
As we have just covered, the C.O.S.T. Optimization FormulaTM consists 
of four core skills that you need to adopt and develop if you want to 
optimize your performance and the performance of your Company. 
 
However, it is one thing knowing about these four areas, it is quite 
something else to quickly develop and embed them across your 
operation. Well don’t worry because I created the C.O.S.T. Optimizer 
ProgrammeTM to help you! 
 
 

 
 
 
 

 

Figure 
2 - The 

C.O.S.T. Optimizer ProgrammeTM 
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The six elements of the C.O.S.T. Optimizer ProgrammeTM provide you 
with the essential framework on which to build an optimized supply 
chain structure. 
 
As you can see, the programme starts with the four core skills and then 
provides six sub-modules, detailing further frameworks that go into finer 
detail of WHAT to do with another layer providing instructions on HOW 
to do it. 
 
This book takes a deeper look at the four core skills and provides a 
peek into some of these seven sub-modules. 
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Chapter 2 

CHANGE MANAGEMENT 
 
 
 
 
Why do you think that I start with Change Management? 
 
Well, it’s because I believe that without really understanding how you 
are going to manage the change across the business, you are heading 
downhill rapidly and any benefits that you think you can deliver will be 
significantly diluted if you don’t effectively manage the change across 
the business. 
 
Within Procurement, you’ll hear the term “maverick spend” – what do 
you think is the main cause of ‘maverick spend’?  
 
Put simply, ‘maverick spend’ is the result of an individual or groups of 
people not following due process and utilising alternative sources. 
Typically, this is a result of those individuals not ‘buying in’ to the 
change in suppliers/ process/ products etc.  
 
Their lack of compliance reduces the potential benefits achieved.   
 
An example of this was seen recently within a client organisation that 
I’ve been working with that had changed suppliers after negotiating 
better rates. The catalogue of products provided both ‘branded’ and 
own brand products and the focus of the savings was to drive the 
uptake of the own brand lower cost options.  
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However, a significant number of their people simply carried on buying 
the ‘branded’ option and the potential cost savings were significantly 
diluted. 
 
Why did this happen? 
 
As always, there are a number of factors but one of the main issues 
was that the rationale for the move to ‘own’ brand products hadn’t 
been ‘sold’ into the business. Furthermore, budgets hadn’t been 
changed to reflect the potential savings and local management were 
more focused on budget compliance rather than anything else. 
 
As such, as long as the business areas managed their costs within 
their budgets, no pressure was applied. As a result, there was no local 
pressure to migrate to ‘own brand’ products! 
 
There’s an old management theory that I passionately believe still holds 
true – “People do what gets measured”   
 
As such, you need to ensure that any change that you are looking to 
make within your company is properly reflected within your core 
performance management structures. 
 
This is a relatively simple example and in most cases, the change 
requirements are more complex. Rarely does a solution only involve 
one area of an organisation.  To deliver the benefits, many associated 
changes may need to be defined and implemented to solve a specific 
business problem or deliver specific benefits. 
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Figure 3 - Potential Catalysts for Change 

Even the introduction of a new supplier may involve the definition of 
new processes, changes in skills and changes in behaviours to deliver 
the benefits that the business needs. 

Did you know that over 75% of all projects fail to deliver their stated 
benefits! There are many reasons for this shameful statistic but common 
ones include; 

Lack of Business fit 

ü No-one wanted to use it  
ü It didn’t work the way we needed it too 
ü No one could make their mind up what they wanted. 
ü What we got was not what we asked for. 

Governance 

ü It cost much more than planned and was very late. 
ü It got out of control and we stopped it. 
ü The scope implemented was much less than the scope we set 

out with 

So how do you get control around change management? How do you 
minimise the risks associated with this critical area? 
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My 6 stage C.H.A.N.G.E. Accelerator TM provides you with a proven 
framework; 

 
 

 

 

 

Figure 4 - The C.H.A.N.G.E. Accelerator 

 
Let’s take a look at each of these areas and highlight some ways that 
you can minimize the impact of change across your Organization. 
 
Control & Governance 
 
One of the more common reasons for organisations failing to deliver 
change is a lack of governance across the change process. I’m sure 
that you’ve come across the old saying  “a failure to plan is a plan of 
failure”  
 
So why is it so unusual for a change process to be effectively 
planned?  
 
There are two essential elements to ensuring control and governance 
around your change initiatives. Firstly, you must ensure that you have 
clear leadership – strong and visible sponsorship from one of the top 
executive team, creating a compelling vision for the future.  
 
This will establish the purpose and direction whilst the second essential 
– programme management – will ensure its delivery.  
 
You need to create a focused strategy for change, prioritised on 
economic benefits for the business. Base the strategy on objective 
analysis rather than on the sum of current management opinion.   
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Employ strong project management and work to a recognised project 
lifecycle, installing project teams with the right balance of change 
experience and business knowledge.  
 
Create a structured approach to change programmes and insist the 
structure is followed. I’d encourage you to consider incentives for key 
personnel based upon completion to time, within cost, and to agreed 
(benefit-based) deliverables. 
 
Finally, proactively manage interfaces within your company and work 
across functional boundaries to ensure that risks are fully understood 
and actively managed. 
 
One of the most successful change programmes that I have been 
involved in resulted in the complete transformation of a high street 
Bank, moving it from laggard to industry leader in the space of 5 years. 
 
How was this achieved? 
 
The Chief Executive at the time lay down an absolutely clear vision and 
mandate to the business and his senior leadership team – “to deliver a 
billion by the millennium”. 
 
Everybody in the Bank was clear of what we were trying to do and 
how we would all benefit from the transformation.  
 
Moreover, every Thursday morning at 10am, we all knew where the 
Senior Management Team were because part of the Governance 
Structure was a formal Change Management Group (CMG) and each 
week, the CMG sat and reviewed progress, took decisions on key 
components of the change and communicated to the rest of the 
business. 
 
Having presented to the CMG on numerous projects, I knew that I’d get 
one of three decisions; 
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Approved – now go and deliver it. 
Rejected – move onto the next project 
Deferred – you need to provide specific extra information for us to 
make a decision 
 
This approach was so empowering and ultimately over delivered on the 
benefit case, delivered the change quicker than expected and 
mobilised a highly productive team that had absolute clarity in what 
they were doing. 
 
 
 
Honesty in Communications 
 
Let’s make one thing clear – nobody likes change! 
 
The initial reaction is to feel threatened by change – what will the 
impact be on me? How will I be affected? Will I lose my job?  
 
The impact of this is that most people initially shy away from accepting 
change. 
 
So how do you mitigate against this. Well before I answer that, let me 
ask you a question; 
 
Why do you think that people react in this way?  
 
Why do they feel threatened?  
 
In most cases, it’s because they don’t know what the impact of change 
will be. How are they going to get to know? Well, that’s easy to answer 
isn’t it - from you. 
 
Be open and honest and communicate frequently with your full team – 
let them know what’s happening, let them know the reasons for the 
change and where possible provide early reassurance for them.  
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When this isn’t possible, be open and honest and explain what the 
potential impact of the change will be and how they will be affected. 
More importantly, how you intend to manage the change and keep 
them updated on progress. 
 
Often leaders refuse to do this, thinking that the team will become 
demotivated.  
 
Yes, there may well be an impact but it is one that you can actively 
manage, which is not something that you can do when the 
demotivation occurs as a result of a lack of communication and scare 
mongering that will inevitably go on. 
 
So, be honest in your communication, be open and be proactive. 
 
Success is based largely on trust – do your team trust in what you are 
saying – by being open with them, and communicating with them 
frequently, you will maintain and indeed build this trust. 
 
When you don’t communicate, people tend to feel that you are holding 
something back and trust is broken. Once broken, it is extremely 
difficult to get back. 
 
 
Alignment to Business Needs 
 
When the change is aligned to a clear business need, the change is 
much easier to embed. Alternatively, when the perception is that this is 
not the case, then reaction and disruption will more than likely occur.  
 
When developing the initial specification, be clear to actively engage 
with the ultimate users across the business. Let them feel an integral 
part in the design and final selection – they will have much more 
ownership of the change that you are looking to deliver and be much 
more supportive if they have been actively involved from an early stage. 
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This is equally as relevant to the wider Supply Chain partner team. A 
support services client worked extensively with a wide variety of 
independent service providers, as well as a direct labour force.  
 
Much of their work was conducted on behalf of public sector 
organisations and over the last few years, the pressure to deliver more 
for less has been intense. After reviewing performance metrics across 
both the direct labour force and the external delivery partners, we 
identified significant variances across productivity and realised that by 
moving everyone to the ‘average’ would deliver a significant financial 
benefit. 
 
At this point, we could have simply looked at the best performing 
teams, found out what they were doing and then ‘told’ the rest to copy. 
However, I always found that ‘tell’ mode doesn’t work. 
 
Instead, we pulled together a small working group made up of both 
direct and indirect team members and set them a task to assess the 
differences between good, average and poor performers. We 
positioned this with the external parties as a way to help them to 
become more efficient and thus more profitable – again creating a Win 
Win scenario. 
 
Over a period of 6 weeks, the working group not only reviewed 
performance, but pulled together a best practice guide and developed 
a training and communication plan.  
 
They ‘owned’ the delivery, they felt that they had designed the output 
and over the next 6 months, performance across all aspects of client 
delivery improved at a faster rate than ever before.  
 
Nurture & Engage 
 
All too often, change is ‘communicated’ and then a tick is placed in the 
‘delivered’ box. Have you seen this within your company? 
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I certainly have – there have been so many instances where a new 
supplier arrangement has been negotiated and implemented. This 
process may have taken a significant amount of time to complete, yet 
the launch and ongoing engagement across the business is often 
neglected, resulting in an inconsistent level of adoption across the 
business. 
 
One such example occurred recently in a client – a significant amount 
of effort had been expended to review and ultimately select a new 
provider of basic products – you know the type – high volume, low 
price items.  
 
The cost to change, in terms of business interruption and risk 
associated with the change wasn’t insignificant and the company 
labored to make the final decision to change. But ultimately, they 
agreed to change vendor. 
 
A significant amount of planning had been undertaken within the head 
office environment and a reasonable amount of communication issued 
to update the business of the change of vendor.  
 
However, all of this was one-way communication – tell mode and not 
surprisingly, many people simply didn’t listen and take notice.  
 
Upon the date of change, all hell broke loose across the business and 
‘suddenly’ as far as the operational team was concerned, their existing 
supplier(s) had been ‘switched off’ and they had no confidence in the 
vendor selected. 
 
What they were really saying was that they didn’t want to change, but 
what came out was their frustration! 
 
Establish a well structured, focused communication strategy with 
appropriate interventions at all stages of the project lifecycle and 
constantly review communications for effectiveness. 
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Create ownership within the business for the change and ensure that 
there is sufficient business input at all stages, enabling the business to 
participate actively in the design of the change.   
 
Don’t forget to proactively manage your key Stakeholders by knowing 
who’s affected and how it will affect them. Involve every layer – create 
a network of committed champions, as well as local transition teams, to 
extend the change team’s work and set expectations appropriately. 
 
 
 
 
Goals & Objective 
 
At all times, you need to be outcome focused – you need to know 
what is required – by whom/ by when etc. and you need to focus on 
demonstrating benefits. 
 
Do you know what success for the change would look like?   
 
Is this vision shared?  
 
Do the whole team understand this clear definition of success? 
 
You will find that those individuals that are not supportive of the change 
will try to find evidence to suggest that you are failing to deliver the 
agreed benefits. As such, it is essential that you develop a clear 
benefits realization plan, one that can track those benefits right back to 
the bottom line.  
 
The banking example that I mentioned earlier – that had a clear goal 
didn’t it – to generate a billion by the millennium!  
How easy is it to evaluate progress and ultimately success of this goal?  
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Yes, I agree that it isn’t always that easy, but don’t ignore this step. 
Always crystalize in your mind exactly how you will demonstrate 
success and put in place clear milestones to monitor progress. 
 
 
Embed the Change 
 
You may have done all of the above, but until you can honestly say 
that any change is fully embedded within the company, it is highly 
unlikely that you will be able to demonstrate delivery of full value.  
 
The degree to which you embed the change will determine the ultimate 
value that you deliver to the business, so how do you go about it? 
 
First and foremost, lets define what we mean by embedding change.  
 
Embedding change requires people to consistently and permanently 
adopt new practices, behaviours, skills or capability. Remember 
embedding takes time and you must be prepared for an on-going 
cycle of development.  
 
Prepare people for the change and support them through the change 
by making training appropriate and timely.  
 
One essential, often forgotten is to realign  employees’ KRAs and KPIs 
measures to desired new performance standards. 
 
Change management isn’t easy and is often overlooked. However, get 
it wrong and your savings or amount of value created will be 
significantly reduced.  
Let me illustrate this still further with a real life example. A few years 
ago, I was working with a client that managed one of the major utilities 
in the UK. Whilst completing a different programme, I got to know the 
Major Contracts Director really well. He ran a team that managed 
around £300m of annual contracts – these contracts were awarded to 
just 6/7 large-scale sub contractors.  
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Over the previous 12 months, the Contracts Director, let’s call him Andy 
had brought in one of the Big 4 consultancies to help him to redesign 
the Engineering Period Contracts (EPC) – this resulted in the framework 
being changed to a ‘Gain share’ arrangement, whereby individual jobs 
were given a specific price and if the contractor was able to deliver the 
jobs at a cheaper rate, they would retain 50% of the savings.  
 
At the other end of the spectrum, should the contractor costs be 
greater than 102% of the agreed price, they would have to shoulder 
the extra cost themselves. 
 
The expectation was that, given the upside, the contractors would be 
‘incentivized’ to deliver the work in the most cost effective way and 
overall costs would decline.  
 
Makes sense doesn’t it. 
 
The company is protected by the maximum exposure whilst the 
contractor is able to maximize their profits by delivering individual jobs 
at a cheaper rate that the ‘agreed price’. 
 
So why do you think I got the call from Andy asking me to go and 
help him to understand why his costs had risen? 
 
Well, when I concluded my review of what was happening on the 
ground, it became clear that the necessary change management hadn’t 
been completed.  
 
The Contract Managers were ‘operational’ in mindset rather than 
commercial and the Contractors had quickly realized that as long as 
they delivered to around 98/102% of the agreed cost, everything 
would get signed off and the occasional job over budget would be 
discussed at length and in the majority of cases, an agreed overspend 
would also be signed off. 
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Within 2 months and after a lot of sweat and focused effort, I, along 
with a small number of colleagues coached and mentored the Contract 
Management team and over the next twelve months delivered over 
£30m of savings. 
 
Within the C.O.S.T. Optimizer Programme TM, we dig much deeper into 
the C.H.A.N.G.E. AcceleratorTM and provide you with proven models, 
tools and techniques to enable you to make sense of and deliver 
organizational change.  
 
 
 
 
I work with organizations in one of three ways; 
 
1. I offer a Boot-Camp where through 6 focused webinars, we take 

an in-depth look into each of the 4 core areas of the C.O.S.T. 
Optimization Formula and the 6 modules outlined within this book – 
find out more here; 
http://tonylockwood.com/3-sp-bootcamp/ 
 

2. For those organizations that require more detailed support, I offer 
an Academy where for 6 months I work closely with internal teams 
to help them understand, apply and benefit from the C.O.S.T. 
Optimization Formula. The Academy includes a really valuable 
Mastermind Group where non completing organizations work 
together to learn and develop the processes together. Find out 
more here; 
http://tonylockwood.com/sp-academy/ 
 

3. Finally, in some cases, when clients don’t have available resources 
or there are specific time pressures, I undertake the review and 
planning activities that form part of the C.O.S.T. Optimization 
Formula for you – find out more here; http://tonylockwood.com 
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Chapter 3 

OPTIMISED PROCESSES 
 
 
 
 
When looking for efficiencies and cost savings, the first place most 
companies tend to look is to their suppliers, working on the assumption 
that if we can negotiate better prices, then our costs will fall.  
 
Although this is certainly one lever that should be assessed, I believe in 
the old saying – “get your own house in order first” 
 
By reviewing the internal processes first, you are able to identify even 
more opportunities to generate not only cost savings but also efficiency 
gains from your negotiations with your supply chain partners.  
 
For instance, one client that I’ve worked with had negotiated a fantastic 
deal with one of their main suppliers – the deal was scheduled to 
deliver a 16.7% annual saving across circa 30% of their overall spend.  
 
The products covered were mainly low value, high volume materials 
required to deliver their services to their clients. Their average stock 
holding of these products amounted to circa £25m.  
 
By helping the client to introduce more structure around their stock 
management processes, implementing automated stock ordering and 
adopting a simple stock monitoring process, we were able to reduce 
stock by 20% within 3 months.  
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This delivered an immediate £5m cash benefit to the Company, 
significantly enhanced the operational efficiency around stock 
management and strengthened the relationship with the chosen supply 
chain partner.  
 
This simple example highlights the significant additional benefits that 
can be achieved by pulling the various strands of the C.O.S.T. 
Optimization FormulaTM together.  
 
In fact, we delivered 250% of the original savings target. 
 
The Value Chain Tri-zoneTM has been developed to help you review all 
areas of your business to ensure that you can optimise all internal 
practices and processes.  
 
Opportunities such as this exist across the entire Value Chain Tri-zone 
of any organisation. The diagram below illustrates what I mean by the 
Value Chain; 

 
 

 

 

 

 

 

 

 

 

 

Figure 5 - The Value Chain Tri-zone 
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When undertaking an organisation wide review, I tend to break down 
the organisation and the opportunities that exist, into three core areas; 
 
1. Asset Management opportunities – these focus on the financial 

aspects of an organisation and are geared towards efficiencies in 
capital employed 
 

2. Enterprise wide opportunities – these are typically cross functional 
and are strategic in nature 
 

3. Function specific opportunities – these are more tactical and 
transactional in nature focusing primarily on individual functions. 

 
 
Let’s look at a couple of examples to illustrate the attractiveness of 
reviewing the entire value chain. 
 
 
Asset Management opportunities  
 
These tend to focus upon delivery of improvements in capital employed 
or reduction in the working capital requirements. 
 
The earlier example of implementing more structure around stock 
management delivered over £5m of Cash benefits – the CFO was well 
pleased I can assure you! 
 
In any organisation, irrespective of size or value, cash is king!   
 
Business failures are rarely a result of negative P&Ls – that’s why 
organisations such as Amazon who have never posted a profit can 
continue to trade and indeed grow. However, run out of cash and there 
is often only one answer – to close the business! 
 
As such, your ability to deliver cashflow benefits to your Company will 
be extremely well received by your CFO.  
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Irrespective of whether that delivers a flattening of the cash 
requirements throughout the year by negotiating longer payment terms 
for instance, or by moving to say “Consignment stock’ where you only 
pay for the products upon usage, the impact on cashflow and hence 
the sustainability for any company is quick. 
 
There are many ways that you can deliver such benefits, one of my 
favourites actually delivers significant value to your suppliers at the 
same time.  
 
Let me explain with a case study.  
 
A client placed over £200m of work to sub contractors, with payment 
terms of 15 days month end. As such, some contractors could go 
almost 45 days before work completed would be paid for. The result of 
this was that sub contractor costs were inflated to cover the cost of 
funds.  
 
We helped the client to implement a ‘Payables’ solution that provided 
the sub contractor with access to funds 15 days after the job was 
completed. At the same time, we negotiated on behalf of the client, 
payment terms of 21 days with the ‘Payables’ provider.  
 
The result – the sub contractors were happy that they had guaranteed 
funds within 15 days, the client was happy because we were able to 
negotiate a small discount on costs as a result of this.  
 
Furthermore the client cashflow was expanded by an average of 18 
days, releasing £10m of immediate cashflow benefits. 
 
 
Enterprise wide opportunities  
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The adoption of a shared services approach provides immediate cost 
and efficiency benefits and opportunities for on-going service delivery 
improvements.  
 
 
Typical benefits that I have seen from clients adopting a Shared Service 
approach fall into three areas; 
 

I. Reduction of Costs – by leveraging economies of scale and scope, 
headcount reductions are available. This can be maximised by 
standardisation of processes and the resultant elimination of 
duplication and waste.  
 
Greater efficiencies can be achieved through increased specialisation 
across team members as well as the ability to fully leverage the 
added benefits that automation and technology can deliver.  
 
In some cases, clients have gone one stage further by locating the 
shared services centre either in areas with lower salary expectations 
or offshore in lower cost locations. 
 

II. Increases in quality and performance – by specialising and pulling the 
entire operation into one place, skills and competences of staff 
members can be more easily enhanced and this along with the 
implementation of strict performance standards and measures deliver 
improved results. 
 

III. Increased flexibility and value add – again by bringing the end to end 
process under one roof, you have the ability to leverage resources 
across multiple roles, providing greater levels of staff satisfaction and 
reduced variability of costs.  
 

Furthermore, legacy staff members can be deployed on value added 
activities to drive increased revenues. 
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One client that I worked with – a multi centre/ multi country 
manufacturing operation, generated over 34% annual savings upon 
establishing a shared service centre (SSC), whilst another – an 
engineering consultancy were able to deliver a further 18% efficiency 
savings by optimizing the processes deployed within their established 
SSC. 
 
So what about Functional Specific opportunities... 
 
Function Specific opportunities  
 
When you review specific functions, you’ll be amazed at the 
opportunities that exist. Getting to them and reaping the rewards will not 
be easy however and will require significant change management 
focus. 
 
One area that you may well have more joy in and be able to deliver 
change quicker will be the procurement and finance processes that 
exist within your Company.  
 
One such area where we often find massive saving opportunities is in 
the Procure to Pay process.  
 
How efficient is your Procure to Pay (P2P) process?  
 
How many people are involved?  
 
What risks are burnt into your existing processes?   
 
Did you know that independent research has concluded that the 
average cost of processing an order, managing the invoice and making 
the resultant payment is £25?  
 
At this point, most organisations quickly calculate the total cost for 
themselves – number of transaction x £25.  
 



The	C.O.S.T.	Optimization	Formula	 35	

 

  

They then tend to dismiss this ‘large’ number because it is significantly 
more than the combined salary costs of their Account Payable team.  
 
However, this is misguided as the true cost of the end-to-end P2P 
process involves many more people than just the AP team. 
 
One client recently reacted in a similar way – they were processing 
around 50,000 transactions on just one area of their business. They 
argued that the £25 cost was significantly inflated because they had 
established some automation in the invoice processing element and 
that the total cost of the AP was significantly lower than the £1.25m 
estimated cost. 
However, when we investigated the end-to-end process, the number 
of manual touch points throughout the process was significant.  
 
Duplication of effort, manual inputting of data across 350+ outlets and 
individual handling of the 50,000 invoices at store level, resulted in 
Board acceptance that the £25 per transaction cost was probably light. 
 
By implementing some simple technology at the front end along with 
changing the payment structure at the back end, we were able to 
reduce the transaction cost to just £10, thus saving £750,000.  
Yes, I hear you say, but these savings aren’t ‘real’ – it would be 
impossible to evidence this through the P&L.  
 
However, we were able to reallocate resources, free up headcount and 
translate this into value creating activities. 
 
One engineering client that I worked with a few years ago calculated 
that their processing cost was in excess of £150 per transaction!  
When we looked at the average value of their transactions - £32,000+, 
they weren’t too concerned. However, when we analysed that over 
30% of their transactions were valued at less than £100, they realised 
the errors of their ways – Imagine buying something for £100 and it 
ultimately costing you £250!  
So how do you go about improving your P2P processes…? 
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Well, I suggest that you A.U.T.O.M.A.T.E. the P2P process 
 
The Procure to Pay engine consists of Purchasing staff, Expediting staff, 
Accounts Payable staff, Procurement staff, Receipting staff, and many 
more.  
 
Even administrators will commit some time into this process to assist, 
although much of this is not accounted for in the P2P Total Cost of 
Ownership (TCO).  So to minimize costs, time and risk associated with 
the P2P process, we have developed the A.U.T.O.M.A.T.E. approach to 
P2P Management. 
 

Approved suppliers/ products available via Catalogues – by 
restricting access to suppliers/ products, you will gain significant 
benefits in time/ product costs/ consistency 
 
Users allocated specific responsibilities – allocate budget 
responsibility to individuals and appoint ‘approvers’ in line with 
your internal authorization structured 
 
Templates for standard requisitions – standardize and automate 
where possible 
 
Optimize order management by automating approvals – allow 
front-end staff to offer specific goods from predefined suppliers 
when they have budget available. 
 
Minimize transactions by applying appropriate payment vehicles – 
the default payment structure tends to be invoice driven. Why is 
this the case when there are far more efficient processes available 
that provide greater levels of management information and can be 
conducted without a manual interface? e.g. procurement cards 
 
 
Automate PO/ Invoice Flip – by providing your suppliers with the 
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ability to flip your Purchase Order into an Invoice, you can 
significantly reduce reconciliation processes. 
 
Tolerances for Invoice Approvals – it is not uncommon for 
significant manual interaction when invoices are submitted that 
include erroneous items – e.g. delivery costs. Rather than chase 
down each and every item, with the resultant cost associated with 
this, allow tolerances in your invoice approvals and manage 
discrepancies during your quarterly review meetings with your 
supplier  
 
Electronic Data exchange for PO, Approvals, Receipts and 
Payment Files – it goes without saying, the more automation that 
you can apply to the end-to-end P2P process, the more efficient 
you will become. Moreover, this will provide you with much more 
valuable data that you can investigate at a much deeper level. 

 
Before completing this section, let’s take a brief look at the reasons 
why Optimizing your Internal Processes is so critical to the delivery of 
your overall savings targets, by quickly reviewing the key reasons 
behind the savings leakage; 
 

• Maverick spending. Non-core spend is typically fragmented and 
decentralized with large numbers of individual buyers increasing 
the opportunity for leakage.  
 
Well-intentioned individuals may not know a company’s buying 
policies or the preferred vendor. Other individuals may make 
conscious decisions to circumvent corporate policy and 
preferred vendors.  
 
Without the ability to guide and direct people along the correct, 
controlled process and thereafter track and quantify the impact 
of non-compliance, companies struggle to change individual 
buying behavior. 
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• Budgetary and demand issues. Within an individual department 
budget, savings from one category may be spent on another 
category as long as the overall budget is managed. Moreover, 
the demand over time can also fluctuate. 

 
• Lack of vendor compliance. Process issues as well as lack of 

vendor enablement with a buyer’s procurement systems can 
result in low levels of external compliance (i.e. vendors 
providing goods or services that do not adhere to contracted 
prices, specifications and/or quality). 

 
• Operational issues. Duplicate payments, invoice errors, incorrect 

data entry, failure to take appropriate discounts, credits, pricing 
errors, rebates, and allowances, among other issues result in 
savings leakage. 

 
All of these risks can be and indeed should be mitigated with improved 
governance around the internal processes.  
 
I’m always amazed at how many times we see that clients just don’t 
take a much closer look at these critical elements and optimize their 
Value Chain Tri-zone TM. 
 
When looking to reduce costs, it is most common that CFOs will look 
to the Procurement function first.  
 
As such, one of the first things that you should do to ensure that you 
can deliver long-term sustainable value is to adopt the Procurement 
Pyramid TM 
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Figure 6 - Procurement Pyramid TM 

 
To understand how to maximize the value of any procurement function, 
it is important to clarify the linkage between strategy, organization 
performance, procurement delivery, value creation, risk mitigation and a 
wide range of different tools, techniques, value levers and change 
models. 
 
The Procurement Pyramid TM identifies the optimum approach to linking 
the organizational goals, through procurement performance delivery into 
the supply chain and integrates with our Best Practice GameplanTM.  
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Chapter 4 

SUPPLY CHAIN MANAGEMENT 
 
 
 
 
 
 
 
How close are you to your suppliers?  
 
How do you treat your supply chain?  
 
As Suppliers or as Partners? 
 
We often find that most companies that we engage with have many 
thousand ‘suppliers’ and although it is common that over 95% of 
overall spend is managed through a much smaller number of 
‘suppliers’, even with these, the approach is one of client | supplier. 
 
How can this be right?  
 
When the success of your company is dependent upon the success of 
your suppliers and their ability to meet your needs, how can it be 
optimal to treat suppliers at arms lengths? 
 
Staying competitive is an unending challenge to any business. In a 
competitive world a business can choose only two possibilities.  
 
You can lose, or you can win by changing.  
 
Change however, does not come easy. And the bigger the business, 
the more difficult it becomes.  



The	C.O.S.T.	Optimization	Formula	 41	

 

  

 
Companies have to constantly seek and explore sources of competitive 
advantage.  
 
Supply Chain Collaboration is considered a frontier for finding 
competitive advantage.  
 
Collaboration is a new buzzword in supply chain management, 
conjuring up prospects of a double bonus by way of huge and 
immediate potential savings and boosting competitive advantage.  
 
Unfortunately, I’ve found few companies that have fully explored the 
possibilities of such collaborative approaches. Considering the returns 
that can be generated from the effort, no business can afford to ignore 
this area of opportunity. 
 
How about your business?  
 
Have you explored the vast savings and competitiveness enhancing 
potential through improved collaboration with your Supply Chain 
partners?  
 
If not, why not?  
 
Unless you can come up with a solid reason that you can honestly and 
passionately defend in front of your shareholders, please keep on 
reading. There are a lot of questions for which you may want answers:  
 
ü What is supply chain collaboration? 

 
ü Where does your firm stand in terms of supply chain collaboration 

with key trading partners?  
 

ü What level of collaboration do you wish to achieve?  
 

ü How would the increased collaboration influence the performance 
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of your supply chain?  
 

ü What, by the way, can be regarded as successful collaboration?  
 

ü How can your firm get there? 
 
This book does not claim to provide all the answers.  
 
However, I hope to be able to demonstrate to you the importance of 
finding answers to these critical questions in relation to your business. 
 
 
Defining collaboration 
 
All supply chain and procurement relationships can be considered as 
falling within a continuum, with traditional, arms-length relationships at 
one end, and collaboration at the other end, with cooperation and 
coordination in the middle. 
 
At the most basic level, supply chain collaboration can be defined as 
the continuous process of sharing, partnering, connecting, and aligning 
to improve supply chain performance, for win-win benefits.  
 
It represents the highest level of commitment between/among supply 
chain participants, short of joint venture or vertical integration. 
 
Getting down to basics, collaboration can be defined as “the 
coordinated application of a group’s knowledge to deliver a goal.”  
 
In other words, a coordinated effort to pool knowledge of supply chain 
partners towards a common goal. 
 
 
Degrees of collaboration 
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Many levels of collaboration are possible in a supply chain relationship 
in order to achieve a common goal. 
 
Dan Gilmore of Supply Chain Digest offers a framework for supply 
chain collaboration that covers four levels: 
 

 
 

 

 

 

 

Figure 7 - Four levels of Collaboration 

 
1. The first level is achieved with consistent communications. - It is 

necessary for trading partners to talk in meaningful ways about 
opportunities for joint improvement.  
 
Although this is the first level, I often find that clients do not actively 
engage with their trading partners. 
 

2. At level two, there can be transaction integration with the 
automation of basic business processes and transactions, using 
various means such as EDI, the Internet or proprietary connections.  
 
This, in itself is a form of collaboration as it involves investment.  
 
Making use of your supplier partner’s online ordering portal for 
instance and linking this into your finance systems is an obvious 
example here. 

 
3. Information sharing moves collaborators to level three in terms of 

collaboration. At this stage, trading partners share information using 
the same platforms as in level II to help them make better 
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decisions.  
 
Examples of information shared include those on production, 
components, forecasts, inventory levels, Point-of-sale data and 
more. 
 

4. The highest level of collaboration achievable requires business 
process integration between trading partners.  
 
This is the level at which trading partners engage in true joint 
planning, implement process redesign across trading partner 
interactions and really begin to share risks and rewards from 
collaborative efforts. 

 
Depending on their inclination and the levels of commitment from 
supply chain collaborators, organizations can decide on the levels of 
corporate “intimacy” they want to achieve through collaboration. 
 
You may wish to collaborate to the degree of consistent communication 
but prefer to draw a line before transaction integration.  
 
Others may go beyond that into information sharing, but draw the line 
at integrating business processes.  
 
Let’s look at some examples. 
 
A support services client that worked for major UK utility company had 
historically worked at arms length – the utilities company providing 
individual jobs on a daily basis.  
The pressure to deliver efficiencies across the utilities sector forced a 
rethink and they invited their ‘suppliers’ to put forward ideas.  
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We very quickly realized that efficiencies could be generated by 
providing ‘work’ in blocks – initially weekly, then monthly and ultimately 
annually. The scheduling of the work could then be managed more 
effectively minimizing supervision and thus taking more costs out of the 
process. 
 
As the relationship of trust grew, the support services client became 
much more strategically aligned to the utility company and provided 
input into maintenance and renewal planning, budget submissions and 
end-to-end supply chain management. 
 
Ultimately, this approach delivered around 23% annual savings. 
 
The same client had historically developed much of its IT infrastructure 
in-house and had a large team of developers. Although this provided 
much needed flexibility and responsiveness, the issue was that some 
core governance processes around specification and coding records 
were incomplete. 
 
Over time, this became an increasing risk and the decision was taken 
to partner with an IT infrastructure partner. The only way that this 
approach would succeed was to establish a close collaboration and 
share information at both a strategic and tactical level. This ensured that 
the IT partner was able not only to respond effectively but also drive 
innovation across the client operation. 
 
As I mentioned earlier, it all depends upon potential partners and their 
commitment as well as their openness and ability to change. 
 
What I find in those organizations that I’ve worked with tend to be 
comfortable (to a point) in considering Levels 1 & 2, but this is more 
driven by the need to ‘automate’ elements of the Procure to Pay 
process rather than supporting the objective of developing collaborative 
solutions. 
This is self-defeating in that, in many cases, your ‘partners’ understand 
elements of your business potentially far more than you do.  
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For instance, I often find that if I need to get a defined list of items 
purchased (especially with organizations with multiple sites) the easiest 
and most effective way is to approach the supply chain partners.  
 
Their management information (MI) is significantly more granular than 
that we can typically find from the clients systems, and as such, they 
have a greater understanding of potential opportunities than we can 
ever find solely from internal sources. 
 
What’s your experience in this area? 
 
Do you engage with your partners and encourage them to identify 
improvement opportunities or indeed to actively introduce new 
innovative solutions that can help you deliver greater value.  
 
Treating your partners as suppliers and keeping them at arms length 
significantly hinders your potential and the long-term value that you will 
be able to deliver. 
 
 
Benefits of Supply Chain Collaboration 
  
So what can you expect from closer collaboration with your supply 
chain partners? The following are some of the benefits that I’ve seen 
with clients that have progressed down this path: 
 

• Reduction in uncertainty and improved risk management 
capability – after entering into collaborative relationships with 
your suppliers, a significant element of uncertainty, the risk in 
ensuring continuity of supplies simply disappears.  
 
Closer ties, stemming from integrated business operations and 
sharing of information will also help in monitoring the financial 
and business health of suppliers.  
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The likelihood of being left high and dry in case of scarcities 
diminishes, as collaborative partners with strategic relationships 
will be given preference over arms-length customers of the 
supplier.  

 
• Enhances the firm’s ability to collect, process and interpret 

market intelligence – It is imperative that you take into 
consideration what suppliers, competitors and customers are 
expecting from a business. In order to do so, you need insight 
into what is happening at present and is expected to happen in 
the future in the industry, industry sector, market, market niche, 
cluster and at different companies.  
 
Specialized market intelligence, professional opinions, analysis 
in media, trade journals, industry gossip and casual chats with 
trading partners all contribute to make up the picture that 
serves as the background for your longer term planning. 
 
When businesses enter into collaboration relationships, 
information sharing will enhance the quality of that picture.  
 
Multiple opinions, inputs and data that were earlier not openly 
shared will become shared knowledge, making decisions that 
much more enlightened as a result. 

 
• Enables better working capital management - Collaboration 

within the supply chain makes it easier to manage cash flows 
and working capital. CFOs can forecast better in an 
environment of reduced levels of uncertainty and improved 
trust. 

 
• Inventory costs: The key component of working capital affected 

by collaboration is inventory costs. Many firms have to lock up 
significant levels of working capital in stock to ensure 
production, process or delivery continuity.  
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These higher stock levels then act as a buffer against market 
risk and potential shortages and sudden surges in demand.  
 
Inventory costs escalate across a supply chain due to the 
bullwhip effect which explains how demand information gets 
amplified as it is conveyed upstream from customer to retailer, 
distributor, manufacturer, and suppliers.  
 
Hau Lee of Stanford who developed the concept says that it 
occurs due to distrust. When people at each level in the chain 
distrust the information they receive, they tend to over or under 
order leading to excessive inventory and even more inaccurate 
demand forecast figures higher up the supply chain. 

So, we all accept the potential benefits of improved collaboration across 
your core supply chain partners, and I am seeing increased 
collaboration within our client base.  

One client is collaborating with its core consumables partner to help 
migrate usage from ‘A’ branded products to ‘own’ brand – a potentially 
simple task you may think. However the added value around core data 
availability from the partner has enabled the client to deliver greater 
value sooner. 

Another has entered into a joint marketing campaign to increase sales 
volumes and generate greater value – the benefits of which being 
delivered to both organisations. 

However, these very rarely embody what would be considered 
“strategic collaboration,” characterised by mutually beneficial 
relationships in which all parties involved understand and play to the 
strengths of one another with the goal of increasing the value added to 
both/all parties.  



The	C.O.S.T.	Optimization	Formula	 49	

 

  

I have already highlighted the four levels of collaboration but it is as 
important to consider the different forms of collaborative relationships, 
each of which is characterised by varying degrees of collaborative 
maturity, of partner commitment and of mutually beneficial outcome.  

Understanding the various forms collaboration can take, and the human 
element intrinsic in each type, will help you learn from their experience 
and build on their successes. 

 

Six Approaches to Supply Chain Collaboration 

1. Accidental: Accidentally engaging with a partner whose culture 
and appetite for collaboration matches yours is the business 
version of love at first sight. Provided the value proposition is 
relevant, this may be a historical milestone for your business.  

For example, one of our suppliers came to me five years ago 
looking for help in supporting one of their largest accounts. At 
that point, we hadn’t had any real collaboration. This request 
enabled us to develop contracts, processes and set the stage 
for a collaborative, mutually beneficial relationship.  

Lesson learned?  

Don’t take established business relationships for granted and 
pay attention to every opportunity. 

2. Erratic: When frequent exchanges and sufficient time are not 
devoted to collaboration, the long-term value can’t be seen 
beyond the short-term issues.  

Collaboration at this level can identify great ideas and 
opportunities for improvement, but may lack the time 
commitment needed to realise their true value.  
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3. Complacent: When you stop looking for incremental 
improvements in the working relationship, you miss 
opportunities and fail to identify risks.  

These common behaviours also often lead to lost business 
opportunities and decreased supply chain competitiveness.  

4. Tactical: Partners may share tactical information on a regular 
basis through established electronic data interchange (EDI) and 
business-to-business (B2B) processes, but the horizon for 
collaborative planning is limited.  

This is perfectly acceptable when all parties realised the limits 
of their partnership and defined their involvement in the 
relationship with regard to the return on investment (ROI) they 
receive.  

It is important to validate mutual expectations regularly and 
adapt accordingly. 

5. Forced/Unbalanced: Collaboration is not a unilateral declaration; 
rather it’s the acceptance that the interests of both sides are 
equally important.  

Examples of forced cooperation can include imposing inefficient 
processes on the other party, utilising non-standard B2B 
protocols or an excessive cost transparency requirement.  

These kinds of actions can drive one of the parties to disinvest, 
disengage or die. There needs to be a frequent validation of 
the benefit for everyone involved. This, clearly, is not really a 
form of collaboration, but I include it to make a point—if this 
scenario sounds familiar, you are not in a collaborative 
relationship. 
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6. Strategic: The Holy Grail of collaboration. This includes sharing 
long-term visions, plans, collaborating on new systems, 
products, etc.  

Strategic collaboration always starts with leaders on both sides 
being smart enough to recognize that, in the give-and-take 
relationship, giving is what matters most. At the same time, this 
is also about understanding and respecting the other party’s 
limits and constraints as being your own.  

In a world where supply chains are stretched across many 
players and geographies, no supply chain can afford to have a 
weak link.  

One sector that has taken this approach to the extreme is the 
automotive industry, where core components of a vehicle are designed, 
developed, manufactured and delivered to the production line at just 
the right time. To achieve this, each ‘partner’ need absolute clarity in 
what is expected, their role in the end-to-end process and have the 
commitment to deliver.  

A failure of any one element of the chain stops the production line, 
costing potentially £m’s per day. Achieving the highest level of 
collaborative maturity takes time and commitment. But, when players 
share both the risks and rewards of the supply chain through efficient 
end-to-end collaboration, total cost is reduced, responsiveness 
improved and risk mitigated—a win for all players involved. 

Six Essentials for Strategic Supply Chain Collaboration 

So, if we focus on the ideal end game, Strategic Supply Chain 
Collaboration, let’s start to look at the essential elements needed to 
realise this dream. After all, it has to be worth it, doesn’t it when those 
companies that achieve this objective enjoy dramatic reductions in 
inventories and costs, together with improvements in speed, service 
levels, and customer satisfaction. 

Why is collaboration hard? 
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In my experience, there are a handful of basic factors that make 
collaboration problematic. Some of these factors will be familiar to any 
organization that's involved in a large-scale change process.  

Companies may, for example, lack the commitment they need from 
senior management to drive the collaborations, or the message that the 
collaboration is important may be "lost in translation" as it passes down 
through the organization, with the result that middle managers or front-
line teams don't show the same enthusiasm and commitment as their 
leadership does.  

Sometimes companies fail to provide collaboration efforts with sufficient 
resources to make them work, or they spread limited resources too 
thinly over too many initiatives. 

These issues are difficult enough to overcome, but they are 
compounded by the fact that collaboration initiatives must align two 
separate organisations.  

To make the collaborations work, the players involved must navigate 
differences in organisational design and culture. At the same time, a 
history of difficult relationships can make partners reluctant to share 
important information, leading them to work on their parts of the 
"collaboration" in separate silos—a recipe for suboptimal solutions. 

Finally, the incentives of the different parties involved in the 
collaboration may be fundamentally misaligned, making it difficult even 
for enthusiastic, committed staff to make the collaboration work while 
still fulfilling their other targets.  

A recent example that I’ve seen was caused by the fact that each part 
in the collaboration saw the world in a very different way.  

One party, a manufacturer entered the collaboration to grow its market 
share by improving its own offerings relative to competitors, whereas 
the other party, a retailer was more interested in increasing sales and 
margins across the category, not in changes to product mix. 
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This difference in outlook resulted in both parties both wanting very 
different things from the collaboration.  

Growth-focused manufacturers may be enthusiastic about new 
promotional opportunities, while retailers operating on thin profit margins 
may be much more interested in taking cost out of product handling 
and storage.  

The following case of a major food manufacturer and a retail chain 
provides an instructive example of how collaboration can go wrong 
when participants don't trust each other enough.  

The two companies agreed to collaborate on a co-branded product 
line. The retailer hoped that the manufacturer's brand name would 
boost both the credibility and the sales of its product, while the 
manufacturer saw the partnership as a way of increasing its own market 
share within the retailer's network. 

The collaborative effort failed to play to either company's strengths, 
however.  

The retailer's rich point-of-sale and consumer-preferences data 
provided the information needed to develop an accurate profile of its 
customers' requirements, but concerns about sharing that information 
led the retailer to analyse the data and develop the product 
specification itself without the benefit of the manufacturer's category 
expertise.  

The resulting product was expensive to make and missed the mark on 
package size, product specifications, and shelf appeal.  

Sales were disappointing, and within months the partners were forced 
to reassess their relationship. 

Making the right choices 
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You can greatly improve your prospects for collaboration by taking a 
more thoughtful approach to the areas you select for collaboration, your 
choice of partners, and the way you implement your collaboration 
efforts.  

I have identified six essential considerations that can make the 
difference between a productive collaboration and a frustrating one. 

 

Figure 8 - Six Essentials for Successful Supply Chain Collaboration 

 

1. Strengths - Companies are often tempted to use collaboration as a 
way to fill gaps in their own capabilities. In practice, the most 
successful collaborations build on strengths rather than 
compensating for weaknesses.  
 
A manufacturer seeking to collaborate with a major retailer in order 
to improve its own forecasting performance, for example, will have 
little to gain from access to the retailer's point-of-sale data unless it 
has the in-house analytical capability to make effective use of that 
data.  
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Similarly, there is little point in entering collaborations to boost sales 
if any increase in demand is likely to run into manufacturing-
capacity constraints. 
 
Potential collaborators should also be sure they have the right 
supporting infrastructure in place in advance of any collaborative 
effort. Is top management committed to the collaboration process 
and ready to offer support over the long term?  
 
For instance, are your in-house information technology (IT) systems 
robust enough to facilitate real-time data sharing if required? 
 

2. Shared Benefits - Some collaborations promise equal benefits for 
both parties.  
 
If, for example, a manufacturer and a retailer collaborate to optimise 
product mix, both could expect to benefit from the resulting 
increase in sales.  
 
In other cases, however, the collaboration might create as much 
value overall but the benefit could fall more to one partner than to 
the other.  
 
A few year back, a client, one of the leading wholesalers and a 
manufacturer were able to reduce overall logistics costs between 
factory and store by cutting out the manufacturer's distribution 
centres and treating the wholesaler's distribution network as one 
integrated supply chain, from manufacturing plant to store shelf.  
 
However, the wholesaler's supply chain executives struggled to 
gain acceptance for the idea from their leadership because it 
resulted in the wholesaler carrying a far larger percentage of the 
logistics cost. 
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Rather than shying away from such asymmetric collaborations, 
smart companies can make them work by agreeing on more 
sophisticated benefit-sharing models.  
 
These can come in the form of discounts or price increases to 
more fairly share increased margins or cost reductions, or they can 
involve compensation in other parts of the relationship.  
 
For example, we have helped a recent client negotiate a structure 
with one of their strategic partners where in addition to a core 
volume related discount, additional benefits are accrued based 
upon jointly growing the revenues within the specific niche area.  
 
Both manufacturer and our client are incentivised to work together 
to grow volumes. 
 
Benefit sharing can help to overcome differences in strategic 
priorities, too. One growth-focused manufacturer was persuaded to 
join a supply chain waste-reduction collaboration with a client by 
establishing an agreement to deposit part of the savings both 
companies achieved into a joint pool, which would then be 
invested in efforts to generate additional sales through training, 
marketing and incentives. 
 

3. Strategic - The biggest potential partner might not be the best one. 
Many companies aim to collaborate with their largest suppliers or 
customers because they assume that the greatest value is to be 
found there. In many cases, however, this turns out not to be true.  
 
Collaboration may be of more interest to a smaller partner, who 
might invest more time and effort in the programme than a very 
large one that is already juggling dozens of similar initiatives. 
 
A better approach is one that assesses current customers or 
suppliers across three key dimensions.  
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First, is there enough potential value in collaborating with this 
partner to merit the effort?  
 
Both partners in a prospective collaboration need to be sure that it 
will deliver a sufficient return to justify the upfront investment.  
 
Second, do both partners have sufficiently common strategic 
interests to support the collaboration?  
An organisation that has prioritised growth in a particular region or 
segment will have more to gain from collaborating with a partner 
that has a strong offering in the same area.  
 
Third, does the partner have the right infrastructure and processes 
in place to provide a basis for the collaboration?  
 
Collaborating to improve forecasting and demand planning is likely 
to be frustrating if one partner's existing planning processes, 
systems, or performance are inadequate. 
 

4. Synergy - Companies frequently underestimate the resources 
required to make collaborations work, assuming that they can leave 
it up to staff in various functions to do what's required in addition to 
their other responsibilities. 
 
In practice, even relatively simple collaborative tasks will be more 
difficult than equivalent activities conducted within the walls of the 
organisation. That's because staff must overcome differences in 
culture, organisation, and terminology, not to mention the basic 
challenge of finding the right contact within the partner organisation 
with whom to liaise. 
 
Disconnects within one organisation can create problems, too.  
 
A "grassroots" collaboration started between two supply chain 
managers can lead to rapid performance improvements, only to be 
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snuffed out when those higher in the organisation fail to understand 
the initiative's potential.  
 
Alternatively, a collaboration agreement made between two board-
level executives will fizzle out if the managers responsible for 
executing it think it is yet another short-lived senior management 
whim; if they can't see how the collaboration will help them achieve 
their own objectives; or if they lack the incentive to put additional 
effort into the project on top of their existing day-to-day roles. 
To prevent both of these problems, best-practice companies 
devote extra resources to their collaborations, particularly in the 
early stages of a new relationship.  
 
Appropriate infrastructure for a successful collaboration begins at 
the top of the organization, with a steering committee of senior 
leaders who can set the defining vision for the collaborative effort 
and allocate resources to support it.  
 
The detailed design of the collaboration programme is then 
completed by a team comprising members of all relevant functions 
from both partners in the collaboration.  
 
The team for a demand-planning effort, for example, should include 
members from sales, finance, and supply chain for say, the 
manufacturer, and from purchasing, merchandising, and store 
operations for the retailer.  
 
This team will also be responsible for the day-to-day monitoring of 
the effort once it is up and running. 
 
Execution of the collaboration should take place within the line 
organisation and will ultimately form part of the everyday 
responsibility of the staff assigned to it.  
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The best companies avoid forcing their front-line staff to "reinvent 
the wheel" by providing strong support when establishing each new 
collaboration.  
 
They may, for example, leverage experience gained in previous 
collaborations by setting up teams to support their colleagues 
during the initial phase of subsequent efforts. 
 

5. Success Criteria - An effective performance-management system 
helps a company to ensure that any long-term project is on track 
and delivering the results it should. In supply chain collaboration 
efforts, both participants should use the same success criteria.  
By building common metrics and targets—and jointly monitoring 
progress—companies avoid the misaligned incentives that damage 
so many collaboration efforts. 
 
Picking the right metrics can be challenging however, and it will 
inevitably involve trade-offs.  
 
In a collaboration to reduce logistics costs, for example, the 
partners may have to choose between a pallet configuration that's 
optimised to suit one parties restocking processes, which will 
reduce in-store labour costs, and one that optimises truck fill, 
which will reduce transportation costs from distribution centre to the 
final destination. 
 
How to overcome these potential conflicts?  
 
The trick is to keep things simple by picking the smallest possible 
number of metrics required to give a picture of the collaboration's 
overall performance, and then to manage those metrics closely, 
with regular joint reviews and problem-solving sessions to address 
trade-offs.  
 
The real power of any performance-management system comes 
from this frequent, robust dialogue between partners, yet this is also 
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the element most commonly ignored or underemphasised by 
collaborating companies. 
 

6. Sustainable - The final vital ingredient of a successful collaboration 
is stamina. It may take time and effort to overcome the initial 
hurdles and make a new collaboration work.  
 
Both parties need to recognise this and build an appropriately 
long-term perspective into their goals and expectations for the 
collaboration to ensure that it is sustainable in the longer term.  
 
This means including metrics that review performance beyond the 
first year, as well as conducting some joint, long-term planning so 
both partners can gain an understanding of each other's longer-
term objectives and identify a roadmap of initiatives they can work 
on together over time.  
 
Such planning helps companies to break out of the short-term-
project mentality that can limit the beneficial impact of collaborative 
efforts.  
 
Nevertheless, partners must also take care to ensure that they are 
doing everything they can to capture any available quick wins, so 
the collaboration starts delivering value as rapidly as possible. 

When companies take a long-term perspective, their collaborative 
efforts can become a virtuous circle: a greater understanding of 
each other's capabilities, knowledge, and costs will often reveal 
new potential sources of value, while the experience of working 
closely together means that later initiatives will take less time and 
be easier to execute than early ones. 

Best Practice Blueprint TM - Another essential element of successful 
Supply Chain Management is your ability to adopt best practice across 
six core areas; 
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Figure 9 : Best Practice Blueprint 

 
To be clear, I’m not saying World-Class. The key to success is to 
ensure that all processes adopted are ‘fit for purpose’ for the 
organization.  
 
Our Best Practice BlueprintTM methodology helps you to assess against 
a defined list of parameters both where you are right now and where 
you feel would be optimum for your company.  
 
In this way, you have a clear vision of the gap that you need to scale 
to drive the improvements required across your Supply Chain. 
 
I usually review six core areas; 
 
1) Procure to Pay 
2) Sourcing 
3) Contract Management 
4) Supplier Relationship Management 
5) Performance Management 
6) Spend Visibility 
 
Contact me at tl@tonylockwood.com if you want access to any of the 
best practice blueprints. 
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Chapter 5 

TRACKING BENEFITS 
 
 
 
 
 
 
I’m always amazed at how many companies don’t formally track the 
benefits of any initiative to their bottom line. They just assume that 
because a deal has been struck then we can take that benefit as a 
given!   
 
How wrong is this assumption? 
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Just because you have negotiated a unit price reduction, doesn’t mean 
that the savings will translate onto the bottom line.  
 
What if the business decides to go with a more expensive part or 
component, or due to lack of availability, they go to another supplier.  
 
All of these will chip away at the benefits that you can expect to see on 
the bottom line. 
 
More frequently, you’ll find that certain individuals will actively work 
against the agreed product/ service provider.  
 
Have you ever encountered anything like this? 
 
I’m sure that you have, but often these issues are not uncovered until 
it’s probably too late and massive value is lost.  
 
By tracking the Value Creator and monitoring the benefit realization, 
then you can identify issues quickly and take corrective action.  
Did you know that when a plane leaves an airport for any specific 
destination, the plane is off-course for the majority of the journey – it is 
only the corrective actions of the pilot (or these days, the auto pilot) 
that ensure that the plane lands at the right airport. 
 
You need to be the pilot of your Value Creators, monitoring them to 
ensure that the benefits land onto your bottom line. 
 
As part of our C.O.S.T. Optimizer Programme, we have developed a 
module called -  ‘7 Value C.R.E.A.T.O.R.s’ and it is essential that you 
have a structured approach to managing each one of them.  
 
Each project that you manage will be primarily focused on delivering 
value from just one of these.  
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However, to ensure that you maximize the benefits, you should 
consider your strategy on how you will monitor the transition from 
Estimated, to Confirmed to Realized Benefits. 
 
The 7 Value C.R.E.A.T.O.R.s are; 
 
C – Cost Mitigation.  
 
This is often overlooked, yet can deliver significant value.  
 
A recent example highlights the point really well. An engineering client 
of mine occasionally needed to meet very tight turnaround times to 
ensure delivery against their clients stringent Service Level Agreement 
(SLAs). To ensure that they could deliver against these SLAs, they had 
pulled together a supply chain that all contracted to a 4 hour 
turnaround process.  
 
When I challenged them to understand how often this 4-hour 
turnaround was actually required in order for them to meet their client’s 
SLA, it transpired that it was in less than 20% of the work completed. 
So, in essence, they were paying premium prices in four out of every 
five projects. 
 
By helping them to restructure their supply chain processes, we were 
able to reduce overall costs by around £4m per annum by establishing 
a standard 24-hour turnaround pricing with a premium pricing structure 
for our exceptional 4-hour turnaround requirements. 
 
We didn’t reduce volumes, we didn’t negotiate unit prices, we just 
ensured that the supply chain contracts accurately supported the real 
needs of the business. 
 
Do you see the difference?  
 
More importantly, do you see how you can apply the Cost Mitigation 
approach in your organization? 
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R – Revenue Creation 
 
When I raise this Value Creator with clients, many respond immediately 
with a comment such as – revenue is not my job – that’s sales or 
marketing.  
 
OK, I agree to an extent but I would strongly argue that we have an 
important role to play in driving revenues and the impact of the supply 
chain on revenue creation should not be under-estimated. 
 
What would the impact on your organizations’ revenue if one of your 
core suppliers failed to deliver on time? You may have driven the cost 
down and congratulated yourself on a job well done, but as a result, 
you placed enormous pressure on the supplier and their service 
delivery was impacted. The impact on revenues can very quickly 
outweigh any potential savings benefits achieved.  
 
Furthermore, I often find that we can gain greater value from our Supply 
Chain Partners by inviting them to help grow our revenues through joint 
marketing campaigns, specialist training of staff etc. 
 
You must see your role as creating value and one certain way of 
demonstrating that value is by undertaking an activity that results in an 
uplift of revenues. 
 
E – Economize – demand management 
 
A really great example to demonstrate what I mean here is to discuss 
utility costs. This is always an area that gets a reaction when discussed. 
Is it better to fix your costs or try to take advantage of the markets and 
buy your gas/ electricity at ‘spot’?   
 
Either way has its ‘pro’s’ and ‘con’s’, but neither way is the best way to 
reduce cost. By far, the easiest way to reduce your energy cost is to 
‘turn off the lights’! 
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I know this is a simple example but it certainly illustrates the point. Are 
you doing everything in your power to reduce demand across your 
core spend areas? 
 
 
A – Avoidance of costs 
 
I tend to work with organizations that are undergoing significant growth. 
As a result, even though like for like cost savings deliver benefit, in 
many cases these are not immediate obvious at the P&L level. 
 
Consider these scenarios: 

One client that I worked with a few years back negotiated a 10 per 
cent decrease in the price of an information technology service 
contract, resulting in a savings of £100,000 that year. 

A few months later, I was working with a Law Firm and helped them 
resists a vendor’s attempt to raise prices by 5 per cent, allowing the 
firm to avoid spending an additional £200,000 that year. 

The first scenario is an example of cost savings. Cost savings occur 
when there is a reduction that causes future spending to fall below the 
level of current spending. These cost savings may then be removed 
from budgets, reinvested, or redirected to other spending priorities. 

The second scenario is an example of avoidance of cost. Cost 
avoidance refers to reductions that cause future spending to fall, 
but not below the level of current spending. Often cost avoidance 
involves slowing the rate of cost increases. In other words, future 
spending would have increased even more in the absence of cost 
avoidance measures. 

T – Terms of Payment 
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Remember in Chapter 3, I introduced you to the Value Chain Tri-
zoneTM, one of the three core areas was Asset Management and I 
highlighted that in this area, the focus is on efficiencies in capital 
employed.  
 
The Payment Terms that we agree with our suppliers is one of the 
main levers to create such efficiency. By extending the payment terms, 
we increase the efficiency of our Cashflow by extending it. This allows 
the company to invest more, create more and ultimately generate more 
revenue – well, that’s the plan anyway! 
 
However, there are more ways to achieve this than by just extending 
payment terms from 30 to 60 days. There are now numerous 
innovative payment providers that can help you to speed up the 
payment of your suppliers whilst extending your overall cashflow – a 
real Win Win, especially as this will provide you with an opportunity to 
negotiate better terms with your supplier.  
 
 
 
 
 
O – Ownership costs (TCO) 
 
Proactive maintenance agreements are a great example of effective 
cost management. By ensuring that maintenance regimes are 
maintained and properly monitored, you reduce the risk of failure 
significantly.  
 
Failure costs not only include the actual repair cost, but also the loss of 
production. 
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All to often, I see organizations that are under pressure to reduce costs 
stretch their maintenance plans. This is often a false economy in that 
the likelihood of breakdowns increase, the cost of repairs tend to be 
higher when you need immediate action and failures always happen 
when you can least afford it – isn’t that the case?   
 
Another area where I see many companies fail to realize the full benefit 
is from Warranties.  
 
Do you keep an accurate record of the warranties that exist on your 
equipment – I suspect, if you’re really honest, the answer will be no! 
 
By recording the whole life cost to the company by including purchase 
price, maintenance costs, warranty claims, insurance cost, repairs and 
ultimately replacement costs, you will get a far more accurate base on 
which to evaluate various options.  
 
For example, a recent client was looking to renew their fleet of Vans 
and had been offered an amazing deal from a local dealer, desperate 
to break into the client. On the face of it, the deal looked good – they 
were acquiring 50 new vehicles and the average saving against their 
existing range was around 8%, or £120,000 per annum. 
 
It was only when we looked at the whole Cost of Ownership did we 
identify that over the 5 year period of ownership, on the true like for 
like comparison, the new vehicles would have cost a total of £250,000 
more!  
 
The difference was due to more frequent maintenance requirements, 
less fuel efficient, higher insurance costs and the need to hold parts for 
multiple manufacturers for repairs.  
 
Sometimes the ‘best price’ does not always provide the most value! 
 
R – Reduction of Unit Price 
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I have deliberately left the ‘old’ favorite to the last because it is often the 
first lever that companies consider. In fact in some cases, it is the only 
lever that they use! 
 
Unit price reductions will deliver value, and deliver that value quickly. 
However, care is needed to ensure that your supplier can actually 
deliver the reduction without impacting their ability to service your 
needs. 
 
It is a complete waste of time negotiating hard to win an extra few % 
reduction, if it means that the supplier simply doesn’t have the margins 
in which to succeed.  
 
The cost of supplier failure to your business will be significant, far 
outweighing any benefit that you thought you would be receiving. 
 
Although I admit that there are many more opportunities to create 
value, these Value C.R.E.A.T.O.R.s are the more common ones that you 
should be looking to apply. 
 
So, how do you go about actually realizing the savings or delivering the 
value? 
 
There are five key enablers that will enable you to create a realized 
savings culture, and capability? 
 
• Alignment & accountability – measure success based on realized 

savings: The first step to achieving realized savings is ensuring that 
there is alignment between Procurement and Finance on how 
savings will be measured and counted.  
 
Getting all key players aligned on measuring realized savings 
(rather than identified or contracted savings) is critical to achieving 
the cultural shift that will help prevent savings leakage.  
 
In addition to alignment on realized savings, Procurement and 
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Finance must agree on what savings methodologies will be 
employed, and who will be responsible and accountable for 
measuring and validating savings. 

 
• Stakeholder engagement: At this stage it’s also important to seek 

alignment with Finance on what will happen to realize savings.  
 
For example, will some – or all – of the savings in Marketing spend 
be given back to the Marketing department to redeploy, or will 
realized savings result in a new baseline spend level and lower 
budgets going forward?  
 
My recommendation is to allow for at least a portion of savings to 
be re-invested in growth initiatives to help align stakeholder 
incentives with overall savings goals, but this is a company-specific 
decision.  
 
Second, as your organization aligns on savings methodologies and 
accountability, it’s imperative to engage stakeholders as the primary 
decision makers in each and every sourcing initiative and ensure 
that they are fully supportive of the outcomes.  
 
Further, engage them in the development of policies and processes 
that will help control spending and drive compliance. Not involving 
stakeholders from the beginning can result in mild resistance – 
such as stakeholders seeking out their own alternatives – or 
outright sabotage. 

 
 
• Awareness and access: Once new or revised agreements have 

been put into place, all stakeholders need to know how to access 
these agreements and operate within established policies.  
 
This involves working closely with stakeholders and suppliers to 
execute detailed, category-specific implementation plans.  
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These plans will vary in design depending on the category but 
should all involve detailed communication and training activities as 
well as relevant system integration and process automation 
activities. 

 
• Proactive monitoring and management at the PO level: Once 

agreements have been put in place and fully communicated and 
implemented, it is crucial to establish a proactive monitoring 
capability to identify and stop non-compliant purchases before they 
are approved and executed.  
 
Some organizations leverage a combination of technology and 
purchasing specialists to not only stop non-compliant orders, but 
also to educate end-users (who may not know they are operating 
outside company policies) on the appropriate suppliers, processes, 
and policies.  
 
You also need to recognize that some circumstances warrant 
alternative suppliers and policy exceptions. It is important to 
determine these circumstances, set tolerances, and train purchasing 
specialists accordingly.  
 
Even in these circumstances, you should capture non-compliance 
reason codes and determine if there are recurring supplier issues 
or exceptions that need to be systemically addressed to improve 
compliance and supplier satisfaction. 

 
• Savings measurement & reporting: Finally, with Finance and 

Procurement aligned on savings methodologies; communications 
and training completed; and proactive monitoring in place; firms 
should rigorously measure spend, savings and compliance to 
identify opportunities for improvement.  
 
The more detailed the savings and compliance visibility, the better 
equipped you will be to celebrate successes and proactively 
identify and mitigate issues.  
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Detailed visibility to spend, realized savings and compliance at a 
category, regional and site level allows you to pinpoint non-
compliance and identify systemic issues.  
 
Further it provides a baseline to drive continuous improvement 
initiatives and achieve higher levels of compliance. 

 
 
Why realized savings?  
 
The opportunity to deliver substantial bottom-line financial benefits 
through savings in indirect categories of spend is substantial. Indirect 
spend can represent 15-40% of revenues for a typical company.  
 
In an ideal world, achieving 10% savings on that spend could yield 
1.5%-4.0% in bottom line margin benefits.  
 
However, the reality is that most firms achieve only a fraction of these 
potential savings.  The level of savings achieved – or left on the table – 
is a function of four key levers: 

 
• Spend under Management: The amount of spend that is managed 

via a professional procurement process. 
 

• Savings Achieved: The level of savings that are negotiated and 
contracted. 
 

• Savings Realized: The amount of those savings that are actually 
realized through compliance management efforts. 
 

• Continuous Cost Improvement: The incremental savings that can 
be driven post-sourcing. 
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These first two levers are primarily dependent on market intelligence 
which is the “door opener” to areas of spend that are often off-limits. 
Further, it provides the informational advantage needed to achieve 
greater negotiated saving. Without it, average companies typically 
manage just over half of their addressable indirect spend, and sub-
optimize sourcing results. 
 
Further examples of improved deals could include... 
 
Capital reducing – where the capital requirement (against budget, 
business case or forecast) is reduced. The tangible benefit is the 
difference between the original, agreed budget/forecast and the final 
cost. It might also be relevant to claim a benefit for eliminating capital 
equipment lease costs. 
 
Purchase avoidance – where an intended purchase is cancelled or 
avoided (fully or partially), for example because the existing equipment 
still functions adequately or a simpler product meets minimum 
specifications. The benefit is the difference between the allocated 
budget and the final price. 
 
Price reduction – the result of a reduction in the price of a 
product/service that meets the minimum criteria. The (tangible) benefit 
is the difference between the initial paid price and the new agreed 
price, multiplied by the volume (actual or predicted). 
 
Collaborative savings (price reduction) – achieved when the price of a 
specific product/service reduces owing to a ‘bulk purchase’ order 
(when multiple agencies combine their orders). The saving is the 
difference between the initial paid price and the new agreed price, 
multiplied by the volume (actual or predicted). 
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Cost increase avoidance – where a price increase or above-budget 
initial tender is reduced so that it’s closer to budget, or a cost increase 
(including the retail price index or above) is reduced or negated. The 
difference between the agreed and offered prices is the cost increase 
avoided. If the agreed price goes below the offered price, there is a 
price-reduction saving in addition to the cost increase avoidance. Note 
cost increase avoidance is not a tangible cash-releasing benefit. 
 
Added value (e.g. better terms on warranties/ guarantees) – where an 
improvement in terms leads to a more-for-less or more-for-the-same 
situation.  
 
For example, a warranty might be included for the same price as that 
for which the product alone was historically purchased. This is only a 
tangible cash-releasing benefit if it can be demonstrated that the 
warranty or maintenance was being paid for previously. 
 
Specification simplification – where the required simplification is made 
easier to understand or the quantity procured/required is reduced. In 
some cases this falls into one of the benefit types discussed above, for 
example a price reduction or purchase avoidance. 
 
Staff time saved – where improvements in process/policy result in 
improved productivity (reduced staff time). You can claim budgetary 
savings for the pro-rata reduction in staff time (the value of staff time 
based on full costs and overheads, or 1.5 x staff members’ salaries). 
Non- budgetary savings would result where you reallocated staff 
resources to another task or project within your agency. 
 
Inventory management – where improvements in inventory management 
lead to less inventory held. You can claim a one-time cashable saving 
for the current contracted value of reduced inventory. 
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Procurement-effort avoidance – where the use of an existing 
collaborative contract/agreement means you don’t need to undertake 
your own procurement activity. You can claim a cashable saving for the 
pro-rata reduction in staff time (the value of staff time based on full 
costs and overheads, or 1.5 x staff members’ salaries). 
 
e-tool implementation – an initiative that simplifies the supply chain and 
generates efficiencies through, for example, reduced staff time or 
savings (perhaps as a rebate) from the supplier. 
 
Cultural change – where a procurement activity leads to a ‘step’ cultural 
change, which in turn delivers a benefit. For example, it might be 
possible to link new telecommuting technology to increased productivity 
or improved employee retention. This type of benefit might not be 
quantifiable or might contribute to one or more of the other efficiencies. 
 
Demand reduction – where a procurement activity reduces the demand 
for a particular product/service. For example, new video-conferencing 
technology negates the need for travel, fleet and other expenses. If you 
can demonstrate that there’s no detrimental impact on productivity or 
service, the difference between the cost of the original and new 
demand levels (e.g. flights) is a tangible saving. 
 
Asset maximization – an initiative that leads to the optimization of an 
asset. For example, ‘pooling’ vehicle fleets and enhancing staff 
schedules reduces the requirement for vehicles. If you can demonstrate 
that there’s no detrimental impact on productivity or service, the 
difference between the cost of the original and new asset requirements 
is a tangible saving. 
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Standardization – an initiative that results in a product standardization 
and associated benefits, which could then lead to a reduction in 
demand or unit price, or any number of other savings. For example, 
standardization to a single mobile phone model could generate a price 
reduction from the supplier, reduced support costs, increased 
productivity, asset maximization, etc. The value of each benefit can be 
quantified (as both tangible and intangible savings) and reported. 
 
Reduced invoicing costs – if a procurement activity leads to a 
quantifiable reduction in, or consolidation of, invoices, you might be 
able to claim the associated reduction in invoice processing costs. 
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Chapter 6 

WHERE NOW? 
 
 
 
 
 
 
Creating a Procurement function that works is an essential part of 
Business Success particularly in the present economy. A strong 
procurement function will accelerate business success and improve 
bottom line performance.  
 
But how do you ensure that your Procurement function is fully optimized 
and working towards Best Practice processes?  
 
Cost optimization has gained significant traction over the past 48 
months given the global economic conditions. Many CEO’s have 
looked to their procurement organization to assist in stabilizing or 
growing the net income line.  
 
I would like to share my thoughts on how to launch a successful cost 
optimization; the use of dashboards to monitor progress and some of 
lessons learned. 
 
The most successful cost optimization programs have come from 
organizations that have had a “burning platform”, meaning traditional 
programmes were not going to deliver the desired results.  
 
Aside from labor cost, external spend on goods and indirect services 
represent the largest expenditure at most organizations.  
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My experiences suggest that all organizations should create a “center-
led” procurement group that has accountability and responsibility for all 
external expenditures on goods and services.  
 
To formulate this strategy a new corporate policy or executive directive 
will be required. The executive directive will be required to help with 
change management, adoption and sustainability.   
 
Resistance to change will be the biggest obstacle to success. Success 
will only be assured through adoption.  Long-term returns need to 
be secured through sustainability via monitoring and adjusting the 
programs objectives with the needs of the business. 
 
Communications 
 
As the new structure of the procurement team is announced a 
communications programme should be shared with all employees of 
the company.  
 
The announcement should share a clear and elevating objective, led by 
the CEO or a direct report of the CEO (for example: a cost reduction 
challenge of £xx million on a spend base of £yy million to be 
accomplished over the next xx months).  
 
The progress of the program should be shared with the Senior 
Executives on-going through the duration of the program. 
 
Institute Principle Led Decision Processes Grounded in Facts 
 
When the procurement organization is announced, there should be 
some guiding principles.  
 
I have encouraged my client organizations to embrace and accept the 
fact that we must implement and institutionalize a fact based, analytical 
rigor, arms length sourcing process that will be adhered to on a 
consistent basis.  
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There will be no short-cuts to the sourcing process; there will be no 
“sacred cows” (no sourcing categories or suppliers who are left 
untouched).  
 
The procurement group needs to be the analytical conscience of the 
organization. The objective is to introduce process rigor and execution 
discipline.  
 
The most important concept to instill within the procurement group and 
the corporation is that speed matters. 
 
Establish Baseline 
 
The first step in launching the programme is conducting a base line 
spend analysis. This exercise will allow you to obtain visibility on what 
you spend, who you spend with and question the reasons for the 
spend. Spend analytics will assist in structuring sourcing categories, 
which will lead to an organizational structure within the procurement 
group. 
 
Build an All-star Team 
 
In terms of the most effective procurement structure, an objective would 
be to realign the procurement organization to institutionalize best 
practices, upgrade talent/skills and sustain the recognized sourcing 
savings.  
 
Your HR department should be able to assist with the skills assessment 
to align with the your desired skills, attributes and behavioral 
assessments.  But make sure you have a strong blend of sourcing 
experience and industry domain expertise in those more difficult to 
manage categories. 
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Unbiased Auditor 
 
Control and tracking systems should be led by a resource in the 
finance organization that is separate from the procurement organization. 
Implement a business case review programme, on a monthly basis.  
 
Align the ERP systems with the financial systems. The intent is to 
identify and capture all savings. The savings should be broken down 
into in-year and run rate savings (on-going, annualized savings). The 
finance organization should be held accountable to the treatment of the 
generated savings (budget impacting, gap closure, discretionary, etc.). 
 
So, there you have it… 
 
…a definitive approach to implementing C.O.S.T. Optimization across 
your organization.  
 
The benefits are often significant and more importantly sustainable. In 
my opinion, The C.O.S.T. Optimization Formula is an essential element 
of any forward thinking organization and should be positioned as an 
integral part of a progressive procurement function. 
 
I wish you well in integrating the approach and please do contact me if 
you wish to clarify anything discussed in this book. 
 
Tony Lockwood 
tl@tonylockwood.com 
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ABOUT TONY LOCKWOOD (www.tonylockwood.com) 
Tony Lockwood is the creator of the C.O.S.T. Optimization Formula, and 
the C.O.S.T. Optimizer Programme - his Academy and Boot-Camps, 
where organizations, procurement leaders, consultants and change 
managers learn how to design, develop and deliver real value across 
their Companies. 
 
Tony also created All About Success and the Personal Success 
Mastery Programme, which has helped thousands of people to break 
through their limiting beliefs and create a more successful future. 
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