Reprinted with Permission from Supplier Selection & Management Report

Editor:

Joseph L. Mazel
Managing Editor:
Annette Pagan

Desktop Design Editor:
Alison J. Brathwaite

Editorial Coordinator:
Carol Ayres

Group Publisher:
Perry Patterson

Executive Director:
David L. Foster

"""\"i Published monthly by the Institute of
l/ @ || Management & Asministration, Inc.
B _/i| 29 West 35th Street, New York, NY 10001

SUPPLIER
IANAGEMENT
REPORT

ISSUE 08-02 www.ioma.com AUGUST 2002

| Purchasing Leadership time. The supplier alliances were structured on
: gain-sharing, a means of driving and sharing the

Secure Your Suppher financial results of continuous improvement.

Alliances Through a
Gain-Sharing Practice

By Steven J. Trecha and James C. Byrd

Ten years ago, supplier alliances were
heralded as the solution to driving true value in
buyer/seller relationships. However, while a
number flourished, most failed. Why?

For most, supplier alliances simply were
extending blanket orders to multiple-year
agreements after raking the supply base
through aggressive competitive bidding and
negotiation.

In some supplier alliance agreements
there were provisions for continuous improve-
ment. Yet, actual results did not meet con-
tracted expectations, and most organizations
found themselves lapsing back into competi-
tive bidding once the longer-term agreements
expired.

One motivator for successful supplier
alliances: gain-sharing. Georgia-Pacific
Corporation (editor’s note: Byrd served as
corporate director of purchasing at the time)
had a solution, one that takes the true concept
of supplier alliance and ensures continuous
value for both the buyers and sellers through

The concept provides an incentive to both
the buying and supplier organizations to focus on
continually re-evaluating, re-energizing, and
enhancing their business relationship. All as-
pects of value delivery are scrutinized, including
specification design, order processing, inbound
transportation, inventory management, obsoles-
cence programs, material yield, forecasting and
inventory planning, product performance and
reverse logistics. The focus is on driving out
limited value cost while protecting profit mar-

gins.

“Concept to reality” approach for
developing successful gain-sharing pro-
grams. Based on the experience gained at
Georgia-Pacific, plus other engagements, the
following are the steps to a successful supplier
alliance and gain-sharing:

*  Obtain senior management attention
and active support. Too many supply
deals are done at the senior management
level with only a limited focus on total cost
and continuous improvement.

Instead, senior management should be
helping to deliver a continuous improvement
expectation message internally and externally.
Gain-sharing is an excellent way to use the
supply chain as a competitive advantage. Well-
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defined expectations and proper execution of
the strategy creates a profitable opportunity for
everyone involved.

e  Establish an alliance development
process. Firms need a systematic, ag-
gressive approach to establish and operate
their gain-sharing alliances. The appropri-
ate use of cross-functional teams is critical.

Too frequently we see a cross-functional
grouping that brings together maintenance,
operations, purchasing and materials manage-
ment people who think that by getting together
one time, holding hands, and reciting chants or
mantras, their problem will be resolved.

Instead, the alliance development process
is tough, hard work. Team members must be
trained on how to establish internal expecta-
tions, cost out their supply chains, identify and
evaluate supplier capabilities, select suppliers,
develop gain-sharing agreements, and operate
and execute to the agreement’s terms and
conditions.

Based on what we’ve experienced, 30% of
the work effort involves establishing the agree-
ment, while the balance, or 70% of the work, is
in executing it. Suppliers are willing to get
involved with programs that deliver value, as
this outcome benefits both buyer and supplier.

* Develop performance measure and
gain-sharing metrics. Without a doubt,
performance measures are critical to
continuous improvement and gain-sharing
agreements. The goal is to have metrics
that affect the bottom line. Soft value
measures should be excluded.

Measures must be established upfront in all
dimensions of the cost and customer service
relationship. The gain-sharing is set up so both
the buying and suppler organization benefit from
the improvements.

The delicate part of this process involves
the sharing of the savings. The profit splits vary
depending upon the opportunity, complexity,
and business change required by either the

buyer or supplier organization. However, it is not
uncommon to have a 50:50 gain-sharing split at
the beginning of the relationship.

e Assign accountability. Once past the
euphoria of establishing a new gain-sharing
agreement, buyers and suppliers alike begin to
realize the hard work that is involved. Spe-
cific roles and responsibilities bust be docu-
mented and assigned as part of the alliance
agreement.

There will be a changing of operating person-
nel behavior based on the gain-sharing agree-
ments. These newly defined accountabilities are
included both in the alliance agreements as well as
in the employee’s annual performance goals.
Ensure that the alliance accountabilities are placed
in the personnel files of the team members partici-
pating in these continuous improvement agree-
ments.

We have seen too many situations where
companies and people commit to performing, yet
their “real job” takes over and the commitments to
continuous improvements are never made.

The accountabilities are cross-functional.
Purchasing alone will be unsuccessful in driving the
continuous improvement results. By definition, the
supply chain is pervasive across all functions, and
therefore, appropriate representation and commit-
ment to ensuring gain-sharing performance is
required across all functions.

e Remember to mentor and monitor, then
don’t forget to celebrate. For these alli-
ances to actually bring the value that they are
reported to bring, then ongoing mentoring and
monitoring is required.

Mentoring can come in the form of coaching
and education and training. When attempting to
shift human behavior, personnel development
programs must be in place so that individuals
understand how to operate within their new roles
and responsibilities.

Many organizations establish templates of
performance. These templates help team mem-
bers to be continually successful in carrying out
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their new roles. For many of our clients we
establish mentoring and monitoring alliance
web sites, which actually track the perfor-
mance improvements of the gain-sharing
programs.

In addition to having graphical displays of
tasks, timing, accountabilities and performance
to plan, they also have thumbnail sketches of
profitability being returned in the alliance
programs.

Senior management likes nothing more
than being able to continually check their
status, and the Web site application allows
global 24/7 access to the alliance performance.

We found that celebrating success not
only increases the probability of further suc-
cess, but it also drives closer relationships
within out internal and external cross-functional
teams---and, everyone appreciates a nice
thank you every now and then.

What kind of results can you expect?
Research shows that up to 60% of the costs in
an organization’s supply chain is based upon
uncertainty and waste. The hidden value of the
continuous improvement and gain-sharing
relationship becomes evident through time.

Both the buying and supplying organiza-
tions become remarkably better in their perfor-
mance. From a buyer’s perspective, products
are produced at a lower cost and end item
customer service drastically improves. From a
seller’s perspective, they have the ability to
take these new improved skills and offer them
across a broader marketplace.

Steven J. Trecha is president and CEQ,
Integrated Strategies Inc. (Okemos, Mich.,
strecha@sourcing.com), and James C. Byrd
is supply chain vice president, Forest Prod-
ucts Division, Integrated Strategies Inc.;
Jjbyrd@sourcing.com.

Jay Ertl, Vice President - Product Supply, Alticor
Corp. (Formerly AMWAY)

“With Integrated Strategies you get a firm that uses highly
effective strategic sourcing, cross-functional teaming
approaches to drive value. They have senior people who
worked side by side with our personnel. They have
valuable knowledge and experience across all dimensions
of sourcing including organization, cross- functional
teaming, analytical approaches, commodity strategy
development, design integration, supply base manage-
ment, and information technology including planning, e-
procurement, quality assurance, transportation and
inventory. More importantly, they know how to bring it all
together to deliver real world, measurable results. Alticor
is truly on the pathway to global, best practice sourcing.”

Jim Bradley, Director - Global Logistics Integra-
tion, Steelcase Incorporated

“At Steelcase, we are constantly evaluating ways to lower
global operating cost and improve customer service. We
selected Integrated Strategies to help us model critical
regional networks within our global supply chain. In
addition to bringing hands on supply chain expertise, they
have a powerful PC-based, supply chain network analysis
tool, Supply Chain Scenarios. In this age of lean internal
staff resources and consultant overload, it’s refreshing to
have a hands-on group who is flexible, guarantees results,
and provides knowledge transfer to train the internal
team.”

George Hoffman, President , RSI

“Integrated Strategies brought hands-on distribution
knowledge and experience to the development of our
Burger King distribution strategy. Working closely with a
senior level team of Burger King, RSI, and franchise
executives, Integrated Strategies delivered advanced
distribution concepts, practical go forward approaches,
and recommendations on how to create alignment of
business purpose across our system. They put us on the
right distribution track and helped us build a strategic
road map and distribution strategy implementation plan
that we have taken to best -in-class practice success.”

Bob Read, Manager Financial Services, Rochester
Gas and Electric Corporation

“Integrated Strategies brings these key ingredients to the
project: attitude, capability and professionalism. The
positive, motivational attitude sets a tempo and creates an
atmosphere of success, which is essential for a project
team. Their capability is broad and deep in understanding
the industry, technology, business functions, project
management and planning, people and change manage-
ment at various levels within the company. Professionalism
in communications, controlling expenses, being a role
model and interacting with employees and other external
professionals is exemplary. The bottom line — ISI is value
for my corporate dollars expended.”
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