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1

Introduction to Agile Procurement
Processes

Organizations need to grow, notwithstanding market volatility, the push
to reduce costs and delivery times, and the difficulty of forecasting. As the
world economy becomes more competitive, organizations intensify their
external activities. Better procurement may allow the organization to
substantially improve its margins, due to the increased number of com-
ponents of services and goods sourced externally to the organization.

The increasing complexity of the business environment requires sig-
nificant intervention in the management of processes and information
within each organization and in inter-organization relations. The main
stimulus for change comes from the need for process improvement and
the evolution of information and communication technology (ICT) in
terms of development characteristics and potential benefits. Digital trans-
formation is the right solution.

An increasingly important aspect is the visibility and alignment
between processes and the overall objectives of the organization. These
changes have a major impact on the management of the value network of
the organization and hence on its main processes.! Therefore, organiza-
tions put more and more emphasis on the management of these processes.

© The Author(s) 2018 1
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They should work together with vendors to refine their strategies and
practices aimed at achieving the objectives defined in terms of scope,
cost, time, and quality.

This book does not use the term supply chain or value chain. The term
it uses is value network, underlining the importance of taking into
account the value provided by the organization to its customers and the
increasingly non-sequential nature of processes in the organization (see
Fig. 1.1).

In the management of the value network of the organization, procure-
ment processes can be defined as those of procuring, receiving, and man-
aging goods, raw materials, services, and maintenance in exchange for
financial considerations. Due to the trend of concentrating on the core
business, relationships with vendors have become increasingly important.
Organizations have begun to review their procurement strategies. In the
past, organizations saw procurement as a service to its other functions,
but it now plays an increasingly central role in successful organizations
thanks to management attention to the value network. Consequently, it
has come to have a greater impact on the operations and the creation of
margins of the organization. The increasing outsourcing and globaliza-
tion have led to greater amounts of supplies and stocks of work-in-
process. The quality is increasingly critical, and delivery lead time is
fundamental to the competitiveness of the organization. Managers have
to adopt new models that emphasize procurement in the value network
as a strategic key to success rather than simply a service organization.

In the volatile modern world, flexibility is essential to the survival and
success of an organization. This flexibility is only possible in an agile
enterprise.

Business agility is the “ability of a business system to rapidly respond
to change by adapting its initial stable configuration.”* Business agility
can be maintained by adapting goods and services to meet customer
demand, adjusting to changes in the business environment and taking
advantage of human resources.’

Procurement is an essential function of the enterprise (it can control
up to 80% of the costs of the organization). Therefore, it is fundamental
to enterprise agility.
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4 1 Introduction to Agile Procurement Processes

This book discusses an approach referred to as agile procurement to
contribute to the improvement of value creation in procurement pro-
cesses. It claims that in order for an organization to reach a state of agility,
procurement must itself act according to an agile business model. The
following chapters analyze in detail each basic component of the procure-
ment business model.

In terms of the tools to be used to gain agility, this book underlines the
importance of digital transformation. This can be achieved with a Lean
Six Sigma approach combined with smart digitization.

The analysis of these concepts is the subject of this book.

The principles of agility and leanness, in combination with manage-
ment automation, can provide a powerful support to enable organiza-
tions to meet their daily challenges, provide the needed flexibility, and
make their strategies successful in the short, medium, and long term.

The current digital transformation affects not only production (Smart
Manufacturing/Factory) and logistics (Logistics 4.0), but equally all other
functional areas of the organization, especially procurement. The goal is
to make processes more agile and at the same time to take into account
the opportunities provided by process automation. Often one of the
main problems encountered is the excessive separation between the
improvement of processes and digitization, or between the organization
and the information and communication systems. This challenge is even
more evident if one considers the organization of services, where digitiza-
tion increasingly manages the processes.

This book presents in detail the application of agile procurement to
optimize processes by making them leaner and, at the same time, digitiz-
ing them. The objective is to reduce waste and defects while also improv-
ing cycle times. The book uses a business model applied to the procurement
function, arguing that procurement is indeed a series of processes that
should act as a business.

Agile procurement is a method and a set of tools. It is also, and above
all, a culture aimed at the effectiveness, efficiency, economy, and ethics of
an organization. It requires a change of paradigm. Agile procurement
certainly presents an important opportunity, especially considering that
there is already in procurement a base orientation toward effectiveness,
efliciency, economy, and ethics.
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The development of agile procurement is especially important during
this time of financial and economic crisis. In such moments of crisis, any
initiative for improving the value of business products for customers,
reducing waste, and especially becoming more flexible and productive
must be undertaken immediately and as a priority.

For this, especially in these years of economic crisis, agile procurement
can be of great help in improving procurement, purchasing, logistics,
and, in general, the end-to-end value network. In the past, organizations
aimed to produce the best products to win the competition. Today they
must try to implement all necessary measures to avoid waste, add value
for customers, and become more flexible. This is what the agile procure-
ment approach aims to do. This approach requires adopting the perspec-
tive of the customer and endeavoring to increase the value of products,
services, and the organization for the benefit of the customer. The value
added for the organization is a derived result.

The agile procurement culture must permeate all areas of the organiza-
tion in order for it to achieve flexibility and, above all, ensure the survival
and growth of the organization. This book examines all these areas of
improvement in the procurement processes and suggests best practices
for attacking them.

The treatment of agile procurement in this book is split into two vol-
umes. The first volume deals primarily with the contribution of process
improvement to agility. The second volume deals primarily with automa-
tion. While the topic is divided into two parts, this book argues that agile
procurement requires an integrated approach that involves both leaning
processes and digitizing them.

These two volumes take into account the existing challenges in terms
of digital transformation. The final section of the second volume looks to
the future and points to a series of very interesting emerging trends.

While these two volumes present a series of models, it substantiates
them with many real-life examples of their successful implementation.
Good practice should be the basis of any theory.

The book presents the more important tools for an agile methodology,
leaving some of the others to specialized books.* Some of these agile
methods and approaches include speedboats, innovation labs, venture-
capital funds (to establish or support start-ups and own employees with
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great business ideas), agile project management (design thinking, scrum
meetings, burn out), and flexible working environment (work from
home, virtual 3D conferencing).

Notes

1. Peppard, J., and Rylander, A. (2006). From value chain to value network:
Insights for mobile operators. European Management Journal, 24(2):
128-141.

2. Leybourn, E. (2013). Directing the Agile Organisation: A Lean Approach to
Business Management. IT Governance Publishing, Ely, UK. Wieland, A.,
and Wallenburg, C.M. (2012). Dealing with supply chain risks: Linking
risk management practices and strategies to performance. [nternational
Journal of Physical Distribution & Logistics Management, 42(10).

3. Tsourveloudis, N.C., and Valavanis, K.P. (2002). On the measurement of
enterprise agility. Journal of Intelligent & Robotic Systems, 33(3): 329-342.

4. Cummins, EA. (2016). Building the Agile Enterprise: With Capabilities,
Collaborations and Values. Morgan Kaufmann, Burlington, MA.
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Procurement Processes

Introduction

This chapter describes the main processes associated with procurement. It
begins with a distinction between the terms sourcing, logistics, supply
chain management, and procurement and presents the main activities
that make up these processes.

In order to improve processes, it is essential to define the current pro-
cesses, describe them, analyze them, and then improve them.

Procurement Cycle

The meanings of the terms sourcing, supply, logistics, supply chain or
value network, and procurement differ from organization to organiza-
tion.! The following section clarifies how this book uses these different
terms (Fig. 2.1).

© The Author(s) 2018 7
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|PROCUREMENT

- Define the procurement strategy and its objectives in agreement and support of the Organization strategy

VALUE NETWORK

- Define the value chain strategy and its objectives
- Coordinate operational planning and the reference chain sales
- Manage the sales from an operational point of view

JLoGISsTICS|

-Define the logistics strategy and its objectives
-Manage the operational and commercial planning

JsuppLy |

I- Define the supply strategy and its objectives

ISOURCING

- Define the sourcing strategy and its objectives

- Participate in decisions Make, Buy or Partner

- Make the purchase marketing

- Manage the Vendor Register

- Buy
- Select the vendors / Managing the bids for financial aspects
- Negotiate
- Choose vendor
- Formalize the quantia, deliveries, costs and quality
- Issue the order / contract
- Resolve disputes with vendors

- Manage stocks

- Monitor, analyze and monitor vendors and contracts

- Manage the warehouses

- Ensure the delivery of supplies

- speed up the vendors (if necessary)

- Select and manage the carriers

- Manage the receipt of goods (compare quantity and quality)
- Manage the return logistics (for instance the returns)

- Monitor, analyze and monitor supplies

- Manage the supply chain

- Program and control production

- Manage the recycling / disposal of materials
- Make the finished product to the customer

- Monitor, analyze and monitor logistics processes

- Manage the Customer Service (Customer service );
- Monitor, analyze and control the Value netwrok

- Manage the full procurement processes

- Decide how and when to produce / recycle

- Coordinate with the ICT (Information and Communication Technology );
- Coordinate with the administration and finance

Fig. 2.1 Value network, logistics and sourcing

Sourcing

The sourcing function deals with purchasing products and services out-
side the organization as required by a department, a person, or an inter-
nal customer. This function acts according to a strategy and a plan aimed

at achieving the organization’s objectives.
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The traditional activities included in this function are:

* definition of the sourcing policy based on the strategy of the
organization;

* analysis of the types and volumes of purchases;

¢ decisions on which types of purchases to make (for example, outsourcing,
e-procurement solutions, and so forth);

¢ analysis of the market;

* planning of the optimization of supply requirements;

* definition of the portfolio of vendors and model contracts;

* negotiation and relationships with vendors and purchase transactions;

e assessment of the cost structure;

* monitoring of activities and vendor rating.

The operational business of sourcing starts with the acquisition request
and moves to the issue and comparison of tenders, negotiation, vendor
selection, and allocation of the orders. Purchases must take into account
the stocks available and the need to reduce the capital of the entire cycle,
including vendors.

Supply

The supplies are for procurement of the raw materials, goods, and services
necessary for the organization’s operations. The supply, especially for eco-
nomic and productive activities, is of considerable importance for the
economics and the organizational life of the organization. The term sup-
ply indicates the evolution of the sourcing function and the enrichment
of its role. It also includes responsibility for the availability of goods and
services in terms of:

* provisioning times according to production plans;
¢ quality assurance;
* costs of transport, handling, and storing.

It is not always possible to pursue this range of objectives within an
organization, even if it is desirable. There is a need for training, for having
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an appropriate level of organization and awareness of the key roles neces-
sary over the entire value network.

For the organization, it is important to adopt an effective, efhicient,
economical, and ethical procurement function. This is particularly true
in mass production, where a lack of spare parts or excess inventory can
have an impact on the costs of sales and service, due to the need to satisty,
and possibly delight, the customers.

Logistics

There are several possible definitions of logistics, with varying degrees of
breadth of vision. The Italian Association of Logistics (AILOG) provides
the following definition:

The set of organization, management, and strategic governance for orga-
nizing the flows of materials and related information from its origins at the
vendor sites to the delivery of finished products to the customers and after-
sales service.

The logistics function is an extension of the activities and responsibili-
ties of the supply chain function, adding:

* sales and operations planning (S&O);

¢ production scheduling;

* management of the flow of materials and components from vendors;
¢ delivery of the finished product to the customers or retailers.

Supply Chain Management

Supply chain management (SCM) has some additional functionalities
with respect to supply (Hines et al. 2004).? It involves the systematic and
strategic coordination of the functions and operational tactics within the
organization first, and then along the various elements of the supply chain
and distribution. Its goal is to improve the performance of the long-term
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individual components of the whole chain.? It is a set of several entities
(organizations or individuals) directly involved in the flows (upstream
and/or downstream) of products, services, money, and/or information
from the raw material to the last operation with the customer.*

There may also be return flows, usually included in the so-called reverse
logistics. These return flows can involve the entire supply chain, from the

point of view of:

e commercial relations with the customer;
* sourcing relationships with vendors and/or production;
* accounting for the administration.

Procurement

This book uses the word procurement to refer to sourcing initiation,
design, development, acquisition, and logistics of goods and services for
the organization. Procurement further generalizes the supply chain
management, including also strategic aspects and activities outside the
organization.

The resources consumed in the process of procurement are used for
goods and services that:

* contribute directly to the value added produced by the organization;
e are indirect to the core business, but are essential.

The process of procurement involves a large number of functions of
the organization. It is characterized by several micro activities (see
Fig. 2.1). If these are not properly organized, they can be a vehicle for
serious ineffectiveness, diseconomies, and inefficiencies throughout the
supply chain. The costs involved in well-structured procurement can be
quite high, but the rewards are relevant. For instance, the procurement
function is increasingly involved in strategic activities. For procurement,
strategic activities refer to the definition of policies for sourcing, logistics,
and structure and relationships with the vendor base.
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Conclusions

In recent times, new challenges have increased the pressure on perfor-
mance. It has become important to seize all opportunities also for the
optimization of procurement processes and the elimination of waste.
Today’s challenges include:

* Focus on service level, especially quality and speed of execution: the
transition from focusing on the purchase price to the total cost of own-
ership makes clear that it is not enough to get the best possible pur-
chase price. Actually, it might be dangerous in terms of quality of the
supply. The procurement function must have as its objectives:

— increasing the value added for the customer starting at the earli-
est stages of the process;

— reducing lead times and increasing quality in the execution of
processes (correct supply at the right time, at the correct location,
and certainly also at the best price).

* Research productivity and efficiency: the pressure to reduce operating
costs pushes organizations to eliminate or at least reduce waste. In
other cases, an increase in the scope of activities (higher volumes and/
or the need to increase interactions with the other processes of the
organization and potential outsourcers) brings additional work to pro-
curement. In some cases this is even coupled with a reduction of staff
and a need for different skills.

* Increasing integration with vendors in the value network: the impact
of vendors on the ability to create value and innovation is now recog-
nized as very important.

* Homogenization of behavior and increase in controls: the growing
organizational complexity requires the standardization of behaviors to
keep processes manageable and to ensure adherence to regulations and
best practices.

Increasingly, the managers and buyers responsible for procurement
processes should ensure they make a greater contribution to the value
creation of the organization for customers, shareholders, and staff.
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This chapter has defined the core activities of procurement according
to a new, integrated perspective. This can bring significant improvements
in the definition and negotiation phase of procurement processes. In
terms of operational processes, they have not progressed with the same
effectiveness, efficiency, economics, and ethics. The tools used for
improvement often have been aimed at more automation of existing pro-
cesses, without a clear vision of the business model to adopt.

In order to meet the growing need to provide customer value and pro-
ductivity, it is necessary to pay attention to process optimization, apply-
ing the procurement methods developed in manufacturing for process
optimization and automated management. This can be done through
agile procurement. This path allows for extending the responsibilities of
the procurement function, resulting in a focus on how and what to buy
in addition to the traditional reduction of the purchase price.

This development must consider all the processes described in this
chapter in the same way. The upstream part (planning, definition of the
sourcing strategy, activation of supply sources, and negotiation) must be
developed in an innovative and effective way. More attention should be
devoted to the operational part of the processes for improving them and
introducing information systems to support transactions and administra-
tion (ERD, electronic catalogs, EDI, and so forth).

The current challenge is to create synergy and fluidity in the processes
of procurement, while respecting the roles and responsibilities of the dif-
ferent actors, internal and external to the organization, in order to add
more value for the customer. This is the goal of the agile procurement
approach developed in the following chapters.

Notes

1. 'This book uses the word “organization” to refer to a company or an insti-
tution, either private or a public body.

2. 'This book generally does not use the term supply chain, but rather value
network, because the sequence increasingly is not along a chain or assembly
line but works as a network. The main objective of the so-called supply chain
is not to “supply” but to bring “value” to customers and the organization.
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3. Mentzer, J.T. et al. (2001). Defining Supply Chain Management, Journal
of Business Logistics, 22 (2), pp. 1-25, Autumn.
4. See endnote 3.
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Agile Procurement

Introduction

During the current economic crisis, organizations have been working
to become more streamlined and agile in order to adapt quickly to
changing socio-economic conditions. The procurement function
should be a full and integral part of this strategy because it can provide
significant support to the entire organization. The strategy requires
flexibility. The responsibilities of the buyer increasingly move towards
monitoring, controlling, and steering tasks. This approach imposes
new requirements on procurement in relation to changing tasks and
processes.

Lean is a “mean,” not an objective, for organizations. In a situation
characterized by great turbulence and uncertainty, such as the current
one, the objective of the organizations is to become more agile. Agility
allows the organization to exploit market opportunities, respond to com-
petitive treats, and face the myriad challenges that accidents may intro-
duce to a global value network.

Procurement must be agile. Agility requires being lean and digitized.
The tasks of procurement are strongly impacted by the new technological

© The Author(s) 2018 15
B. Nicoletti, Agile Procurement, DOI 10.1007/978-3-319-61082-5_3
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possibilities and solutions, such as predictive analytics software, new met-
rics, big data analytics, and the real-time availability of better informa-
tion. New opportunities arise. The operational processes can run almost
autonomously.

Before tackling automation, it is essential to improve processes. The
introduction of methods for process improvement enables a reduction of
time along the chain of decision-making among different subjects. In
addition, these methods provide tools for process improvement and
knowledge management. The brute management automation of existing
processes does not solve the problems of organizations. If the process is
incorrect, its automation only tends to produce problems more quickly.
An integrated approach to reviewing processes and their automation is
essential.

Lean Six Sigma is one of the most effective modern methods to satisfy
customers in terms of product and service quality and simultaneously
reduce cycle times." These goals are achieved with methods and tools that
allow for the elimination of waste, a reduction in the process time, and
the simplification of operations.” Lean Six Sigma combines two
methods:

* Six Sigma helps reduce the number of defects and the variability of the
results of processes;
¢ lean thinking helps reduce cycle times and adds value for customers.

This book uses a method referred to as agile procurement that con-
tributes in this direction, with a focus on procurement. The goal is to
make processes more agile and hence leaner and at the same time take
into account the opportunities provided by their automation. Often
the main problem is the excessive separation between the improve-
ment of the automated and manual tasks, including optimization and
automation, or between the organization and information and com-
munication systems. This problem is even more evident if one consid-
ers the organization of services, such as procurement, where the
processes are increasingly managed by information and communica-
tion technology.’



