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Executive Summary

Supplier enablement, or the process by which buying organizations work with their suppliers
to exchange business documents electronically, is a proven e-business initiative. Well-
structured supplier enablement programs yield dramatic reductions in transaction costs, fewer
errors per transaction, and shorter cycle times for document processing.

Supplier enablement is an initiative driven by the buying organization, and from the buyer’s
perspective, the issues center on the general application of the 80/20 rule. For most buyers,
around 80 percent of the value attributable to received goods and services will typically
derive from 20 percent of the supplier base. That 20 percent of the supplier base is often
considered strategic to the buying organization, and therefore, the buying organization works
to ensure that these suppliers are capable of electronically transacting business documents.

The remaining 80 percent of suppliers account for only 20 percent of imputed value. As such,
the cost of managing these accounts is in inverse ratio to the value they provide. Given that
the cost of processing two invoices with the same number of line items is similar, regardless
of the invoice value, processing costs for the buying company are disproportionately higher
for its smaller purchases. In other words, while buyers will readily integrate the 80 percent of
transactions by value, it is frequently the remaining 80 percent by number that are not only
the most costly to process, but are also the most challenging to integrate. Thus, successfully
electronically enabling this large group of suppliers delivers the buying organization
extraordinary value that meets current boardroom requirements to leverage IT investments as
part of broader initiatives aimed at reducing the cost of doing business.

Drawing on practical examples, this paper looks at the benefits to be achieved today and the
challenges of enabling a community (both from the viewpoints of a buyer and its suppliers).
It explores the reasons why the remaining 80 percent of suppliers have not been integrated
and proposes ways to overcome each obstacle. Finally, the paper offers advice to the buying
organization that decides to employ a service provider to handle this integration project.
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Benefits Today

Running the business in a cost efficient manner is always a boardroom priority. To date, most
cost reduction projects have focused on the direct cost of doing business — acquiring goods
and services at the lowest price commensurate with meeting quality objectives. But this only
addresses part of the cost of doing business. Large organizations have long understood that
the indirect cost of doing business and in particular, processing paperwork, handling inquiries
and dealing with errors, is a significant cost. Supplier enablement programs offer companies
the chance to significantly impact the bottom line by addressing the indirect cost issue. This
can be achieved with a modest financial investment, producing the following major benefits:

e  Elimination of parallel processes. Companies frequently employ multiple methods of
supporting the same function. This is inherently inefficient. By minimizing the use of
manual processes such as fax and postal services:

o The resources required to oversee those processes can be reallocated to activities
that add value.

o Consistency in handling paperwork is achieved.

o Process errors are significantly reduced.

e  Maximizing value. Although most companies have existing supplier enablement
programs, they are often limited in scope with only a handful of suppliers participating.
By leveraging the existing infrastructure and boosting supplier participation in
established programs, buying organizations maximize the value delivered. Electronically
exchanging orders and invoices is widely accepted as a good starting point because it is
relatively easy to implement. But extending the number of documents using an
established infrastructure delivers incremental value.

e Reduced cycle times. When buying organizations expand existing supplier enablement
programs by requiring suppliers to send additional documents electronically, document
handling cycle time is progressively reduced through building on what has gone before.

o Improved supplier relationships. Suppliers that embrace electronic document exchange
see value from a reduction in handling queries and improved cash flow from reduced
cycle times. Clearly, suppliers that achieve these benefits are more likely to embrace
change.
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Supplier Enablement Challenges

The Buying Organization’s Perspective

Despite recognizing the advantages of electronic trade, companies do not often achieve
complete success in their attempts to reduce costs through supplier enablement. The
following represent common causes of failure:

Too many suppliers to enable

As mentioned above, the smallest invoices become the most expensive to process. In some
instances, this problem can be alleviated by reducing the number of suppliers, particularly in
the procurement of low-value items such as office suppliers. But while this approach
rationalizes buying activities and offers the potential for greater discounts from higher trade
volumes with preferred suppliers, it only provides a partial remedy. It doesn’t remove the
need to automate manual processes, nor does it work when the products are only offered by a
handful of specialist suppliers who provide “niche” or seasonal products.

Fear of imposing too great a cost on suppliers

Some companies are concerned about the cost of technology change for their suppliers.
Large companies recognize that their suppliers, particularly small companies, need simple
tools that produce savings without imposing significant changes in working practices.

Fortunately, advances in technology have created a range of software and services that are
affordable for even the smallest of suppliers. Electronic commerce vendors offering a
breadth of solutions can provide easy-to-use solutions to suppliers with little or no knowledge
of electronic trading. These solutions are addressed later in this paper.

Lack of knowledge about the supplier community

Certain elements are necessary in an implementation program to ensure success. One such
element is identifying the suppliers. Frequently a buying organization knows little about its
suppliers beyond the largest 20 percent. Having a clear identification of the targeted
suppliers — including their current contact information — is critical. If the makeup of the
supplier community is not understood, the company is unable to clearly articulate an
appropriate message to encourage them to participate.

To address this, a qualified supplier list must be created. The list must be targeted at the
community the buying organization wishes to trade with electronically, and it must contain
current information including the company name, division, alias (i.e. doing business as),
mailing address, business contact, business contact phone number, fax number and email.
Once an accurate list is compiled, an analysis can be made on the community to ensure that
the appropriate products and services are offered to suppliers. After examining the size and
make-up of the supplier community, it may be advisable to divide larger communities into
manageable phases.

Lack of internal commitment and communication

The company must be committed to the program internally. The most successful programs
are introduced by the company’s most senior procurement executive and are enforced across
internal departments. A dedicated rollout project manager and implementation team should
be assigned to work for the duration of the program. All employees on the project should
understand how electronic transactions will help achieve business goals, how other business
functions interacting with the suppliers will benefit, and how the program is being measured
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(e.g. the number of trading partners implemented by a certain date). In addition,
consequences must exist for those departments that do not support the program.

No time, money or expertise to initiate and manage program

Most companies readily admit that integrating all of its suppliers would be cost effective in
the long run, but they are overwhelmed by the project. Contacting each supplier, explaining
the initiative, and seeing the effort through to conclusion — including testing the supplier’s
documents to make certain the connection works — is time-consuming. Many buying
organizations can’t afford to reassign employees to this new task. Other companies lack the
in-house expertise needed to develop a program or manage its ongoing operations. Some
organizations have the necessary expertise, but do not want key employees to be given
additional responsibilities.

Outsourcing the project solves the problems. Companies can best be served by letting a
trusted vendor oversee and manage the initiative. Homebase is one such company. With 300
stores throughout the UK serving 1 million customers each week, the home improvement
retailer has a large supplier community. The company launched its “100 percent electronic
trading initiative” with the goal of integrating all its suppliers. But like many companies,
Homebase had other technology initiatives underway that prevented it from concentrating
solely on one program. To oversee and manage its supplier enablement campaign, Homebase
turned to Global eXchange Services (GXS). “I would have liked to assist in pushing the last
few difficult suppliers, but unfortunately, I was needed on an SAP implementation, “ said
Tessa McAlpin, EDI Manager of Homebase. “(Despite that) the roll out has been extremely
successful. We now have only a small way to go until we are fully 100 percent.”

An experienced vendor can apply its best practices to the project, making this potentially
complex, time-consuming initiative a straightforward program.

Lack of external commitment and communication

Even if a company has gone to great effort to organize itself internally and has committed
appropriate resources to the program, the initiative can fail due to poor external execution. A
company should communicate its electronic trading strategy to its suppliers with a compelling
letter. The letter should include an explanation of why the company has chosen its electronic
trading strategy and the deadline for trading partners to comply with the request. The
company’s support and sponsorship of the program should be communicated strongly, with
end dates and stated penalties for non-compliance. The company must be capable and ready
to implement consequences if a supplier opts to ignore the mandate. Letters can also tempt
suppliers with extra bonuses for compliance, such as the possibility of gaining preferential
status and thereby being in a position to increase their share of trade with the buying
organization.
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The Supplier’s Perspective

From the suppliers’ perspective, different issues emerge. Companies launching supplier
enablement initiatives most often hear these protests from their smaller trading partners.

Overwhelming complexity

Computer-to-computer information exchange is difficult, even for large companies with
technical know-how. For a smaller company with less expertise and resources, the
complexity can be overwhelming.

Consider a standard business document. Most individuals have a rough idea about the
component parts of an invoice or order, but each company interprets the precise content of
these and other documents in accordance with accepted industry practices, individual
corporate requirements and business rules. From an IT perspective, reflecting those individual
needs was not a problem so long as organizations did not communicate with one another.
Developers didn’t need to consider how documents in one business might be understood in
another. Nor did it matter if the software was assembled in a proprietary fashion. However,
these incompatibilities become critical when documents are to be electronically exchanged
between companies.

Accounting applications are a good example. They all perform the same basic function —
recording sales, purchases, and bank and credit transactions using the ‘double-entry’
principle. To build these applications, developers use logic code proprietary to the
developer’s chosen way of assembling the package. Thus, each accounting package may
look the same on the outside, but internally operates differently. Integrating its data into a
different program isn’t simple.

The challenge of integration multiplies when the number of software packages increases.
Oftentimes a number of accounting, purchasing, order entry, and warehouse systems must be
linked. Consider a two-way communication involving 10 systems. On average, there will be
90 points of integration to construct and maintain, making ‘point-to-point’ integration
between different systems extremely complex and costly. The rise in new application
categories and technologies compounds the problem. For example, although eXtensible
Markup Language (XML) is acknowledged to be a major advance, XML has also evolved
into a number of different flavors, making its general application impossible.

This complexity is why smaller companies have shirked from electronic transaction
initiatives. They are often only prepared to handle basic means of communication, such as
fax, mail, and e-mail, and the process change required for electronic, system-to-system
trading requires a strong commitment. For many suppliers, often the best recourse is to rely
on a third party for services instead of handling it internally. By outsourcing their program,
the supplier is sheltered from any program, version, or method of communication changes
initiated by customers. This is seen in two of the case studies, Southwest Church Supplies
and Dartnell Enterprise Inc. referenced later in this paper.

Lack of money and technical resources

While major suppliers may have the capacity and business volume incentive to make a
significant investment in the necessary infrastructure, smaller suppliers often perceive it to be
too expensive, requiring extensive changes to existing systems. They neither have the staff
nor the skill to work through the intricacies of the requirements. This is further complicated
when a small company must manage a number of customers — all of whom have different
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needs. Smaller suppliers can show a marked lack of enthusiasm for these projects, with many
expressing deep concern about their customers forcing unwelcome and costly changes upon
them.

Advances in technology have made these fears unfounded. New, easy-to-use, automated
solutions are available to help suppliers select a solution and test their documents
automatically, making the process of electronically connecting to their customer
straightforward. Miriam Mall, a senior programmer/analyst for Clover Leaf Seafoods used
such a tool offered by GXS when her company was asked to electronically transact business
with a large Canadian grocer. “The Web site made it easy to test EDI transaction
documents," Mall commented.

Shawn Mills, EDI Manager for Elco Fine Foods, made similar remarks when he used the tool
to connect to the same grocer. He liked the uncomplicated process, commenting that
"regardless of format (transmission through EDI or uploading text documents), the
acknowledgement was almost immediate, and the results were posted within minutes.” Mills
found the FAQ section of the tool to be helpful and added that “anything not found in this
section was handled by the support staff quickly. Personally, this is the way all EDI testing
should be handled. The response times are quick, and the reporting makes troubleshooting so
much easier. It was a great experience from start to finish."

Because these Web-based tools can distribute reference materials, updates and other
communications, it frees the buying organization from these tasks. Smaller suppliers are
often surprised by the information available and overall ease of the process. After completing
document testing with his customer (a large drugstore chain), George Vine, MIS Manager for
Quality Home Products, said, “It was simple. All I had to do is follow the instructions in the
order set out on the Web site. All document testing should be handled using this program.”
When the integration process is clear and the tools are easy to use, suppliers are pleasantly
surprised and genuinely grateful, thereby forging the way for a better trading partner
relationship.

No visibility of return

Another common objection by smaller suppliers has been that the benefits of enablement are
only apparent to their customer. Research has proven that sending electronic transactions in
EDI format delivers dramatic business benefits such as lower transaction costs, fewer
transactions with errors, fewer errors per transaction, and shorter cycle times. Yet the only
companies that derive these benefits are those that integrate the process within their standard
business process and eliminate data re-keying.

Until recently, only large companies did this integration. For other companies, the cost was
too great. If a smaller company implemented EDI to satisfy an important customer, they
usually did so using a “rip and read” type of workstation solution which increased their costs,
as they still had to re-key all the EDI data into their backend accounting systems. The only
advantage of the new EDI solution was that these companies retained the business of their
important clients.

New technology has changed this. For example, software is now available that readily
integrates to the accounting packages used most commonly by small and medium-sized
companies. As a supplier creates and receives business documents, the information is
imported and exported into the accounting package. This decreases manual entry
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requirements, thus eliminating the need to re-key data and saves time while simultaneously
reducing data errors. Furthermore, in-house programming expertise is not needed.

Benefits must be shared across the community, not be disproportionately weighted in favor of
the buyer and its major trading partners. Although large customers may have the economic
muscle to force suppliers into adopting new processes and supporting technologies, the
reaction is likely to be lukewarm. The better approach is to sell suppliers on the value by
encouraging them to participate in it. G.H. Meiser and Co. demonstrates this story later in
this paper.

Summary

Although enabling a supplier community does not come without its share of challenges,
buying organizations have many practical methods of facilitating the process. Advances in
technology, lessons learned through internal history, and outside vendors seasoned with
experience can all help to ease what was once a burdensome, if not overwhelming, task.
Finally, given the current economic environment, there has not been a better time to elevate
supplier enablement into a top e-commerce initiative.
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Selecting the Right Provider

With few exceptions, most large companies work with an electronic transaction management

service provider when launching and operating a supplier enablement campaign. Buying

organizations should look for the following in a vendor:

Experience. Vendors with experience in engaging, electronically connecting, and
managing large trading communities understand the effort needed to enable suppliers.
They can suggest tactics for overcoming obstacles based on past work. Frequently
vendors will propose appropriate studies that will help pinpoint the best technology
solution to meet business goals.

Global reach. 1f the buying organization has suppliers located around the world, the
global capabilities of the electronic commerce vendor are critical. A vendor should
be able to offer solutions localized in multiple languages, based upon local language,
terminology and business rules.

Financial stability. Often forgotten but certainly important is the need to find a
provider that shows a financial track record indicating a long term commitment and
ability to deliver service excellence.

Breadth of solution offerings. A vendor should have a plethora of offerings available
to accommodate any range of needs proposed by suppliers.

o Services. Smaller suppliers with relatively few transactions might best be served
via a Web-based forms solution or an outsourced translation service as these
solutions have no requirement to install and configure software. In addition,
maintenance and updates become passé as the service provider handles this
aspect on the supplier’s behalf. Finally, although there is little room for
customization, the supplier has an easy-to-use method that is highly cost effective
and will almost certainly satisfy even its largest customers.

e Software. For suppliers preferring to retain ownership and full control of their
EDI programs, an in-house software solution is best. Suppliers can choose a
product depending on the functionality desired. For example, a company sending
one or two documents a month to a single customer might prefer a simple,
Windows-based solution that offers standard EDI-translation capability. Such
software will satisfy a customer’s EDI requirement, although it does not offer any
further value. An improvement on this would be a desktop solution that provides
tools to integrate the data internally. Instead of the data transmission being an
activity that is detached from the main business, it becomes part of the
company’s technology ‘package,’ driving progress, while eliminating costly
manual processing.

Regardless of the solution selected, recent experience among suppliers suggests a

considerable degree of caution is required during the software and service provider selection

process. Some providers fail to provide the level of ongoing service required to ensure

continuous operations or fail to provide the technical backup to ensure that all document
types and templates are readily available for fast track implementation. These are critically
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important issues that are only addressed by service providers that demonstrate deep
experience with businesses of all sizes, and are willing to provide customer references.

Summary

At one time choices were limited to expensive, proprietary networks. This is no longer true.
Whether owner managed, Web-based or desktop, there are solutions to satisfy all sizes of
company. The choice one makes is dependent on individual circumstances. It is important

therefore to understand needs in the context of today and tomorrow’s business requirements.

Service provider selection is fraught with difficulty. Care in the selection process — with
particular attention to demonstrable service excellence, scale and commitment — are critical
success factors.
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Action Points

The latest generation of supplier enablement technology provides answers to many of the
issues that hampered early adoption from the perspective of both buyers and suppliers. The
breadth of available solutions adds a degree of flexibility not previously available to
suppliers. However, successful adoption still requires consideration of the following steps:

e Large organizations have the power to impose change on their suppliers, but supplier
resistance is best overcome when imposed adoption is accompanied by tangible
incentives. Communicate the value.

e Buying organizations should look to adopt technology platforms and services that
minimize the scale of IT-related change for smaller suppliers.

e Organizations should look to a transaction management service provider with a
proven record of success that can demonstrate a cost-effective solution alongside a
variety of software and service options.

e Recognize that adopting technologies can provide significant ongoing benefits to
even the smaller businesses.
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