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Foreword and Acknowledgments

E-procurement, the aspect of e-business which addresses the
relationships and processes of a business with its suppliers, was
a hot topic for several years. Online marketplaces and reverse
auctions were the main focus of interest. Now the euphoria
surrounding e-business has abated, there is also less talk about
e-procurement. What is the role of information technology in
the procurement function of large companies in Switzerland
today? The study at hand addresses this question.

The topic of B2B-e-commerce has been the main focus of
the Competence Center for E-Business in Basel since 2001.
The Competence Center is part of the School of Business at
the University of Applied Sciences Northwestern Switzerland
and fulfils the mandate of conducting applied research and
development as well as providing consulting services to industry
in the area of e-business. This allows a connection to be made
between research and services, so that the Competence Center
can counteract the status quo in relevant e-business topics
and make a contribution to addressing current problem areas
and contributing to their solutions. Typical elements of this
task include making a systematic description delineating the
field, the search for and reflection on solution scenarios, the
description of best practices in the form of case studies and the
development of guidelines to support action.

In 2003 the Competence Center for E-Business of Basel
carried out an e-procurement study on a small scale [Tanner
2003]. It was embedded in the E-Supplier Initiative and showed
the need for action in the area of electronic invoice exchange.
The Competence Center subsequently launched the initiative
swissDIGIN. This more broadly-based study aims to capture
the current status of market development, identify progress and
identify current topics requiring action for future research and
services projects. In this study, data has been collected on the
behaviour of major companies who have shown in the past that
they set the tone for the whole market, authoritatively defining
for small and medium enterprises both the rules of the game
and the instruments to be used.

The study could not have been carried out and published
without the support of our sponsors itelligence, ESPRIiT
Consulting and HP Consulting Services for SAP. A significant
financial contribution was also made by the research pool
of the University of Applied Sciences of Basel. The Swiss
Procurement Forum (SVME) and the Netzwoche supported us
in our communication goals. The knowledge gathered in the
study was provided by representatives from 68 companies and
it was their willingness to fill in the questionnaire, and in many
cases to give additional interviews, that made a successful
conclusion possible. We thank all our partners sincerely for
their contributions.

Lastly we would like to thank our colleagues at the Institute for
Business Economics who supported us in various ways. We are
grateful to Prof. Petra Schubert und Prof. Walter Dettling for
their support in carrying out the study and for creating the
conditions required in order to do so.

Basel, March 2006
Christian Tanner, Ralf Wolfle, Michael Quade



Management summary

The procurement organisation can significantly influence the
success of a company. These days it operates in a dynamic,
complex environment and in order to operate efficiently and
effectively it has to create appropriate structures and make use
of suitable instruments. Information technology can play an
important role in this.

Goals of the study

The study “The role of information technology in the

procurement in the Top 200 companies in Switzerland” was

designed and carried out by the Competence Center E-Business

Basel of the University of Applied Sciences Northwestern

Switzerland. It pursues the following three main goals:

¢ Providing an overview of the significance and current status
of the use of information technology in procurement.

« Identification of challenges in the use of IT for procurement,

e Locating priorities in the further development of IT for
procurement.

The study addresses decision makers in organisations who are

affected in some way by IT solutions in procurement and aims

to offer them orientation for the conception and further

development of solutions. In addition, it should provide

research and teaching faculties with up-to-date insight into the

market.

Study participants

The questionnaire was sent to procurement heads in the 200
companies which according to the Handelszeitung publication
“Top 2004 - the largest companies in Switzerland” are the
largest employers in Switzerland.

The online data collection was carried out between 2 and 30
November2005.68 companiesintotal tookpartinthe study. This
represents returns of 34 %. The study participants were mainly
procurement managers in companies from different sectors.
Most of them employed more than 1000 staff in Switzerland.

Results

Current use of IT in procurement

The most important general procurement goal set by the
companies examined is the reduction of the purchasing price
and the total cost of procurement. Great importance is also
attached to internal process optimisation.

The highest priority for most of the companies in the use
of information technology is for central coordination and
demand aggregation (50.8 %). The priority of IT should be to
provide support in the creation of process efficiency and cost
/ expenditure transparency as well as achieving reductions in
the purchasing price. For more than three quarters of the study
participants (78.2%) IT makes an important contribution to
successfully carrying out the procurement function. In addition,
expectations of the instruments used are almost all met for a
large proportion of the procurement organisations.

The companies have made substantial investments in their
IT infrastructure in the last five years; over a million CHF in
the case of nearly a quarter of the respondents. The main focus
lay in the optimisation of the materials management system

(66.0%), in the improvement of the reporting function (60.0 %)
and in electronic invoice processing (54.0%). Project goals
were achieved completely for 26.0% of the companies while
the others had to accept compromises in terms of costs, scope
or the planned time frame.

The inquiry shows that the modern instruments of
e-procurement and Supplier Relationship Management
are only used consistently by a minority. Only the materials
management module shows a consistently high degree of use
(67.2%). Online-tools for catalogue based procurement, for
invitations to tender or purchasing auctions and for integrated
supplier cooperation are used only rarely or occasionally in
comparison. There is also still potential for use of instruments
for contract management and supplier evaluation.

Challenges in the utilisation of IT

The high introduction costs for new solutions often stand in
the way of efforts for further development. 61.3% of the study
participants describe this as a challenge, often coupled with the
difficulty of estimating benefit and potential of new solutions
(48.4%). A further hurdle for a consistent and integrated
roll-out of IT solutions is the slow link-up of suppliers to the
procurement system (54.8 %). Alongside this, poor master data
quality is one of the main difficulties in the use of IT for 51.6 %
of the companies.

Further development of IT in procurement

The procurement organisations are not satisfied with what has
been achieved, and wish to take advantage of further potential
for optimisation. The majority of responding companies
plan to spend more than 100,000 CHF per year on further
development in IT in the next two years. Major projects costing
millions tend to be the exception. The focus of activities for
further development in strategic procurement processes are
the analysis of expenditure and the supplier evaluation. In the
area of operative processes the order processing of direct and
indirect goods as well as services have priority. In 68.8 % of the
companies development of electronic invoice entry processing
is given very high or fairly high priority.

Supplier Relationship Management and e-invoicing are top
of the list of topics for the future. All other topics also refer to
issues beyond the own organisation. If all players in the market
wished to develop these solutions individually, we would
have to wait for a long time for substantial progress. However
a two-thirds majority of the companies are ready to tackle the
major challenges like supplier integration together with other
procurement organisations and partners.



Table of contents

Foreword and ACKNOWIEAZMENTS ... i s s s s s s e s s s s e e s nsa s s e e s ma s s s e e e s mnns s srennnnsssssennnnn 2
ManNAZEMENT SUMMMAIKY .....coiieeuiiiiirnear s et r e e e st rE e e aa st £ e e e R s s s e EE e R R AR A a e e e e R R R R E e e e nnnass s e rnnnn 3
List Of fiIgures and tables ............ i nr e a e 5
1 Introduction 6
1.1 SEArting POINT .cviviiiiiictiieietct e b e b e a e e h bbb bbb e bbb e bR bR h bbbt b e bR beaseres 6
1.2 ANS OF the STUAY .uevveveviieiirieicieetertre ettt bbbttt b bbbt b b b ettt b eaebeneasatan 6
1.3 APPIOACKH ettt ettt bbbt b et bk h et e h et e b et bt e b et A e At beae b e bt s et e b et ebe et et benteeen 6
1.4 Response and characterisation of the PartiCIPANLS ..........cccvueiririrrenirer ettt ettt be e 7
1.5 TEITIINIOLOZY «.eoveuvveniiteirieeete ettt ettt ettt sttt b et bt b et b et s b et e bt e e s et e b et e b et e b et b e ne s b emt b e s et e s et ebenteb et sb et esenereen 10
2 Procurement SitUation ... 1
2.1 Main 0als iN PIOCUTEIMENL ....cc.cuivuiuirieiiieieirteieteerteiete et ettt et sttt b et b e s a et b et s e e st s e st e e s e e es et e b e st seeneseseseenenseseneenens 11
2.2 TOP PIiOrities ACCOTAING t0 SECLOT ....ccveveeereirreirteerteieteieeeiet et ettt et b et e et bt e e s st e e esse e b e st see et esesaenesnenenenens 11
2.3 The cOMPANY’S PrOCUTEINENT VOLUITIE ....coveveveveuiuirireeiereseaerintseesesesetstsessesesestesessesesestaesessssssesesestasssssesesestasssssesesesenssssssesesentasessens 14
3 current use of information technology in procurement ...............ooocccciiirrriin e 16
3.1 The contribution of IT to success is generally reCOZNISEA .........ccovururrerereiriririiiereiirrireeeetetee ettt seeens 16
3.2 IT for centralized steering of processes and deMANA ...........ccceeririririeieeniirnieeer ettt sesn e 17
3.3 Majority has invested substantially in the development Of IT ..........cccceverivirriieiiinniccect et ne 17
3.4 Main focus of development projects in the 1ast five YEATS .........cccovviriieiivininiiiiiinince s 18
3.5 Few IT t0ols are USed CONSISTENLLY ......c.cceueiiriiiirieirieerieieretetet ettt ettt ettt ettt b et b et b e et ese e ene s ebeneenens 19
3.6 SAP is predominant in procurement dePATtIMENLS ...........ceceeeeuereerereruerirreerieentesereeseereeesseessesesseseseesetsseessesesseneesesessesesseseneesens 20
3.7 Overall satisfaction With the IT t00IS USEd .......cccvuriruiriiininiiiiriiiiiiie et b e e ne 20
4 Electronic Data Interchange With SUPPIIEIS ... s s s e e e nma s nens 22
4.1 Few companies with high electronic VOIUINE ........c..cccouiiiiiririnenccteeee ettt ettt n e e 22
4.2 Greatest volume with electronic orders and inVOICES ...........cccceivininiiiiiiiiiiii s 22
4.3 Fully integrated solutions PredOmINANT .........cccoecieiriiinieniieietree ettt st st e s bt b et sae st s et s s neneeenene 22
4.4 Lack of supplier involvement and balanced B2B SOIUtiON SCENATIOS ......covevverierierieiiriniriineniesiesteteteteeeeeeere e seeseenene 23
5 IT support in Services ProCUreMEeNt ... i rrresa s e e ns e s s e e rms s e resnnssssssrennnssssssrennnnnan 24
5.1 Record and evaluation of services rendered could be more efficient ............cccccevririreiininninicic e 24
5.2 Process support by means of IT lags behind reported efficiency

5.3 Greater need for development in OPETatiVe PIOCESSES .....co.eerueueriruerieierirrerinieerteertesertesesteseseesesesseseese e sseseesesessesessesesesseseseneesens

6 Challenges in the utilisation of IT for procurement ... e 28
6.1 High costs, few suppliers and deficient Master data .........cocccceeereirreriniinereer et et s e e s e nene 28
6.2 Tackling the greatest Challenges tOZENET .........ccov ettt 29
7 Further development of the use of IT In procurement ............cccooi i 30
7.1 Procurement managers at the helm ... s 30
7.2 Strategic level: Optimisation of transparency and reporting in foCUS ... 30
7.3 Operative level: Optimisation of order and invoice processing in fOCUS .........cccovrrriueenirniniiieccecce e 30
7.4 Investment in optimisation and less in major projects

7.5 Hot topics: SRM and €-INVOICINEG ...cvevirieuiireiieieirieeeie ettt ettt sttt ettt et b et b et be st e b et s b et et e st s b e st st esentenensesentesens

8 cConclusions: Progress on the spot as procurement trims Up ... e 34
8.1 Procurement g0als TEMAIN STADIE .......cccceuiiiriiiinieirieiieereeteee ettt ettt et sttt st s e a e e s e nene 34
8.2 Information technology should enable top PErformance ..........c.cccveeeerinieniiinncrnee ettt nene 35
8.3 Allinvolved parties are Called UPOI t0 ACH ......ccveveireeiriiiirieieieieie ettt ettt s et n e sa e e eneeenene 35

20110 = T oL 36



List of figures and tables

Figure 1:
Figure 2:
Figure 3:
Figure 4:
Figure 5:
Figure 6:
Figure 7:
Figure 8:
Figure 9:

Figure 10:
Figure 11:
Figure 12:
Figure 13:
Figure 14:
Figure 15:
Figure 16:
Figure 17:
Figure 18:
Figure 19:
Figure 20:
Figure 21:
Figure 22:
Figure 23:
Figure 24:
Figure 25:

Figure 26:
Figure 27:
Figure 28:
Figure 29:
Figure 30:
Figure 31:

Table 1:

Number of employees in Switzerland, calculated as full-time equivalents ...........cccccooiiiiiiiiiiieeeeeeees 7
Sector affiliation of the participating COMPANIES .........ouuiiiiiiiiiir e 8
Job function Of the reSPONAENTS ..........uuiiiir e a e e e e e e e e eeeas 9
Procurement goals and their PrioFity ... e s s e e e e n e e e e e e e s nnnnee 11
Goals with very high priority, broken dOWn DY SE@CLOFK ..........cooo e 12
Procurement volume as a percentage of company'’s total tUrNOVEer .............c.occiiiiiiiiiiie e 14
Direct goods as a percentage of total procurement VOIUME ..............coooiiiiiiiiiiii i 14
Contribution of IT to carrying out the procurement function successfully ..........cccocooiiiiiiiiiiiien e 16
Priority of goals in using IT fOr ProCUFrEMENT .........coiii oot e e e e e s e e e s e e e nnnneeeeeeeeesnnnnnns 17

Total expenditure on projects to develop IT for procurement from 2001 t0 2005 ..........ccccccceerriieeereiieeessieeesennns 17
Main focus of projects to develop IT for procurement from 2001 t0 2005 .........ccccceeeiiiiiiiiiiiiiiiiinnnnns ... 18
Overall, were all goals achieved in the projects mentioned, with regard to scope, time and costs? .................. 19
IT t0OIS USE fOr PrOCUFEMENT ......eeeeiiii e e s e e e s e e e e e e e e eeeeeeeeaeeeseeeeeneens 19
IT solutions used for operative Order PrOCESSING .......cccoeiiiiiiiiiiiiiieeceeeee e e s e e e e e e e e e e e e eeeeeeeeeeeees 21

How well do the IT tools used for procurement fulfil your expectations? .........ccccooeiiiiiiiiiieeeeeeeeee 21
Number of suppliers with whom business documents were exchanged by means of EDI/WebEDI .. .. 22
Methods by which electronic business documents are exchanged with suppliers ...........cccccoooiiiiieiicines 23

To what extent do you agree with the following statements? .............cccoiiiiiiiiiiiie e e 23
Purchased services as a percentage of total procurement VOIUME ..............ccuviiiiiriiiciciciiieee e 24
Process efficiency in SErvices PrOCUrEMENT ...........cooociuiiiiiiiiesciiiee e cctee e es e e s s eaee e e e e e e e s s se e e s saaee e e eeanneeessnneeeesnenes
Process support of services procurement with IT tools .............cccceeeiieeeicenncnen,

Services which are mainly procured with the support of IT tools
Need for greater support of services procurement with IT tools
Main difficulties when using IT fOr ProCUFEMENT ..........coooiiiiiiiiiiiie e e e e e e e e e e e e e e e e e e e eeeeeeeees
Would your company be prepared to seek solutions alongside other procurement organisations and partners
with regard to the greatest ChalleNgES? ...........uuiiiiiiiiiiiii e
Who drives the key developments in the use of IT for ProcuremMent? ...........cccccciiiiiiiiiiii e
Further development of IT to support strategic procurement ProCeSSES .........cccccvvvrrrrrriiiiiiiiiiii e
Further development of IT to support operative procurement ProCESSES .........ccceeriieeervrerrreeereesnriinnneeeeeeesessassnens
Estimated annual expenditure for the further development of IT for procurement for the years 2006 and 2007 32
Importance of topics for the company in the coming years .
Functional chain of optimisation in ProCUremMEeNt ... e e

Sector distribution in comparison with Federal INdustry CENSUS 2007 ...........ccceeeeereeereereereireereereeeeeeseessessessenns 8



Introduction

Procurement plays a major role in manufacturing and trade,
which can significantly influence a company’s success. As a
core function it is, however, subjected to the mega trends of the
market. Its day to day existence is very much defined by growing
procurement volumes due to greater concentration of business
on core competences, globalisation of procurement markets,
growing market dynamics as well as the ever shorter product
lifecycle.

For a procurement organisation to operate both efficiently
and effectively in such a complex environment useful structures
need to be created and suitable instruments put to use.
Information technology can have an important function in this
regard. Used appropriately it can offer:

o smoother and faster process flow,

o efficient distribution of information,

o decentralisation of tasks and decisions,

o increased transparency and better control,

In addition, information technology helps not only to

support internal processes, but also those involving business

partners.

In this way information technology grows in importance in the
daily business of procurement managers. This study aims to
show the role of IT in carrying out the procurement function
in the Top 200 companies in Switzerland. In particular we are
interested in finding out which processes are supported by IT
and to what extent, where the greatest challenges lie and where
there is potential for further development.

1.1 Starting point

The Competence Center E-Business Basel (CCEB) of the
University of Applied Sciences Northwestern Switzerland has
gathered data and written case studies over the years in the
subject area of e-business and carries out research projects
and consulting services in close cooperation with partners in
industry.

A main focus of the Competence Center is the optimisation
of business-to-business relations and the related processes
by means of electronic media. The initiatives E-Supplier und
swissDIGIN were carried out by CCEB in this context. Many
procurement organisations who took part in the swissDIGIN-
Forum expressed interest in increased clarity regarding
the status of use of information technology in internal and
external processes. This was due to the fact that the potential
which was demonstrated by solution providers and which was
comprehensible on a rational level, was often not tapped to a
satisfactory degree.

With the study at hand the CCEB aims to meet this need of
the procurement organisations. The Top 200 companies were
chosenforinvestigation because, as arule, itis major companies
who drive innovation and adopt new solutions first in the field
of information technology.

1.2 Aims of the study

Based on the situation described above, the study, “The role

of information technology in the procurement in the Top 200

companies in Switzerland” has set the following objectives:

« Describing the significance and the current status of the use
of information technology in procurement.

o Identification of the challenges involved in using IT in
procurement.

o Identifying priorities in the further development of IT for
procurement.

Two topics are covered in depth, in the topic areas “Electronic

Data Interchange with suppliers” and “IT support in services

procuremente.

The category “Success Story” provides a succinct portrayal of
successful IT solutions in procurement. These originate from
companies who by their own account have fully achieved their
goals in their IT projects over the last years.

The study is intended for decision makers in organisations
who are in any way affected by IT solutions in procurement,
which includes:

o Procurement organisations

 Suppliers

o IT solution vendors

« Service providers and consultants.

However the study should also provide up-to-date insights into
the market for research and teaching purposes.

1.3 Approach

The basic study sample consists of the 200 privately owned
companies who, according to the Handelszeitung publication
“Top 2004 - the largest companies in Switzerland” are the
major employers in Switzerland. The company names are
taken from the corresponding Handelszeitung database. In
this comprehensive survey we wrote personally to the people
in charge of procurement in the various companies or groups.
The questionnaire, which was agreed on with the sponsors of
the study, was sent out in German and English.

The online survey was carried out between 2 and 30
November 2005. Following this, the results were evaluated and
processed by the Competence Center E-Business Basel. The
assessment and conclusions may differ from those expected by
the sponsors.
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Figure 1: Number of employees in Switzerland, 1.4 Response and characterisation of the
calculated as full-time equivalents participants

68 companies in total took part in the study, resulting in a return
rate of 34 %. Four of the questionnaires had to be discarded.
They had been completed by small group companies whose
procurement function did not demonstrate the characteristics
of a large company and did not play a major role within the

B 5001 or more group.

B 2001-5000 The study draws a comprehensive picture of the situation and

M 1001-2000 evaluation of the 200 biggest companies regarding the role of IT
501-1000 in procurement. The participants in the study will be broken

B 251-500 down by the size of their company, the sector they are in as well

as their procurement volume and job function.

company size
Of the participating companies, 76.6 % employed over 1000 staff
(calculated as full time equivalents). Companies with less than
N=64 500 employees were subsidiaries of groups of companies who
were either responsible for most of the company’s purchasing or
else had the highest procurement volume in the group. In total,
28 % of therespondentsindicated that they were answering from
the perspective of a subsidiary. The remainder answered the
question from the perspective of the procurement organisation
of an independent company, or from the perspective of the
corporate group.
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Figure 2: Sector affiliation of the participating companies

1.6% 3-1%
31% \
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Sector affiliation

Figure 2 shows the distribution of participating companies
according to sector. A comparison with the distribution of
all companies with more than 500 employees is provided in

B Machine industry
B Other manufacturing industry

B Financial & insurance services

Transport & communications

Service provider to businesses (e.g. consulting, IT)
Chemical & pharmaceutical industry
Construction

Trade, maintenance and repair of durable goods

B Energy & water supply
B Gastronomy

W Various sectors (conglomerate)

N=64

a separate table, taken from the Federal Industry Census of
the Department of Statistics of 2001. It can be observed that
commerce is underrepresented in the study while the machine
industry is overrepresented.

Table 1: Sector distribution in comparison with Federal Industry Census of 2001

Sector Participants in the study Industry census 2001
Machine industry 18.8% 8.3%
Other manufacturing industry 17.2% 21.8%
Financial & insurance services 17.2% 16.4%
Transport & communications 12.5% 9.9%
Service provider to businesses (e.g. consulting, IT) 10.9% 9.4%
Chemical & pharmaceutical industry 6.3% 6.0%
Construction 4.7% 4.2%
Trade, maintenance and repair of durable goods 4.7 % 18.4%
Energy- & water supply 3.1% 2.3%
Gastronomy 1.6% 3.4%
Various sectors (conglomerate) 3.1%

Total 100.0 % 100.0 %
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Figure 3: Job function of the respondents

Head of Procurement

Head of Supply Chain Management

Head of Material Management

Head of E-Procurement/Procurement tools
B Head of IT

other functions

N=64

Job function of the respondents of IT and in a further four cases, by respondents who had a
85.9% of the responses were provided by people with aleading  supporting role in procurement.

function in the procurement organisation. In five cases the

questionnaire was filled in by respondents who were in charge

Success-Story % UB S

Stronger focus due to outsourcing of the electronic purchasing catalogue

Since May 2005 UBS has had its purchasing catalogue run by an external service provider. The new solution had to be capable

of integration into the existing system as well as relieving both UBS and the suppliers of both costs and effort. In addition,

the catalogue data maintenance was to be optimised. The choice of Heiler Software was made, a content provider who, in
addition to classic catalogue services provides complete support services from hosting to system infrastructure. On top of this,
Heiler is a point of contact for suppliers. They build their initial catalogues and catalogue updates with the content provider.
These are then checked and authorised by UBS.

Today, around 4,300 employees at UBS in Switzerland order products from a multi-supplier catalogue. This is made up of a
total of 36 suppliers’ catalogues, supplemented by articles from the UBS internal system and its warehouse articles, the current
stock of which is constantly displayed.

The outsourcing of the catalogue and content management to a third party provider has had a positive effect. Software,

infrastructure and managed services from the same source relieve the procurement function of administrative tasks and
allow for greater concentration on the core business.

Rudiguer Marbé, Head of Procurement, UBS Ltd., Zurich



1 Introduction

1.5 Terminology

In order to ensure the shared understanding of the terminology
used, terms often used in relation to classification of goods and
information technology are explained.

Classification of goods

Direct goods: Material goods which flow directly into
the production processes of the company (raw materials,
partially-/ finished products, merchandise, etc.).

Indirect goods: Material goods which are used to carry out
the work processes of the company (working materials, office
supplies, tools, products used for maintenance, etc.).

Services: External services required by the company in order to
carry outwork processes (consulting, advertising, maintenance,
travel services, temporary work, etc)

Investment goods: Capital goods which the company needs in
order to carry out work processes.

Information technology terms

Business Software: Umbrella term for all kinds of software in
use in business. It includes ERP systems as well as e-business
software.

E-Business: Support of relationships and processes of a
company with its business partners, customers and employees
by electronic means.

E-Procurement: Support of a company’s relationships and
processes with its suppliers by electronic means.

Electronic Data Interchange (EDI): Completely automatic
exchange of structured information between the IT systems of
two different institutions.

Information technology (IT): All hardware, software and
networks used in the company.

Radio Frequency Identification (RFID): A radio identification
system that reads and saves data using a transponder without
physical or visual contact. The transponder can be attached to
objects which can be identified by the data saved on them.

Supplier Relationship Management (SRM): Concept for
comprehensive support of relationships and processes with
suppliers.

Supply Chain Management (SCM): Integrated management
of the complete value chain from purchasing via processing,
selling, disposal to recycling.

WebEDI - Web Electronic Data Interchange: Procedure to
receive or send structured messages via a web based interface
(browser) to connect business partners who have no EDI
infrastructure.

10

Further terms
Business-to-Business (B2B): Relationship between two
companies as business partners.



2 Procurement situation

Before the use and role of IT in procurement can be examined,
the procurement situation of the study participants should
be highlighted. The main emphasis in the utilisation of IT in
procurement is very much dependent on the procurement
objectives, the particular field and the core business. The
latter two criteria influence to a large extent the volume of
procurement and the requirements of a company.

2.1 Main goals in procurement
Reduction of purchase prices is the top priority when goal-
setting in procurement. This classical goal is given very high
priority, with 56.3% of responses. The broad objective of
optimising the total costs of procurement is, with the exception
of four companies, ranked as rather high or very high priority.
The internal optimisation of processes plays an important role
in this. 48.4% of participants grant it very high priority and
here they seem to identify untapped potential. In contrast, B2B
process optimisation was only given high priority by 17.2 %.
Outsourcing of strategic or operative processes did not seem
to be an important issue from the procurement perspective.

2.2 Top priorities according to sector

Because the sector affiliation has a substantial influence on the
procurement aims, the diagrams in Figure 5 demonstrate which
goals are classified as highest priority by which proportion of
the representatives of the respective sector. The five areas

Figure 4: Procurement goals and their priority

M very high
- | | | I
[ N N N I
[ N N O

N N I |
I N B
]
I

I

.

Reduction of the purchasing price
Optimising total costs of procurement
Internal process optimisation

Securing supplies

Meeting quality guidelines

Increase in cost transparency

B2B process optimisation

Minimising warehouse costs
Reduction of the number of suppliers

Outsourcing of operative procurement processes .

Product development with suppliers

Outsourcing of strategic procurement processes

0%
N=64

which participated most fully in the study serve as a starting
point. For this reason, companies from the chemical and
pharmaceutical industries are combined with representatives
from the remaining industries (see Figure 2).

In this more detailed examination it is noticeable that the
goal of increasing cost transparency is clearly less prioritised
in the manufacturing industries as compared to the service
companies. The reduction in the number of suppliers also has
higher priority in the service industry. The further goals show a
majority of characteristics typical of the sector.

fairly high rather low M not a priority

|
o=
| I O
. ! | [
20% 40% 60% 80% 100%
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2 Procurement situation

Figure 5: Goals with very high priority, broken down by sector

Reduction of the purchasing price

machine industry (N=12) | &3.3%
Chemical, pharmaceutical, other industry (N=15) [ 66.7%
Financial & insurance industry (N=11) [ 54.5%

Transport & communications (N=8) 50.0%

Service provider to businesses (e.g.consulting, IT) (N=7) [ 28.6%

optimising total costs of procurement

machine industry (N=12) [N 55-3 %
Chemical, pharmaceutical, other industry (N=15) [ 40.0%
Financial & insurance industry (N=11) [ 54.5%

Transport & communications (N=8) 50.0%

Service provider to businesses (e.g.consulting, IT) (N=7) [N 42.9%

Internal process optimisation

Machine industry (N=12) || N | I 33-3%
Chemical, pharmaceutical, other industry (N=15) [N 46.7%
Financial & insurance industry (N=11) [ 63.6%

Transport & communications (N=8) 37.5%

Service provider to businesses (e.g.consulting, IT) (N=7) [ 28.6%

Securing supplies

Machine industry (N=12) | 75.0 %
Chemical, pharmaceutical, other industry (N=15) [N 53.3%

Financial & insurance industry (N=11) [N 18.2%

Transport & communications (N=8) 37.5%

Service provider to businesses (e.g.consulting, IT) (N=7) [ 28.6%

Maintaining quality guidelines

Machine industry (N=12) | 75.0 %
Chemical, pharmaceutical, other industry (N=15) [ 40.0%

Financial & insurance industry (N=11) [ 18.2%
Transport & communications (N=8) 12.5%

Service provider to businesses (e.g.consulting, IT) (N=7) [N 14.3%
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Increase in cost transparency
Machine industry (N=12)

Chemical, pharmaceutical, other industry (N=15)
Financial & insurance industry (N=11)
Transport & communications (N=8)

Service provider to businesses (e.g. consulting, IT) (N=7)

2 Procurement situation

B 3%
B 67%
I 4s5%

37.5%

I 571%

B2B process optimisation
Machine industry (N=12)

Chemical, pharmaceutical, other industry (N=15)
Financial & insurance industry (N=11)
Transport & communications (N=8)

Service provider to businesses (e.g. consulting, IT) (N=7)

I 0%
- e
I 273

0.0%

N 143%

Minimising warehouse costs
Machine industry (N=12)

Chemical, pharmaceutical, other industry (N=15)
Financial & insurance industry (N=11)
Transport & communications (N=8)

Service provider to businesses (e.g. consulting, IT) (N=7)

B 3%
I s3.3%
Y 9.1%

37.5%

0.0%

Reduction in the number of suppliers
Machine industry (N=12)

Chemical, pharmaceutical, other industry (N=15)
Financial & insurance industry (N=11)
Transport & communications (N=8)

Service provider to businesses (e.g. consulting, IT) (N=7)

I 25.0%
P 67%
I 1s2%

0.0%

I <20%

Product development with suppliers
Machine industry (N=12)

Chemical, pharmaceutical, other industry (N=15)
Financial & insurance industry (N=11)
Transport & communications (N=8)

Service provider to businesses (e.g. consulting, IT) (N=7)

I 25.0%
P o67%

0.0%

0.0%

I 25.c%
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2 Procurement situation

Figure 6: Procurement volume as a percentage of company’s total turnover

below 205 | 29-5%
20 o below 20% [ 2:.0%
200 below co% I :<.:.
60 to below 30% [ 115

80% or more [ 1.6%

N=61

2.3 The company'’s procurement volume
The average proportion of the procurement volume relative
to the total turnover in the responding companies is 36.6 %.
29.5% of the companies report that their procurement volume
makes up less than 20 % of the turnover, with mostly the service
industries in this category. Of the 47.1% of answers in which
the procurement volume makes up more than 40 % of the total
turnover, most are manufacturing and trading companies.
11.5% of the companies reported that direct goods comprise
80 % of their procurement volume. These are primarily trading
and manufacturing establishments. Most service providers
reported a proportion of less than 20 %. The average proportion
of direct goods from procurement volume across all the
responding companies amounts to 42.8 %.

Figure 7: Direct goods as a percentage of total procurement volume

petow 20% N 26.2%
20 to betow 20% | ¢.c%
20 to betow co I 5.7 %
60 to betow s0% | s 0%
0% or more. N .5

N=61
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2 Procurement situation

success Story U ﬂ I Q U G)

Central coordination of decentralised, heterogeneous order processes

Maintenance and repair play an important role in the smooth running of an airport. The Corporate Supply Management of
Unique (Airport Zurich Ltd.) was given the task of coordinating heterogeneous procurement for this area and putting it on a
common platform.

The first step was to redefine the processes and document them in a handbook. Then they were mapped to the SAP modules
plant maintenance and materials management. Central strategic procurement provides the basis for direct orders. It provides
negotiated framework agreements for the key suppliers and maintains relationships to further 800 suppliers who are also
regularly considered. Central operative procurement bears the responsibility for the supply logistics of the central materials
warehouse and also for the procurement of special parts. In addition, it offers system support for decentralised purchasing
points. There are over 100 purchasers from various areas and sections of the company and these were given special
consideration in the development of the solution. They carry out purchasing activities in addition to their normal tasks. Our
SAP Competence Center developed system-based activities for them with simplified screen templates, enhanced search aids
and leaner approval processes. This allows the purchaser to order directly from predefined, approved suppliers with a few
mouse clicks.

Since the introduction of this infrastructure, company-wide synergies have been utilised in procurement and the parties
involved benefit from simplified and standardised follow-on processes and a significantly shortened lead time.

Hanspeter Miiller, Head of Corporate Supply Management, Unique (Airport Zurich Ltd.)

15



3 Current use of information technology in

procurement

This chapter describes where procurement organisations stand
with regard to use of information technology. Of particular
interest is the contribution IT can make to carrying out the
procurement function successfully and what aims are pursued
in doing so. Before we examine which processes are supported
by information technology to what degree, we show how much
the companies have invested in the last five years and in what
measures and projects.

3.1 The contribution of IT to success is generally
recognised

The potential of information technology is realised through
its integrated use in the various core and support functions
of an organisation as well as with external business partners.
It is therefore ideal if an IT strategy exists that can provide
orientation for both the procurement organisation and for
the further development of IT. 23.4 % of the study participants
admit that such a strategy does not exist.

More than three quarters of the participants reported that
information technology makes a very significant or fairly
significant contribution to carrying out the procurement
function successfully. This seems to provide a good foundation

success Story

foritsuseinassistingfurther developmentsin mostprocurement
organisations. There is no uniform picture of either the sector
or the procurement volume of companies whose contribution
is estimated as rather low or very low.

Figure 8: Contribution of IT to carrying out the
procurement function successfully

W very high

M rather high

M rather low
very low

—

Einfach verbunden.

Fully-fledged electronic procure-to-pay cycle implemented

As an internal service provider, the department of Purchasing and Logistics at Swisscom Fixnet is always on the look out
for optimisation potential in the procurement process. In the case of strategic suppliers of direct goods with adequate
standardisation levels, the implementation of electronic solutions is regularly evaluated.

The first completely electronic order processing for direct goods was implemented in April 2005 with the supplier Alcatel.

Since then, orders, delivery confirmations and invoices for the procurement of ADSL-net infrastructure have been exchanged
completely paperless. This electronic invoice processing meets the specifications of the VAT authorities, a basic requirement
for the waiving of the paper invoice and for the enforcement of input tax deduction. The functions to be supplied by Alcatel,
mostly a combination of products and services, are specified in a comprehensive agreement. This forms the framework for
the specifications and the orders, which are activated in SAP MM-Module and then transmitted through the transaction
platform Conextrade to Alcatel. The XML standard from RosettaNet is used for this. As soon as the service is accepted

by Alcatel, a delivery confirmation and, subsequently, an invoice to Swisscom Fixnet are transmitted by the same path.

The latter is automatically reconciled in SAP MM-Module and finally approved for payment.

This solution was implemented one month before the planned date and had already paid for itself after only six months. Due
to the electronic processing of around 9,000 order items annually, Alcatel and Swisscom Fixnet can achieve recurring savings.

In addition, process quality has been improved through standardisation.

Bernhard Senn, Head of Purchasing & Logistics, Swisscom Fixnet
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Figure 9: Priority of goals in using IT for procurement

M very high

Central coordination and aggregation of demand -----|

3 Current use of information technology in procurement

Process efficiency NGNS

Costs/expenditure transparency [N N
Reduction in purchasing price ---.
Process quality assurance [N NN

Integration of suppliers into the procurement system

Decentralised supply of information

N=63 0%

3.2 IT for centralized steering of processes and
demand
The goal of coordinating processes centrally and aggregating
demand by means of information technology is at the top of the
list of priorities (Figure 9). Over 50 % of companies gave very high
priority to this goal. Great significance is also attached to process
efficiency and creating transparency of costs and expenditure.
If the companies who give these goals fairly high priority are
added, they are supported by almost 90 % of the companies.

Whereas the reduction of the purchasing price is clearly at the
top of the list of the general procurement goals (see Figure 4),
it is much less strongly prioritised with regard to the use of
information technology.

The aim of integrating suppliers into the procurement
system is pursued by 19 % as a very high priority. Relatively few
companies seem to want to stress the potential of integrated

Decentralisation of operative tasks [INEGzGGEG

fairly high rather low M not a priority
|
|
[
|
O/
|
|
20% 40% 60 % 80% 100 %

B2B processes. If this response is analysed in terms of sector
affiliation, it does not show a unified picture. The companies
come from different sectors and are in common leading
companies in their sectors.

The decentralisation of operative tasks was given very
high priority by less than 16 % of the companies. These were
mainly companies with a strong network of subsidiaries and
production plants.

3.3 Majority has invested substantially in the
development of IT

Only two companies reported having had no expenditure
on further development of IT for procurement in the last five
years (Figure 10). A further 26.7 % reported only a sum of up to
100,000 CHE The cited reasons for this reticence provided by the
companies with expenditure of less than 100,000 CHF were:

Figure 10: Total expenditure on projects to develop IT for procurement from 2001 to 2005

we made no investments ([N 2.2%

up to 100,000 c+F | 26.7%
100,000 to under 250,000 cHF [ NENEENEB D 173
250,000 to under 500,000 cHF [ NN 11.1%
500,000 to under 1 million cHF [ N N N 569
1 million to under 2 million cHr || NN DD 11.1%

2 million to under 5 million cHF || 4-4%

5 million cHF or more [ &9

N=45

17



Current use of information technology in procurement

o The existing system covered our essential procurement needs
(9 mentions).

¢ We had no IT strategy for procurement (5 mentions).

e Procurement has no strategic significance in the company
(3 mentions).

o The use of IT for procurement was of secondary priority from
the company’s perspective (2 mentions).

e Our procurement processes have not yet been developed
(2 mentions).

« We have insufficient personnel resources (1 mention).

Almost a quarter of the companies have invested over a million

CHF in the further development of IT for procurement in

the last five years. The largest proportion of the expenditure

reported for developments of IT done ranged from 100,000 CHF

to 1 million CHE

3.4 Main focus of development projects in the
last five years

Two thirds of the companies invested in the introduction of
a new material management system or in the optimisation of
an existing one. 60 % invested in the improvement of reporting
and creation of improved expenditure transparency. In this
way, consolidation and optimisation of functions were in the
foreground of project activities (Figure 11).

54% of respondents also reported further developments in
electronic invoice entry processing. This answer comprises
optimisation of internal and inter-company processes with
suppliers. Projects with suppliers for the introduction or
improvement of Electronic Data Interchange of business
documents were carried out by 42 % of the companies.

The procurement of goods via electronic catalogues was
a main focus of further development of IT for 40% of the
participants.

Almost a third of the companies has linked-up with B2B
marketplaces or transaction platforms or has optimised these
connections. The same number of companies report projects in
the area of online invitations to tender and online auctions.

The lowest value was given to the optimisation of services
procurement, which was only mentioned as a main focus by
26 % of the companies.

In view of these activities for further development, it is also
interesting to examine whether the project goals were reached
in terms of scope, time and costs. 26% of the companies
confirmed this unreservedly, while 38 % did not achieve their
goals within the planned time frame (Figure 12). A further 24 %
oftherespondentsreported havingmade compromisesin terms
of project scope. The planned project costs were exceeded by
16 % of the companies. Two companies answered the question
with a definite ‘no!

Fully achieving goals seems to be the exception in projects for
the further development of IT for procurement. The following
successfactorswerereported byrespondentswho fullyachieved
their project goals:

« Management support

o Good project management

o Thorough prior process definition

o Early involvement of partners

o Clear solution and performance specifications
o Communication and training

Figure 11: Main focus of projects to develop IT for procurement from 2001 to 2005

Introduction or optimisation of material management system

e 6.0%

Improved reporting, expenditure transparency [ NN c0.0%
Electronic invoice processing | M 5.0 %

Electronic Data Interchange (EDI)
Procurement via electronic catalogue

Integration with electronic B2B marketplace

I :2.0%
I <0.0%
I :2.0%

online invitiation to tender and reverse auctions || I 32.0%
optimisation of services procurement || RN 26.0%

N=50
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3 Current use of information technology in procurement

Figure 12: Overall, were all goals achieved in the projects mentioned, with regard to scope, time and costs?

Yes, without exception

Yes, but not within the planned timeframe
Yes, but with compromises in terms of scope
Yes, but with higher costs than planned

No

B s0%

Do not know/no answer

N=50

3.5 Few IT tools are used consistently

With the knowledge that information technology is used in
procurement to fulfil the central functions, it is of interest
to know which actual tools are used, and to what extent. We
understand ‘consistent use’ to mean that the optimal potential
for use has more or less been exhausted by the company.

A materials management system is used by 87.5% of the
companies and is used consistently by two thirds (Figure 13).
Reporting and controlling tools are also heavily used. 39.1%
of the companies report using them consistently and a further
40.6 % use them occasionally.

Figure 13: IT tools used for procurement

M used consistently used occasionally

I 26.0%
I 3:.0%
I 2:.0%
I 15.0%

I 0.0%

Solutions for the electronic interchange of structured data
(EDI) with suppliers are supported by 62.5 % of the companies.
However, this happens only occasionally in the large majority
of cases, doubtlessly because it is difficult to involve all partners
in such solutions.

Tools to evaluate suppliers are consistently used by 32.8 %
and used occasionally by a further 28.1 %.

The tools which serve more efficient order processing of indirect
goods appear in the mid-range. The use of catalogue management
tools are reported slightly more often than the application for
electronic ordering of indirect goods (desktop purchasing).

available but not used B not available

Materials management module (ERP-System) [N s |

Reporting & controlling tool | NI NN N S I

Electronic data interchange (D) [N ]

Tool for supplier evaluation [N ] [ ]

Catalogue management tool for indirect goods [N I N

Desktop purchasing of indirect goods [N |

Contract management tool [N - 0

online invitations to tender [ L ]

online purchasing auctions ] B

Web platform for scheduling and planning with suppliers [N ]

Web platform for product development with suppliers - 0 1 0 1 ]
0% 20% 40 % 60% 80% 100 %

N=64
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3 Current use of information technology in procurement

Tools for the management of contracts (i.e. for the drawing up,
administration, distribution of and compliance with contracts)
are only consistently used by 21.9 % of the companies. A further
23.4% apply them in certain selectively.

Online invitations to tender and online purchasing auctions
are used by roughly 30 % of the companies, but are only used
consistently in rare cases. It is striking here that some study
participants (7.8 % and 12.5 %) have access to such applications
but do not make use of them. Similar values are given for tools
for supplier evaluation, desktop purchasing and platforms for
cooperative disposition and planning with suppliers.

The platforms for cooperation with suppliers are used least.
This is explained by the fact that, among other reasons, they
are not used by all industries. While solutions for collaborative
scheduling and planning are employed above all in transaction
intensive sectors with a high degree of material turnover,
platforms for collaborative production development are heavily
used in the manufacturing industries with a high proportion of
engineering.

3.6 SAP is predominant in procurement
departments

68.4 % of study participants use the SAP materials management
module for operative order processing (Figure 14). The SAP
solutions Enterprise Buyer Professional (EBP) and its preceding
version (BBP) are used by 21.1 % and the more comprehensive
solution Supplier Relationship Management (SRM) by 8.8 %

success Story

of respondents, showing that SAP clearly dominates the
market. Solutions by Oracle, including its acquired providers,
PeopleSoft and J.D. Edwards, are represented with 8.8% and
Ariba makes up 5.3 %. In-house developments are used by 7%
of the companies.

14.0 % of the companies use additional Purchasing Cards to
supportoperative order processing. The use of further solutions,
marketplaces or service providers has been reported by 38.6 %
of the respondents.

3.7 overall satisfaction with the IT tools used

Next to be investigated is how well the instruments used for
procurement fulfilled the expectations of the study participants.
The questionnaire required a holistic assessment with regard to
acceptance, utilisation, efficiency and effect.

The general outcome, reported by 80 % of the respondents,
was that their expectations of the IT instruments used were
(largely) fulfilled. In particular it was established that the
expectations of the materials management system were met
best. 38.2% of companies reported that this application had
completely fulfilled their expectations. In contrast with this,
online purchasing auctions, online invitations to tender and
web platforms for collaborative product development received
the lowest ranking.

MIGROS

order and supply management with advantages for Migros and suppliers

With the introduction of a new centralized materials management solution the Federation of Migros Cooperatives (MGB)
planned flexible connection of suppliers with the new SAP Retail System. In addition, a process-oriented order and supply
management solution was to be put into effect. The aim was to design their retail business activities to be more efficient

across the board and reduce administrative costs.

MLSonline connects suppliers fully with the electronic processes of Migros and offers them internet-based access with the
highest level of safety standards. The users have access to their specific data irrespective of time and place via a software
client that can be downloaded from the internet. The data is centrally stored on the Migros server. They do not have to be
concerned about data security and system maintenance as Migros takes responsibility for this. For examples, in line with
the motto ‘zero administration’, new versions of MLSonline are automatically distributed and made available. The solution
supports the suppliers of Migros in the efficient handling of all process steps required, such as master data and contract
management, order processing, setting-up processes, commissioning, compiling supplier documentation and labelling of
transport units as well as invoicing. The suppliers can also check and manage the inventory in the Migros central warehouse

day by day (Vendor Managed Inventory).

Since the introduction of MLSonline in March 2003, over 200 suppliers have been successfully connected with it. In 2005
Migros received around 260,000 invoices, transmitted electronically via MLSonline, which then did not have to be processed
manually. Further savings were registered by Migros in the distribution centres, where 28,000 deliveries were received more
simply by scanning the SSCC-logistics codes issued with MLSonline.

Richard Rothenfluh, Area Manager of Supplier Systems, Migros (MGB) — Marketing Services Supply Chain Support, Zurich
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3 Current use of information technology in procurement

Figure 14: IT solutions used for operative order processing

sap v |, ca.a%
sap ser/esP [ 21.1%

Purchasing Card (VISA, Airplus, Amexco ..) || N | I 14-0%

sap srv [ s.3%

oracle, Peoplesoft, J.0.Edwards [l 8-8%
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Products developed in-house [l 7.0%

It can be seen from Figure 15 that the expectations of over 20% ¢ Web platform for scheduling/planning with suppliers (28.6 %)
of the responding users were not fulfilled with regard to several ~ » Contract management tool (21.9 %)

instruments. These were the following: « Online purchasing auction (21.1 %)
« Web platform for collaborative product development with e Reporting and controlling tool (20.8 %)
suppliers (38.5%) « Tool for supplier evaluation (20.5 %)

Figure 15: How well do the IT tools used for procurement fulfil your expectations?
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Materials management module (ERP-System) [ e
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contract management tool [N 00 T

Reporting and controlling tool I 00w
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The potential of information technology also lies in the design
of processes beyond the company’s borders. It was therefore
investigated to what degree the interchange of structured,
electronic business documents with suppliers is developed in
the Top 200 companies in Switzerland, such as orders, despatch
advice or invoices.

4.1 Few companies with high electronic volume
Figure 16 shows that the potential of electronic process
optimisation outside the company is used by few study
participants to any great extent. Almost half (46.8%) of
the companies do not exchange documents electronically
with their suppliers. Only 14.6% of the responding Top 200
companies exchange documents electronically with 100 or
more suppliers.

4.2 Greatest volume with electronic orders and
invoices

53.2% of the companies who exchange business documents
completely electronically with their suppliers (i.e. transmission
or receipt of documents takes place in structured form without
renewed manual data entry) reported doing this with the
following documents:

o Purchase order 84.8%

» Invoice 57.6 %

o Order confirmation 57.6 %

» Request for quote/bid 57.6 %

» Despatch advice 48.5%

4 Electronic Data Interchange with suppliers

If the documents which are exchanged electronically are
compared with the total number of documents, including those
in paper form, orders and invoices achieve the highest values.
Other types of documents lag somewhat behind. In addition
it can be ascertained that few companies consistently use the
electronic route. The majority of Top 200 exchange less than
20 % of all types of documents electronically with suppliers.

4.3 Fully integrated solutions predominant

In the investigation of methods used for electronic data
interchange it stands out that fully integrated solutions
predominate among the study participants (Figure 17);
whether due to direct connection with suppliers (65.6 %) or
via a B2B marketplace or B2B transaction platforms (31.3 %).
To the same degree (31.3%), companies offer their suppliers
a web portal (WebEDI) for the reception or provision of
electronic data by means of web browser via such a service
provider. Only 18.8% of the respondents run such a supplier
portal themselves. 12.5 % show that they use other methods for
document exchange.

Figure 16: Number of suppliers with whom business documents were exchanged by means of EDI/WebEDI
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4 Electronic Data Interchange with suppliers

Figure 17: Methods by which electronic business documents are exchanged with suppliers

Fully integrated solution (EDI) directly with the supplier _ 65.6%

Fully integrated solution (EDI) via B2B marketplace/transaction platform [ I 31.3%

Web supplier portal via B2B marketplace/transaction platform (webeD!) [ SN 31.3%

company run supplier portal (WebeD!) [ NGz 18-8%

other method [ 12.5%

N=32

4.4 Lack of supplier involvement and balanced
B2B solution scenarios

In order to get to the root of why integrated B2B solutions
have only penetrated to a small extent with suppliers, study
participants were confronted with a variety of statements and
asked to what extent they agreed. Their answers do not provide
a clear picture of the cross-section of the Top 200. This would
require a more in-depth investigation.

Over 60 % of procurement organisations judge the suppliers’
lack of awareness and infrastructure to optimise B2B
processes as a hindrance on the way to integrated B2B solution
scenarios.

However, 48.4% of the responding Top 200 admits that
suppliers can not always be offered appropriate or affordable
integration solutions. In addition, the majority of the
companies agree with the statement that the current B2B

scenarios are not balanced and the position of the suppliers is
insufficiently considered, although only 4.7 % of respondents
agree completely with the latter.

Over 40 % of the companies see the varying requirements of
the procurement organisation to their suppliers as a hindrance.
Almost as many lack accepted and widespread B2B standards
for business documents and processes.

B2B marketplaces could accelerate the integration of suppliers
with the procurement system of the Top 200 companies. 57.8 %
of the study participants tend to agree or agree completely with
this statement.

Noteworthy in Figure 18 is also the high proportion of
companies who did not comment on the statements. The
proportion of companies who did not respond to the statement
about the balance of current B2B integration scenarios was
even over 20 %.

Figure 18: To what extent do you agree with the following statements?

W agree completely tend to agree

Many suppliers lack the awareness of optimising B2B processes

Many suppliers lack the infrastructure required for B2B integration

B2B marketplaces could accelerate the integration of suppliers into
the procurement system

Differing requirements by procurement organisations of their suppliers
hinder B2B integration

Universally accepted B2B standards for business documents and
processes are lacking

Current B2B integration scenarios are not balanced and neglect the
position of the suppliers

We offer suppliers appropriate and financially viable B2B integration
solutions

N=64
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International studies reveal that in spite of a growing
proportion of purchased services, the management of these
costs and processes is not yet very advanced compared with
cost management of direct and indirect goods. The support of
services procurement by means of information technology is,
in comparison, not very developed either. For this reason the
topic area has been examined in more depth within the scope
of the study at hand.

Wehaveinvestigated howhigh the procurementvolumeisand
how the companies judge their efficiency in the procurement
of services. In comparison with this it is of interest to know to
what extent processes are already supported by information
technology today. Lastly, the study participants were asked to
make statements regarding the areas in which they see a need
for further development of IT solutions.

5 IT support in services procurement

For 67.8% of the companies the proportion of purchased
services is less than 20% of the total procurement volume
(Figure 19). Only 10.2 % of the respondents report a proportion
of over 50 %.

5.1 Record and evaluation of services rendered
could be more efficient

At first glance the survey results show that the majority of the
respondents judge their process efficiency in the procurement
of services as either high or very high (Figure 20). On closer
inspection it can be observed that no more than 20 % report
very high efficiency in any of the processes. In contrast, more
than twice as many companies rate their process efficiency
in quality/performance control and record of services
accomplished as very low.

Figure 19: Purchased services as a percentage of total procurement volume
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Figure 20: Process efficiency in services procurement
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5 IT support in services procurement

Figure 21: Process support of services procurement with IT tools
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5.2 Process support by means of IT lags behind
reported efficiency
The relatively high process efficiency declared by the study
participants (see Figure 20) seems to have come about without
IT support. In the question of process support by means of IT in
the procurement of services, their responses are not very high
(Figure 21).Onlyinvoice controlisfairlywell orverywell supported
with IT tools. This could be due to the fact that invoice control is a
standard function of business software and the company uses this
for services in the same manner as for physical goods.

If the proportion of companies who report that they do not
support their processes with information technology is taken

low M not supported M do not know/no answer

40% 60 % 80% 100 %

into consideration, the total ranges from 20.3% for invoice
control to the considerable sum of 53.1 % for negotiations.

Figure 22 shows the services which are procured by the study
participants mainly with the support of IT instruments, that is,
more than just the order entry is made with business software
for this type of service.

There is a tendency to give more support to simple, and
measurable services which easy to specify. It has not been
clarified whether the respective IT solutions are in-house
applications or provided by the supplier and tailored to the
serviceinquestion (e.g.web portalfororderingand coordination
of transport and logistics services).

Figure 22: Services which are mainly procured with the support of IT tools
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IT support in services procurement

Figure 23: Need for greater support of services procurement with IT tools
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5.3 Greater need for development in operative than the current use of IT. It stands out that the operative and
processes therefore frequently repeated processes take priority, such as

FromPFigure23itisevidentthattheneed formorecomprehensive  quality and performance control, invoice control, performance
IT support in procurement of services is judged as greater request and record of services accomplished.

success Story IBM Switzerland

Increased transparency and efficiency due to Online Quoting

In the past IBM Purchasing used an Internet Quoting Tool developed in-house for invitations to tender. The use of such an
application was indisputable. However, the tool did not meet the requirements of the time and was therefore affected by
an insufficient degree of use. This led IBM to seek a state-of-the-art solution which would do justice to the needs of the
globally operating procurement managers. The platform ‘Emptoris Sourcing Portfolio’ (ESP) was decided upon as a result
of a worldwide invitation to tender. The in-house application was replaced by Emptoris in mid-2005 after a short, smooth
changeover.

ESP is centrally operated by IBM and used in purchasing worldwide to help decision making in the selection of suppliers.
Application can be made in several languages, currencies and time zones and, in addition, provides a variety of options for
invitation to tender, evaluation and configuration. Access is provided for purchasers and suppliers by means of an internet
browser.

In Switzerland it is mainly service requirements which are advertised with this tool. As a rule these are requests for quotes
which are set up by the procurement departments. These take into consideration not only the price, but usually also
qualitative criteria. In this way, Purchasing benefits from structured, electronic decision-making information, standardised
processes and thus, increased transparency. Comprehensive evaluations and comparisons can be made along with the
contracts available company-wide.

Thanks to the powerful and, nevertheless, user-friendly application, IBM Switzerland has come a significant step closer to its
mid-term goal of advertising 70 % of its requirements online.

Christian Liidecke, Country Procurement Manager, IBM Switzerland
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5 IT support in services procurement

The result for IT support in negotiations deserves comment.
Study participants reported the least need in this regard,
although the market offers specialised solutions in the form
of online invitations to tender and auction tools. Current use
is also very low. It remains to be seen whether this is due to
the lack of familiarity with such solutions or if procurement
managers do not believe in the efficacy of the tools.

Study participants who do not report any need for greater IT
support are mostly companies who already use IT tools to high
degree in the processes concerned.

Advertisement

From order to payment:
End-to-end process integration,
highly automated.

HP provides process and IT consulting for Supplier
Relationship Management solutions with a specialized

team of SAP experts.

Find out more about HP Consulting Services for SAP:

www.hp.com/ch/sap ]
[/}
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Challenges in the utilisation of IT for
procurement

In the previous sections it is established that IT without doubt
plays a significant role in everyday procurement, but that the
expectations of IT are rarely completely fulfilled. Before the
intentions for the further development of IT utilisation are
examined in chapter 7, this chapter clarifies what procurement
managers see as the challenges facing them.

6.1 High costs, few suppliers and deficient

master data

One of the biggest difficulties seems to be the high introduction
costs for new solutions. This was named by 61.3 % of the study
participants. Closely connected with this is the statement of
48.4% of the companies that the benefit and the potential of
new IT solutions are difficult to appraise. This should lead the
solution providers to deduce that the challenge is to give high
priority to cost / benefit considerations and, in relation to this,
to transparent, open communication.

In chapter 4 it was ascertained that Electronic Document
Interchange with suppliers in the Top 200 companies in
Switzerland is only at an advanced stage in a few companies.
54.8 % of respondents describe the slow integration of suppliers
to the procurement system as one of the main difficulties in
effectively using appropriate IT solutions.

Poor quality of master data remains an ongoing issue. 51.6 %
of companies still see a problem here.

Figure 24: Main difficulties when using IT for procurement

For four out of ten study participants a further difficulty in
the use of IT lies in the lack of user-friendliness and user
acceptance.

38.6% of companies see problems in process support,
because only some of the procurement processes can be
covered by IT solutions and 30.6 % attribute it to the IT solutions
not addressing the complexity of the processes. In total, how-
ever, only 22.6% of the respondents are of the opinion that
a major difficulty lies in the lack of fully integrated software
solutions.

The lack of qualified staff is a problem for few of the Top
200 companies in Switzerland. Only 14.5 % of the respondents
see a problem here. This contrasts with the results of an
international study by the Economist (The Economist, 2005,
p 23) commissioned by SAP, which was conducted with 350
management board members. 58% of participants reported
that the lack of qualified staff and training were the greatest
challenge to achieving maximum efficiency in procurement. It
is quite possible that, in comparison, companies in Switzerland
can count on better educated staff.

Consultant expertise does not seem to cause a bottleneck for
further development of IT for procurement, as only 6.5% see
any difficulty in this area.

The study participants were also asked to what extent they
would agree that the quality of data on expenditure in the
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Suppliers slow to link up with the procurement system
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Difficulty in judging usefulness and potential of new IT solutions || G 48.4%
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Solutions are not well enough integrated (isolated applications) ||| GGz 22-6%
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Consultant expertise is lacking in IT projects for procurement - 6.5%
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6 Challenges in the utilisation of IT for procurement

Figure 25: Would your company be prepared to seek solutions alongside other procurement organisations and
partners with regard to the greatest challenges?

ves, definitely || 28.6%

Yes, but preferably within the guidance of a neutral third party (e.g.university) ||| i | I 229 %
Yes, but preferably within the user community of the solution provider (e.g.SAP) [ NN 34.3%

Yes, but preferably within our industry sector || N G 457 %

N=35

company was insufficient. 39.1 % agreed completely or tended  ‘yes! 22.9% preferred leadership and coordination through
to agree. 28.1% of companies reported in addition that many a neutral third party (not a vendor), for example a university.
orders were placed outside the negotiated contracts, described  34.3% prefer to work on the challenges within the user
as maverick buying. community of the solution provider while 45.7 % would prefer
to tackle this within their industry sector.

6.2 Tackling the greatest challenges together

Many difficulties cannot be resolved alone, either because the

procurement organisation is dependent on the cooperation of

suppliers and business partners, or because their own degree

of influence is limited. Study participants were therefore asked

whether they were willing to tackle the greatest challenges

together with other procurement organisations and partners.

61.4 %said ‘yes’ and for 28.6 % of them, thiswas an unconditional

Success-Story a5 UBS

Cost savings due to electronic invoice processing

What began in 1999 with the introduction of electronic ordering in the area of office supplies, continued in 2002 with the
connection to the electronic trading platform Conextrade. A further milestone was reached when digitally signed electronic
invoices were put on an equal footing with paper invoices by the Federal Tax Administration in March 2002. Since January
2004 UBS has received VAT compliant electronic invoices from suppliers, which are accepted as original documents.

However, UBS has not only changed to automated processes in external document exchange with suppliers, but also in
internal invoice processing. In close cooperation with the accounting department, an electronic approval process by the
name of “e-invoicing” was introduced for invoices which do not refer to a purchase order. Suppliers are asked to send

their invoices to UBS via the trading platform and the recipients are identified by personnel number. All steps take place
directly in the SAP System of the bank, from the verification to release for payment. The invoices are activated by the touch
of a button and no longer need to be sorted, transported by post, rubber-stamped and entered in the system. Instead,

the “original” is with the recipient in seconds and is processed by means of web browser.

The electronic handling helps avoid media discontinuity and saves the bank a lot of time and money, from the receipt to the
entering of an invoice.

Rudiguer Marbé, Head of Procurement, UBS Ltd., Zurich
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Lastly, the procurement heads were asked how they estimated
the further development of their IT utilisation, who the driving
force in the companywas in this regard and what the main focus
would be. They were also asked to make statements regarding
/should also estimate their planned expenditure for the next
two years.

7.1 Procurement managers at the helm
Development of IT use is mostly driven forward by the
procurement department. 88.9 % of respondents answer in this
way (Figure 26). 31.7% of companies also name their process
managers as key drivers. This leads to the conclusion that there
is a certain process orientation in the organisations. A quarter
of the companies report, that top management encourages
the further development of IT for procurement. This factor
corresponds at the same time to one of the success factors
named by many companies in the realisation of IT projects.

7.2 Strategic level: Optimisation of transparency
and reporting in focus

The Top 200 companies were asked where their priorities lie
in the enhancement of IT in their own company to support
strategic and also operative procurement processes.

7 Further development of the use of IT in
procurement

In the case of strategic processes it is striking that the main
focus is on reporting functions (Figure 27). Nearly 70 % of the
companies give high or very high priority to optimising the
analysis of expenditure. IT support of supplier assessment
is also given above average priority with over 60 % mentioning
it.

It may come as a surprise to find that the further development
of IT in the areas of sourcing processes (supplier identification,
negotiation) does not receive higher priority. In view of the
efforts made to reduce prices and the low usage of online
auctions and invitations to tender, higher values would have
been expected here.

7.3 Operative level: Optimisation of order and
invoice processing in focus

In the further development of IT support of operative processes,
order and invoice processing are at the top of the list of priorities
(Figure 28). The optimisation of order processing of direct goods
takes priority over indirect goods, services and investment
goods. If the answers with high priority and fairly high priority
are added together, the introduction or enhancement of
automated invoice entry processing attains the highest value
with 68.8 %.

Figure 26: Who drives the key developments in the use of IT for procurement?
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Business development department || 4.8%

N=63
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7 Further development of the use of IT in procurement

Figure 27: Further development of IT to support strategic procurement processes
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Figure 28: Further development of IT to support operative procurement processes
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With regard to the exchange of electronically structured
business documents such as orders, invoices and dispatch
advices, the companies tend to be less enthusiastic. In only
8.1% of the responding companies is the dealing of this issue
given high priority.

Considering that cooperative disposition and planning with
suppliers is not important to all companies and sectors, 42.2%
of companies still attach very high or fairly high priority to
developing this area. This corresponds with the data on unfulfilled
expectations in the use of these IT tools (see Figure 15).
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7 Further development of the use of IT in procurement

Figure 29: Estimated annual expenditure for the further development of IT for procurement for the years 2006 and 2007
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7.4 Investment in optimisation and less in made a comment on their planned expenditure for the further
major projects development of IT for procurement, more than half will invest

Itisnotthe case thatprocurementmanagersare satisfiedwiththe ~ more than 100,000 CHF yearly in the next two years (Figure 29).

achieved or currentstatus of IT utilisation. Ofthe companiesthat ~ However, few companies are planning major projects.

Figure 30: Importance of topics for the company in the coming years
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7.5 Hot topics: SRM and e-invoicing
Finally, the survey participants were asked to estimate the
importance in the coming years of nine topics.

The broadly diversified potentials of the comprehensive
“Supplier Relationship Management” concept (SRM) will make
it the main topic of the coming years. 30.1 % of companies rate
SRM as very important, a further 32.4% as fairly important
(Figure 30). The question as to whether the strategic or operative
functions are more in the foreground is not answered.

Electronic exchange of invoices (e-invoicing) is a topic for the
future in over 70 % of the companies. Almost 30 % rate it as very
important. This may be, on the one hand, due to the potential
for optimisation of these administrative processes, but on the
other hand it could be due to the legal conditions which have
been created, increasing acceptance of electronic invoicing as
well as advanced offers of provision of services.

The optimisation of the Product Supply Chain is judged as
slightly more important than that of the Financial Supply Chain.
Along with the highly rated importance of SRM, this underlines
the intention of the companies to tackle process improvements
comprehensively and beyond company borders.

Although batch tracing is primarily a central requirement
in the process industry, this topic was also rated as important
or very important by companies in other sectors. It is to be
assumed that some study participants equated this with the
tracing of orders.

The grading of the optimisation of services procurement
mirrors the results of chapter 5, where a need for enhancement
of IT support for most sub-processes is reported by nearly 50 %
of participants.

45.3% of the procurement organisations rate the use of B2B
marketplaces as a very important or fairly important topic for
the coming years.

Thetopicofoutsourcingof procurementapplicationsreceives
little attention from the study participants. Only 12.5% of them
classify it as fairly important or very important.

RFID as a new technology for identification of goods is a focal
point for providers, science and media. However the survey
shows that in procurement organisations the topic is only
judged very important by 6.7 % and quite important by a further
23 % for the coming years.

7 Further development of the use of IT in procurement
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procurement trims up

The last few years have been quiet in the area of e-procurement.
Online marketplaces, auctions and internet based tendering
have not revolutionised procurement. As in other fields of
application of e-business, however, one should not assume
that nothing is happening in the procurement departments in
the IT field.

Over the last five years, every second company questioned
has invested more than a quarter of a million Swiss francs in
the further development of IT for procurement. It will increase
even more: although large projects are not planned, half of the
companies will invest an annual sum of more than 100,000 CHF
over the next two years.

8.1 Procurement goals remain stable

Goals in procurement have largely remained stable in the last
few years [Tanner 2003]. The guiding theme is cost reduction,
most importantly of purchasing prices but also of total costs,
therefore including internal process, logistic and quality

Figure 31: Functional chain of optimisation in procurement

8 conclusions: Progress on the spot as

assurance costs. The second issue is transparency and control.
It is no longer sufficient that, in the vast majority of cases,
purchasing goes well and that procurement is well organised
in most fields. It must achieve the optimum level across the
board. Three quarters of the participants in the study ranked
information technology as important. The first task of IT is
the central coordination and demand aggregation, which was
named as very high priority by the majority questioned.

Whoever expectsapushinauctionsasaresultofcostpressure,
will learn better from this study. The companies optimise their
procurementfrominsideto outside. Onthestrategiclevel, spend
analysis, supplier evaluation and contract management are the
focus of the majority of the companies. On the operative level,
automatic invoice entry processing as well as order processing
of direct and indirect goods have high ranking, followed by the
order processing of services.

From the individual aspects mentioned, the following big
picture can be deduced:

Gaining control of
central procurement

Creation of transparency,
analysis of procurement performance

Harmonising processes,
provision of suitable IT instruments

Internal cost reduction

External cost reduction

Optimised order processing of all types of goods

Automated
invoice processing
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8.2 Information technology should enable top
performance

Theheterogeneity of processes and systems duetodecentralised
procurement structures which evolved historically makes not
only transparency more difficult but also the detection of weak
points and the aggregation of demand. The gain of control of
central procurement should counteract this, which is not to say
that procurement as a whole should be centralised. Complete
transparency tracks down the remaining weak points both
internally and externally. Investment in IT should lead to
their elimination. IT investment pays for itself more quickly
when used in a broader way, where possible with company-
wide application. It further increases transparency because
performance indicators are uniformly raised and benchmarks
can be set. New processes are designed and, as far as possible,
standardised. These processes include the suppliers, at least
in as far as the suppliers must agree to defined processes and
IT interfaces. Of course, renegotiation happens too, in which
conventional negotiation procedures will, in the next five
years, continue to put online auctions in the shade. Where it
is worthwhile, internal optimisation will also be invested in
- the automatic processing of incoming invoices is the most
prominent example at present.

If procurement was focused on direct goods in the past, it today
has indirect goods undiminished in sight. Order processing of
services is also becoming a priority for half of the questioned
companies.

Without over dramatising, procurement has completed a
stringent fitness programme. In this, it seems to be on the right
path. The project goals have largely been achieved and 80 % of
the questioned companies are, at least, largely satisfied with
their current systems. The fact that more investment is being
made despite this, shows that procurement is striving for peak
performance.

This does not pass the suppliers by. They are affected
by practically all current operative issues. It does not look
different in regard to future issues. The number of companies
which already exchange business documents electronically
is approximately as large as the number of companies that
complain about the sluggish integration of suppliers into the
procurement system. Only 20% of the procurement heads
attest sufficient awareness to their supplier for the optimisation
of B2B processes. The capability necessary for a B2B integration
infrastructure for suppliers is not rated higher. Just half of the
procurement organisations also confess that B2B integration
scenarios do not consider the supplier’s situation enough
and that their company cannot always offer a suitable and
financially acceptable B2B integration solution: Two thirds of
those companies which offer their supplier Web-EDI make use
of a B2B marketplace or a transaction platform.

8 Conclusions: Progress on the spot as procurement trims up

8.3 All involved parties are called upon to act

As well as the difficulties with in the supplier integration, there
are further problem areas in the roll-out of IT. High installation
costs and problems with the quality of master data are also
complained about by the majority questioned. In order that
procurement’s fitness programme is effective and that all the
involved companies can stand their ground amidst global
competition, the following areas of application can be derived
from the study:

o The procurement organisations must improve the quality
of their master data themselves and test whether their
procurement process really needs to be so multifaceted and
complex. They must also build bridges for their suppliers.
In many cases, their own particular idea cannot be carried
through on purchasing power alone - balanced B2B
integration scenarios can help keep a lot of spanners out of
the works.

The suppliers must also work on their B2B fitness. Is their
awareness and is their competence in this area really as bad
as their image suggests? The slogan is: Build up competence
and be proactive in showing customers how a balanced
integration scenario for their own product segment could
look.

Providers of procurement solutions should have a vital
interest in having well founded arguments with which to
defend the difficult-to-appreciate benefits of their solutions.
Theinsufficient user-friendliness and user acceptance should
also be addressed. The main objection of procurement
organisations, i.e., the high installation costs of new solutions
should also be taken seriously. The cause of high costs lies to
adecisive extent in the organisation of the buyer and supplier
- above all in the heterogeneity of these organisations - but
they may well be able to do something about this. With
best practice, a certain degree of openness, cooperation
in standardisation and support of interoperability, some
of the complexity can be reduced and the pace of market
development can be accelerated in their own interests.

Regarding future topics, supplier relationship management
takes first place. All the other topics necessitate solutions which
go beyond the borders of the own specific organisation. If all
the market participants want to develop these relationships
individually, one would have to wait a lot longer for any
substantial progress. However, a three quarter majority of
the companies are prepared to tackle the greatest challenges
such as supplier integration together with other procurement
organisations and partners. Now actions must speak louder
than words!
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- B2B e-commerce, including roll-out of e-procurement solutions, solutions for suppliers and
electronic invoice exchange

- Personalisation in e-commerce, including utilisation of customer data and the cultivation of profiles

- Use of business software in companies

The Competence Center E-Business Basel carries out regular market studies on the value and status quo of the
use of information technology and e-business.

A methodological focal point is the adoption of case studies for knowledge transfer. These are developed
according to a conceptual grid, under the direction of the Competence Center E-Business Basel. The case studies
are published via three channels of communication: the online case study database www.experience-online.ch,
the book publication and the presentation at the eXperience event, www.experience-event.ch
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The e-business project in the company

Competence Center E-Business Basel

University of Applied Sciences Northwestern Switzerland
School of Business

Peter Merian-Strasse 86, CH-4002 Basel

E-Mail: e-business@fhbb.ch

www.e-business.fhbb.ch www.fhnw.ch/wirtschaft/iab





