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Successful Print Procurement
Introduction

All Higher Education institutions have significant requirements for printed documents, ranging from prestigious publications, such as the annual prospectus, to routine, simple forms, course notes and business cards. These needs are frequently not met in the most cost-effective or competitive manner. Fragmented expenditure, short-term, informal and ad hoc supplier relationships, and extensive contract leakage all contribute to sub-optimal pricing and other missed opportunities. This report provides guidance on how to get the best out of the institution’s print procurement.
Supply Positioning

A modern approach to developing print contracting strategies is a technique known as Supply Positioning. This involves plotting all categories of goods and services purchased by the organisation on a two-dimensional chart, based on the relative cost of each category on one axis, and the extent of risk or exposure on the other axis. Risk should be defined by the organisation, but may relate to factors such as supply availability, quality requirements and safety or environmental factors.

All categories of expenditure are then classified into four broad groups, as shown below.
	High
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	STRATEGIC CRITICAL
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	Low
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The items categorised as Tactical Acquisition (business cards and forms), will generally be of relatively low spend and importance. The primary objective in this quadrant is for process efficiencies, possibly using automated or delegated purchasing processes and streamlined arrangements, such as copier contracts, etc.

Strategic Security products and services such as exam papers and confidential reports will be low cost, but of vital importance. In this case, the objective will be to ensure security of supply, even at a price premium if necessary. Some holding of buffer stocks may be appropriate; multi-sourcing may be appropriate to mitigate the risk of supplier failure, and the institution may want to actively encourage new entrants into the market to generate competition. 

Tactical Profit items such as Marketing and Communications (Marcomms) and annual reports are high spend, but low risk. There are likely to be many suppliers available in an open market. This is the classic area for financial savings, and price will be a key factor. Frequent competition may be used to drive down costs, and spot buying may be appropriate. Long-term collaborative relationships are not appropriate in this quadrant.

Strategic Critical items such as the Prospectus are high risk, high value, and a reliable source of supply is essential. This is a high cost area, so it is important to reduce costs, but nothing should be done to jeopardise supplies by the adversarial relationships which might be suitable for tactical profit items. This is a key area for professional procurement input as well as print specialists, total cost of ownership, etc. There may be scope for partnerships with appropriate suppliers.

The supply positioning tool allows an institution to plan a range of approaches to the market for all categories of supply, dependent upon their position on the matrix. In this way, an appropriate portfolio of trading relationships can be developed. Supply positioning should ideally be led by Procurement, but with significant input from other disciplines, including the various category specialists, such as Print Managers, in the case of print procurement.

The positioning of print procurement on the matrix will be different for each institution, depending upon various factors such as the amount it spends on print, its view of the scope of the category, the specialist nature of its requirements, and even its geographical location (institutions in more remote locations may not have immediate easy access to the competitive marketplace which exists in large urban environments). 

However, the following general assumptions are likely to apply:

· print will be a relatively high value expenditure (as a rule of thumb, a single category of expenditure incurring 0.5% of the total spend will be placed in the high value box);
· the risk may vary from some very low-risk requirements, such as routine, repetitive print jobs, to critical documents available from an essentially limited marketplace, such as the annual prospectus;
· the UK print marketplace operates in an environment of overcapacity and low profitability, pushing much of the spend towards the “leverage” category, with an emphasis on price reduction;
· higher education institutions may be highly dependent upon reliability and timeliness of supply for key documents, suggesting a tendency towards the “strategic security” category.

When developing contracting strategies in respect of print, it is important that the totality of expenditure in the print category is considered, even if the eventual decision is to break this down into a series of smaller framework agreements. The supply positioning model may suggest different approaches, depending upon the circumstances. If print / document management is viewed as a cohesive whole, it may place the category in the Strategic Critical quadrant, which might suggest a long-term strategic collaborative relationship with a single supplier (Print Management company), managing the whole of the spend, with cost transparency, shared risk and reward, and a focus on removing total cost from the relationship, rather than a simple focus on driving down prices. 

Alternatively, the spend may be segmented into separate components, so that routine, simple documents might be seen either as Leverage (short-term, price-focused transactions, possibly using competition for every order) or even Tactical Acquisition (process efficiencies such as e-ordering, e-invoicing, purchase card transactions, etc.), whilst high risk items – for example, secure stationery, some critical marketing communications and the annual prospectus - might be seen as Strategic Security (security of supply being the overriding consideration). These decisions must be taken at institution level, and should be objectively planned, rather than adopting contracting strategies on an instinctive basis.  

If we acknowledge that print is a relatively high-spend category, with some elements of risk, a preferred approach might be to establish some form of term contract which will provide access to a consistent supply of assured value documents. A single source arrangement might be appropriate, particularly if the contractor also operates in a print manager role, where it sources from a range of best value suppliers. However, the range of specialisms involved may lead the institution towards a framework involving a handful of suppliers, working on pre-arranged terms and conditions, with possible regulation of prices through mini-tenders.
The advantages of this approach are:

· aggregation of the institution’s requirements secure economies of scale and enhance leverage for better print prices;

· pre-tendered prices and operation of a panel of suppliers across the whole of the print expenditure is a more efficient approach than frequent re-sourcing;

· retention of a range of specialist suppliers allows ongoing competition to ensure competitive prices;

· the risk of supplier failure is mitigated by the use of a limited number of printers;

· application of suitable performance measures can demonstrate a consistent, high quality service;

· the framework agreement allows development of close, collaborative trading relationships, engenders supplier loyalty and places the institution in the position of preferred customer;
· the institution benefits from the printers’ learning curve effect, and receives continually improved service.

However, such a framework needs to be effectively set up and managed, if it is to deliver the intended benefits. There are numerous examples of frameworks which have failed because: 

· they dilute the spend by dividing the contract between too many suppliers;

· unnecessarily burdensome procedural requirements and terms of contract discourage high quality suppliers, or result in high pricing;

· an inappropriate or rigid approach to pricing leads to missed opportunities for price reductions, or excessive increases;

· a failure on the part of the institution to enforce the contract leads to the contract not delivering the level of anticipated business to the suppliers, thus causing resentment among the nominated suppliers. 

The prevalence of contract leakage is one of the main reasons why procurement framework and term contracts sometimes fail to deliver their objectives. By allowing order placers to do business with printers outside of the framework, institutional managers are dooming the frameworks to failure. Senior management sponsorship is critical to the success of the contract, and it is important to send out clear messages that orders from non-approved suppliers will not be tolerated. Systems and controls should be in place to prevent - or at least to monitor - maverick ordering. If the institution shows that is serious about the contract in this way, it is much more likely to attract the best suppliers and lower pricing.

Opponents of the move to the more controlled environment to support an effective framework contract frequently argue that they are able to get better prices through a short-term, spot-buying approach, but these arguments are rarely supported by research. Whilst occasional one-off orders can sometimes achieve better terms, this is often the result of opportunist pricing by suppliers seeking entrance to the institution's business: once such entry is gained, future orders are delivered at much higher prices. In the long term, a well organised and managed framework or term contract will almost always provide better overall value for money than ad hoc purchasing. The contract can be underpinned by pricing benchmarks to demonstrate ongoing competitiveness to satisfy the sceptics.

Institutional Collaboration

Consortium purchasing is well developed in the public sector generally and in higher education particularly, with a network of regional consortia, and initiatives such as Proc HE, which coordinates procurement strategy for UK Higher Education (see http://www.proc-he.ac.uk/). An example of this in Print & Reprographics is the Higher Educational Copier Agreement (HECA), although it is recognised that general (litho) print is much more difficult to collaborate on.

An early decision for an institution in planning its approach to the print market is whether there is scope for collaborative procurement, either through one of the existing consortia, or through an ad hoc arrangement with one or more neighbouring institutions. 

The potential benefits of collaborative procurement are:

· the potential for better leverage or economies of scale;

· the process should be more efficient – one tender process for the participants, rather than multiple separate ones. This can have benefits for both the institutions and the suppliers;

· it avoids the various institutions competing with each other for a limited market;

· there is the possibility for exploiting the synergy of joint expertise - i.e. by collaborating together; it should be easier to put together a better contract than doing it on an individual basis.

However, these benefits should also be seen in the context of possible disadvantages:

· larger contracts may deter some of the smaller suppliers. In particular, it could damage some local printers;

· experience in joint contracting suggests that it moves at the pace of the slowest participant. All Print Managers within a collaborative partnership would need to commit to a robust project plan, and the associated responsibilities;

· there may be some contractual issues, especially around who is the contracting organisation, and therefore carries contractual rights and liabilities; also who carries the liability for breaches of Public Procurement Regulations etc.;

· agreeing specifications for even simple contracts can be very difficult; and the divergent print needs of different institutions can make this almost impossible, or can just result in a messy compromise, which fails to meet either party's needs;

· the difficulty in agreeing common requirements might lead to a common tendering process, but separate contracts - in which case, what has been achieved?

· contract management is an issue, but should be resolvable, provided that roles are very clearly defined in advance;

· there is the possibility that the participating institutions become unequal partners in the contract - there is a risk that suppliers expend greatest effort in satisfying the dominant partner, and neglect the others;
· different approaches by the participating institutions once the contract is in place might send mixed messages to suppliers about expectations. 

The Print Contracting Cycle 

The contracting process involves a sequential cycle of activities, which is shown below.








The contract process commences with identification of an opportunity, or definition of a business need – this may be in the shape of either a new requirement, or a repeat purchase. In the case of print procurement, this might refer to a single document, or the overall service. 

Identifying potential suppliers involves awareness of who is in the market and willing to supply the appropriate print services in question. This is where both the Print Manager’s local knowledge and industry knowledge is invaluable

Obtaining prices and terms will typically be through a competitive tendering process. This leads to agreeing a contract, followed by delivery of the printed products and/or services, which may be a one-off transaction, or – in the case of a term contract – a series of deliveries over a period of time. This triggers payment for the goods or services received, and ongoing management of the business relationship.

All contracts go sequentially through the above cycle in one form or another, and it is important that appropriate attention is given to each phase. In particular, the “upstream” activities – i.e. the pre-contract work – are vital in ensuring that the right contract model is selected.

The remainder of this paper examines some of the main issues which need to be addressed throughout the contracting cycle in print procurement.

Background to EU Procurement Directives

This section is designed to offer a general understanding and background to the reader of the wide complexities of Public Sector procurement.

All public sector procurement is covered by the EC Treaty of 1957 (“the Treaty of Rome”), which established what was then known as the Common Market. The Treaty specifically refers to the free movement of goods and the freedom to provide services among member states, and prohibits “quantitative restrictions.” The doctrine of equal treatment is inherent in the Treaty, and discrimination on grounds of nationality is unlawful. A series of Procurement Directives – now consolidated into a single Directive - has laid down procedural rules for contracts exceeding specified expenditure levels, but the basic principles apply for all expenditure by public bodies, regardless of the contract value. Thus, discrimination on the grounds of nationality is unlawful regardless of whether the contract exceeds the expenditure thresholds of the Directive. 

A key message which needs to be emphasised is that there is a requirement for aggregation: an institution’s total expenditure (including print) should be taken into account for the purpose of the Directive. This makes perfect commercial sense, and the advice given above regarding supply positioning leads the organization to naturally view all expenditure in this way. There is no justification – either commercially or legally – for dividing down the expenditure in order to avoid the EU rules.

Procedures under the rules are fairly inflexible, and it is important that appropriate legal advice is taken to ensure compliance. Failure to observe the requirements leaves the institution at the risk of legal challenge, which could result in costly damages and adverse publicity.

The Public Procurement Regulations 2006, which incorporated the consolidated Procurement Directive into UK law, included new provisions covering:

· Framework agreements – i.e. standing offer contracts, which do not guarantee a minimum amount of business, and which may involve a panel of suppliers, where the terms of trading and the prices are defined by the “umbrella” contract, for call-off by the contracting authority throughout the contract term. The rules require: 

o
that the framework is limited to four years, unless in exceptional circumstances a longer term can be justified;
o
when more than one supplier is appointed to the framework, at least three providers must be appointed;
o
it is permissible to award work on the basis of the original framework terms and conditions if they are sufficiently specific, but if not, a further mini-competition must be held, and all of the suppliers on the framework who are capable of providing the goods or services must be invited to participate. 
· Central purchasing bodies, such as public sector consortia – purchases through central purchasing bodies are permissible, and compliant, provided the Central Purchasing Body has complied with the Directive. The Central Purchasing Body has to be a defined contracting authority. An institution may, therefore use consortium deals for print, provided that the consortium has complied with the requirements.

· Electronic auctions – e-auctions are permitted under the new rules, subject to certain restrictions. This might be particularly useful for Tactical Profit “leverage” contracts, to drive down prices. ‘Reverse’ e-auctions may also be appropriate for mini-competitions in a framework contract for print.

· Dynamic purchasing systems – these might be described as electronic frameworks, which must be completely electronic and left open for new bidders to join at any time during the life of the system. It is conceivable that print procurement might lend itself to a dynamic purchasing system in the future, although there are no obvious examples in existence at the time of writing.

· Competitive dialogue is a new procedure which may be used when traditional tendering (through either the open or restricted process) is not considered suitable. The theory is that in complex contracts, the contracting authority may know the outcomes it wants to achieve, but not the best technical, legal or financial solution for achieving those outcomes, or it may be seeking innovative solutions. Competitive dialogue is an iterative process, using successive stages to reduce the number of solutions on offer. Outline Tenders are invited and evaluated against the published award criteria; dialogue can be entered into for clarification, but it must be non-discriminatory, and must not distort competition. Final Tenders are eventually invited from the bidders remaining in the competition, and the contract is awarded to the Most Economically Advantageous Tender. At present, the potential role of competitive dialogue in print procurement is not clear.

· Sustainability issues may be taken into account in the contracting process, covering both social and environmental issues. This includes areas such as technical specifications, selection of tenderers and award criteria.

One other major development that needs to be mentioned arises from a recent case brought by the French telecoms company Alcatel against the Austrian government. Following an incorrect award of contract, Alcatel viewed damages as an insufficient remedy, as the contract would have opened the door to a considerable amount of additional business. They therefore sought an injunction overturning the contract award, but the Courts were reluctant to implement this, and the matter was referred to the European Commission. This suggested that a “cooling-off period” should apply to all contracts affected by the Directive. That is, an awarding authority must announce its intention to award the contract to tenderer A, and allow a short period for tenderers B, C, D and E to mount a challenge.

As a result, the new “Alcatel” ruling was introduced, which is summarised as follows.

· For all public sector procurements covered by the full EU Procurement Regime a minimum 10-calendar days mandatory standstill period is required between communicating the award decision to all tenderers and applicants, and entering into a contractually binding agreement.  

· The notice must include:

o
the award criteria;

o
where scores are being used, the score the tenderer and the successful tenderer obtained against those award criteria;

o
the name of the winning tenderer.
· The contracting authority must provide additional debriefing where an unsuccessful tenderer requests it by the end of the second working day of the standstill period, including the reasons why he was not successful, and the characteristics and relative advantages of the successful tender

· A further 3 full working days must be allowed between the despatch of this additional debriefing and the end of the standstill period.  This may lead to a need to extend the stand still period and should be planned into the tendering timetable.  

· When a request is made within the standstill period but after the 2 working day deadline, the contracting authority is not bound to provide further debriefing within the standstill period but still need to provide it within 15 days of receiving a written request as per the normal EU Rules.

Whilst the EU rules are rather inflexible, they do not prevent the institution's ability to procure effectively. Compliance is essential, as evasion or avoidance can place the institution in a position of considerable risk of legal challenge. The expenditure threshold of €200,000 would place most institutions' print procurement firmly within the realm of EU compliance. The rules require aggregation of requirements, and breaking the expenditure into smaller packages would be counter productive in terms of value for money. 

Tender Evaluation

This Tender Evaluation section is a practical, hands on approach to procurement, which applies specifically to the Public Sector. It does however, in essence, cover the process required for Print Contract Tendering, as the same rules apply

The objective of competitive tendering is normally to award a contract to the tenderer who offers the best overall value for money (in EU terms, the “Most Economically Advantageous Tender”, or MEAT). The old practice of awarding on the basis of best price only is rarely used in modern procurement, and award criteria usually include qualitative assessments, such as equipment profiles, financial stability, key policies such as HR and Environmental, as well as cost. These criteria need to be defined as early as possible in the contracting cycle, and always before inviting tenders.

Basic Principles of Tender Evaluation

· Form your Tender Evaluation Team at the outset of the Project. The team should include key users of the service, a print specialist and a financial advisor. At an early stage, clarify the key success factors, which should be converted into the contract award criteria, including the relative weightings of price and quality.

· Bear in mind that EU Procurement Directives require that Contracts be awarded on the basis of lowest price or “most economically advantageous tender”. Your award criteria must be consistent with this. 

· Decide on a suitable quality to financial weighting. This may be harder than it sounds, and so it may be sensible to discuss potential outcomes while considering this issue. For example, placing too much emphasis on price may result in a cheap, but poor quality contract, whilst too little emphasis on price may lead to an unaffordable contract. There is no single “right” quality to financial ratio: depending upon the circumstances, price can be as little as 30% or as much as 80% of the final equation. However, if the main objective of the contract is to deliver financial savings, price must be a major part of the award.

· Award criteria should relate to the specification.  Specifications require that a tenderer meets the user requirement while award criteria evaluate how the tender meets this requirement in value for money terms.  

· The evaluation model should reflect the cost and strategic importance of the contract: there is no need to have an elaborate evaluation model for an inexpensive purchase with limited risk for the institution.  For higher risk or value contracts, the evaluation criteria and processes will need to be more complex.

· Compile robust detailed evaluation and scoring methodologies. Make sure that there is complete understanding and agreement among the Tender Evaluation Team as to the scoring methodology for each of the elements of the tender.

· Selection or prequalification criteria may not normally be revisited at the award stage. The criteria used for selection and award should be separate and distinct. 

· Include an explanation of the evaluation process in tender documents.

· Having established the evaluation methodology, make sure that you adhere to it.

· Fully record each stage and date of the evaluation process.

In relation to print procurement, fixed prices for the duration of a lengthy contract are unlikely to be appropriate, particularly as the price of paper can fluctuate wildly. It may therefore be appropriate to stipulate that paper is the only component which can be varied upwards, and that this is only on the basis of actual increases to input prices. Of course, price reductions must be equally passed on by the printer. 

Price Evaluation Models – General Approach

The following principles should apply when awarding points:

· points should be awarded in “reverse order” – i.e., the lowest-priced bidder gets the highest points; the highest-priced bidder gets least points;
· points awarded should reflect the proportional difference between bidders, not just the ranking;
· the method for applying the points scoring should be determined in advance;
· the method should not result in any negative points being applied.

Two alternative approaches are shown below. Whichever method is to be used, it is essential that the method is decided prior to return of Tenders, and preferably before issue of Invitations to Tender.

In the first method the lowest-priced tender is awarded the maximum points available; all other tenderers are awarded points reflecting the percentage by which their prices exceed the lowest price – i.e. a tenderer whose price is 10% higher than the lowest price receives 10% fewer points. The drawback to this approach is that it automatically awards maximum points to the lowest tender. The best quality submissions are unlikely to receive maximum points, and so the overall weighting becomes biased in favour of price.

The second method is the mean price basis. In this you calculate the “mean” price (i.e., the total of all prices added together, divided by the number of bids), and award 50% of the total points to the mean price: i.e. if prices are to be marked out of 50, the mean price will receive 25 marks. Award points to all bids in relation to the mean price – i.e. if a bid is 10% lower than the mean price, it receives 10% more points.

Getting Best Value From Suppliers

Having set up appropriate supply contracts for their print needs, institutions need to actively manage relationships with their suppliers in order to get ongoing value for money. 

There is a temptation to ‘let and forget’: ie set up a contract and then neglect contract and relationship and management activities, which can have an adverse effect on both costs and quality of service. All public sector organisations are charged with Gershon efficiency targets of 2.5% per annum, with an increasing emphasis on cashable savings. The tendency is to look to the tendering process as the opportunity for making the savings, and then allowing costs to rise over subsequent years due to a failure to maintain a downward pressure on prices. The learning curve effect and general business developments suggest that suppliers should improve over time, and institutions should seek to secure at least a share of the benefits.
Managing Prices

As part of the contract preparation, careful thought needs to be given to how prices will be controlled, to ensure continued competitiveness throughout the contract period. This includes careful thought being given to fixed price periods, the process for price variations, and the appropriateness of indexation. 

Buyers’ natural preference is often for lengthy periods of fixed prices, but suppliers are unlikely to agree to long-term contracts on fixed prices, without loading their initial prices to cover their risk. Therefore, some form of indexation might be desirable to avoid excessive cost increases, but should normally be used as a ceiling, not affording a divine right to increase prices. RPI is rarely the most appropriate index, as it does not refer specifically to the printing industry. In general, price variation clauses should reflect the level of buyer skill available to the organisation: lengthy fixed price periods, with variations linked to predetermined indices are easier to manage, require limited buyer skills, and generally result in higher – but more predictable – prices; regularly fluctuating prices, linked to efficiency targets and improvement incentives need a high level of buyer skills, are more uncertain, but – if managed effectively – result in lower prices, and leave the buying institution in control. 

Providing the contract has been properly drafted and understood, price increases should not normally exceed the contractor's genuine increased costs, and they should be able to provide documentary evidence of the need to apply any increases. The buyer should be able to interpret the information, and, possibly by reference to the price breakdown submitted with the original tender, decide whether the price application is justified. In the print market where prices are falling, it is important to be proactive in seeking price reductions, to ensure that the contract remains competitive. 

By obtaining a regular breakdown of prices into their component parts (materials, labour, packaging, transport, overheads, profit margin, etc.), it is possible to assess the validity of price variation requests, and also ensure that increases apply only to the agreed components – for example, it may be stipulated that changes in materials and labour costs will be agreed, but no increases will be permitted in terms of overheads or profit margin.

Some contracts contain competition clauses: i.e., the supplier commits to sell to the buyer at a price which does not exceed their selling prices to other customers. This may be difficult to police and enforce.

It may be sensible to seek an “open book” arrangement, or negotiate audit rights. This gives visibility to the need for price movements, but if not managed properly can lead to an atmosphere of mistrust. There is also a cost in the auditing process. It is important to build a relationship that is based on equal parts of support and challenge (see Relationships With Suppliers, below), making it clear to suppliers that they will be constantly tested to improve, and will not be given an easy ride over prices. Effective buyers keep themselves informed about how their suppliers’ prices are made up, and seek to condition the suppliers to the fact that cost-reduction efforts will be a constant feature of the contract.

If operating a framework involving a panel of print suppliers, the institution will want to use the lever of competition to secure lower prices. It may therefore be appropriate to apply mini-competitions within the framework, which allow the nominated printers to submit quotations for specific jobs. In such mini-competitions, the printers can offer prices below (but never above!) their standard contract rates in order to secure the work. Mini-competitions are permitted under the Public Procurement Regulations, with certain controls. 

Subscription to a price benchmarking service can be helpful in monitoring price competitiveness, but in the area of print procurement, it can be difficult to compare like-for-like documents

Terms of Contract

It is important to take care in drafting effective terms of contract to protect the institution’s interests. Most institutions will operate standard terms of contract for routine purchases, but the greater the value or risk associated with a contract, the more important that special terms are produced to cover the specific nature of the contract. The terms of the contract can also be linked to robust Service Level Agreements to deal with specific issues such as quality.

Many suppliers attempt to impose their own standard terms of contract, but this is generally to be avoided. When tendering, it is recommended that the institution issues terms of contract which have been carefully drafted to meet the institution’s needs, but also which reflect commercial realities and do not place an unnecessary burden upon bidders. Remember that stipulations which increase a supplier’s risk or cost will translate into higher contract prices, or may even deter them from bidding at all. It may therefore be sensible to allow bidders to identify any clauses which they find unacceptable, and offer alternative solutions. 

It is also important to be aware of the "Battle of the Forms", involving an exchange of a series of documents, each constituting an offer and counteroffer; each party's objective being that his/her terms should prevail.

For example, buyer B invites quotations to supply goods on his/her standard documentation, which specifies the terms of contract; seller S submits a bid on his/her stationery, which indicates that the contract will be conducted on his/her standard terms; B places an order, which states that the terms will be B's standard terms of trading; S sends an acknowledgement, and subsequently the goods. 

	
BUYER

(Institution)


	Request for quotation

Quotation


Order


Acknowledgement


Supply of Goods
	SELLER

(Printer)


Relationships with Suppliers

Traditionally, relationships between suppliers and customers have been somewhat adversarial in nature, with an element of mistrust between the parties. More recently, however, both sides have begun to acknowledge the benefits of greater cooperation, and closer relationships, as buyers and suppliers increasingly recognise that relationships characterised by secrecy and mistrust do not deliver maximum benefits for either party. 
There is a range of potential relationships, from arms length to partnerships and it is important that the appropriate relationship is objectively decided upon, based upon the business needs.

	Issues for Consideration
	Tendency Towards Partnership
	Tendency Towards Arms-length

	Service type
	Business critical service
	Non-core / support service

	Benefits / Critical Success Factors
	Business improvement
	Cost saving only

	Agreement type
	Shared benefits
	Fixed price

	Agreement duration
	Long term
	Short term

	Nature of relationship sought
	Continuing and developing trust
	Formal and arm’s length

	Stability of the requirement
	Liable to change
	Fixed throughout the contract

	Performance measurement
	Difficult to identify and assess
	Easy to measure – unambiguous to quantify


There is much rhetoric spoken about partnerships, and the naïve buyer can easily be misled into thinking that a partnership approach should be sought in all circumstances. In fact, the buying organisation should be operating a range of supplier relationships, and it would be wholly inappropriate, for example, to seek partnering relationships in the “Leverage” quadrant of our Supply Positioning model, where the focus is on price reduction, and short-term competitive relationships are the order of the day.

For reference, in his book, Balanced Sourcing, Timothy M Laseter introduced the alternative of Balanced Sourcing, which promotes a more challenging relationship than trust-based partnerships.

Using a similar matrix to the supply positioning tool, this analyses approaches to relationships according to the buying organisation’s commitment to co-operation and competitive pricing, as shown below.

	High

Commitment to a 
co-operative

Relationship

Low
	TRUST-BASED PARTNERSHIPS

· Unclear incentive to drive improvement

· Assumes supplier goal congruence

· Printer may capture all of the value creation
	BALANCED SOURCING

· Fully leverages printer capabilities

· Drives improvement at both customer and printer

· Requires significant customer capability

	
	UNLEVERAGED PURCHASING

· Clerical purchasing mentality of traditional purchasing

· “Price taker” results

· Leaves lots of money on the table
	DARWINIAN RIVALRY

· Requires significant purchasing clout

· Eliminates supplier lethargy but may install resentment

· Does not drive synergistic improvement




 
Low
High

Commitment to Competitive Pricing

From “Balanced Sourcing”, Timothy M. Laseter.

Institutions which view procurement as a mere clerical activity, with widespread fragmentation, and little investment in procurement skills development will find themselves in the Unleveraged Purchasing quadrant, where they fail to maximise their potential purchasing power, and are largely at the mercy of their suppliers. Higher costs and poor service are the normal result.

Those organisations whose focus is largely upon driving down prices, with little concern for the profitability or even survival of their suppliers can actually secure very competitive pricing, but the benefits may be short term, and supplier resentment can result, causing poor service. Such organisations are unlikely to be positioned as “preferred customer”, and will not therefore get the best out of their printers.

Trust-based partnerships commonly fail to deliver the desired benefits, as naïve buyers mistakenly assume that the emphasis upon trust prevents them from developing a challenging relationship. Any added value is typically taken entirely by the printer.

The Balanced Sourcing approach entails a robust, challenging relationship, typified by collaboration between supplier and customer, but a very clear understanding of cost drivers, strict improvement targets, and a commitment from the top down across both organisations. The buying organisation needs to be highly competent in its “intelligent customer” role.   

When discussing price management earlier in this paper, it was mentioned that an atmosphere of both support and challenge is to be encouraged, so that suppliers are conditioned to accept that institutions will work closely with them, in a relationship based upon transparency and collaboration, underpinned with joint efforts for improvement, and continual challenge: the principles of Balanced Sourcing.

This can be portrayed as the shown in the diagram below. The organisation which gives neither support nor challenge to its suppliers breeds a relationship which rewards neither party, and simply stagnates. The contract which is based upon continuous confrontational challenge with a lack of concern for supplier profitability breeds an environment of stress and mistrust, and a “win-lose” approach of Darwinian rivalry.  When the buying organisation employs a soft, supportive approach, without challenging targets but little challenge suffers cruising suppliers, who increase prices and do not commit to service levels. High performing contracts result from continual support and challenge combined, avoiding complacency, and working together for best results.





Balanced Sourcing
The balanced relationship is based upon: 

· aggressive targets; 

· cost transparency;

· appropriate sharing of risk and rewards;

· a constant striving for improved performance;

· a focus on win-win opportunities.

With the emphasis being upon continuous improvement, what is considered high performing today may well be unsatisfactory in a year’s time. The concept of support and challenge should be based upon constantly raising the bar for performance in terms of service and cost. This involves setting improvement targets and using appropriate incentives.

Contract management

As already stated, active contract management is essential for getting the best out of suppliers. A suite of performance measures is important for both supplier and customer, to provide an understanding of the success of the contract, and provide the basis for improvements. With the objective of continuous improvement, indicators should contain targets for improvement over the life of the contract.

Monitoring of the supplier's performance will look at:
· quality of goods / services
· delivery performance
· time taken to respond to queries and complaints
· price performance
Supplier performance measures include:

· Delivery

· delivers on time

· meets due date without expediting

· competitive lead time

· delivers items and quantities accurately

· provides accurate documentation & information

· responds to emergency delivery requirements

· Pricing

· competitiveness
· price stability
· manner in which price changes are introduced
· Customer Service

· compliance with terms and conditions

· supplier representatives’ attitudes

· effectiveness of sales support

· market insight

· training provided on equipment or products

· support on professional / technical matters

· administrative efficiency

· Product

· reliability / durability / compliance with specification

· documentation, instructions, technical manuals

· packaging, suitability, environmental aspects

· contract service quality

Measures which may be used include:

· complaints from user departments - these should be documented and acted upon, and a log retained for periodic review. By looking back at the types of complaints received, areas of persistent weakness can be spotted and eliminated, but note that this is a merely reactive measure, and the level of complaints may only skim the surface of customer disenchantment;

· periodic satisfaction surveys across departments, which demonstrate that the contract manager is willing to listen to customers, but response to surveys is notoriously low, and it is important to be seen to act upon any negative comments received;

· statistical information supplied by the supplier - make sure that the supplier's systems can provide the information required in the desired format. This may include the proportion of deliveries made first time, deliveries outside the stipulated delivery period; number of deliveries rejected, etc. The success of using supplier information is based upon a healthy relationship between supplier and customer: if there is an atmosphere of mistrust, suppliers may be tempted to doctor the information to portray themselves in a falsely positive light;

· "spot checks" on deliveries, which can be time-consuming;

· price monitoring against indices - this can be fairly crude, by reference to readily available indices, such as those contained in magazines such as Supply Management, or by subscription to a price monitoring service, or highly sophisticated, through use of one of the independent price monitoring services available in the market;

· regular contract review meetings with the supplier - these provide the opportunity for a formal documented progress report and "health check". They should be a standard feature of contract management, and not just introduced to deal with crises.

The Preferred Customer

Just as printers compete for customers’ business, it is also true that customers are in competition with each other in seeking to attract the best suppliers and most competitive terms.

Too often, buyers assume that all printers will naturally want their business, but the organisation which places unreasonable demands upon its suppliers, is difficult to deal with, fails to deliver continuous profitable business, and – critically – does not pay its bills on time, will become unattractive to suppliers, leading to high prices and poor service. 

The way suppliers view their customers can be plotted on the diagram below. Those who provide little in terms of value of business, and are unattractive customers are merely seen as a nuisance, and suppliers will either refuse to do business with them at all, or operate an excessive pricing policy; unattractive customers spending significant sums of money will be exploited by uncaring suppliers for maximum profitability on a short-term basis; highly attractive customers with a low spend will be seen as a development opportunity, for which suppliers may offer loss-leader prices and a high level of personal service to gain a foothold; the attractive customers with a high level of expenditure are the suppliers’ core business: those with whom they will want to build long-term mutually profitable relationships.






Relationship Between Suppliers and Customers
The planning of supplier relationships should therefore be based on positioning the institution as a preferred customer: one whose business suppliers will compete strongly to obtain. This involves consistent signals, a collaborative and open nature, meeting commitments and keeping promises, being available, an equitable sharing of risk, and, of course, prompt payment of bills.

In the words of BC Forbes, “any business arrangement that is not profitable to the other fellow will in the end prove unprofitable to you. The bargain that yields mutual satisfaction is the only one that is apt to be repeated.” Attention to making oneself an attractive customer is therefore essential.

Identify an opportunity





Identify potential suppliers
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