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In today's challenging environment, aggressive cost control has become a common theme

in the pharmaceutical industry.

[t becarme fashicnable later thar in mast industries, but today

it is with us and it is here to stay:

M For the traditional phanmacos, the penerics are putting a lid
on the revenues fram older products, For the generic
manufacturers, low Cost is 3 way of life,

K Many social security systems, which generate a large part
of the revenues of the industry, are facing challenges
Because they are insufficiently funded and their ageing
rrerribers have ineressing needs,

H  Ermerging nations represent a growth opgortunity but
cannct afford expensive medications.

B Last bast not least, research from discovery to dinical trials is
increasingly expensive, while the payback pericd decreases.

Before cost pressunes forced the implementation of a new
Pracurernent nogartisation, the original function was
predomirantly structured to administer Purchase Orders and
perform basic quotation reguests, 'We then implemented the
tools and cubture previously Bound in other industeas such as
consumer products or assembly, By consolidating volume across
plants and harmenising specifications, Procurement forced
suppléers 1o improve terms, Often, consultants sped up the
process and buit organisationa| skills, iritially resulting in double
dfigit cost reduction, foliowed by smaller annual mprovements,
Megotiation skills were creating value ty bowering the cost of
the Bill of Material Although this is far from best practice today,.
it marks the realisation by upper management that the
Frocurement functicn had mare to contribute than merety
offering transactional adminstrative support.

Profit margin improved For 8 few years, fuelling mvestrment
in better systerns and attracting a new breed of pood
managers. They introduced a more strateqe vision of the entire
supply chain, gained insights on the Total Cost of Ownership
(TCO} and redistributed responsibilities 1o reduce the TCO with
cross-functional initiatives. E-Procuremant soiutions proviged
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an additional transaction cost reduction. The most poweriul
companies sometimes convinced their suppliers to apen their
baks, discuss their cost structure and affer new ideas 1o
aptimise interfaces, setup and management tosts. Reaching this
level requined that firrms rethink thetr organisation and their
staffing approack. These changes cauld only be justified with a
long teren vision of the Procurement function and its relation
with the other functions in the firm. Nimbleness, flesibility, 3
culture open to change — those were the cormmon traits of the
new winnets, the chanpes were therefore of strategic nature, to
capture advantapes through excetlence in exacution, Another
change occurmed. Procurerment extended its responsibilities to
sUpport riainterance then capitat investrnents. The support
Fumctioms were aleo taking the opportunity to leverage
Procurement in order to improve control of their budget, Today,
most pharmaceutical companies have a professional
procurement team dedicated to reduecing the cost of services,
from affice supplies to marketing spend such as events and
resgarch. But is this new culture of Procurement sufficient?
Wwikere will it F2ad us? Other industries sueh as sutormotive or
electronics have tradden this path before us, but relentless cost
cutting did not save GM From the brink of bankruptoy, did not
prevent Comgpadq from being acguired by HP and was not
sufficient to satisfy H#'s shareholders after the merger. 5o what
is missing? Can Procurement deliver more? How should CEOs
viewy thetr Procurerment and what should be their objectives?

From cost cutting to strategic supplier manapement
“Fhe key to srwesting is not assessing how muech an industey is
aoing 1o affect society, or how much i€ will 2row, but rather
getermining the competitive advantage of any given company
and, abowve all, the durability of that advantage”, ‘Warren
Buffett, fortune, November 1995,

The Pharmateutical ingustry today is under particular
pressure to increase sharehotder value This must become an

9=



PROCUREMENT

. ﬂT ransaent statﬂ, ﬁﬂStﬂhlE
e fj.uck dfiven appmach :

Shm'ehaldm'\fame .

. .-u"-!:'

| ey

RHIEH [BF RSN S eHT TalFTEWTH

LOOLHTE B NNEVETIDA Y L PHELE
CRRAGH (HAE-BIE AW MSTeTgl e

SRS EeNINTOOUCTION T0 PREW ST ETS
= 2520l Dol e Matei Tt e al 102 00, aed
LEVEIEIE.

Level

" § Traditionat Purchasing
-« Leverage scale -

: + Negotiate -~

.« Pivide and coniquer
.I_; - etc, '

Ec&ﬁﬁ'ff [

I g
- - L
LR .. : i
' g

e

RSP UNaT Maliaderert 3
=Hinifiiy 1.
LLONTIIEE R OYA L Lrrisfal: f ok a ﬁ'i[ .:
Sl N\ICTeass P RRERATEN Y KOV rlla-{,.;_-!-

STRUDPE: B M alkait-
DA LTCR AL g

LT Tactical

Stﬁnegm “?ﬁQQ;;-

ohjective for all the functions of the firm, including
Procurement, which in turn rgst reassess its rele and its
culsure, Bug how many Procurement Professicnals in our
industry have asked themselves "What am | doing better than
my cormpetitors?” To contribute to the success of the firm an
par with the other functions, the Procurement team must
facus on identifying and captunng strategic advantages,
impacting revenues in addition to profit. Whers Procucersent is
capable of having that much impact on the futare of the Firm,
it desecves te be on the CEO and the Sharehalder's agenda,
The euoluticn of Procurement is Hlustrated by Figure 1,

Wwhen Procursment became an agent of chanps in a cross-
functional aperoach ta cptimising the Total Cost of Ownershsp,
its impact was transactional effectiveness [defined as level 2'
abovel, It improved the relationship between suppliers and the
valug chain of the firmn, wosking together to sobwe probierrs
mre efficiently: design, lagistics, value engineering, eto. were
discussed, But this approacs is not intrinsically differertiating
because it has been discussed at length and implemented fry
many entesprizes. Mothing in this approach is propretany,
unique, or differentiating, Firms that have not adopted a fevel 2
in procuremnent are lagging, bat reaching fevel 2 is not a
guarantee of being ahead for a significant time. The complexity
of refationships in cur industry has increased significantly.
Innavative miclecules and soluticons are not systernatically
developed in house ard then manufactured n integrated
plants starting with basic raw materials, \We leverage a network
of bintech firms and academic research institutes for sorme part
of aur innavation, W outsource 1o low-cast Far-East facilities
the production of bulk chermicals and ta nimbde secondary
manufacturing specialists the packaging of our products, We
raty increasingly on CROs to support clinical research and farm
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out data management to India or Soath Afca. Health
econcmists 2nd other key experts provide advice and suppart

to our comemercial departiments. 5oin our innoyvation -driven
erwizon mertt, xternal resolnces have became increasingly
irrpartant 1o value creation, But an innovation that is equally
accessibte to all players in an industry enly builds valie to the
final users, Theraforg it is important to manage the sourres of
innavation to baild 2n extended enterprise rather than a loose
refationship shat will change direction or be beoker: with the
winds of commescial relationships. Today, the Procerement
leadership must develop key suppliers to quickly exploit their
skills to their advantage, rather than for the benefit of the
industry. [T st contribgte (o shaping supplier s strategies to
speed entry into new markets. To oo so, it must dedicate
resounces bo facilitate searmless and exclusive transfer of value
From the suppliers’ dewveloprrent tabs to the final consumers
and back. That is the reason wiy Procurerment must
urrderstand the lifecycle value creation patentiai of an itern,
not onby a5 a driver of the Total Cost of Chvnership but, more
impostantly, as a driver of prodact pricing through the
premiums provided by exclusiviey and/or market growth for
the compary. Those Types of initiatives can only succeed if
both pariners have cormmon goals and the arst that both will
wirk togethes rather than exploit a weakness of their associate
at the first opportunity. 18 does not mean that cost cutting
ctrategies are obsolete. They have become necessary rather
than sufficient, They will be useful ta manage a large portion of
the addressable spend, not the entire spend.

This strategic sourcing approack, called 'Collaborative
Sourcing', is differentiated from trarsactional effectivenass. It
can deliver superior returns becagse it aims specifically at
creating a gap betweer: tha firm and its direct competitors ta
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create sustainable cornpetitive advantages. Another impact is
the securing of long-term strategic materials and resources,
Transactional effectiveness onty aims at improving the
aperationat aspects of the relation, not to buidd value for the
extended entedprise in 8 competitive emiranrrsnt.
Transactional effectiveness is often driven by a buyer at level 2
whao imposes its working approach on all suppliers, who in turn
are forced to accede or be replaced by more cormpliant
altermatives. bt can also be the result of an industry wade effort,
often pushed by solution vendors. Collaborative Sourcing
requires a rmdical change in the culture and the vision of the
redationship between buyer and supplisr. Callabrative Sourcing
can inwdlve racre than two companes, such as a supplier of
raw reiaterials, a packaging manufacturer and a final user.
Therefone it is clear that Collaborative Sourding goes beyond
the performance of similar activities better than one's rivals. It
& & deliberate attempt to repasition the company by using
different and distinctive approaches to managing suppliers, Few
corpanies have competed successfully on the basts of better
effectivertess for an extended period, Collaborative Sourcing s
the stratesic repositioning of the supplier relationship
managemnent, Colfaborstive Soursing experts define, search,
capture, isotate, manage and improve resources internal and
extarnal ta the firm to delivar stratepic advantages by
optirvising internal and external working relations,
Coftaborative Sourcing relies on trust betweer involved parties.

Comprehensive external resource managernent

Morecver, leveraging innovation reguires the input of many

functions in the finm. Therefore a sourcing strategy aimed at

value capture relies heavily on coflaborations within the Erm.

Building and managing this collabation is a complex task that

can only be effective if it is propedy orchestrated: this i the

role of the Sourcng Manager in the Procurernent team,

Sa Collabaratree Sourcing is not onky a change in the
retationskip between the Enterprise and its suppliers. It is also a
change in the relationship of the Sourcing Managers and the
other functions. In the past, Frocurement was only invadved
when the products hit the supply chain, usually at the
industrialisation phase or later, Unfortunatety, this approach
presented several weaknesses: g
@ The scientists are often forusing on cbiaining products o

seryices to solve a developrment problern, rather thar a

supply chain issue_ Therefore, they may not account for alt

the parameters involved i long term value creation,

W Although some scientists combane brilliant reseanch
capabilities with business sawy, many have less indlination
for negotiation, long term cost benefit analysis, or stmilar
ckitls that & rrgdern Procerement professiconal has (o master,

m CGood scientists are in short supply, so why ask them Ea
stretch themselves to cover tasks that others can do Faster
ard rore naturally?

Ta support fesearch activities, Procanerment rrust be invobeed
in securing sufficient supply of a difficult to find molecule,
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Whitle the current needs may be for a few hundred grams of
labwatory grade product, the long term growth of the
company may require & thousand fold increase or more, with
radicatly more complex specifications and service requirements,
capable of entering inte a GMP production environment,
satishying strict regulatory constraing. _

Another area for Procurement invelvernent is the Clinical
Research. Here we are not speaking of the mere improvernent
of comtracts with CROw or academia Today™s Procurernent bast
practices will support a much more strategic and frithel
cotlaboration through the application of all the tools of the
frade: the transparency tools such as cost modelling, the
specification tooks ke benchrnarking and process
reenginesring, in addition to the traditional negotiation tools.

Frocurement must be a natural partner to all the functions
in the Enterprise. Nobody but the finance tearr identifies and
secires Funding for a new ressarch or 8 marketing initiative.
Human rescurce professionals manage tompensation and
recruitrment. The T department develop and maintain the
architecture of systerns supporting all ather functions. Likewise,
if i1 is an extemat resource, it must be managed by the
specialists in the Procurement Departrment.

Ta be effective contributors to the strategic issues
af the Enterprise, the Procurerment leadership must work
chosely with the other senicr executives in charge of key
Functions. This can be done through an ad-hoc steering
cormimittes, dsually with the Finance, Production, R&LD and HR
leaders, Increasingly, the executive in Charge of Progurerment
reports directhy to the CEO and sits on the exectitive leadership
counal In ehis case, this executive is usaally 2
Chief Procurement Officer, a TRO.

The tole of the CPO is to optimise all the relations with
external suppliers, 2 much broader rale than the traditional
Lost cutting approach. it cormgplerments the transactionat
activitees in the supplier relationship with Sourcing defined a3
"The process of identifying opportunities, evaluating potentiad
sourres, regoliating contracts and continuously managing
supplier relationships to schisve corporate goals™, Pierre
Mitchell, AMR Research,

Conclusion

In & world dass Procurement orgarisation, the potential for
creation of shareholder value, not merely the presenvation

af i, s an intrinsic part of the rofe. The Function rmust be a
contributor to strategic differentistion: nob orly being
excellent in executing transactions but alse identifying
where it can contribute to develop sustainable competitive
advantages. Obviousty, there will always be a sizeable part
of the partfolio that is spent on suppliers that bring o
apportunity 1o differentiate, Those will be managed
traditionally to reduce total cost of ownership. industry-wide
solutions, processes to improve transactional efficiency, wil
be used to stay at the front of the race. And for select
relations, collaborative relationships will be developed to buiid
walue and support growth.
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