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The Future of
Procurement:
Rediscovering the
Fundamentals

Procurement has languished toward obsolescence
and will die if it doesn’t transform quickly. CPOs
have just one job today: adopt a future-focused
model to meet users’ needs.

Will Procurement Continue to Exist?

This question may seem unnecessarily provocative, but recent trends require it
be asked. Across the board, procurement organizations struggle with customer
satisfaction and are often seen as an impediment to progress. Simultaneously,
CFOs question the value procurement delivers to the organization. Meanwhile,
technology (including artificial intelligence, blockchain, and advanced analytics)
and new businesses (such as Amazon Business Services and Alibaba) are rapidly

displacing low-value repeatable work.
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In response, some enterprises have already separated direct and indirect
procurement activities, where the former are embedded into multidisciplinary
product-focused teams and the latter are separated out into low-value
commodity chasers. Others have been piloting a variety of technologies that

decrease procurement’s need to be in the loop.

Perhaps we need to ask a different question then, so let us rephrase it:

Why Does Procurement Exist?

Aside from providing employment for CPOs, procurement professionals,
consultants, and technology companies, what value does procurement add to the
business? In the simplest terms, the real reason procurement exists is to enable a
business to turn supply-market capabilities into value for end customers. This is
known as disruptive procurement. Its key tenets have been largely forgotten in
the day-to-day busy work of common desktop procurement activities such as
negotiating savings, managing risk, ensuring legal compliance, processing
transactions, and managing categories. Implicitly, there is nothing wrong with
these activities, but they have come to define the discipline instead of being tools
in the toolbox.

Major macro and technological disruptions are forcing CPOs to rediscover their
fundamental purpose and act accordingly to survive by jettisoning the busy work
and adopting higher-value supply-market initiatives.

This has already happened with high-technology OEMs in the high-tech, telecom,
automotive, and aerospace industries, to name a few. From an operations
perspective, they are procurement businesses that effectively design, procure,
and outsource manufacturing. They obtain preferential access to technology
from the external market, orchestrate supply and demand power, and drive the
right supplier behavior. It has become a way of life in the industry and is a
consequence of strong competition, short product life cycles, and changing

technology. Procurement’s contribution was to adopt a strong product
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perspective, which drove cost down by influencing specifications and simplifying
the end-to-end supply chain. Procurement regularly partakes in product
teardown techniques, supplier fitness programs and tiering, and factor-cost
analysis—all with the end goal of making the product more attractive to
consumers.

As more industries are subject to these same macro changes, their procurement

will evolve to resemble the high-tech model.

Enter Tangible Disruptive
Procurement

Disruptive procurement relies on three pillars: strategic sourcing, supplier
management, and orchestration of the procurement engine. Effective strategic
sourcing determines what to buy and from where through effective use of supply
and demand power. Supplier management ensures what is contracted for is what
is delivered and then collaborates with the supplier to bring in more supply-
market expertise. Ultimately, the goal is to drive the supplier behavior that you
need. Finally, procurement teams orchestrate technology and processes to
provide a frictionless, compliance-based buying experience.

All too often, these tenets are abandoned because procurement organizations
lack basic insight and understanding to harness supply-market power, they fail
to adequately track supplier performance, and they lack the talent to design
systems. These failures throw the focus on cost savings, arguing over contract
terms that never get implemented, and slowing down users who want to buy
things in the name of “control.” Administration, rigid processes, and complexity
have often reigned supreme at the expense of function, utility, and the ultimate
needs of the business.

To be fair, procurement is not alone in this. Other supporting business functions
have remained mired in similar levels of immaturity. Finance spends much of its
energy on bookkeeping rather than driving effective capital utilization. Human

resources spends its time on processes and administration rather than
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motivating and enabling the workforce. IT focuses on limiting what users can do
or not do instead of harnessing technology to help the business compete in the

marketplace.

Macro Trends and Technological
Changes

[t is common knowledge that the business world is becoming more global and
barriers to entry are challenged in many markets. This varies across industries,
but the trends and consequences are directionally similar. Then there are the
political forces that influence the business environment, including sustainability,
greater risk mitigation, and political change (such as populism, tariffs, and trade
agreements). These combined forces create greater instability for many
established businesses, increase competitive threats from unexpected sources,
and disrupt established sources of competitive advantage.

Consequently, we see supply markets disrupted. This means that the fundamental
purpose of procurement—to enable the effective harnessing of supplier-market
capability—is even more crucial than ever. Procurement functions that lose sight
of the big picture and focus purely on the tactics will become irrelevant and be
disintermediated by their organizations.

Until now, technology’s impact on procurement has been disappointing. One
global CPO recently told us that much of this technology is still trying to solve the
same spend-transparency challenges that were top-of-mind two decades ago.
Procurement functions continue to focus on backward-looking historical data

about the simple specification of regular purchases.
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We are still trying to solve many of the
same problems we were talking about
two decades ago.” — a global chief
procurement officer

However, this situation is going to change dramatically as companies begin to
use new and transformative digital technology. In short, these technologies,
when properly employed, will proactively ensure money is spent with the proper
suppliers according to beneficial terms and tied to supplier performance.

If procurement has been behind the times for so long, how can we say with
such confidence that the situation is going to change now?

We believe it will come about in three stages. First, there will be a disruption to
the procurement process. Next, there will be a sea change in internal
expectations of what good procurement looks like. Third, companies will
reorient themselves to the fundamentals of procurement.

Even today, procurement is at its best when it handles regular purchases with

simple specifications (see figure 1).
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Figure 1
Procurement today deals well with regular, low-complexity purchases,
but less well with everything else
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Procurement stumbles with irregular purchases and complex specifications for

several reasons:

Specification is an art. Usually, procurement is barely involved in specifying for
direct categories. Specialist functional experts—often engineers or operations
managers—typically indicate what they want. For indirect categories such as

marketing, professional, or legal services and technology, the story is the same.

Irregular purchases are still challenging. Current systems and processes do not

cope well with one-offs from a transactional perspective.

Data analytics’ ability to identify patterns and deduce trends that can be acted
upon is still low. For example, procurement struggles to drive value from tail
spend yet slows down users by forcing them to follow complex and broken

administrative processes.
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Even when companies have sourced effectively and agreed on contractual terms,
they often fail to adhere to those terms or buy on contract, which leads to the
maverick “spend.”

Digital procurement technology is about to change all this by boosting the ability
to specify and providing the advanced analytics to make sense of and manage
apparently irregular spend. Figure 2 identifies some of the providers and the
functionalities that are already changing the game.

Figure 2
Procurement technology of the future will be a mosaic connected to an
artificial intelligence hub Illustrative
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Much of technology’s impact will be on indirect categories that are often the least
transparent and include a high proportion of services and other irregular spend.
It will affect regularly purchased direct expenditure categories too. For example,

many direct categories in manufacturing are complex to specify and not as well
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understood as the buyer would like. Intellectual property and design rights may
also be vested with suppliers. To address these factors, digital simulations can
help develop and test specifications more rapidly. Or production could change,
where 3D printing or pop-up manufacturing would continue to reduce barriers
of entry in certain supply markets. This may mean that in-house production
becomes more attractive in certain situations and in others a host of new supply
options will be available that procurement teams need to respond to. These
trends vary by industry and in their adoption rates, but they will be part of the
future.

One global engineering OEM has already taken on these challenges. Where it
used to deploy a center-led model exclusively, the need to drive greater
engagement in product and specification decisions drove it to a hybrid approach.
It now maintains center-led procurement for indirect expenditure, which is
organized on category lines and reports to the CPO. Direct expenditures are now
embedded in business units’ product-oriented, multidisciplinary teams. Their
procurement staff reports functionally to the CPO but their firm reporting is to
the business units themselves.

Still, most procurement functions today remain at the most basic stage when it
comes to harnessing technology for effective specifying and the understanding of

all types of purchases.

But this is about to change.
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Hans Answers

For specialty apparel retailers, when thinking of increasing speed to market (for
footwear and apparel) what are the critical factors one should consider? What
are the underlying capabilities that need to be enhanced and/or developed—

both from a design and operational perspective?

Enabling speed to market for any specialty retailer requires careful choreography across both internal and
external partners along the entire “concept to consumer” value chain. There are dozens of discrete
opportunities that need to be considered and incorporated based on their relevance to the brand and
product objectives. For example:

e Streamlined upstream processes: The triad of design, merchandising, and sourcing need to
align on the desired development calendar and have the right cross-functional service level
agreements and thresholds established for how product development can go from concept to tech-
packs by doing things once and doing them right. Example levers would be time spent in various
development stages of concept, ideation, sampling, line review—working on the right thing at the
right time and avoiding carryovers and overlaps—and hierarchy of sign-offs along the way.
Calendar management requires a keen eye on the relevant metrics of material platforming,
adoption ratios, sampling, percentage sign-offs at each stage gate, and so on.

o Enabled supply base: Faster speed to market requires trust and collaboration with sources of
supply (own manufacturing, agents, factories, etc.). Understanding supply advantages and
leveraging them effectively is critical. Example levers would be giving visibility to factories on
the pipeline of work, allowing them to optimize workloads by off season production of low
design items and reserving capacity for trend items close to season, coordinating direct buys and
material platforming to minimize lead times for textile/synthetic material availability for
production, as well as dramatically reducing “transaction” delays (e.g. number of purchase orders,
number of design changes, manual vs. digital exchanges, and vendor financing). Of course, at a
strategic level, speed brands also carefully evaluate the balance of low-cost country vs. near shore
manufacturing capacities.

e Accelerated downstream processes: Segmentation of factory to consumer supply chain is
critical to balance cost/speed with the right level of in-transit visibility for redeployment, delayed
commitment of inventory to geographies but early allocation to specific point of sale, carton
strategy/floor ready to reduce touches in the supply chain, and network/flow paths designed to
emphasize speed when needed. Leveraging 3PL/4PL and global logistics service providers with
the right level of performance criteria is important.

o Empowered governance and enablers: The product development playbook needs to tightly
coordinate the concept with consumer activities by ensuring full clarity on processes, roles and
responsibilities, individual and cross-functional incentives, and hierarchies of decision making
along with escalation protocols, exceptions management, and accountability. The right tools and
system enablers can also go a long way in smoothing the wrinkles and allowing the teams to
focus on what they do best.

There is no single right speed. The biggest challenge brands often face is deciding what is the
right speed to market for their consumers, for their customers, for their product categories—and
it would not be unusual to have segmented speeds even within one’s own portfolio. In fact, the
ability to manage segmented speeds to market is critical to balance costs and service.
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The Fundamental Challenge

While procurement is steadily at risk of falling behind under the weight of its
own complexity and capability gaps, the expectations of business stakeholders
are increasing. Many users are deeply familiar with Amazon and other online
platforms, where buying is simple and fast. They experience full transparency on
price, specification, and delivery and can compare alternatives with ease before
purchasing what meets their needs. Amazon and other platforms then deliver
instantaneously (in the case of digital content) or within hours or days with full
accountability.

These same stakeholders then go to work and typically find a highly complex and
opaque process for buying. The system slows them down by demanding controls
and approvals to purchase anything that appears unique, not in an existing
catalogue, or on a contract. The stakeholders start to clamor for change. They
may be muttering today, but it won’t be long before they arm themselves with
pitchforks and torches.

The best parallel here is the forces that have changed information technology
through the years. CIOs were never the innovators when it came to desktop
technology giving power to users. Enthusiasts bought the first PCs in the early
1980s, often against the diktats of the corporate IT or data-processing functions,
who were wedded to their nicely secure mainframes. More recently, owners of
iPhones, tablets, and other digital tools have driven their use at work, forcing IT
functions to play catch-up with policy remedies, such as bring your own device
(BYOD).

Procurement is in the same situation today. It must respond to stakeholders’
demand for more user-friendly approaches to buying. For all routine activities, it
must provide the right systems infrastructure for users and remove itself from
detailed involvement in every purchasing decision. At the same time, it needs to

balance control and transparency to protect the business from risk.
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Rediscovering the Fundamentals of
Procurement

Procurement of the future will focus on its true reason for being: how it can
translate supply-market value into product value. Doing this effectively will
require a new operating model and more advanced capabilities.

Today, detailed procurement operating models (and the scope of the function
itself) vary across industry and within industries based on many factors.
Nevertheless, most are center-led and category-focused, with allowances made
for specific geographies for local categories and for enabling user engagement.
Often, a back-office processing function takes care of simple tactical sourcing

needs and administration of procure-to-pay systems.

Procurement of the future will align to product-customer offer teams to shape
categories that directly impact the product offer, with a focus on high-value
commercial input and orchestration of supplier behavior. For other categories of
spend, the focus will be on user enablement and automation, recognizing that
users want to purchase solutions that may cut across classic categories. The
categories that directly impact the product offer will vary by business and
industry. Typically, all direct categories impact the product and, depending on
the situation, a proportion of the indirect ones. The traditional accounting-driven

direct-indirect split is not necessarily helpful in this respect (see figure 3).
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Figure 3
Overview of the future procurement operating model

Categories integral to the product offer Categories not integral to the product offer

» Varies by industry but usually includes all directs, « Varies by industry but usually includes most indirect
packaging, marketing, and other spend that directly categories including facilities, professionals services,
impacts the offer repairs, transport, and IT

» Operating model aligned to products » Operating model aligned to user communities

« Procurement activity integrated in product development « Procurement activity focused on supporting users to buy
or innovation teams to improve the offer solutions to meet their needs

Procurement role predominantly Procurement role predominantly

» Providing high-value commercial input—orchestrating » Ensuring technological enablement in place—so that users
supply and demand power or stakeholders can self-serve as much as possible

« Obtaining the right behavior from suppliers—managing + End-to-end orchestration—ensuring that the processes
relationships well and enablement work, including the data analytics to

make decisions

The future operating model will need three capabilities:

. Analytically minded skill sets to draw insight from data and use it to drive

decisions by addressing supply and demand power

Strong emotional intelligence to influence supplier behavior and win what the

business wants by managing internal and external parties well

Orchestration of the overall procurement engine for seamless realization of all of

the above

What will not be in demand are process administration, procedural, and pure
haggling skills, which consume much of current procurement’s efforts.

Today’s CPOs have just one job: to get ready for the future. They’ll want to shape
it instead of being dragged into it. Embrace technology, not simply by replacing
an old SRM system with a modestly better one, but by adopting an extensible
future-proof architecture. It will also mean changing procurement’s capabilities.

Are your people analytically driven, trained in design thinking, and able to think
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creatively? If not, it’s time to retrain them, arming them with new skills. Finally,
is there a culture of experimentation and intellectual drive at your organization?
Foster an environment that values working faster, smarter, and independently,

according to agreed-upon principles.
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The Future of
Procurement
Technology:
Mediocrity Is No
Longer Acceptable

Procurement faces a wake-up call as tectonic shifts
in technology threaten to completely alter the
function, leading eventually to its automation.
Companies have three options for embracing this
major change.

Working with clients and my external network to co-create a vision for the

Future of Procurement that spurs conversations and breaks complacency with

the status quo.
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Today’s Procurement Technology Is a
Failure

More specifically, it is an unqualified abject failure. Business users hate it,
procurement users loathe it, and even the technology vendors treat procurement
functions as second-class citizens. In fact, after nearly 20 years of technology
deployment, most organizations still struggle to get a comprehensive view of
their spend (and some struggle with simply generating a basic view of supplier
and category expenditure). The systems are rigid, complicated, and only solve a

fraction of procurement’s requirements.

After nearly 20 years of technology
deployment, most organizations still
struggle to get a comprehensive view of
their spend.

Across the board, these systems curtail progress and hinder excellence instead of
enabling it. For anything other than simple, prespecified and pre-sourced
catalog-based purchases, for example, they do not help the user specify what is
required or choose the right supplier. They fail to support what the “should
price” ought to be. And there is usually no systematic and embedded
classification of what was actually purchased so that trends can be identified and
managed in a timely manner. What emerges is an inability to effectively know
where money is spent and with whom, much less an ability to strategically direct
the spend. This puts procurement into a backward-looking mode, when forward-
looking is of vital importance.

In fact, the digital future for procurement has arrived. Based on our experience
working with dozens of companies’ procurement areas, most are automating

some portion of their operations and looking to adopt intelligent technologies.
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One company we work with plans to go to 100 percent automation within five
years. Soon, procurement staff will be vastly reduced, and those that survive will
do so because they already possess or are willing to learn different skills than
what is necessary today. This trend is already under way in other functional

areas as automation adoption continues apace.

The Problem with Suites

How did we get here? Today’s procurement technology landscape is based on a
linear concept of sourcing activities on the left and procure-to-pay activities on
the right, with analytics and governance wrappers (see figure 1). It’s a nice neat
package that looks great on paper. Unfortunately, it reflects little about the
realities and complexities of day-to-day procurement.

Figure 1
Traditional procurement process map
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Procurement’s technology evolution dates back to the early 2000s when a series

of procurement start-ups, bolstered by the dotcom frenzy, sprang into the
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market to accelerate strategic sourcing activities. Companies such as
FreeMarkets (reverse auction), Webango (RFPs), and diCarta (contract
management) provided best-of-breed solutions that proved highly popular with
users. Then the great suite migration took over as companies such as Ariba (then
a separate company), SAP, and Oracle sought to extend their enterprise resource
planning (ERP) systems into procurement, which started an acquisition frenzy
(see figure 2). In response, companies such as Emptoris started making their
own acquisitions to offer a broader array of functionality. Then SAP bought Ariba
and IBM bought Emptoris, which solidified a trend convincing people that bigger,
broader suite solutions were the way to go. Best-of-breed solutions could no
longer compete, though they often possessed better technology. Unfortunately,
they lacked native ERP integration and could not provide more than one or two
services, which the collective consciousness, and thus the market, deemed a
negative. These dynamics put price pressure on the point solutions, killed
innovation, and locked customers into big suite solutions, which ultimately led to
the collective dissatisfaction so abundant today.

Figure 2
Timeline of major activity

1995 1996 1998 1999 2004 2007 2012 2017
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In the barren landscape left behind by the great suite migration (circa 2008-
2010), smaller companies such as lasta, Bravo, iValua, and Coupa continued to

survive in the shadows of the giant players. But their market share and influence
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remained limited in scope. Meanwhile newer solutions such as CombineNet,
Trade Extensions, and emerging analytics companies started to open up
possibilities and suggest that source-to-pay suites were not the promised
panacea. Combined with procurement performance management, these new

entrants created the wrappers that append the suite solutions.

Successful procurement technology has
one job: to provide a robust yet easy-to-
use system for transforming needed
goods and services into value for a
company so it can excel at its own
business.

In recent years, there has been a host of new acquisitions by Determine, Coupa,
Zycus, and Jaggaer. They, too, have bolstered their suites so that the market now
resembles a bunch of lumbering giants clubbing one another at the expense of
the individual procurement user’s experience.

Enterprises have paid, and continue to pay, for multimillion-dollar contracts and
multiyear implementations for systems they hope will be “one and done.” If
procurement later buys a new tool that isn’t embedded in the suite, whatever
innovation it promised goes by the wayside. Thus, big suites end up woefully
underutilized, based on old architecture, and functionally inadequate.

Don’t blame the tech vendors entirely, however, because the collective
procurement industry has turned a blind eye to the phenomenon. Even top-flight
benchmarking firms base their market evaluations on a rigid and misguided
framework focused on breadth of offerings and completeness of vision instead of
looking at actual business user satisfaction (as represented with Net Promoter

Scores, for instance).
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The One Requirement Above All
Others

All of this technology has become a means unto itself, a way to justify its
existence in the world instead of solving the one requirement on which all of
procurement should be based. Successful procurement technology has one job, a
north star: to provide a robust yet easy-to-use system for transforming needed
goods and services into value for a company so that it can excel at its own
business. Such a system puts the procurement power in the hands of the user,
rather than the user being at the mercy of the system or a rigid and unnecessary
procurement process. The more users are empowered with full transparency and
analytic insights, the more likely they will adopt the desired behavior.

Most of us already know what this supremely helpful and responsive system
looks like. As individual consumers, we shop on Amazon and Alibaba, which give
buyers broad selection, product specification, visibility into price, shipping
options, warranties, returns, and customer support. Buyers compare alternatives
and make a decision based on their needs. They receive their deliveries
instantaneously (such as digital content) or within hours or days with full
accountability. Yet, these same users go to work and experience the most archaic,
rigid, poorly thought-out systems that unsuccessfully make all of these decisions

for them.

The Revolution Begins

Despite the bleakness of the suite solutions, a number of procurement
technology start-ups have emerged during the past few years (see figure 3).
Scout burst onto the scene in 2014 with afresh take on sourcing tools built on
modern architectures and updated sourcing concepts. The sourcing functionality
compares to previous systems, but it is much more intuitive, faster, and easier to
use. Then, building off the analytics revolution, advanced analytics companies

such as Tamr began to apply machine learning to challenges such as spend
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management and complexity reduction. Consequently, the once-onerous analysis
of tail spend is vastly sped up and simplified, potentially unlocking tens of
millions of dollars in opportunity. These companies represent the most current
and advanced technologies. We estimate collectively they have raised nearly half
a billion dollars in investment funding with more likely to come.

Figure 3
Selected start-ups to watch

Start-up Description Investment ($M) Category
3 tamr Machine learning-based data unification solution 1.2 Analytics
. Bonfire is the leading next-generation competitive bidding
60" Bonfire and RFx platform n 7
~ LevaData combines robust strategic sourcing techniques with Sourcing
D LEVADATA cutting-edge analytics : and analytics
.P Procurifg Procurify streamlines purchases, gives optimized spending 12.2 P2P
Concord automates and supports the complete contract Contract
Concord life cycle = management
A - Scout RFP is an innovative e-sourcing solution for Sourcing
SCQUt companies in all industries 273 and pipeline
; Xeeva provides next-generation, intelligent .
XEEVA procurement solutions g8 Sourcing
¥ Suplari uses cloud-based machine learning to quickly build basic 13.6 Supplier and
4 SUPLARI intelligence and advanced analytics into suppliers and costs : spend management
B : Supplier.ai intelligently understands procurement requirements Supplier
Suppl ler.al and effectively evaluates and identifies suppliers L) identification
. Globality matches leading companies with top small and Services
Globality midsize service firms around the world using Al technology 72.3 sourcing
" . Chatz.ai is a leading bot company focused on connecting and 0.75 Procurement
craiz.al implementing artificial intelligence (Al) and bot technologies ’ chatbot
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Modern Architecture

A cynic might look at all these new start-ups and conclude that they will be
gobbled up by the big-suite companies. However, there is a fundamental reason
this may not happen. The software-development industry has gone through its
own transformation during the past decade, creating a new foundational
architecture in the process. Based on cloud technology, it is designed around
microservices supporting application programming interfaces (APIs). These
microservices allow apps to seamlessly connect to one another. This enables the
easy and seamless exchange of information across applications with no custom
coding required.

These advancements give users the best possible functionality and the ability to
quickly (and ideally cheaply) add and subtract it as needed. The traditional
functions we framed out in the rigid linear process in figure 1 are now
distributed through an extensible ecosystem in figure 4 that allows for very
precise, and even overlapping, employment of best-of-breed technologies. For
example, one might use Sievo for spend analytics but also employ Tamr for tail-
spend management. It is important to note that traditional systems such as
procure-to-pay (P2P) are still required and will not go away, but instead of being
closed systems, they will open up into a broader more flexible ecosystem.
Basically, this architecture evens the playing field. The suites will have to
compete on a best-of-breed basis instead of relying on arcane, non-value-add

features such as ERP integration.
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Figure 4
The new procurement technology ecosystem lllustrative
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Your Procurement Will Soon Be
Automated

Based on feedback from many of our procurement clients, it is evident to us that
operational procurement is well on its way to becoming fully automated through
Al. Major components such as P2P are going in that direction, and so are even
higher-value functions, such as automated buying, Al sourcing managers, and the
chatbot supplier help desk. In that case, chatbot help gives inquirers an
intelligent and automated way to check the status of invoice payments or ask

questions about request-for-proposal (RFP) events (see figure 5).
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Figure 5
Chatbot vendor help desk

Ally
Automated Customer Support

Jack
Hi, This is Joe's Office Supplies.
Ally
Hi, This is Ally. How can | help you?

Jack
(I wanted to check the status on invoice we sent.

Ally
| see the following invoices pending, INV
2001 and INV 2008.

These invoices are pending VP Procurement

approval. Do you want me to send a
reminder to VP Procurement?
Jack
Yes please.
Ally
Done. Anything else | can help you with...

Jack
(Yes, | want to check my SOX compliance status.

Ally
Sure. Give me a minute to check the
status for you.

You need to fill out a new requirement form
for 2018 to be in full compliance, here is the

link: https://www.blackstratus.com/
sox-compliance-requirements/

Jack
Thanks a lot, Ally...

Ally
You are welcome. Have a great day.
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Al is already embedded in individual applications, including services sourcing,
where it guides buyers through supplier identification, the RFP event, and
creation of statements of work. The tools empower users, freeing them to buy
what they need without procurement’s interference. Instead, procurement’s
value-add is that it engineered the system to deliver a seamless buying
experience that fits within the enterprise’s strategic objectives. Similarly, Al can
be embedded into predictive supplier-risk monitoring to read nascent signals
and proactively take the appropriate action without human intervention. For
example, if the system is monitoring a supply base and a particular supplier
becomes embroiled in a bribery scandal on the other side of the world, the
system can automatically score the initial risk, monitor it, adjust the risk score as
more information comes in, and pull up all contracts and spend associated with
that supplier so that the company can make decisions should the scandal grow.
Going further, the Al system could also use natural-language generation to
proactively draft (and post) press releases and social media content to manage

the story.

Perhaps the greatest potential of these new technologies is blockchain. And
perhaps the longest time-to-value of these new technologies will be blockchain.
Smart contracts using blockchain can prevent money from being spent in the
wrong place, which would eliminate all the effort in building spend cubes. Smart
contracts can be programmed to monitor supplier performance and reconcile it
against the agreed terms and conditions and then dispense payment as
conditions are met. This technology could completely condense and redefine the
entire contract management and P2P processes. It is important to note that
blockchain is still in its infancy and still lacks an agreed-upon underlying
technology protocol. However, assuming it comes to fruition, blockchain will
change how contracts are negotiated and disrupt the traditional negotiation

levers. Forward-looking procurement organizations will see benefits by riding
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this wave early, while understanding that blockchain will require a lot of

patience and investment.

Begin the Journey Now

There is no pre-existing, off-the-shelf game plan for adopting these new
procurement technologies and architecture. It is a journey that requires a CPO to
have vision, passion, and the willingness to take a ride, because technological
progress is never a smooth path.

Many procurement organizations are deciding what to do now with their aging
and underutilized procurement technology assets. They can choose one of three
paths to follow (see figure 6). The first option is to make a like-for-like
replacement with an updated core source-to-pay (S2P) system. For example, if

you own Ariba today you can switch to Coupa, or vice versa.

Figure 6
Starting the journey
Best-of-breed
1. Full-scale replacement with 2. Full-scale replacement with 3. Agile enhancement
new/upgraded end-to-end new/upgraded end-to-end of existing procurement
procurement suite procurement suite and technology, integrating and
adoption of new technology connecting to best-in-class
functional specialists
Benefits » Single end-to-end » Best-of-breed back-end » Modest investment over
procurement suite procurement tool, fully time and future-proof
(lower complexity) cqstomized to user iourpeys - Accelerated delivery of benefits
(highest benefits potential)
) . » Tools can be chosen to
« Agile adoption of new teghnology, customize the right journeys
enables short-term benefits
Trade-offs « Significant investment » High level of investment « Existing technology backbone
commitment over over a 2- to 3-year rollout remains (over time intelligent
a 2- to 3-year rollout and automated technologies

- Benefits realization takes may supersede the old systems)

years as opposed to months
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. Taking this path usually requires a couple of years and incurs expenditures in
the seven figures. It is also a single-shot decision, where the business is

committed to a specific technology for another generation or so.

. The second option is to do a like-for-like replacement and keep the existing
system while adopting individual best-of-breed solutions. This is the least
disruptive path. One major global client we work with opted for this route.
Knowing that its S2P platform will run out of life within the next couple of years,
it is managing its risk by actively piloting new tools in line with the timeline in
figure 2, while recognizing that the mosaic in figure 4 will be the future. The
company's expectation is that it may not implement an all-embracing S2P
replacement, but rather a set of agile tools that connect with one another. We see
many other companies that need to tackle the dilemma of being left with a white
elephant S2P solution (despite investing millions of dollars) choose this option as

a way to ease the transition to non-traditional providers and technologies.

. The third option is to embrace the new architecture at the outset and work to
adopt currently available individual solutions, updating them as they evolve. The
third route lets companies enjoy the benefits of being a first mover and influence
the evolution of these technologies. This path is actually the least risky in the
long run because it avoids over-investing in what will rapidly become outmoded
technology. But it takes a certain type of CPO with unique leadership skills, one
who is in it for the long haul, for it will take several years to fully realize the
benefits. We believe, though, that this third option, when paired with significant
automation, is increasingly going to be the right answer for more and more

procurement functions.

When it comes to technology, procurement can order its own future—and would
be wise to do so. Otherwise, the future will order what it wants, and there will be

no returns or guarantees.



