Title: Optimizing MRO Procurement: A Strategic Sourcing Initiative for Industrial, Food, and
Consumer Products Companies through a Group Purchasing Organization

Executive Summary

Maintenance, Repair, and Operations (MRO) procurement is a critical yet often overlooked aspect
of operational efficiency in various industries. This white paper explores a strategic sourcing project
undertaken by a group purchasing organization (GPO) for multiple clients in the industrial, food, and
consumer products sectors. By assessing the combined spend across all three clients and
leveraging collective purchasing power, market baskets of top MRO items were bid out to
distributors across each MRO subcategory. The initiative resulted in significant savings ranging from
$280,000 to $2.3 million per client. The implementation included the deployment of a punch-out
catalog with negotiated pricing and comprehensive rollout plans involving site visits and ordering
process changes at all client locations.

Introduction

In today's competitive business environment, companies are continually seeking ways to reduce
costs and improve operational efficiency. Maintenance, Repair, and Operations (MRO) procurement
presents a substantial opportunity for cost savings due to its fragmented nature and the wide
variety of items involved. This white paper examines a strategic sourcing initiative that consolidated
MRO spend across multiple clients through a group purchasing organization (GPO), resulting in
significant cost reductions and streamlined procurement processes.

1. Background and Objectives
1.1 Understanding MRO Procurement Challenges

MRO procurement encompasses a diverse range of products and services necessary for the day-to-
day operations of a company, including:

= Industrial Supplies: Bearings, motors, tools

= Electrical Components: Wires, switches, lighting

= Pipes, Valves, and Fittings: Parts in the pipes, valves, and fittings subcategory

= Safety Supplies: Personal protective equipment (PPE), eye protection, lanyards, boots
= Lab Supplies: Scientific, scales, specialty chemicals, equipment

= Fasteners: Bolts, screws, washers

Challenges in MRO Procurement:

=  Fragmented Spend: Multiple suppliers and decentralized purchasing lead to higher costs.
= Lack of Standardization: Inconsistent product specifications and ordering processes.
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= Limited Negotiating Power: Individual companies have less leverage to secure favorable
pricing.

1.2 Project Objectives

= Consolidate Spend: Combine the MRO spend of industrial, food, and consumer products
companies to leverage collective purchasing power.

= Strategic Sourcing: Identify and negotiate with top MRO distributors across each subcategory.

» Cost Savings: Achieve significant savings for each client, ranging from $280,000 to $2.3 million.

=  Process Improvement: Implement a punch-out catalog with negotiated pricing and streamline
ordering processes.

= Seamless Implementation: Roll out the new agreements and processes at all client sites with
minimal disruption.

2. The Strategic Sourcing Process

The strategic sourcing project followed a structured approach to ensure thorough analysis and
effective implementation.

2.1 Spend Assessment

= Data Collection: Gathered detailed spend data from all three clients, including purchase
history, supplier information, and item specifications.

= Categorization: Classified MRO items into subcategories to identify commonalities and
opportunities for consolidation.

= Analysis: Identified high-spend areas and frequently purchased items to focus on during
negotiations.

2.2 Market Basket Development

= ltem Selection: Created market baskets comprising top MRO items based on spend volume
and strategic importance.

= Specification Alignment: Standardized item specifications to ensure consistency across
clients.

= Volume Projection: Estimated future purchase volumes to strengthen negotiating positions
with suppliers.

2.3 Supplier Identification and Bidding

=  Supplier Shortlisting: Identified reputable MRO distributors with the capacity to service all
client locations.

= Request for Proposal (RFP): Issued RFPs detailing the consolidated requirements and
expectations.

= Competitive Bidding: Encouraged suppliers to submit competitive bids by highlighting the
potential for increased business through the GPO.

2.4 Evaluation and Negotiation
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= Bid Analysis: Assessed proposals based on pricing, service capabilities, delivery terms, and
technological integration.

= Negotiations: Engaged in negotiations to secure the best possible terms, leveraging the
combined spend as a bargaining tool.

= Final Selection: Selected suppliers offering the optimal balance of cost savings and service
quality.

3. Implementation Strategy
3.1 Punch-Out Catalog Deployment

= Integration with ERP Systems: Integrated the negotiated pricing into clients' existing
Enterprise Resource Planning (ERP) systems through punch-out catalogs.

= User-Friendly Interface: Ensured the catalog was intuitive for end-users, facilitating easy
product search and ordering.

= Real-Time Pricing and Availability: Enabled access to up-to-date pricing and stock levels
directly from the supplier.

3.2 Site Visits and Training

=  Supplier Site Visits: Coordinated visits by the awarded MRO distributors to client sites to
understand specific needs and build relationships.

=  Staff Training: Conducted training sessions for procurement teams and end-users on the
new ordering processes and catalog functionalities.

= Change Management: Addressed concerns and resistance by communicating the benefits
and providing support throughout the transition.

3.3 Process Changes and Standardization

= Ordering Procedures: Streamlined ordering processes to reduce administrative tasks and
errors.

=  Approval Workflows: Implemented standardized approval workflows to ensure
compliance and control.

= Performance Metrics: Established Key Performance Indicators (KPIs) to monitor supplier
performance and procurement efficiency.

4. Results and Benefits
4.1 Cost Savings

= Aggregate Savings: Achieved total savings ranging from $280,000 to $2.3 million per client,
depending on their respective spend levels.

= Reduced Unit Prices: Negotiated lower prices on high-volume items through bulk
purchasing agreements.

Tour De force
RAdvisors




= Lower Transaction Costs: Streamlined processes reduced administrative expenses
associated with procurement activities.

4.2 Enhanced Procurement Efficiency

= Process Efficiency: Reduced the time required for ordering and approval processes.
= Improved Compliance: Increased adherence to procurement policies and use of preferred

suppliers.
= Inventory Management: Better forecasting and inventory control due to improved visibility

of purchasing patterns.
4.3 Strengthened Supplier Relationships

=  Strategic Partnerships: Developed long-term relationships with key MRO distributors,
fostering collaboration and continuous improvement.

= Service Level Agreements (SLAs): Established clear expectations regarding delivery times,
quality standards, and customer service.

4.4 Technological Advancements

=  Punch-Out Catalog Utilization: Leveraged technology to simplify the procurement process

and enhance user experience.
= Data Analytics: Access to detailed purchasing data enabled more informed decision-

making and ongoing optimization.

5. Challenges and Mitigation Strategies
5.1 Data Consolidation Issues

= Challenge: Variations in data formats and quality across clients made spend analysis

complex.
= Mitigation: Implemented data cleansing and standardization protocols before analysis.

5.2 Resistance to Change

= Challenge: Employees accustomed to existing suppliers and processes were hesitant to

adopt new systems.
= Mitigation: Conducted comprehensive training and communicated the benefits clearly to

all stakeholders.

5.3 Supplier Integration

= Challenge: Ensuring new suppliers could meet the diverse needs of all client sites across

different industries.
= Mitigation: Selected suppliers with proven multi-industry experience and scalable

operations.
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6. Key Success Factors
6.1 Collaboration Among Clients

= Unified Objectives: Clients agreed on common goals and were willing to standardize
specifications where possible.

= Open Communication: Regular meetings facilitated knowledge sharing and alignment
throughout the project.

6.2 Expertise of the GPO

= Market Knowledge: Leveraged deep understanding of the MRO market to identify the best
suppliers and negotiate favorable terms.

= Process Excellence: Utilized proven strategic sourcing methodologies to ensure a
thorough and effective approach.

6.3 Supplier Engagement

= Strategic Alignment: Suppliers were engaged as partners, focusing on mutual benefits and
long-term relationships.

= Performance Monitoring: Ongoing evaluation ensured suppliers met or exceeded
expectations, allowing for continuous improvement.

7. Future Opportunities
7.1 Expansion of Categories

= Additional MRO Subcategories: Potential to include more MRO items in future sourcing
initiatives for greater savings.

= Other Spend Areas: Applying the same strategic sourcing approach to other indirect spend
categories.

7.2 Continuous Improvement

=  Process Optimization: Regularly reviewing and refining procurement processes to enhance
efficiency.

= Spend Report Analysis: Analytics based refresh of the core market basket items each year
based on analysis of prior year spend details.

Conclusion

The MRO strategic sourcing project demonstrated the significant benefits of leveraging collective
purchasing power through a group purchasing organization. By assessing the combined spend of
industrial, food, and consumer products companies, and strategically sourcing top MRO items, the
initiative achieved substantial cost savings and operational efficiencies. The successful
implementation hinged on effective collaboration, thorough analysis, and a commitment to
continuous improvement.
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The project serves as a model for other organizations seeking to optimize their MRO procurement.
By adopting a strategic approach and embracing technological advancements, companies can
realize significant benefits that contribute to their overall competitiveness and bottom line.

Appendix
A. Steps in the Strategic Sourcing Process

Spend Analysis

Market Research

Strategy Development

Supplier Identification
Competitive Bidding
Negotiation and Contracting
Implementation and Monitoring
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. Key Performance Indicators (KPls)

= Cost Savings Achieved

=  Procurement Cycle Time Reduction

=  Supplier Performance Ratings

= Compliance Rate with Preferred Suppliers
= User Satisfaction Scores
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