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Supply Chain Optimization Meets Spend Management

NPI’s Approach to Driving Value throughout the Supply Chain

Introduction

For many companies, the word “consultant” conjures up an unsettling image. That’s because today’s consultants have earned a negative reputation for excessive fees, lengthy analyses and cumbersome recommendations. 

Traditional consultants tend to work under a guaranteed fee structure, rather than a performance-based fee structure. That works out well for the consultant, but many clients are left wondering why their consulting partner doesn’t have any skin in the game. In many cases, these consultants require the company to provide additional bandwidth to manage the scope of the project, which presents another layer of cost. Furthermore, consultants – especially those that specialize in the supply chain – are renowned for delivering impressive recommendations without seeing those recommendations through to implementation. Lastly, the time to savings for the average consulting project is long. The engagement itself and recommendations are time-intensive, which pushes any prospect of savings further down the road. 

Because of this, the role of the traditional supply chain consultant is changing. Today’s supply chain organizations are turning to niche experts that know how to drive their value throughout the entire supply chain, and focus on providing strategic changes that can be made swiftly, with immediate impact and without risk.

NPI, a spend management advisory firm that specializes in logistics (as well as IT and telecom), is leading the way for this new type of consultant. With their expertise rooted in carrier spend management, and a staff of ex-finance, pricing and logistics executives from the likes of UPS, FedEx, YRC Worldwide, NPI has a unique understanding of what it costs to move goods through the supply chain. This knowledge is not limited to contract pricing; they are fully knowledgeable of how any change in geography, packaging or mode can impact overall supply chain costs. For that reason, their approach to spend management goes well beyond the carrier RFP, selection and negotiation process. In fact, their approach is a critical component of supply chain optimization strategies for companies like Canon, Michaels Department Stores and Bristol-Myers Squibb. 

The Case for Value Added Services in Spend Management
There has been an increase in the number of transportation spend management consultancies over the past five years. Why? Because transportation costs represent a major part of the operating budgets of today’s manufacturing, distributor, retail and supply organizations. These costs, which are highly susceptible to economic and fuel price volatility, have a direct impact on profitability. 

But, most spend management consultants deliver value only at the carrier negotiation phase of supply chain strategy. At best, they have the pricing visibility to determine fair market value rates for carrier and 3PL services, and the ability to audit invoices, but the value ends there. That’s why many of today’s spend management consultants are appropriately referred to as “negotiators” and “auditors.” 

Carrier negotiation and auditing is only a piece of the supply chain spend optimization puzzle. To optimize and manage spend throughout the supply chain, companies must work hand in hand with their spend management advisors to understand every instance where the carrier intersects with the supply chain. How will goods be shipped inbound to distribution centers? How efficient is the geographic mix of distribution centers and warehouses? What does the storage plan look like? What is the most cost-effective mix of carrier services for outbound shipping? How are customers helping recoup shipping costs? 

These areas all represent major cost savings potential. Overlooking any aspect is a savings opportunity lost – yet, the majority of today’s spend management consultants and logistics professionals fail to drive spend management rigor this deep into the supply chain. 

Case Study: American Biosurgical
In May 2009, American Biosurgical (ABI) recognized a need to reduce redundancies and inefficiencies throughout its supply chain. The company had very limited logistics expertise – in fact, to this day, ABI doesn’t have a formal logistics department. With a team comprised of mostly quality, operational and sales executives leading the way, ABI decided to bring in a general supply chain consultant to assist with these efforts. 

The consultant’s end recommendations were to close down a distribution center in Atlanta, Georgia and transfer operations to its two remaining centers in Los Angeles, California and Mexicali, Mexico. While this recommendation was well received, the consultant did not provide an implementation roadmap. ABI struggled to understand how to smoothly transition operations, carrier agreements and modify their inbound/outbound logistics plan to accommodate the change in strategy. 

ABI turned to NPI, a niche spend management advisor that focused on reducing spending with carriers. NPI had been contracted to manage carrier RFPs, selection and contract negotiations. As a spend management consultant with detailed knowledge of ABI’s supply chain, NPI was tasked with validating the previous consultant’s recommendations and helping develop and execute an implementation plan that would optimize savings for every carrier touch point throughout the supply chain. 

NPI exceeded ABI’s expectations by not only securing the most favorable pricing and terms for carrier services; they also developed a full carrier workflow that minimized spending. These services included:

· Validation of inbound and storage plans.  NPI assisted with the development/validation of the inbound freight and warehouse plans as well as developed carrier selection criteria, conducted provider interviews and created target pricing for carriers. This helped them achieve significant cost savings and improve service to their clients.

· Validation of outbound plans.  NPI assisted ABI with the development and validation of outbound planning. This determined the most cost-effective movement plan and modes for the delivery of goods to the end customer. 
· Data Modeling and Centralization. NPI compiled fragmented supply chain and carrier data from multiple sources into a centralized and secure location. NPI then completed intensive data modeling exercises to help maximize the ABI savings opportunity.
· Carrier selection and contract negotiations. NPI issued RFPs, pricing targets and conducted interviews for the selection of ABI’s air freight, ocean freight, third-party warehouse mgmt, LTL, TL and small parcel carriers. Using the pre-defined pricing targets created during the RFP process, NPI negotiated best-in-class pricing. 

· New carrier implementation. NPI worked hand-in-hand with the new provider and ABI to review carrier and warehousing contracts and walk through the new operating plans with ABI. 

· On-site reviews. NPI worked directly with ABI and the new chosen provider by providing input and client support during multiple site visits.

Spend Management Beyond the Contract Delivers Big Savings

The impact of NPI’s spend management efforts have delivered substantial savings to ABI. By securing fair market pricing, NPI will reduce ABI’s transportation spending by 17-20%, resulting in six-figure annual savings.
However, the real value of NPI’s services was their assistance implementing the new distribution center strategy. As the Atlanta center closes and the new distribution plan goes into effect, NPI will assist in managing the complete transition of operations to the West Coast, allowing ABI’s operational and sales teams to focus on closing and servicing business. NPI assisted in creating a new workflow for the movement of goods through the modified supply chain. This workflow ensured minimal carrier spend and efficiency at every step. Instead of retrofitting savings into an existing supply chain strategy, NPI was able to optimize carrier contracts for savings from the ground up. 

NPI will continue to tweak ABI’s supply chain optimization strategy as operations warrant and function as an extension and leader of ABI’s disparate logistics staff. NPI’s best practices and ongoing benchmarks ensure that ABI never misses a cost savings opportunity with their carrier mix, and that carrier performance is always at its highest. 

Conclusion

As the case study above demonstrates, carrier spend management must go far beyond contract negotiations to reach its full potential. It has to be integrated throughout the contract and handled as a process – not a one-time event. 

For that reason, companies would be remiss to partner with logistics advisors that don’t understand the comprehensive impact of carrier management throughout the supply chain. Cost savings opportunities – and pitfalls – are littered across the supply chain continuum, from RFP and negotiations to the way goods are moved inbound and outbound. To truly optimize spend management and supply chain operations, spend management expertise is needed at every level of carrier management. 
