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Abstract 
This report presents the findings of a final thesis project conducted for the Group Purchasing Unit 
(GPU) of SKANSKA AB in Solna (Sweden). Research was done on how to organise for indirect 
materials and services in order to obtain sustainable purchasing synergy for SKANSKA, in line with 
SKANSKA's strategy. One of the most important parameters for SKANSKA to obtain purchasing 
synergy is to create transparency in the supplier market (external transparency) and transparency in the 
internal needs (internal transparency). To obtain internal transparency for SKANSKA, first of all a 
category segmentation was designed. More importantly, the determination of the right category 
strategy was identified as one of the key factors to obtain purchasing synergy. Therefore, a category 
strategy determination (CSD) process was designed to create internal and external transparency. 
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Management Summary 
This final thesis took place within the Group Purchasing Unit (GPU) of SKANSKA AB in Solna 
(Sweden). About one year ago, the CEO of SKANSKA appointed a Senior Vice President of 
Purchasing (SVPP) to establish a GPU, facilitating and coordinating the global procurement processes. 
Since the GPU was momentarily getting started, a lot of models, processes, and structures needed to 
be decided on. Therefore, SKANSKA's SVPP asked as initial assignment to determine a purchasing 
structure and implementation model for globalising indirect materials and services, aligned with 
SKANSKA 's purchasing strategy, in order to get sustainable purchasing synergy. 

Key Findings 
Indirect materials and services are defined as those materials and services that are not directly 
allocated to the project sites (IAMS). It appeared that SKANSKA does not have control over IAMS 
spend, because the IAMS are not as vital to the core business and therefore, only contribute to the 
costs instead of the profit. As result, the costs for these products and services are much higher than 
they could be. A minimum of 10% cost savings is ensured by senior executives of prominent 
multinationals in different industries. 

In the diagnosis phase, six problems were found to be the main causes for not having control over 
IAMS. These problems, recognised by the SVPP, were the following: 'Insufficient (cross-) 
communication', 'Creatively used budgets', 'Resistance to change of BUs ', 'Maverick buying', 'No 
good procedure to globalise IAMS', 'Lack of transparency in IAMS Spend and Market' . To obtain 
more purchasing synergy, SKANSKA should first of all obtain transparency in the IAMS spend and in 
the IAMS market. As a result, the initial assignment was translated into the following problem 
solution: Design a category management model in order for SKANSKA to obtain transparency and 
optimisation in the IAMS spend and market. And finally, it was decided that the models shouldfocus 
on the clear identification of inputs in order to optimise the sourcing strategy of a specific (sub-) 
commodity, since all companies, which participated in a benchmark study, prioritise the decision on a 
strategy of a category sourcing project. By implementing capable resources, common processes, and 
common enablers simultaneously SKANSKA is able to obtain purchasing synergy. Other learning 
points from these cases are the following. First of all, it is important to understand the function of the 
product that will be sourced in order to optimise the savings and the usage of the product. Also it was 
interesting to learn that making a BU manager responsible for the implementation will help 
downsizing the resistance to change. These companies also argued that it is not important how to 
segment the categories, as long as they are segmented in a clear and structured way. Also, SKANSKA 
could plan for global sourcing by the use of incremental steps for implementing the global 
coordination effort, in particular, to involve the BU in the sourcing projects. Finally, mandate from top 
management and BU management is crucial for the success of the coordination effort. 

One of the first steps that should be taken for this global coordination initiative is the creation of a 
spend cube. With the category segmentation presented in Figure 1, internal transparency could be 
created. 

Site 
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Figure 1: Commodity segmentation 
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In addition, it is vital for SKANSKA to make sure they choose the right strategy for their IAMS 
categories, since SKANSKA does not have a transparency in the market and internal needs. The 
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category strategy determination (CSD) process, presented in Figure 2, is created to support the 
decisions to obtain the optimal category sourcing strategy. 

Figure 2: Category Strategy Determination Process 

This category segmentation and CSD process focus on the globalisation of the indirect materials and 
services and is in line with the purchasing strategy. Sustainable purchasing synergy is obtained by the 
creation of transparency in the internal needs and the external supplier market. Internal transparency is 
created by clear segmentation and external transparency is created by the structured way of working in 
the CSD process. 

Recommendations for Senior Management 
In order to obtain sustainable purchasing synergy, and as result, to lower the costs of SKANSKA as 
one company, the BUs should obtain capable resources, one system, one process, and one language: a 
'One SKANSKA' view. This view should be made owned by the CEO, top management, and BU 
management. Also, the purchasing function should become more mature. Therefore, capable resources 
should be allocated to the sourcing projects on BU level. These resources should be specialists in one 
specific field, they should have knowledge of the supplier market, but more importantly, they should 
understand the importance of the 'One SKANSKA' focus, instead of optimising BU agreements, and 
should be willing to participate in this management change. It should be noted that currently, 
insufficient, incapable resources are appointed for the sourcing teams. It is recommended to change 
the team member selection criteria and to increase the number of sourcing specialists. The number of 
resources allocated to the sourcing projects should exist of at least one sourcing specialist per category 
per BU. It should be noted that the processes, enablers, and systems need to be implemented 
simultaneously. 

To efficiently obtain internal transparency, it is recommended to implement the proposed IAMS 
segmentation and to create a spend cube. This implementation should be accompanied by the addition 
of a coding system, integrated with the coding system of direct materials. Also, the level of detail 
should be extended and defined. In addition, the purchasing systems on BU level should be integrated 
with the purchasing system of the GPU and the purchasing systems should be connected to the 
financial systems to efficiently extract the data. 

It is also recommended to implement the CSD process in order to create a common way of working, 
and internal and external transparency. It is advised to first test the model with one sub-category, to 
obtain insight in the possible optimisation of the process. To be able to efficiently make use of the 
CSD process, a manual should be made for this process. In addition, it is advisable to train the 
purchasing specialists in the sourcing process and in particular, in the use of the CSD process, since 
this process is identified as the most important part of the sourcing process. 

Recommendations for Further Research 
To be able to select the right resources for the sourcing teams, research should be done in the field of 
team member selection. Also, research should be done on the possibility to connect the purchasing 
systems and the financial systems, and the integration of the purchasing systems of the BUs and the 
Group Purchasing Unit. Finally, since this final thesis project has mainly focussed on data of 
SKANSKA Sweden and the Nordics, it is advisable to do examine whether the findings in this report 
are applicable to all the other BUs. 
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Abbreviations 
AB 
BOM 
BU 
CEO 
CPO 
DM 
IAMS 
IEMS 
IMS 
IT 
FA 
FAT 
FTE 
GPB 
GPU 
HR 
KPI 
MRO 
R&D 
RFI 
ROI 
SEK 
SIM 
SOX 
SSP 
SVPP 
TCO 
TU/e 
UNSPSC 

a company registered on the Stockholm stock market 
bill of material 
business unit 
chief executive officer 
chief purchasing officer 
direct materials 
indirectly allocated materials and services 
Industrial Engineering and Management Science 
indirect materials and services 
information technology 
frame agreement 
frame agreement team 
full time equivalent 
group purchasing board 
group purchasing unit 
human resources 
key performance indicator 
maintenance, repair and operations 
research and development 
request for information 
return on investment 
Swedish crone 
savings identification model 
Sarbanes-Oxley 
strategic sourcing plan 
Senior Vice President of Purchasing 
total cost of ownership 
Eindhoven University of Technology 
universal standard products and services classification 
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Definitions 
Buying: 
The term buying relates to the purchasing process, however, it excludes determination of the 
specifications. 

Category: 
Sub level of a commodity. 

Commodity: 
Group of similar items (Billson, 1998). 

Commodity management: 
The active management of the sourcing and supply of groups, if similar components to improve cost 
and operational effectiveness. (Billson, 1998) 

Corporate coherence: 
The extent to which the different parts of a corporation operate and are managed as one entity 
(Axelsson et al., 2005). 

External transparency: 
The transparency in the supplier market. 

Governance model 
A model that controls the way an organization such as a business or society operates (adapted from 
Macmillan, 2002) 

Indirect materials and services: 
The definition used in this report is 'the sum of all purchased goods that do not end up in products or 
services delivered to the customer' (CAPS Research, 2003). 

Internal transparency: 
The transparency in the spend. 

International sourcing: 
Non-home market sourcing focus of a particular local unit. 

Global sourcing: 
The integration and coordination of procurement requirements across worldwide business units, 
looking at common items processes, technologies and suppliers (Stevens, 1995). 

Manufacturing performance: 
The fundamental competitive priorities of operations strategy: quality, delivery, new product 
introduction time, cost and profitability. 

Maverick buying: 
Those purchases for which the normal company channels are not used, but are bought at another 
supplier (PSC, 2002). 

Procurement: 
All activities that are required in order to get the product from supplier to final user. This also includes 
logistics. Procurement is viewed as the business process that ensures the availability of products and 
services. 
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Purchasing: 
All the activities for which the company receives an invoice from external parties. 

Purchasing maturity: 
Purchasing maturity reflects the level of professionalism (Rozemeijer et al., 2003). 

Purchasing synergy: 
The regrouping and combining organising and implementation activities of different BU into one 
purchasing structure, which results in better knowledge management, economies of processes, or 
economies of scale. 

Sourcing: 
The more strategic, tactical part of the purchasing process: Selecting suppliers and contracting. This 
includes, selecting suppliers, and contracting the suppliers. 

Supply: 
The operational part of purchasing and exists of ordering, expediting, follow-up and evaluation. 

Supply base: 
The supply base is the current number of suppliers supplying a specific (sub-) category. 

Traditional purchasing: 
The purchasing activities of a local unit focussed on local surroundings. Strategically oriented 
sourcing are the sourcing activities of a central led purchasing unit, which focuses on a local area. 
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1 Introduction 
Due to the fragmented market and their project based buying patterns, construction companies have 
been dominated by their suppliers and wholesalers, however, they try to obtain more control over the 
supply chain. In addition, since the economic decrease and the privatising of the European market the 
construction industry has felt an even greater pressure to reduce costs and take more control over the 
supply chain. Furthermore, the growing competition of Asian construction firms and the general shift 
of production to low-cost countries are forcing the construction firms to reorganise their processes in 
order to stay in business (PSC, 2004 ). 

Traditionally, the construction industry is a decentralised and fragmented market (Ostergren & 
Huemer, 1999; Ngowi et al., 2004). Until recently, there was hardly any communication or 
synchronisation between projects. In order to reduce costs to stay ahead of competition, the 
construction industry is moving towards a more industrialised way of working, moreover coordinating 
and streamlining the supply chain. 

One of the areas going through major changes is the purchasing function. Where first the purchases 
were handled project based by project managers, currently it is a trend to establish a central unit to 
coordinate the aggregation of volumes, reduce the supply base, and facilitate the communication 
between several parties. It should be noted that the construction industry is hardly comparable with 
other industries because of changes in project locations and the uniqueness of every project (Swedish 
Institute, 2004). Taking into account that these changes will probably bring a lot of resistance, the 
construction firms are carefully considering the different strategic options and implementation 
strategies. 

1.1 Background of the Thesis 
This final thesis takes place within the Group Purchasing Unit (GPU) of SKANSKA AB in Solna 
(Sweden). SKANSKA is active in four different business streams: Construction, Residential Project 
Development, Commercial Project Development, and Infrastructure Development. SKANSKA 
Construction can be split up between 'Civil' and 'Building'. Civil represents the construction and 
maintenance of road projects and building consists of the construction and maintenance of building 
facilities. In 2004 SKANSKA employed approximately 54.000 employees and had a Net Sales of 
about€ 13 billion, divided between fourteen Business Units (BUs) (Annual Report 2004), which are 
presented in SKANSKA's organisational chart, in Appendix A. On national and Scandinavian level, 
SKANSKA is the biggest player on the market. On European level SKANSKA comes in second after 
Vinci (France) and on global level SKANSKA comes in third place after Vinci and Bouygues 
(France). Typically, the competition to bring in a project mostly takes place on a local or national 
level. 

About one year ago, the CEO of SKANSKA appointed a Senior Vice President of Purchasing (SVPP) 
to establish the GPU, facilitating and coordinating the global procurement processes. Because of 
SKANSKA's size, this unit does not focus on the coordination between projects, but more on the 
coordination between the different BUs. The strategic focus of the next two years of the GPU is: 

Professionalize purchasing process, 
Increase use of national and global agreements, 
Expand these agreements in number and geographic places, 
Measure savings and compliance (Strategy SKANSKA Group Staff Purchasing, 2005). 

Management of the supply chain with a focus on value chain costs is a long term strategic objective. 

1.2 Initial Assignment 
Since the GPU is momentarily getting organised, a lot of models, processes and structures still need to 
be decided on. In order to get full endorsement of the board for the GPU's existence, it is of great 
importance to found the decisions to be made and to show results. However, since a GPU in the 
construction industry is quite innovative, there are hardly any best-practices in the industry available 
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to learn from. Moreover, the project focus of the construction industry should be taken into account 
when SKANSKA is compared with other industries. More importantly, it is not yet clear to the GPU 
which models exist and which model is best applied to SKANSKA. 

However, the SVPP had the impression that a particular part of their purchases, namely indirect 
materials and services (IMS), could be very similar to the indirect purchases in other industries. Since 
every company needs for instance office supplies, these best practices could be used to determine 
SKANSKA's strategy on IMS. Also these IMS are less unique than the products needed for 
construction activities. 

Therefore, SKANSKA's SVPP asked to determine a purchasing structure and implementation model 
for globalising indirect materials and services, aligned with their purchasing strategy, in order to get 
sustainable purchasing synergy for SKANSKA. 

1.3 Scope 
The indirect materials and services (IMS) are chosen to focus the research on. Because of 
SKANSKA's size, BU SKANSKA Sweden (Construction) is used as a pilot, stipulating that the 
designed model can be used in a broader perspective, namely on corporate level. SKANSKA Sweden 
represents about 20% of overall spend. In this report, the corporate unit of SKANSKA is referred to as 
SKANSKA AB, the Swedish business unit is referred to as SKANSKA Sweden, and SKANSKA is 
used when talking about SKANSKA as one global company. 

1.4 Project Objectives 
The objective of the Industrial Engineering and Management Science (IEMS) program is to educate an 
industrial engineering and management science professional, to apply the acquired scientific 
knowledge to a managerial problem. The final stage of the IEMS program, the thesis, puts the 
scientific knowledge into practice. 

1.4.1 Thesis Objectives 
The objective of the thesis is to develop the skills mentioned above and to learn independently 
implementing the obtained knowledge in a business environment. When the thesis is finished, a report 
will be delivered to SKANSKA, which should contain a thorough analysis of the current SKANSKA 
situation, resulting in a problem description. Subsequently, a proposal is made for the SKANSKA 
problem and an implementation plan of the chosen solution is presented. 

1.4.2 Personal Objectives 
My personal objective is first of all to contribute to SKANSKA's strategy, by delivering SKANSKA a 
useful tool that can be used for the implementation of purchasing synergy. Secondly, I would like to 
improve my presentation and writing skills in English, in order to broaden my career scope. Thirdly, I 
would like to improve my time management and project planning, which I consider to be very useful 
in the future in both personal and working environment. Fourthly, I would like to adapt to an 
independent way of working, which will be the first time for me. Finally I would like to adapt to the 
different environment and culture, in order to make my stay an unforgettable experience. 

1.5 Report Outline 
This project is organised according to the organisational advice process of Kempen and Keizer (2000). 
Kempen and Keizer explain that the organisational advice process consists of three phases, divided 
into ten steps. In the first phase, the Diagnosis Phase (step one till five: External orientation, 
engagement interview, orientation interviews, analysis, feedback), the processes and the problem 
description as defined by SKANSKA are investigated. In the second phase, the Strategy Design Phase 
(step six and seven: Planning and orientation, and in-depth research), the final diagnosis is determined 
and possible solutions are presented. The last phase, the Implementation Phase (step eight till ten: 
Implementation plan, implementation, and follow-up and evaluation), a proposal for the 
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implementation of the solution is presented. This report will cover step one till eight because of time 
limitations. 

In addition, the diagnosis phase and the strategy design phase are structured by the research method of 
Verschuren and Doorewaard, as discussed in Van Aken et al. (2001). This method will be explained in 
more detail in the next Chapter. Moreover, research questions are used in these two phases as guidance 
for the research. As result, the diagnosis phase and the strategy design phase are introduced by the 
research questions and the research method in the beginning of that phase. 

The report proceeds along the following outline. In Chapter 2, the Current situation and problem 
analysis, the diagnosis phase is presented. In this chapter, the research questions and research method 
for the diagnosis phase are stated, the related theory is compared with the current situation of 
SKANSKA, and the problems that occurred are described. Finally the conclusion of the diagnosis 
phase is stated. In Chapter 3, the research objectives and the research questions for the strategy design 
phase are presented. This chapter describes how in-depth research results in a design that will solve 
the problem, identified in Chapter 2: The lack of internal and external transparency. Both the internal 
and the external transparency can be created by optimising the category management processes. 
Chapter 4, the strategy design phase, presents how the category management is managed in the 
literature and in practice. After that, an analysis is made which concludes in the objectives of the thesis 
project: The designs. Chapter 5 presents the first design: The Category Segmentation. Chapter 6 
describes the second objective: The Category Strategy Determination Process. Also, an example of the 
implementation of this model is given in this chapter. Finally, the answers to the research questions of 
the strategy design phase are presented In Chapter 7, the final conclusions are presented, in which the 
overall conclusion of the thesis project is given. This includes a summary of the sub conclusions and a 
verification of the project objectives mentioned in Section 1.4. Finally in Chapter 8, recommendations 
for the usage of the designs and for further research are stated. Chapter 7 and Chapter 8 represent the 
first step of the final phase, the implementation plan. 
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2 Current Situation and Problem Analysis 
This chapter presents the results of the diagnosis phase. The diagnosis phase consists of an external 
orientation, internal interviews, an analysis of the current situation, and the feedback given by 
SKANSKA. In this chapter, the research questions, the research method, the related literature, the 
current situation, and the problem description of SKANSKA are given. Finally, the conclusion of the 
diagnosis phase is presented in which the research questions, as stated in the next section, are 
answered. 

2.1 Research Questions and Research Method for the Diagnosis Phase 
The initial assignment focuses on a desired situation, in which it is not clear why a gap exist between 
the current situation and the desired situation: Why does SKANSKA not have purchasing synergy? In 
order to understand why SKANSKA has not yet been able to close this gap, a gap analysis should be 
performed. To be able to perform the gap analysis, the following questions will support this research: 

What is purchasing synergy? 
What does globalisation mean? 
What are indirect materials and services? 
How does the construction industry organise its sourcing process? 
What is the current situation of SKANSKA 's indirect materials and services? 
Why are indirect materials and services important for SKANSKA? 
What are the biggest problems for SKANSKA to obtain purchasing synergy for indirect 
materials and services? 
Which problem should be addressed during this thesis project in order to obtain purchasing 
synergy? 

On the basis of these research questions, the research method for the diagnosis phase is developed. 

Van Aken et al. (2001) discuss a research model developed by Verschuren en Doorewaard that puts a 
research project in a structure. They argue that the theory, interviews with specialists, and industry 
data should be confronted in an assessment tool and this tool should take the current processes into 
account to decide on a diagnosis. This thesis report uses this model to structure the diagnosis process. 
In Figure 3, the model adapted to the diagnosis phase of this thesis project is presented. 

Theory Purchasing 
Synergy 

Theory Globalisation 

Theory indirect 
materials & services 

Internal Interviews 
with Purchasers 

Construction 
Industry Data 

~~ 

.... .... 

,, 

Cause & Effect 
Diagram as Diagnosis 
Instrument 

.H 
Diagnosis & 

...._ Focus for the 
H 

..... 
Strategy Design 

SKANSKA's Current 
Phase 

Situation 

Figure 3: Research Model according to Verschuren and Doorewaard (Van Aken et al, 2001) 

First of all, a literature study on purchasing synergy, globalisation, and indirect materials and services 
is performed. Next, to get a first impression of SKANSKA's current situation, thirteen interviews 
based on a semi-structured questionnaire (Emans, 1990) were held with fourteen purchasers of 
SKANSKA Sweden and SKANSKA AB. In order to get a triangular perspective, these interviews 
were held within different layers of the organisation and within different regions. The summary and 
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conclusions of the interviews have been verified by the interviewees. The questionnaire is presented in 
Appendix B. Also, other BUs were interviewed on the basis of a semi structured interview to get an 
idea about how the other BUs organise their IMS. This interview scheme is presented in Appendix C. 
The results of the theory, the interviews, and the historical data are put into a Cause and Effect 
Diagram as diagnosis instrument, in order to formulate problem definition. In the following sections, 
these considerations are discussed and result in the diagnosis of SKANSKA. 

2.2 Related Theory 
Purchasing can directly affect (positively or negatively) overall performance of a company (Monczka 
et al, 2002). Besides cost savings, it could for instance affect the ability to respond to changes in 
demand and supply, and it could also affect quality assurance (PSC, 2002A). A way how purchasing 
can positively effect the total performance is by purchasing synergy (PSC, 2002A). 

2.2.1 Purchasing Synergy 
In the assignment description, purchasing synergy was mentioned as a desired effect of the thesis 
outcome. There are different ways to define purchasing synergy. For instance: Purchasing synergy is 
the positive effect of changing the purchasing structure by regrouping and combining organising and 
implementation activities into one purchasing structure (De Sitter et al., 1998). Another definition is 
'the management of value-adding linkages in the area of purchasing between different business units 
in a multi-business company' (Rozemeijer, 2000). In addition, Rozemeijer et al. (2003) argue 
purchasing synergy to be 'any benefit resulting from any form of cooperation between two or more 
BU belonging to the same organisation'. It is interesting to note that often purchasing synergy is only 
referred to as economies of scale; however, global purchasing synergies can be divided into three 
categories (Faes et al, 2000): Economies of information and learning (Knowledge management), 
Economies of processes (Establishing a common way of working), and Economies of scale (Pooling 
volume to enforce purchasing power). In this report, synergy includes the regrouping and combining 
of organising and implementation activities of different BUs into one purchasing structure, which 
results in better knowledge management, economies of processes, or economies of scale. This does not 
include the definition of value adding linkages (Rozemeijer, 2000) because this definition is too vague. 

Several different terms are used for purchasing a product: Buying, procurement, purchasing, or 
sourcing. In many cases these words are used interchangeably (Axelsson et. al, 2005; Rajagopal & 
Bernard, 1993; Van Weele, 2002). Since SKANSKA does not have one purchasing structure for all 
BUs, it is useful to focus on the strategic and tactical part of the purchasing process first (Axelsson et. 
al, 2005); therefore, this report only focuses on the input of sourcing and sourcing itself as defined by 
Van Weele (2002). This includes, determining specifications, selecting suppliers, and contracting the 
suppliers. This does not include operational part of the purchasing process: Ordering the product, 
expediting, and follow-up and evaluation. 

2.2.2 International vs. Local Sourcing and Decentralised vs. Centralised Control 
Globalisation can be interpreted in two different ways (Arnold, 1999): Operating in international 
marketplaces and globalisation in strategic control. These two dimensions are presented in Figure 4. 
The horizontal axis represents the level of operating in international marketplaces, and the vertical axis 
represents the level of strategic control. 

Centralised control means that the sourcing activity is carried out on a central (higher) level within the 
organisation hierarchy; and decentralised control means that the sourcing activity is organised on a 
lower level within the organisation hierarchy. International or local focus is the focus level of the 
sourcing activities. For instance buying a pencil in the local shop or buying it in China. In this report 
the following definitions are used: Traditional purchasing are the purchasing activities of a local unit 
focussed on local surroundings. Strategically oriented sourcing are the sourcing activities of a central 
led purchasing unit, which focuses on a local area. 
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Figure 4: Different globalisation dimensions 
(adapted from Arnold, 1999) 

In this report, 'International Sourcing' is 
referred to as a non-home market sourcing 
focus of a particular local unit. 'Global 
sourcing is the integration and coordination of 
procurement requirements across worldwide 
business units, looking at common item 
processes, technologies, and suppliers' 
(Stevens, 1995). Please note that in literature 
however, global sourcing is often referred to as 
international sourcing (Monczka et al., 2002; 
Giunipero & Monczka, 1997). One could 
question whether international sourcing is 
efficient and I or effective for SKANSKA. 
Empirical results show that both different BUs 
as projects within one BU bought the same 
products from the same supplier, but for 
different prices. 

Many authors argue that a specific chronological sequence can be found in the four different sourcing 
strategies, presented in Figure 4 (Arnold, 1999; Monczka & Trent, 1991; Axelsson et al., 2005; Van 
Weele, 2002). A company usually goes from decentralised, traditional purchasing via international 
sourcing towards a more centrally coordinated proactive sourcing. However, not every company needs 
to reach an overall centrally coordinated company (Monczka & Trent, 1992; Rozemeijer et al., 2003). 

The reason for sourcing outside the home market is first of all for lower prices. Other reasons are: 
stimulating competition among suppliers, better quality, faster product development cycles (PSC, 
2004 ). An international focus is used for bulk products, standard products, or in case of high price 
differences. A local focus is preferably used when it concerns a high-tech product for which the 
product specification often changes. This kind of sourcing requires intensive communication, high 
flexibility and precision of delivery terms (Monczka et al, 2002). 

Several arguments are given in literature in favour of centralisation, but also in favour of 
decentralisation (Arnold, 1999). Van Weele (2002) argues that the following factors need to be taken 
into account when deciding on decentralised or centralised control: Commonality of purchase 
requirements, geographic location, supply market structure, savings potential, required expertise, price 
fluctuations and internal customer demands. In general, two forces are at stake: the desire for 
standardisation and efficiency, which push towards centralisation, whereas customisation and 
responsiveness push toward decentralisation. When possible, one should focus on global sourcing. 
However, because of the above mentioned forces this is not always possible. Therefore, one needs to 
find a balance between centralised and decentralised control (Rajagopal & Bernard, 1993). 

2.2.3 Coordination 
The solution to this balance between centralised and decentralised control is coordination. According 
to Axelsson et al. (2005), coordination depends on the company culture, governance structure, 
management style and industrial environment. Rozemeijer et al. (2003) give another perspective. They 
argue that coordinated sourcing depends on the level of corporate coherence and purchasing maturity. 
'Corporate coherence is the extent to which the different parts of a corporation operate and are 
managed as one entity (Axelsson et al., 2005). Purchasing maturity reflects the level of 
professionalism (Rozemeijer et al., 2003). Major drivers for purchasing maturity are: Business context, 
company strategy, system development, top management commitment, and functional leadership (Van 
Weele, 2002). One could also say that the chronological sequence mentioned above reflects the 
purchasing maturity sequence of a company. Corporate coherence and purchasing maturity both 
positively affect purchasing synergy (Rozemeijer et al., 2003). 
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2.2.4 Indirect Materials and Services 
The theory defines IMS in many different ways. For instance as 'MRO, Maintenance Repair and 
Operational' materials (Monczka et al, 2002), or 'the sum of all purchased goods that do not end up in 
products or services delivered to the customer' (CAPS Research, 2003), or 'the purchasing of items 
required to sustain the operational functioning of the organisation, including all MRO items as well as 
support services'. Direct spend 'involves the purchasing of raw materials, equipment, and services that 
directly contribute to the creation and delivery of the organisation's own revenue-generating products 
and or services' (Cox et al., 2005). On average, indirect spend equals 50 percent of company's 
purchases (CAPS Research, 2003). Because SKANSKA should agree upon the definition of IMS for 
the use of this report, the definition is presented later on in this chapter, in the section where 
SKANSKA's situation is discussed. 

One could ask himself why a differentiation exists between IMS and direct materials (OM). The first 
consideration to make this distinction is that the IMS do not directly affect the core business. Since 
these IMS products do not end up in the final product, it is necessary to lower the usage of these 
products and also the total costs of ownership (TCO) in order to lower the costs. To lower the usage of 
OM is almost never possible. Moreover, a significant amount of IMS spend is not purchased using the 
organisation's purchasing function or processes (CAPS Research, 2003), which results in low 
compliance rates and a high supply base. In addition, the IMS are used by every BU or division and 
thus the volumes could be combined and the sourcing could be coordinated on a central level. The 
direct materials however, are often business stream specific and technology specific and therefore, 
they are often handled by the BUs. Another difference is the fairly fragmented market of IMS (PSC, 
2002A). IMS consists of many different products and services: From office supplies to hotel 
reservations to strategic consultants. Not only the products differ a lot, also the buying pattern is 
different for every product and not comparable with OM. Therefore, the IMS should be handled 
differently. Another consideration is the traceability of the IMS. Direct materials are more easy to 
trace and made transparent than IMS because they are part of the bill of material (BOM). As result, it 
is quite difficult to reduce or eliminate IMS spend. However, reducing or eliminating IMS spend 
offers an opportunity to favourably affect a company's cost structure (CAPS Research, 2003). 

2.2.5 Sourcing in the Construction Industry 
As mentioned in the introduction, traditionally, the construction industry is a decentralised and 
fragmented market (Ostergren & Huemer, 1999; Ngowi et al., 2004). It is a typical project based 
industry. The projects are working independently from another and therefore, the buyers do not 
consult their colleagues, but work closely with their personal supplier relationships (Swedish Institute, 
2004 ). However, the industry is shifting from a project focus to a more process oriented approach. 
Now frame agreements (FAs) and aggregation of volumes for different projects, are becoming 
necessary to lower the costs (Axelsson et al., 2005). 

2.3 SKANSKA 's Indirectly Allocated Materials and Services 
One aspect that needs to be clarified is which IMS definition SKANSKA uses. SKANSKA AB does 
not yet have a definition for indirect materials and services. Also commodity segmentation is not yet 
actively used. On BU level, hardly any of the BUs has a structured segmentation that is detailed 
enough or even identifies the IMS. Some BU only identify two or three commodities with no 
differentiation what so ever. The most advanced BU in segmenting their IMS is SKANSKA Sweden. 
Although the literature makes a strict differentiation between direct materials and IMS, SKANSKA 
Sweden does not differentiate between these two: IMS is one of the 13 commodities SKANSKA 
Sweden differentiates between. In Appendix D, the commodities and their categories are presented. 

The most important reasons for this commodity differentiation are SKANSKA Sweden's history, the 
separately managed Civil and Building projects, and the separation of sites and offices. The difference 
between 'Help Materials and Services' and 'Indirect Materials and Services' is: the first is related to 
the sites, as the latter is related to the offices. 
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Weaknesses of this segmentation are the following. First of all, since this segmentation is built on 
separate civil and building projects, some materials or services can be found a couple of times in this 
differentiation. In particular, indirect materials and services has a category named consultancy and 
help materials and services has a category named consultancy. Secondly, road transport is specifically 
related to civil engineering, where the materials are included in the transport; however logistics does 
not include the materials. Thirdly, the differentiation is not specific enough, so it is hard to decide how 
to allocate the invoice. Finally, too many 'other' and 'remaining' exist and as a result it is not 
controllable which invoices are allocated to these categories. 

In this report, a deliberate distinction is mate between commodity and category to make this topic 
easier to understand: commodity is the first level of segmentation, category is the second level of 
segmentation, and sub-category is the third level of segmentation. On the second differentiation level, 
SKANSKA differentiates between eight different IMS categories, as presented in Table 1. In 
Appendix E, the spend is given on sublevel of IMS. 

Although SKANSKA Sweden represents 115 of the total spend of SKANSKA, it is not possible to 
multiply all data times five because it could be possible that the other BUs use the same suppliers. 
Therefore, only the Swedish data will be presented in this part. 

Consultanc 

Rent 

IT and Tele hon 

Travel 

Office Service 

Marketin 

Insurance 

Education 

Total 

The number of suppliers represents the number of suppliers that have received an invoice from 
SKANSKA Sweden in 2005. The number of suppliers is extremely high. To compare these numbers, 
the average spend per supplier is calculated. The average spend per supplier for IMS is - SEK, 
where for most DM, like foundations for road materials and frame materials for construction, have 
spend per supplier data between SEK and - SEK. Also the column 'number of 
~th~ than SEK' is interesting. In particular, the numbers are high for 
--· --· and (all above.%). This means that more than.% of the 
suppliers are only used for small amount purchases. By reducing the number of suppliers to two or 
three preferred suppliers, the price per product could be decreased extremely, because of volume 
discounts. In addition, extra costs are made for administration. Above all, this demonstrates that the 
IMS are not controlled by SKANSKA Sweden. And, as probably the most sophisticated BU, 
SKANSKA Sweden does not use their buying power. As a result, cost reduction possibilities are not 
exploited. In addition, the number of frame agreements compared to the number of suppliers is 
extremely low: on average.%. A frame agreement is a contract that is made with a su lier, 
coverin the call-offs that are made du~he time period agreed upon. For instance ' 
onl agreements out of more than - suppliers, this is about the same for 

. This could mean that the compliance to these agreements is quite low. However, it should be 
noted that SKANSKA has two kinds of agreements at the moment: agreements that are compulsory 
and agreements that are voluntary and not all materials are covered by these agreements. This is 
another indication that the IMS are not controlled. It should also be noted that about half of these 
agreements are local agreements, which could indicate that even less spend is controlled by 
SKANSKA Sweden. 
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Finally, as mentioned before, consultancy is also a category within the commodity 'Subcontractor'. 
This category represents - SEK and - suppliers. This creates confusion for the 
employees and lessens the transparency of the needs. 

The difference in number of suppliers between Table 1 and Appendix Eis probably the result of 
biased data. Biased data can be created by incorrectly allocated invoices, due to unclear segmentation 
and unspecified categories. For instance a printer is sometimes allocated to IT and Telephony and 
sometimes to Office Service. The biased data could also be created by creatively used budgets. A 
project is only allowed to spend a specific amount of money on a (sub-) category; therefore, invoices 
are creatively allocated in order not to exceed the category budgets. As an example, a masseur has 
even been allocated to Consultancy. Another reason for the difference in the number of suppliers could 
be that the same supplier provides for both Consultancy as well as for Education. 

When a few employees were asked what they consider to be IMS for SKANSKA, different answers 
were given. For instance: 

' IMS are those materials and services which are not build-in in projects.' 
'IMS are the materials and services used by offices. ' 
'IMS are those materials and services that support the building process' 

However, all of SKANSKA's data refer to IMS as those materials and services related to the offices. 
As result, IMS represents .% of the total spend: - SEK out of - SEK. Please note 
that the presented data in the appendices can only be seen as indication, since the data is biased due to 
creatively used invoices (see Section 2.5). 

Another complication about IMS, besides the different definitions, is that IMS is already used in the 
BU 'UK Building' as an abbreviation for their Integrated Management System. This is a tool for 
planning, carrying out and checking work, to improve their profitability, quality, customer satisfaction 
and risk management. Therefore, it is important to identify one clear definition for IMS in order to 
avoid confusion. It is decided together with the SVPP that in this report the following definition is 
used: 'indirect materials and services are those materials and services of which the costs can not 
directly be allocated to projects (JAMS)'. In Section 5.2 IAMS is discussed in more detail. 

2.4 SKANSKA 's Purchasing Organisation 
As mentioned in the introduction, the GPU is getting started. The coordination of SKANSKA's 
purchasing function is organised in a matrix structure as presented in Appendix F. In order to obtain 
mandate, a Group Purchasing Board (GPB) is installed, represented by the BU presidents. The GPB is 
responsible for decisions on, for instance, the sourcing projects. Also the proposals for setting up the 
organisation and the systems are deliberated with the group purchasing board. Below, the purchasing 
process and the running projects are discussed. 

2.4.1 Purchasing Process 
Although the definition of indirect materials and services differs between employees, the logic for the 
sourcing process should stay the same. SKANSKA's sourcing process consists of three phases as 
shown in Figure 5: 'Analysis Phase', 'Frame Agreement Phase', and 'Follow-up'. This process is used 
by the Frame Agreement Teams (FAT). 

This process does not differ much from the theoretical purchasing process of Van Weele (2002). As 
mentioned in the related theory, this thesis focuses on the sourcing part of the purchasing process. In 
relation to the SKANSKA purchasing process, this thesis focuses on the second till the fourth step of 
SKANSKA's FAT process. 
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Figure 5 SKANSKA's FAT Process (Adapted from FAT Handbook) 

Unfortunately, in practice not all phases appear to be as effective as they could be. First of all it is hard 
to determine the specifications, since the historical data is not up to date, and is biased. Secondly, 
because SKANSKA is not able to promise volume, the agreements are not based on best prices. Next, 
it is not clear which agreements SKANSKA has, since the responsibility for these contracts does not 
always lie with the purchasing department. As a result, the employees are not able to use these 
agreements. In addition, the agreements are not used, since the prices agreed upon are much higher 
than the local prices. Finally, this purchasing process should be an ongoing process; however, too 
often the evaluation is not used as an input for determining the specifications. 

2.4.2 Current Sourcing Projects 
SKANSKA Sweden is currently working on a few sourcing projects (FA projects), some of them are 
national agreements and some are, taken under Sweden's initiative, cross-BU. These projects were 
decided on the basis of ideas of savings, available resources, and willingness t.2.Participate of other 
BUs. Although they have been able to cut the costs on some agreements with•%, not all parties are 
happy with these agreements. For instance the agreement with a network provider made last year. 
After the a~ was made, it appeared that the coverage in - was not good enough. 
Therefore, --ended the agreement preliminary. 

At the moment the implementation focus is mostly on the Nordics (Norway, Sweden, Finland, and 
Denmark). The reason for choosing these projects is based on areas that have small volume but big 
potential savings, or big volumes but less potential savings per product. There has been no particular 
order in which projects start. During the initial identification a target is set, which does not always 
imply a savings target. The possible savings are only measured when the contract is agreed upon. 

2.5 Problem Description 
To get an overview of the connections between the given problems, a rough Cause and Effect Diagram 
is made, using statements mentioned in the interviews and the theory. The purpose of this diagram is a 
brainstorm to understand the linkages between the causes and the effects of the different problems. 
This diagram, as shown and explained in Appendix G, presents the presumable causes and their effects 
of the current problems. 

The Cause and Effect Diagram is rather complex. Probably not all causes are directly linked to their 
effects. In fact, the problems SKANSKA is facing are indeed rather complex and entangled. Only the 
causes which will probably have the. biggest impact on the bottom-line ('unable to achieve purchasing 
synergy') are discussed below. The problems presented are recognised by the SVPP. 
a. 'Insufficient (cross-) communication'. This is an effect of the historically decentralised structure. 

Many authors argue that communication is the key to success (Axelsson et al., 2005; Faes et al., 
2000; Kotabe & Murray 2004). Especially when BUs need to be convinced of the opportunities 
that a GPU can bring, communication of actions top down and cross BU are a necessity. 
Otherwise sub-optimisation is the best that can be derived. An ex~ufficient cross 
communication is the number of buyers that a transport~plier ~ has made contracts 
with: •. SKANSKA's competitors use a maximum of- contact persons. 

b. 'Creatively used budgets'. This is caused by not demanding savings from the projects and not 
having the categories specified enough. When for instance an invoice system is in place, but the 
invoices are incorrectly allocated, the data derived from the system will be biased. Accordingly, 
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the accomplished savings will not be shown on the bottom-line. Internal research has shown that 
about.% of the invoices are incorrectly allocated. 

c. 'Resistance to change of BUs'. Resistance to change has one specific cause given by the 
interviewees: lack of communication. Change management authors Huy and Mintzberg (2003) 
argue that it is human nature to resist changes, for instance due to lack of understanding of these 
changes. Changing the mindset of the people involved will probably take most effort of the GPU. 
Therefore, communication should be very good. For instance, the telecom service bought for 
mobile phones for the Nordics, this agreement was dissolved by one of the BU because they 
thought they could get a better deal with another supplier after the agreement was made with the 
first supplier. 

d. 'Maverick buying'. Maverick buying are those purchases for which the normal company channels 
are not used, but are bought at another supplier (PSC, 2002B). Because some FAs prices are 
higher than the local market due to market changes, and not all F As are known by the buyers, 
these FAs are often not used. The causes given by literature (PSC, 2002B) are simple non 
compliance due to poor communication and poor planning of purchasing activities. Contract 
compliance is necessary to let purchasing synergy succeed. For the local users, buying outside the 
contracts could be cheaper. However, for SKANSKA as one company it is often more expensive 
because contracts are made with bonus agreements or volume agreements. If the volume 
commitment is not met, bonus refunds are not paid out and the suppliers will not believe 
SKANSKA the next time. Not only will SKANSKA lose money and the trust of the supplier, but 
the GPU will also lose the interest of BU top management. In addition, it is of no use to arrange 
agreements that are not used. If the contract is not used, the return on investment is not achieved. 
For the few red agreements that are made, the contract compliance is on average.%. However, 
the blue agreements are more often not used. For example, an agreement was made for AO 
copying machines. The agreement was based on • copying machines per year. In the past three 
years only - machines were bought on that contract. 

e. 'No good procedure to globalise IAMS'. No common objective is the reason for not having a good 
procedure. Since a procedure is a kind of structure and the definition for synergy is focussed on 
one structure, a procedure is a necessity for purchasing synergy. The example for insufficient 
cross communication is also applicable for no good procedure to globalise IAMS, since it appears 
that the projects do not have a common objective. 

f. 'Lack of transparency in IAMS Spend and Market' is due to the big supply base, insufficient 
determination of specifications, not having a follow-up, and no grip on IAMS. Many of the 
mentioned problems in the interviews are indirect causes of 'lack of transparency', which is one 
of the biggest reasons for 'no purchasing synergy'. When SKANSKA does not have an overview 
of SKANSKA's internal customer needs, and what has been bought in the past, SKANSKA can 
not determine what to buy and in which quantities in the future. Lack of transparency can be 
explained by the following example. For the sub-category 'train and air transport', which 
represented - SEK in 2005, only.% was handled by a travel agency. The.% is a 
black box for SKANSKA Sweden. Most of the travel costs are paid as expenses, which results in 
only being able to know who the supplier is. In addition to that, SKANSKA has a sub-category, 
'other travel', in which it is even less clear what has been bought. 

As result of these problems, SKANSKA is not able to obtain sustllinable purchasing synergy. 
SKANSKA has a low purchasing maturity because of the resistance to change of the BUs, the lack of 
transparency of the IAMS spend and market, and the maverick buying, which is an example of not 
seeing the importance of the contracts and thus the purchasing function. SKANSKA also has a low 
corporate coherence, due to insufficient cross communication, creatively used budgets, and not having 
a good procedure to globalise IAMS. Moreover, most BUs are still focussing on optimising their own 
expenditures instead of focussing on the optimisation of SKANSKA's spend as one company. 

It should be noted that these problems occur due to the decentralised organisational structure. It is hard 
to control and steer the company when a company is extremely decentralised. To get grip on their 
spend. SKANSKA needs to change this structure. However, it is a natural reaction of people to resist 
change and therefore, continue to work as they have done. Also the construction industry is a logical 
cause for these problems. The project based industry works with project budgets. These budgets are 
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made prior to the project, based on limited historical data. Often when budgets are exceeded, the 
project managers are forced to buy via different channels or to make their own deals in order not to 
exceed their budget. 

It should also be noted that the discussed problems are interrelated. For instance the insufficient cross
communication is indirectly related to the resistance to change of the BUs, because the BUs do not 
know what to expect and why the change is needed. Also the lack of transparency is indirectly affected 
by the insufficient cross-communication and the creatively used budgets. The resistance to change of 
other BUs makes sure that maverick buying is a problem. However, the project managers also resist 
the change because they are able to make better deals with the local suppliers than the existing deals 
with the contracted suppliers. 

Because not all problems can be covered in a short period of time, one aspect is the main focus during 
the thesis. Visibility into a company's spend is a critical prerequisite for identifying and pursuing 
spend management opportunities (PSC, 2003). According to Macmillan (2002) 'Transparency is an 
honest way of doing things that allows other people to know exactly what you are doing'. Since 
SKANSKA does not have a clear view on the IAMS spend and market and its possibilities, the 
resources and sourcing processes can not be organised effectively. Therefore, it is decided to focus on 
how to get 'transparency in the IAMS spend and market' and its underlying causes (specifically 
focused on 'no good procedure to globalise IAMS' and 'creatively used budgets'), in order to reduce 
the costs of these purchases. 

The following reasons are given to exclude 'Insufficient (cross) communication', 'Resistance to 
change of BUs', 'Maverick buying': 

'Insufficient (cross) communication'. Communication is an issue that exceeds the purchasing 
function. This problem is a matter of cultural change of the whole company, which should be dealt 
with by top management. Therefore, this issue is not taken into account in this thesis. 
'Resistance to change of BUs'. Full commitment of top management is also essential to take away 
the resistance to change in other BUs (Axelsson et al, 2005). This problem is not taken into 
account because of the same reason as 'Insufficient (cross) communication'. 
'Maverick buying' is not taken into account, because this is a matter of changing the culture and 
mindset, which takes longer than the limited time given. 

2.6 Conclusion for the Diagnosis Phase 
SKANSKA' s Group Purchasing Unit is getting organised and the Senior Vice President of Purchasing 
has asked to: Determine a purchasing structure and implementation model for globalising indirect 
materials and services, aligned with their purchasing strategy, in order to get sustainable purchasing 
synergy for SKANSKA. 

First the initial assignment should be clearly understood, before analysing the current situation. So, it 
needed to be clarified what purchasing synergy means. It has been decided to describe purchasing 
synergy by 'the regrouping and combining of organising and implementation activities of different 
BUs into one purchasing structure, which results in better knowledge management, economies of 
processes, or economies of scale'. It also became clear that purchasing synergy can be divided into 
corporate coherence and purchasing maturity, which reflect the level of coordination. Because not all 
aspects of purchasing could be covered during this project thesis it has been decided that the focus of 
this thesis project is on the sourcing of indirect materials and services. Next, it was investigated what 
global sourcing means. According to the literature, globalisation is the integration and coordination of 
procurement requirements across worldwide business units, looking at common item processes, 
technologies, and suppliers. The final part that was addressed in the initial assignment was indirect 
materials and services. In order to fully understand the assignment, the definition of indirect materials 
and services was also clarified It was decided together with the SVPP that indirect materials and 
services are those materials and services of which the costs can not directly be allocated to projects 
(IAMS). 
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The next step was to understand the context, in which SKANSKA had launched the question, of the 
construction industry. So the next question was: How does the construction industry organise its 
sourcing process? Not much information could be found in the theory, but it became clear that the 
construction industry is a decentralised and fragmented market and a typical project based industry. 
The projects are working independently from another; however, the industry is shifting from a project 
focus to a more process oriented approach where coordinated frame agreements (F As) and aggregation 
of volumes for different projects, are becoming necessary to lower the costs. 

Now it was time to analyse the current situation of SKANSKA 's indirect materials and services. 
Because SKANSKA Sweden had been identified as the most sophisticated BU, this BU was used to 
analyse spend data. Unfortunately, SKANSKA Sweden was not able to provide data consisting of the 
number of invoices and the specific products bought. It became clear that SKANSKA is not in control 
of their IAMS spend because the big supply base, the limited number of FAs and the high number of 
suppliers providing for small amount of the total spend. SKANSKA Sweden lets savings opportunities 
slip away. Since SKANSKA AB does not have a category segmentation and the segmentation of 
SKANSKA Sweden has some flaws, it should be noted that a new segmentation should be made for 
SKANSKA AB. But why are indirect materials and services important for SKANSKA? If 
SKANSKA wants to obtain purchasing synergy, the IAMS should not be excluded. Because the IAMS 
themselves are not as vital to the core business as the DM, it is extra important for SKANSKA to 
minimise the costs of these IAMS. However, these are the products and services which SKANSKA 
has the least control over. IAMS do need a different approach compared to the DM due to a very 
fragmented market and the ability to aggregate the volumes of the different BUs. It also became clear 
that the biggest problems for SKANSKA to obtain purchasing synergy for indirect materials and 
services are the following. Currently, SKANSKA is unable to pursue purchasing synergy for indirect 
materials and services because of a low purchasing maturity and a low corporate coherence. 
SKANSKA's purchasing maturity is fairly low, because the purchasing department is not yet seen as 
an important function. Also the processes used to buy products are not sophisticated. In addition, 
SKANSKA's corporate coherence is fairly low, because of the maverick buying, the insufficient 
communication, and not having a good procedure to globalise IAMS. The biggest problems that were 
identified and recognised by the SVPP are: 'Insufficient (cross-) communication, 'Creatively used 
budgets', 'Resistance to change of BUs', 'Maverick buying', 'No good procedure to globalise IAMS', 
and 'Lack of transparency in IAMS Spend and Market' . 

Finally, to be able to go the next phase, the strategy design phase, it was decided which problem 
should be addressed during this thesis project in order to obtain purchasing synergy. When the GPU 
does not have a complete overview of what their internal customers are buying, the resources and 
sourcing processes can not be organised effectively. Therefore, it has been decided that this thesis 
project will focus on how to get 'transparency in the IAMS spend and market' and its underlying 
causes (specifically focused on 'no good procedure to globalise IAMS' and 'creatively used budgets'), 
in order to reduce the costs of these purchases, which excluded the 'Insufficient (cross) 
communication', the 'Resistance to change of BUs ', and 'Maverick buying'. 
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3 Organisation of the Strategy Design Phase 
In this chapter, the research objective, the deliverables, and the research questions of the strategy 
design phase are presented. The strategy design phase is the second phase of the organisational advice 
process of Kempen and Keizer (2000) in which an in-depth research is done to come to the final 
diagnosis and a proposal for a design is presented. This chapter is used as support for the next chapter, 
the strategy Design Phase. 

3.1 Research Objectives for the Strategy Design Phase 
As mentioned in the introduction, SKANSKA is working on the coordination and facilitation of the 
IAMS sourcing processes for indirect materials and services, in order to get more purchasing synergy. 

3.1.1 Final Assignment 
To be able to obtain more purchasing synergy, SKANSKA should first of all obtain transparency in 
the IAMS spend and in the IAMS market, which is identified as the problem that should be dealt with 
during this project. In this phase the focus will be on the input of the sourcing process, since the 
transparency should be created before the sourcing is started. The final assignment for this thesis 
project is: Design a category management model in order for SKANSKA to obtain transparency and 
optimisation in the IAMS spend and market. 

3.1.2 Deliverables for SKANSKA 
In order to successfully complete this assignment, it is necessary to know which categories are exactly 
defined by the IAMS definition. Therefore, a category segmentation for IAMS should be delivered as 
an input for the sourcing process. Another deliverable for this assignment is a category management 
model, which can support, control, and validate the sourcing decision making process for SKANSKA 
between sourcing locally, nationally or globally and which resources should be addressed during these 
steps. In the last section of the next chapter, these deliverables are made more explicit. 

3.1.3 Research Questions for the Strategy Design Phase 
In order to get an overview of the different actions to be taken, the following research questions are 
addressed: 

How do other companies organise their category management? 
What can SKANSKA learn from these cases? 
Which category management process is best for SKANSKA to use? 
How can SKANSKA plan for global sourcing and how could they incorporate this process in 
the overall strategic plan? 

The answers to these questions are presented in Section 6.4. The next Chapter presents the strategy 
design phase. 

3.2 Research Method for the Strategy Design Phase 
In this section the research model described in Van Aken et al. (2001) is used to structure the design 
process. In Figure 6 this model is presented. 

First of all, literature was studied on category segmentation and category management to get an 
overview of the different commodity segmentations, possible models for globalisation, and 
implementation strategies. Secondly, a benchmark study was carried out within ten different 
companies in ten different industries in order to obtain a pragmatic overview of the different strategies 
and implementation methods used. Nine of these interviews were found to be useful for the benchmark 
study: BAM, Company A, Ericsson, KPN, Philips, Saint-Gobain, SAS, SEB, and AB Volvo. The 
representatives of these companies are presented in Appendix H. These interviews were held 
according to a semi-structured questionnaire (Emans, 1990) as presented in Appendix I and were 
verified by the supervisors. 
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The companies were asked for additional documentation that could help the analysis. The questions 
were open-ended to ensure the interviewees were not pushed into an expected answer. In addition, the 
same questions have been asked to an objective specialist in order to get a better perspective on the 
comparability of the construction industry with other industries. Also SKANSKA has been asked what 
their intention is to obtain purchasing synergy. All summaries and analyses were verified by the 
interviewees. 

In addition to the benchmark study, a round table meeting was organised for the interviewees and one 
of their colleagues. During this meeting some additional information was gathered and was taken into 
account for the design of the category management process. 

The literature, benchmark study, and round table meeting were analysed in order to obtain the more 
specified deliverables and the design specifications for the new process. Also SKANSKA's current 
category management process was taken into account. As result, the implementation of the new 
process is presented in the next phase, the implementation phase. 
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4 Strategy Design Phase 
This Chapter presents the strategy design phase. In particular, the category management described in 
the literature and the category management as organised in practice are presented. After that, the 
literature and practice are analysed and a design proposal for the deliverables is presented. Finally, the 
conclusions of the strategy design phase are stated. 

4.1 Category Management in the Literature 
There are two different aspects of transparency to focus on: Transparency in the supplier market 
(external transparency) and the spend transparency (internal transparency). One way to create internal 
transparency, is to understand what their internal customers are buying, how much they are buying, 
how often they are buying, and from whom they are buying (CAPS Research, 2003). To know what 
the internal customer needs are, reliable historical data should be used for forecasting; therefore, to be 
able to efficiently and quickly analyse these data, a spend database should be in place. External 
transparency can be achieved by analysing the supply market. According to Evans (1998), the first 
priority is to achieve transparency in the purchasing spend is to segment the categories (internal 
transparency). Because the GPU does not have a general commodity segmentation, this is the first 
point that needs to be clarified to understand the different IAMS categories, and on which should be 
focussed. 

4.1.1 Category Segmentation 
According to Evans (1998), different ways of defining the commodities exist, for instance 'grouping 
by supplier', 'grouping by consuming location', 'grouping on the basis of the finished product'. 
However, all of these possibilities have limitations, because they have little relevance with the external 
factors shaping the supply market. The supply market criteria that should be used are: 

The degree of uniqueness of the good or service (in function, knowledge needed), 
The key cost drivers of that product or service (Value, budget, competition, opportunity, and costs; 
Johnson, l 998A), 
The process used for the supply of the goods or services (purchasing process) 
The geographic effects involved in supply of the product (way of logistics and inventory) 

Authors (Monczka et al., 2002) state segmentation should be obtained by differentiation and another 
author (Evans, 1998)) states segmentation should be obtained by aggregation. As result, literature is 
contradicting on this point. It is decided that, since no prove could be found in the literature for either 
one of the solutions, both aggregation and differentiation should be applied. 

4.1.2 Category Strategy 
The second ingredient of transparency is category management. The key elements of category 
management are the development of an integrated commodity strategy and supplier management 
activities to deliver that strategy (Billson, 1998). A few authors (Avery, 2005; Billson, 1998; Monczka 
et al., 2002) identify category management models that could be useful for SKANSKA. These models 
are discussed below 

According to Billson (1998), the six steps for setting up and implementing a category management 
programme are the following. Step 1: 'Define the category scope' includes matching the component 
segmentation to a current or emerging market (derived from Evans, 1998). It also includes creating 
additional opportunities for extracting value from the supply base as competitive leverage, volume 
leverage, technical leverage, and complexity reduction activity. In this report a supply base is the 
current number of suppliers supplying a specific (sub-) category for SKANSKA. Finally, geographical 
supply activities (global, regional, and local) are also included. Step 2: Establish the necessary 
organisation, is the step in which management needs to define the expected deliverables and the 
processes that will be used to measure and review both progress and the results being delivered. Also, 
management should identify the internal stake holders, and put together the (global) sourcing team. 
This team does not necessary exist of purchasers only, but could also contain project managers or 
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engineers. Another key task is defining and agreeing on the individual and team responsibilities and 
authorisations. Finally, the required organisation and training for the needed resources need to be 
identified. The aim of Step 3: Do the necessary research is to achieve individual category objectives 
and targets which are aligned with the company targets and objectives. It consists of internal research 
and external research. Internal research is about determining specifications and analyse the historical 
expenditure. External research focuses on background and trends of suppliers. Step 4: Developing the 
category strategy derives a strategy from the evaluation of different options. Strategy in this context is 
a broad set of actions (short, medium, and long-term) necessary to deliver the objectives and targets 
determined for the category. Step 5: The initial implementation involves selecting negotiating and 
contracting with one or several suppliers, which are collectively capable of delivering the commodity 
strategy. Finally in Step 6: Active supplier management, the suppliers and the internal customers need 
to be managed to deliver the achieved results. Also, the team continues to collect market information 
to determine if they need to make changes to the sourcing strategy. The amount of effort to be put into 
this step depends on the chosen strategy and required deliverables. Six enablers are identified to 
maintain a supplier management process: 

Building of management support in BUs 
Creating a project management structure 
Developing and testing communication channels 
Assessing sufficient resources 
Getting processes and systems in place in BUs 
Making financial resources available 

A very (2005) has defined the following 5-step process for implementing a global strategy specific for 
indirect buying. Step 1: Collect and analyse internal data is about determining what the stakeholders 
want and what the possibilities are for this category. In this step a category sourcing team is identified. 
The aim is to create category objectives and targets, which match the corporate targets, aims, and 
strategies. To accomplish that, the Sourcing team collects, analyses, and validates internal 
requirements. A spend data base is needed to track and analyse expenditure. During Step 2: Converge 
internal and supplier market data, the supply base is identified, benchmarks with other firms are 
carried out, and a market research is performed. During Step 3: Develop sourcing strategy, a Strategic 
sourcing plan (SSP) is generated. The team considers technology, quality, availability, costs and 
fulfilments. In Step 4: Execute strategy and implementation plan, the actions described in the SSP 
should be executed. Finally, Step 5: Manage supplier relationship closes the loop. The source team 
continues the search for market information and they establish supplier expectations and monitor 
performance. 

Also Monczka et al. (2002) discuss a Purchasing Strategy Development Process, specifically focussed 
on BUs. Step 1: Define business unit requirements, translates the company goals into BU 
requirements. Step 2: Define strategic importance of category via portfolio analysis is executed to 
fully understand the purchasing requirements relative to the business unit objectives. This is achieved 
by a portfolio analysis. They combine the value to the buyer and the number of capable suppliers into 
four quadrants: an 'acquisition quadrant' (low number of capable suppliers and low value to buyer), a 
'multiple quadrant ' (many capable suppliers and low value to buyer), a 'leverage quadrant' (many 
capable suppliers and high value to buyer) and a 'strategic quadrant' (Critical to success and few 
suppliers). Step 3: Determine business requirements and conduct supply market research is critical to 
fully understand supply and demand. Each BU must assess their current spend. It is important where 
this spend takes place, and with which suppliers. A report should be made which provides a basis for 
making purchasing decisions, and present management with information on future supply, price, and 
profit contribution of the purchased items. In Step 4: Set goals and conduct gap analysis, goals must 
be set, based on competitive analysis, comparison with market leaders, and future market place trends. 
In addition, the proposed strategy should contain specific actions that realise these goals. This strategy 
should also provide a risk assessment and a reward attached to each action. Step 5: Develop sourcing 
strategy and objectives, should contain the specified risk, the profit potential and the best suppliers. 
The developed strategy should reflect the chosen quadrant in Step 2. Step 6: Execute the strategy 
requires ownership and documentation concerning timing and tasks. Finally Step 7: Monitor results 
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and review performance, verifies if the objectives are achieved and if the strategy is successful. This 
could include feedback and input from suppliers. 

To identify the priorities, Monczka et al. (2002) suggest a company should evaluate categories in 
terms of quality, costs, technology, customer responsiveness and product features (potential savings). 
They also suggest the following aspects. If considering international sourcing the first time: 

'Select items that are non critical to ongoing operations' 
'Select items with standard or easily understood specifications' 
'Select items with sufficiently high purchase volumes to justify the effort associated with 
international sourcing' 
'Select items at a stage in the product lifecycle that will provide sufficient benefit for longer-term 
sourcing' 
'Select items that require relatively standard equipment' 
'Identify items that are not competitive along some key performance criteria's such as cost or 
quality'. 

These points could be considered by deciding on a specific sub-category. 

4.2 Category Management in Practice 
In this section, the most important conclusions of the benchmark study in relation to category 
management are presented. First, the research method for the benchmark study is discussed. 

4.2.1 Research Method for the Benchmark Study 
As mentioned in Section 3.2, one interview per company was held within ten different industries, from 
which nine interviews were found to be useful. In Appendix H, the interviewees and their function are 
given. The benchmark study is divided in individual cases and a cross-case analysis. For both parts, 
research questions were addressed as guidance for the analysis. Because the case research questions 
were addressed per case, only the research questions for the cross-case analysis are discussed: 

What are the different governance models concerning the purchases of indirect materials and 
services? 
Why are these models successful, what are the strengths and weaknesses? 
How do these models differ for different kinds of indirect materials and services? 

Below, the answers to the cross case analysis research questions and additional important results are 
presented. 

4.2.2 Comparison of SKANSKA and the Benchmark Study Companies 
Most of the benchmark study companies do not operate in the construction industry, with the 
exception of BAM and Saint Gobain. Figure 7 shows how SKANSKA is situated in relation to the 
other companies on purchasing maturity and corporate coherence. 

The differences between the companies involved depends on the start of their coordination initiative, 
the specific implementation focus like focus on e-tools, education or focus on standardised way of 
working, and the level of acceptance within the company. Philips for instance started in the mid '90s, 
where SKANSKA just started one year ago. Within Philips, the employees were already familiar with 
a certain level of centralised control and global contracts and within SKANSKA they are used to 
organise the agreements themselves. The vision of the companies in the decentralised purchasing 
quadrant is to obtain more corporate coherence and purchasing maturity in the near future. It is 
interesting to note that all companies are focussing on a coordinated purchasing approach. 
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Figure 7: Corporate Purchasing Organisational Approaches (Adapted from Rozemeijer and Van Weele, 
2003) 

Besides BAM, SKANSKA could be compared with the service companies like SEB and KPN. These 
companies were operating extremely decentralised and the purchasing maturity was fairly low when 
they started their coordination initiative. 

4.2.3 IAMS Segmentation According to Benchmark Study Companies 
A common definition for indirect materials is those products that do not end up in the final product. 
The segmentation of the IMS categories differs between the different companies. Most companies 
organise their categories in a category tree with three levels of segmentation mostly based on intuition. 
According to BAM, one coding system that integrates and aggregates the coding systems of the 
different BUs should be sufficient. 

The segmentation is based on intuition, based on a supplier market perspective, or it was advised by 
external consultants. AB Volvo adds the following considerations to define their category tree: the 
amount spent on different (sub-) categories, the number of people needed to manage these categories, 
the expertise, similar kinds of buying processes, and how the internal customer is structured. 
Interesting They expect the following categories to become global in the near future: Advertising, 
consultants, travel, legal services, marketing, office equipment and supplies, personnel services, 
company cars, printing and transport. This does not necessarily mean that no local contracts exist. 
According to Philips, an agreement should not be price based but rather on the function of the product 
or service and the promise to use that supplier all over the world as their preferred supplier. Catalogues 
could be made country specific, containing the prices accustomed to the country market. 

4.2.4 Different Governance Models 
Most companies organise their purchasing function in a matrix structure. The main distinction that can 
be found within the matrix structure is the responsibility of the local buyer. Either the local buyer has a 
line responsibility, or he or she has a functional responsibility. Based upon the interviews, the 
companies give different priority to the different steps that make up the purchasing process and 
underlying actions. Most sourcing processes at least focus on strategy development, negotiation and 
implementation. Only a few identify the creation of the category team and the identification of the 
savings possibility. 

All companies focus on a standardised way of working, by using templates and standard procedures. 
All companies use cross-functional sourcing teams for categories where special knowledge is needed. 
In addition, when a category is of high value to the user, they are involved in the sourcing process as 
well. Office supply is a typical category that does not need the involvement of the end user and the 
specialist. Many companies argue success is not about how to segment the categories; it is more 
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important to choose the right strategy. They also state that a strategy should not be focussed on a 
product or a category, but more on the function that represents the category. Probably, the supplier 
will have more knowledge of the product than the sourcing team, and therefore, they are more 
inventive when it comes to finding a solution for a function. Many companies also focus on the pre 
study of the sourcing project; this includes the identification of priority projects, identification of the 
internal needs, and thorough analysis of the supplier market in order to obtain the right strategy. One 
company argues that it is better to put more effort in the start phase, in order to reduce the effort in the 
final phases, to do it right the first time. 

The decision on a category project is either made because of historical changes or is made by an 
external consultancy firm. They mention to use quick wins or highest potential savings as first 
category projects. The highest, easiest and quickest saving potentials are often referred to as low 
hanging fruits. All interviewees answer that detecting low hanging fruits is a matter of feeling and 
experience. When more specific questions are asked, they mention that the highest potential saving is 
based on the opportunity to lower the supply base and the total spend on that category. The companies 
argue that at least a 10% saving can be achieved, when starting a project for the first time. However, 
SKANSKA should take into account that maverick buying could be the underlying cause of the high 
supply base. Therefore, this cause needs to be taken care of. The easiness of implementation is mostly 
derived from experience. One of the companies argues that the easy-implemented categories are also 
the ones that give the quickest wins. To conclude, many state that office supplies are a low hanging 
fruit. 

The measurements used for differentiating between sourcing locally or internationally are the status of 
the international supply market and experience. Although they do not use soft factors for their 
decisions, still in their subconscious they do use these factors. It is not clear which soft factors they 
differentiate between. 

Most companies use the Kraljic portfolio to differentiate between the following four strategies: 
Partnership, competitive bidding, securing continuity of supply, and systems contracting (Van Weele, 
2002). 

4.2.5 Best Practices 
These ways of governing the IAMS, as mentioned in the previous section, are successful because of 
the balanced implementation of resources, enablers and processes. By the use of clear organisational 
responsibilities, clear documentation, clear communication, and a standardised way of working, they 
are able to obtain internal and external transparency in IMS. The strengths of these companies are the 
use of incremental steps of the global coordination effort. Another key to success is the way that a 
category strategy is addressed. It is important to focus on the objective of the product instead of on the 
product itself. Another key factor be able to make global agreements is making a contract on the bases 
of preferred suppliership for a specific function instead of focussing on the specific local needs. Most 
importantly, the mandate of top management, BU management, and the CEO needs to be secured. 
However, one should beware of giving too much emphasis on one of the three pillars. Another 
weakness is the possibility of becoming too bureaucratic. In addition, it is fairly difficult to obtain the 
necessary reliable data, which is the foundation of the IMS coordination, because the because of 
different IT systems, different processes, incapable resources, and the local nature of the spend. 

4.2.6 From Local to Global Souring 
Although the theory does not discuss when to decide on the roll out level, which BU to involve from a 
structure implementation perspective, according to the companies it should be decided in an early 
stage. Even though a category can only be sourced locally, the strategy can still be implemented in 
different BUs at the same time. In fact, it could be useful to start the sourcing process at the same time 
in different BUs, to share knowledge and to establish a common way of working, even though the 
category should be sourced locally. Some companies argue that every BU should take care of their 
own sourcing steps and structures and some argue that the central unit must coordinate these structures 
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and steps, in order to achieve one common way of working. The latter group is more advanced in their 
corporate coherence. 

Practice shows that clear organisational responsibilities, clear documentation, clear communication, 
and a standardised way of working are a necessity for a category management process. The ease of 
implementation of the coordination initiative depends much on a company's culture, structure, and 
systems. However, most companies argue that incremental steps are vital for the success of a global 
coordination effort when buying indirect materials and services. 

4.3 Category Management Analysis 
Little has been written in literature on how to categorise the commodities and during the benchmark 
study, it became clear that not one best category segmentation exist. However, this does not mean that 
a category segmentation should not exist at all. On the contrary, the interviewees do acknowledge a 
standardised way of working, in which a clear category segmentation can not be left out to standardise 
and simplify the processes. Also, a clear category segmentation should solve the problem of the 
creatively used budgets that SKANSKA has to cope with. Not only in the literature, but also in 
practice it is argued that the category segmentation should at least reflect the supplier market. 
However, SKANSKA Sweden's commodity differentiation is mainly grouped by finished product. 
Also an IAMS category tree of about three levels should exist. It should also be noted that a coding 
system should be developed in order to easily extract data from the information systems of the 
different BUs. SKANSKA Sweden's category segmentation is not detailed and specific enough. 
Moreover, it is not consistent. Therefore, a category segmentation should be developed for SKANSKA 
that is valid, consistent, specific and clear. 

Interesting to see is that the category management processes described in the literature use about the 
same steps to decide on a strategy design. However, in practice, many different processes exist. In 
practice, only a few identify the creation of the category team and the identification of the savings 
possibility, these are discussed with many category management processes in the literature. Not only 
the discussed literature in this chapter but also AT Kearney (2004), IBM (2005), Archstone Consulting 
(2005) agree with practice that mandate from top management, cross-functional teams, and a standard 
way of working are crucial to succeed in the coordination initiative. Both literature and practice also 
focus on the pre study of the sourcing project. The difference between these theoretical models 
discussed in this chapter is first of all, Billson's model focuses more on the part creating a sourcing 
strategy (Billson, 1998). Avery (2005) has the same focus, but misses the commodity scope definition. 
Monczka et al (2002) focuses more on BUs instead of a corporate view. Moreover, the Avery model is 
more explicitly intended for IAMS. The Monczka model is more focussed on the alignment of the 
overall strategy and the sourcing strategy. Furthermore, the first two steps of Billson are very 
important for SKANSKA since they have not defined a global segmentation yet. When only using the 
A very or Monczka model, it is possible to overlook the importance of good segmentation. Practice 
adds that the decision on the level of coordination should be chosen as early in the category 
management process as possible. 

Because SKANSKA does not have enough resources at the moment to start all category projects at 
once, a prioritisation should be identified. After the segmentation is defined, it should be clear which 
sub-category gets priority, which will give the best and quickest savings. The prioritisation that the 
literature discusses can be compared to the easiness of implementation that is mentioned in the 
benchmark study. 

It should be noted that the literature does not speak of including or excluding a specific BU because of 
lacking purchasing maturity. However, in practice a deliberate decision should be made participation 
of a BU. Also according to the benchmark study, the focus on the function of a specific product 
instead of the product itself should be taken into account. 
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4.4 Proposal for the Designs 
Because SKANSKA does not have transparency in their IAMS spend and IAMS market, it is unclear 
which goals they should strive for when starting a sourcing project. As mentioned before, it is very 
important to choose the right strategy. Therefore, the final part of this thesis specifically focuses on 
which actions should be taken to clarify the goals to decide on an optimal strategy. In other words, the 
final phase, the implementation phase will focus on the clear identification of inputs to optimise the 
sourcing strategy of a specific (sub-) commodity. 

4.4.1 Design Deliverables 
The following deliverables are pursued during the final part of this thesis: 

It has been decided that SKANSKA needs a category segmentation, since the existing 
segmentations do not reflect the supplier market and are not specified enough to prevent confusion 
or creatively used allocation of invoices. A Segmentation model is presented in Chapter 5. This 
segmentation will be based on the examples from practice and on the differentiation as mentioned 
in Section 4.1.1. 

Category Strategy Determination Process. The second deliverable is a process model to match the 
sourcing organisation with the supplier market, in order for SKANSKA to be able to identify the 
optimal category strategy. In this context, a strategy is a broad set of actions (short, medium, and long
term) (Johnson, 1998B). This model will consist of a set of templates in order to simplify, standardise, 
and communicate the decisions that should be made. SKANSKA needs a category management 
process, which can support, control, and validate the sourcing decision making between sourcing 
locally, nationally or globally. This model will consist of a set of templates in order to simplify, 
standardise, and communicate the decisions that should be made. In addition, this model should fit the 
company culture. This model is presented in Chapter 6. 

4.4.2 Specifications 
According to Van Aaken et al. (2001 ), four design specifications should be considered during the 
design of a model: Functional specifications, limiting conditions, user specifications, and design 
limitations. Functional specifications of the model presented in the next chapters are the following: it 
should solve the problem of lack of transparency in the IAMS market and internal needs and it should 
justify the costs that are made, namely thesis worker fee and the implementation fee. A limiting 
condition that should be considered is the company policy, which is to only use companies that score 
high in the sustainability indices. Another limiting condition is the possibility to insert these models 
into the developed sourcing process. The company culture should also be considered and the design 
should not be in violation with any law. User specifications are user friendliness of the model and the 
inability of the user to adapt it to the personal needs instead of the company needs. Finally, the 
limitations of the model are the costs of implementing the model. 

Final Thesis Report 23 



Purchasing Synergy for SKANSKA's Indirect Materials & Services 

5 The IAMS Category Segmentation 
The first deliverable that is discussed is the IAMS category segmentation that will provide SKANSKA 
with more internal transparency and less creatively used budgets. 

5.1 Method 
Since only a few examples in the literature have covered the way to segment categories, the 
segmentation discussed in this report is mostly based on practice and is adapted to SKANSKA's 
situation. The following important factors for SKANSKA's category segmentation are derived from 
interviews and therefore, are taken into account while structuring the categories. Firstly, the 
segmentation should reflect the supply market. The products and services that are bought in the same 
industry should be put together in one category. Secondly, a frame agreement is all about aggregating 
volume and standardisation. If two materials are of the same kind of category, or can be brought under 
one FA, they should be combined. Thirdly, organise the materials and services in a way that they are 
clustered by specific knowledge. Materials allocated to the sites need sourcing specialists with specific 
(construction or mechanical) knowledge of the products and projects. Fourthly, combine the 
commodities that need the same kind of sourcing structure. For instance investments should be 
handled differently than products that are bought almost daily. Finally, the different categories should 
be separated, in order to obtain equal workload for the category managers. 

5.2 IAMS Segmentation 
The objective of this IAMS segmentation is to create more transparency in what is bought by 
SKANSKA. In addition, it should prevent creatively used budgets. Therefore, the IAMS segmentation 
should be clear and detailed enough. Since the definition of IAMS is vague, it should be clear in which 
context the IAMS segmentation can be derived. Therefore, a higher level of segmentation is designed 
first, which is presented in Figure 8. 
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Figure 8: Commodity segmentation 

In the construction industry, the materials and services can be divided into 'built-in materials' and 'not 
built-in materials and services'. Not built-in materials and services consists of site consumables, site 
services, investments, logistics, and IAMS. SKANSKA Sweden's segmentation does not make a 
deliberate distinction between built-in materials and not built-in materials and services. Site 
consumables are those products that are 'consumed' at the sites. These materials have a lifetime of 
maximum two years like for instance hand tools. It should be noted, considering the above mentioned 
segmentation decision factors, that for instance wood, which is not often used as a site consumable 
should be added to the built-in materials, because of supply market focus and the ability to aggregate 
the volume. Investments are those 'consumables' that have a longer lifecycle, like for instance a 
shovel machine. Also the car fleet is included in this commodity, because of the similar knowledge 
needed and the possibility of using the same supplier. A deliberate distinction is made between site 
consumables and investments because of the different kinds of sourcing structures. Site services are 
those services that are bought especially for the sites, like for instance a sub contractor who paints a 
house. This commodity is separated from the materials because services should be handled differently. 
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In addition, SKANSKA wants to start buying the materials that subcontractors use themselves in order 
to obtain more buying power. This separation makes it possible to separate the invoices. As mentioned 
before, SKANSKA has two commodities referring to transport: road transport and logistics, where 
road transport contains of the transport service and the material price. In order to obtain transparency, 
it is important for SKANSKA to separate the logistics from the materials that are shipped. Since 
logistics represents high amount of spend, about 2.1 billion SEK for Sweden (since it is not clear 
which costs refer to the materials, this figure includes the materials shipped), and SKANSKA 
(Sweden) considers to do in-house transport in the future, it is chosen to separate this service from the 
site services. The final commodity is IAMS. Where the other commodities are directly related to the 
sites, as mentioned before, the IAMS consists of the categories that are not directly allocated to the 
sites. 

Since this thesis report only focuses on IAMS, the designs presented in the following parts considers 
only the IAMS, as presented in Table 2. As also mentioned in that section, it was decided to address 
the IAMS spend category from both aggregation perspective as differentiation perspective. The main 
focus of this section is the differentiation of categories. In the next chapter, the aggregation is 
addressed during Step 2 of the category strategy determination process. It should be noted that only by 
using both approaches, an optimal segmentation can be derived. 
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The categories are: IT and telecommunication, Facility management, Travel, Professional and 
personnel, Marketing and sales, and Insurance. This reflects the identified SKANSKA Sweden's IMS 
segmentation, however, organised differently. 

To obtain internal transparency, it is important that a common view is shared on the different 
categories. A definition per category is needed to avoid misconceptions. The following definitions are 
chosen: Professional and personnel are services that provide SKANSKA with knowledge and manage 
the purchasing processes more efficiently. Marketing and sales are those sub-categories that provide 
SKANSKA with higher brand recognition. IT and telecommunication represents all hardware and 
software and services that are needed to communicate. Facility management are the materials and 
services that are used to support the offices. Travel includes all costs made by a person to get from A 
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to B. Fossil fuels strongly resembles asphalt/ bitumen, however, the fossil fuels are bought by gas 
stations and therefore, they are included in the travel category. Insurance consists of all imaginable 
insurances. 

A point of attention is the sub-category 'consultancy' used by SKANSKA Sweden in the indirect 
category and in the help materials and services category. This is confusing for several parties. 
Therefore, it is proposed only to use the sub-category 'consultancy' in the IAMS segmentation. A sub
category in the site services commodity could be 'sub contractor' . 

Another point for attention is a coding system that is needed in order to efficiently obtain and subtract 
data from the different systems used by the different BUs. Since SKANSKA is creating a spend cube, 
this coding system will not be considered in this report because it should fit to the other commodities 
as well. However, this IAMS segmentation has been used as input for the spend cube that is going to 
be launched by the Vice President of Purchasing in the near future. Because SKANSKA Sweden and 
SKANSKA AB does not have a detailed enough spend database, it is not possible to verify this 
segmentation with reliable spend data. This is should be considered for further research. 

After the segmentation is launched, these categories should be managed. The following chapter 
discusses the design of the category management model: the category strategy determination process. 
It should be noted that this segmentation is not yet finalised to optimise the internal transparency. 
Another differentiation level should be added to obtain a final segmentation that fits the buying 
patterns, the knowledge, and most importantly, the supplier market. However, as mentioned before, 
this differentiation level should be derived from an aggregation perspective, which will be explained 
in Section 6.2.2. 

5.3 Strengths and Weaknesses of the Category Segmentation 
A strength of this segmentation is that the different definitions for IAMS, given by the interviewees of 
SKANSKA Sweden, can coexist. Also, this model reflects SKANSKA's structure: The differentiation 
between sites and offices makes this segmentation unique compared to the segmentation of not 
construction related companies. However, a weakness of this model is the level of detail. This 
segmentation is not yet detailed enough. When only this segmentation is used, without any additional 
detail, the invoices could still be creatively allocated or the categories could be miss understood, but to 
a lesser extend than the current situation within SKANSKA Sweden. Another weakness is that this 
segmentation is not yet tested on the usability within SKANSKA. This is recommended before the 
category strategy determination process is implemented. 

The major purpose for a segmentation to exist is to extract spend data from the different systems of the 
BUs. One of the conditions for this segmentation model to become effective is the addition of a coding 
system, which should be logical and in line with the coding system for DM, in order to easily extract 
data from the different systems. It is not particular necessary for every BU to use the same IT system 
or coding system, as long as an integrated system with an integrated coding system exists that is able 
to extract the right data from all the different systems. It should be noted that the level of detail of all 
segmentations should be sufficient, to be able to extract useful information from the BU systems. 
Therefore, the identification of another sub-layer is needed, in order to prevent creatively used 
allocation of invoices and obscurity. Moreover, the invoices should at least state which items are 
bought, the number of items that are bought, and the supplier that sold these items, to fully exploit the 
possibilities of this category segmentation. 
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6 The Category Strategy Determination Process 
During the benchmark study it became clear that it is most important to put emphasis on how to get to 
a category strategy in order to obtain purchasing synergy. In addition, it became clear one needs a 
specific structured way of working to obtain purchasing synergy. Therefore, it has been decided that 
the second deliverable would be a process model for the determination of a category strategy. In this 
chapter, a 6-step model is presented as category strategy determination (CSD) process. 

The objective of this 6-step model is to derive to an optimal category strategy for a sourcing project of 
a specific sub-category. A category segmentation, for instance the one presented in Chapter 5, is used 
as input. Also, mandate from top management and the GPU should be acquired to start the CSD 
process. In addition, the corporate strategy and targets as well as the IAMS strategy should be used as 
input. Finally, knowledge about SKANSKA's abilities, spend data and market data should be used as 
foundation. In this process, the highest potential saving for a sub-category is identified, the level of 
coordination is decided on, the sourcing team is established, and the level of coordination is decided 
on. Finally, the category sourcing strategy is decided. 

6.1 Method 
The CSD process focuses on obtaining the best category strategy for SKANSKA. The discussed 
literature of Section 4.1 is used as foundation for the 6-step process. The completion of the individual 
steps is based on AT Kearney (2004), IBM (2005), Archstone Consulting (2005), the benchmark 
study, and the round table meeting. In particular, the discussions of the round table meeting were used 
to identify factors for the identification models. The model has been verified by the Head of Indirect 
Sourcing and is tested by a Category Manager. Also the maker of the savings identification model for 
direct materials has verified the IAMS savings identification model. The objective of this model is, 
besides deciding on the best category strategy, to provide SKANSKA with a structured way of 
identifying the potentials, internal needs, and external opportunities. As result, this process will 
support the decision on a suitable category strategy. In order to obtain purchasing synergy, internal 
transparency is achieved by documenting and translating SKANSKA's internal needs, by documenting 
founded decisions, and by using the model as a communication tool to several parties within the 
different layers of the purchasing organisation. Moreover, this model provides external transparency 
by exploring the market in a structured way and by making a founded decision on the level of 
coordination and level of international focus. Also this model deals with the problem of 'no good 
procedure to globalise IAMS', mentioned in section 2.5, because of the deliberate decisions that 
should be made on coordination level and level of international focus and the structured way of 
working. Finally, SKANSKA is be able to learn from every sourcing project and to efficiently use the 
available data that has been used for the prior sourcing projects, because of this structured way of 
working. 

Since lack of internal and external transparency was identified in Section 2.5 as the biggest restraint 
for SKANSKA to obtain purchasing synergy, it has been decided to design templates in Excel for 
every step of the CSD process, in order to obtain transparency in the process. It should be noted that 
this transparency does not directly contribute to purchasing synergy. The first sourcing project using 
these templates does not necessary give complete internal transparency, because the necessary data 
and knowledge is not yet available. However, when these templates are used more often and for 
second and third wave projects, it will definitely provide transparency regarding the internal needs and 
the external possibilities, by the documentation resulting from the use of these templates. A wave 
project is a sourcing project in which a structured approach is used. It should be noted that 
renegotiation of a contract is not considered as a wave. In addition, every time a next wave will be 
started, one is able to use the previous templates to more quickly decide on a sourcing strategy. Finally 
according to the benchmark study, it is important to have a common approach in all BUs and to have 
one language in order to obtain sustainable purchasing synergy, which is provided by these templates. 
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6.2 Category Strategy Determination Process 
The CSD process presented in Figure 9 consists of two phases. The first phase is the Internal 
Organisation Phase, in which the sub-category is chosen, the specific materials or services are 
identified, and the organisation of resources is established. In this phase the level of coordination is 
determined. The second phase is the Strategy Determination Phase, in which the internal and external 
data are analysed in order to decide on the level of international focus and to develop a category 
strategy. 

Figure 9: Category Strategy Determination Process 

The output of this model is a sourcing strategy for the identified sub-category, describing the focus of 
international sourcing, the intended supplier relationship, the number of preferred suppliers to source 
for, an implementation and communication plan for the sourcing strategy, the amount of spend in 
euros to source for, and the most important supplier selection criteria. 

One of the differences between this 6-step model and the theoretical models presented in Section 4.1.5 
is the 'Strategy implementation'. This part will not be taken into account, since the focus of the 
strategy design phase of this thesis is on the input for the sourcing process, as defined in Section 2.2. 
In addition, the GPU is currently working on renewing their sourcing process in which these steps 
described above are not yet covered. 

Also, none of the examples in the literature made a deliberate distinction between level of coordination 
and level of international focus. However, in the literature quite some confusion exists between level 
of coordination and level of international focus as explained in Section 2.2.2. During the round table 
discussion, it became clear that the level of coordination should be decided as early as possible in the 
process. Because the decision of the level of internal focus can only be made when SKANSKA has 
transparency in the market, the decision on level of international focus should be decided later on in 
the process. Because the transparency is created in the fifth step, where the supplier market data is 
evaluated, this model does make that distinction between level of internal coordination and level of 
international focus. 

This process is established in Excel and consists of twenty Excel sheets that document and structure 
the strategy decision making process. In the next sections, the CSD process is explained briefly per 
step. In Appendix J, an extended explanation and examples are given. 

6.2.1 Decide on Sub-Category Project 
The objective of this first step is to decide on the next sub-category for a sourcing project, which is in 
line with the corporate and purchasing strategy. It consists of a questionnaire, obtaining the sourcing 
objectives for the next sourcing project, a savings identification model (SIM), and questions that will 
focus on supporting the decision of the next sourcing project. The Group Purchasing Board (GPB) 
should give an 'initial go' to start the sourcing project. In this initial go, the GPB decides whether a 
pre-study can be started for a specific sub-category. When the sub-category strategy is decided, the 
GPB should give a 'go' for the actual sourcing. 

The input for this step is mandate from top management and BU management for starting a new 
project, written corporate strategy and targets, an IAMS general strategy which is in line with the 
corporate strategy, spend data, and follow up and supplier evaluation information. In addition, a 
category segmentation should be in place. It should be taken into account that SKANSKA is not yet 

30 Final Thesis Report 



Purchasing Synergy for SKANSKA's Indirect Materials & Services 

able to provide validated spend data and information on supplier evaluation. However, closed-loop 
spend management is a necessity for a good sourcing process, which ensures the global use of a 
contract (AT Kearney, 2004 ). Therefore, they should strive for obtaining this information in the near 
future. The person who is responsible for this step is the head of indirect sourcing or an appointed 
member of the GPU. During this step the BU managers, the VPP, and the SVPP should be consulted 
about high level objectives, strategies, and a high level of spend data. The people who should be 
informed after this step are the BU managers, the category managers, the category coordinator and the 
GPB. 

The GPU had already developed a savings identification model more focussed on DM. However, since 
Section 2.2.4 explained that the IAMS can not be directly compared with DM, it is advisable to use a 
SIM specifically designed for IAMS. The GPU model is not as extensive and complete as the Savings 
Identification Model (SIM) that is presented in Table 3. The IAMS SIM also consists of two 
dimensions that were identified as the factors that identify the savings potential by the benchmark 
study companies. During the round table meeting and by discussions with sourcing specialist, factors 
were given to these dimensions. These factors are presented in Table 3. 

bundled contract S end trend 

Emotional attachment Number of bundled waves accom Ii shed 

Available ca acit Contract com liance 

Standardisation Contract review 

Performance of current contracted suppliers 

The most important outputs of Step 1 are the definition of the high level sourcing objectives, the sub
category that has been chosen for this project and the initial go from the GPB, containing the date 
when the strategy should be determined. 

6.2.2 Identify Sub-Category Coordination Level 
Most authors (Archstone Consulting, 2005); Monczka et al., 2002) argue that a sourcing team should 
be formed that directly after a category is chosen. Also, most examples do not consider the level of 
coordination. However, this is an important point which should not be overseen because, according to 
the benchmark study, one should organise their sourcing initiatives on the same level as the supplier 
market development. Also, the level of coordination depends on the internal maturity. The participants 
of the round table meeting agreed upon an early decision on the coordination level. 

Also, the identification of the included materials and services is normally addressed after the sourcing 
team is established (Archstone Consulting, 2005). However, it is important first to understand about 
which specific products this sourcing project focuses on before one is able to identify the level of 
coordination. As mentioned in Chapter 5, the segmentation should be derived from both a 
differentiation as from aggregation. This section focuses on the aggregation. One should keep the 
supply market, the potential for standardisation, bundling specific knowledge, and the sourcing 
structure in mind. 

Because the literature on the determination of coordination level was found to be limited, the round 
table participants were asked to give their view on how to decide on the level of coordination. Two 
dimensions can be identified: the internal ability to globalise, and the external ability to globalise. 
These two dimensions are shown in Table 4. 
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The readiness of the internal customer 
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Although it turns out that the sub-category should be coordinated locally or regionally, it could be 
most effective if the sourcing projects will be organised simultaneously. By doing so, it is an 
advantage to share knowledge and to have the possibility to bundle some local sourcing projects in a 
later stadium. In other words the local sourcing processes should be run simultaneously in order to 
obtain optimal transparency and purchasing synergy. 

After the set of products and services is defined and the level of coordination is identified, the sourcing 
team can be established. 

6.2.3 Establish the Necessary Organisation 
In this step, the stakeholders must be identified for the specific organisational level and the category 
team should be put together. The amount of team members depends on the global organisation level. 
When it is decided that a category project should be organised locally, even one or two resources 
could be sufficient. The focus of this step is on both the GPB decisions as the team member decisions. 

The following actions should be undertaken during this step. First of all the stakeholders should be 
identified. These stakeholders should propose team members for this sourcing project. After that, the 
category coordinator should decide on the team members together with the Head of Indirect Sourcing 
of the GPU and should invite them for a meeting. During that meeting the roles and responsibilities 
should be assigned. This team should agree on the set of products and services, the targets, a time 
schedule, and a communication plan. Where needed an education and training plan should be set up 
for the team members. The input for this step is a list of the set or products and services, the decisions 
on the level of coordination, and scenarios for functional responsibilities. The head of Indirect should 
agree upon the output. 

The output consists of the cross functional team members, the name of the team leader, the team roles 
and responsibilities, and the communication to the major stakeholders. Below the establishment of the 
team, the objectives and time planning and the communication plan will be discussed in more detail. 

6.2.4 Analyse the Internal Data 
In the fourth step, Analyse internal data, the specifications of the stakeholder needs should be defined. 
This is based on quality function deployment (Van Driel, 2001), in which the customer wishes (what) 
are translated in functional requirements (How). Next, a differentiation should be made between 
standard product needs and specific product needs. These two may be handled differently when 
choosing a category strategy, and as result choosing a supplier. For instance consultancy: A 
consultant, who helps setting up a software tool assisting internal communication, should be 
approached differently than a strategy consultant, consulting in a risky acquisition, influencing the 
company's future. The data that needs to be analysed are the business requirements, portfolio analysis, 
sourcing history, and price analysis, where the spend takes place, and with which suppliers (Johnson, 
1998B; Monczka et al. (2002) ). 

The input that is needed for this step is spend data, internal needs, current contracts, communication 
plan, and the team members. First of all, the needs of the stakeholders should be translated into 
characteristics of parts. 
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The category team is responsible for obtaining the data. However, SKANSKA will not be able to 
provide these data at the moment. It should be clear that these data is still necessary to be able to 
analyse the needs and possibilities of SKANSKA. Therefore, the GPU should focus on obtaining 
spend data as detailed as possible. It should also be noted that these spend data should reflect the total 
cost of ownership, which will be discussed in the next section. 

6.2.5 Combine Internal Data with External Data 
In Step 5, converge internal and supplier market data, a detailed analysis of the supplier market and 
the internal needs are put together in order to make a decision in the next step. First of all, the supply 
base and the potential suppliers need to be identified, in order to understand the market. Next, the 
criteria for supplier selection should be decided on. One of the most important criteria is the ability to 
supply for SKANSKA. To be able to make a first selection, background information on the suppliers 
is needed. Therefore, a request for information (RFI) should be sent out to the potential suppliers. 
When the RFI is evaluated, the decision on level of international sourcing should be considered. After 
that, the suppliers should be ranked in quality and ability to supply. 

The input needed for this step is the specifications and requirements, the spend forecast and the 
available market data. The request for information and the decision on international focus are 
explained in more detail below. 

The request for information (RFI) is often (Archstone Consulting, 2005) sent out after the strategy 
decision is made. However, in order for SKANSKA to obtain more transparency in the supplier 
market, it is necessary to send out the RFI before the decision on level of international sourcing to 
obtain a more founded decision. 

Because limited information on how to determine the level of sourcing in the literature and the 
emphasis on soft factors by interviewees, it has been decided that the decision on international focus 
should take not only total cost of ownership (TCO) into account, but also value and risk factors. These 
factors are derived from interviews within SKANSKA, the benchmark study, and the round table 
meeting. First, the TCO will be discussed. In Table 5, the TCO differentiation is presented. 

Table 5: TCO (derived from the Benchmark stud ) 
l'fc 

Development and research 
costs 
control/ mana ement costs 
installation costs 
property costs 

dis osal costs 
transition costs 

a ments) 

( testin , s ecification, contractin ) 
(warehouse, administrative, lannin ) 

(interests, installation, test, maintenance, energy, 
insurance, erformance er time unit) 

Next the soft factors, risk and value, are considered. The interviewees pointed out that although the 
costs are considered, also the value and the risk should be taken in consideration. The risk is the 
possibility that something goes wrong, with for instance quality, delivery reliability. The value is the 
importance for SKANSKA that a factor exists. One could buy cheap marketing material in China, but 
if the material takes months longer than expected to get to the place of destiny, the marketing material 
could be expired. Also the value of the possibility that a serviceman is able to arrive within one hour, 
one could consider a local supplier instead. The value and risk factors that are taken into account in 
this step are presented in 

Table 6. 
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Table 6: Value and Risk Factors 
VALUE 

Emotional attachment 
Technolo 
Service availabilit 
Sustainabilit 

6.2.6 Decide on Category Sourcing Strategy 
In the final step, the development of a category strategy, an optimal category strategy should be 
developed. Before the category strategy will be derived, first the current category strategies and 
contracts should be considered. In order to understand what the final forecast spend will be. Next, a 
benchmark study should be performed to identify for best practices. After that, a portfolio analysis 
should be made and the sourcing strategy should be developed. When the sourcing strategy is 
determined, a sourcing plan should be presented to the GPB. 

The strategy portfolio used in this template is based on Kraljic, as explained by Gelderman and Van 
Weele (2003), Olsen and Ellram ( 1997), and Van Weele (2002). The strategy portfolio consists of two 
dimensions: The 'strategic importance of the sub-category' and the difficulty of managing the sub
category's situation. The Strategic importance of the sub-category is divided into competence factors, 
economic factors, and image factors. The difficulty of managing the sub-category's situation consists 
of product characteristics, supply market characteristics, and environmental characteristics. These 
factors of these two dimensions are presented in Table 7. 

··Economic factors 

The extent to which the purchase is part of a final 
roduct with a reat value added 

The extent to which the purchase is part of a final 
roduct with a ood rofitabilit 

Criticality of the purchase to get leverage with the 
lier for other bu s 

lactors 
lier critical ima e/brand name 

Potential environmental/safet concerns 

Risk 

Uncertaint 

When these factors are combined, a two-by-two matrix is created. Each of the four quadrants, non 
critical items, strategic items, bottleneck items, and leverage items, requires a distinctive approach 
towards suppliers. Non-critical items require efficient processing, product standardisation, order 
volume and inventory optimisation. Leverage items allow the buying company to exploit its full 
purchasing power, for instance through tendering, target pricing and product substitution. Bottleneck 
items cause significant problems and risks which should be handled by volume insurance, vendor 
control, security of inventories and backup plans. By plotting the buying strengths against the 
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strengths of the supply market, three basic power positions are identified and associated with three 
different supplier strategies: balance, exploit, and diversify. The dimensions and factors in 

Table 6 and Table 7 look quite similar. However, 

Table 6 focuses on the risk and value of the supplier and Table 7 focuses on the risk and value of the 
sub-category. The general idea of Kraljic's model is to minimize supply risk and make the most of 
buying power. Suppliers should be selected on these conditions, and therefore, these two tables should 
both be considered when deciding on a category sourcing strategy. 

Category Sourcing Strategy 
Now it should be decided which sourcing strategy will be used for the sub-category. AT Kearney 
(2004) and benchmark study documentation identify the following six sourcing levers: Volume 
consolidation, best price evaluation, global sourcing, specification improvement, joint process 
improvement, and relationship restructuring. The first three are related to the non critical and leverage 
products, which exploit the buying power. The last three levers are related to the strategic and 
bottleneck products, which focus on the relationships. Combined with the previous steps and the 
strategy portfolio, an analysis should be made and a strategy should be determined. The outcome of 
this analysis, the sourcing strategy, should describe the focus of international sourcing, the intended 
supplier relationship, the number of preferred suppliers to source for, an implementation and 
communication plan for the sourcing strategy, the amount of spend in euros to source for, and the most 
important supplier selection criteria. These considerations should be presented to the GPB. When the 
GPB decides that the sourcing project could be started, the GPB should sign for the acknowledgement 
of the sourcing project and the promise to implement the chosen contracts. 

6.3 Strengths and Weaknesses of CSD Process Tool 
One of the strengths of this model is that it gives the opportunity to document the analyses and the 
reasoning for the different steps to be taken. As result, this tool gives transparency in the process itself. 
Moreover, internal transparency is created by the documentation of the spend data and the translation 
of the customer wishes into functional specifications. External transparency is created by the 
documentation of the RFI and by the internal coordination tool, the level of international focus matrix, 
and the category sourcing strategy matrix. Another strength of this model is the explicit focus on the 
level of coordination and the level of international focus . The combination of these two matrices gives 
a notion per sub-category on how to organise for globalisation. 

Although it was not the intention of this thesis project to focus on enhancing the communication, this 
model provides communication support during the CSD process. Not only does this tool document the 
decisions made, it also explains the decisions made. In addition, this document should be used by 
different layers within the organisation, which forces the parties involved to communicate. However, 
because of these pass-ans, the possibility exists of errors to occur. For instance, the use of different 
versions could occur, if more than one person is making changes in the document at the same time. 
Another drawback of this model is the possibility that the users will find the tool to extensive and 
bureaucratic and will therefore not use the model. 

Besides the identification of the SIM factors by eleven senior executives of different companies, these 
factors are also verified by the maker of the savings identification model for DM. Also, the factors of 
the level of coordination were identified by the same eleven senior executives. The value and risk 
factors for the level of international focus are verified by a category manager. It could be the case that 
the factors for the level of international sourcing focus should be tested more, since only one sourcing 
manager has been able to verify these factors. 

In order for this model to be effective, every step should be taken into account during a new sourcing 
project. Also, the data should be as accurate as possible in order to obtain the optimal category 
strategy. Moreover, the selected (cross-functional) team members should have sufficient capabilities 
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and knowledge of the sourcing process, internal needs, and supplier market. When this is not the case, 
the team members should be educated in the missing knowledge and capabilities. The team members 
should be carefully selected for their readiness to change and their 'one SKANSKA view' in order to 
avoid sub-optimisation or disintegration of the team. 

Since the CSD process has not been extensively tested yet, it could be that the model appears to be less 
effective than is assumed in this report, due to the problems that are not taken into account. It could, 
for instance, be the case that the BUs resist to change and therefore, the changes that this model 
engenders, like sending out an RFI, will not be made. It could also be the case that the users of the 
model do not understand the use and the meaning of the different factors. As result, the model will be 
used wrongly and a less optimal category sourcing strategy could be decided on. It should be clear that 
the users of the model fully understand its meaning. Therefore, a manual and training should be 
anticipated in order to avoid misunderstandings. Even though this CSD process tries to avoid 
insufficient communication, it could be possible that, due to the extremely decentralised structure, this 
model does not give sufficient support to communicate the findings, which can result in a less optimal 
category sourcing strategy. Finally, maverick buying will complicate the category strategy 
determination process because spend data and specifications could be inaccurate. 

6.4 Conclusion for the Strategy Design Phase 
During the strategy design phase, on the basis of research questions, the literature and practice on 
category management were discussed and analysed and two designs were created: The Category 
Segmentation and the Category Strategy Determination Process (CSD process). Firstly, the answers to 
the research questions are stated. Then, the design specifications for these models are verified. 

6.4.1 Answers to the Research Questions of the Strategy Design Phase 
Not much could be found in literature about category management. However, those category 
management processes that were found were quite similar. In practice however, the category 
management processes were fairly different compared to the theory. These companies organise their 
category management processes in the following way. First of all, these companies are organised in a 
matrix structure. A difference exists between the line and functional responsibility of the local 
purchaser. The category management processes are fairly different from another, but most companies 
focus on pre-study, determination of the strategy and searching for suppliers. All companies use 
prioritisations to decide on a category sourcing project. Some learning points from these cases are the 
following. First of all, it is important to understand the function of the product that will be sourced in 
order to optimise the savings and the usage of the product. Also it was interesting to learn that making 
a BU manager responsible for the implementation will help downsizing the resistance to change. 
These companies also argued that it is not important how to segment the categories, as long as they are 
segmented in a clear and structured way. In addition to that, the benchmark study companies discuss 
the importance of the right category strategy .. By implementing capable resources, common 
processes, and common enablers simultaneously SKANSKA is able to obtain purchasing synergy. 
Also, using incremental steps to implement the coordination effort is a key success factor. Next, 
mandate from top management and BU management is crucial for the success of the coordination 
effort. 

The final question was: How can SKANSKA plan for global sourcing and how could they 
incorporate this process in the overall strategic plan? SKANSKA could plan for global sourcing by 
the use of incremental steps for implementing the global coordination effort. One of the first steps that 
should be taken is the creation of a spend cube. With the category segmentation presented in Chapter 
5, a basis is made for the global coordination effort. In addition, it is vital for SKANSKA to make sure 
they choose the right strategy for their IAMS categories, since SKANSKA does not have a 
transparency in the market and internal needs. The CSD process, presented in this chapter, is a tool 
that supports the decisions to obtain the optimal category sourcing strategy. These two models were 
designed according to the design specifications in Section 4.4.1. These design specifications are 
explained in more detail below. 
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6.4.2 Functional Specifications 
These models solve the problem of lack of transparency in the IAMS market and internal needs by 
documenting and translating SKANSKA's internal needs, by documenting founded decisions, and by 
using the model as a communication tool to several parties within the different layers of the 
purchasing organisation. Moreover, this model provides external transparency by exploring the market 
in a structured way and by making a founded decision on the level of coordination and level of 
international focus. Also this model deals with the problem of 'no good procedure to globalise IAMS', 
mentioned in section 2.5, because of the deliberate decisions that should be made on coordination 
level and level of international focus and the structured way of working. Finally, SKANSKA is able to 
learn from every sourcing project and to efficiently use the available data that has been used for the 
prior sourcing projects, because of this structured way of working. A drawback of these designs is that 
the spend data, which is necessary input to obtain internal transparency is not yet sufficient. Without 
this input, internal transparency will not be achieved. The CSD process is a medium that helps 
understanding the spend data. 

The IAMS segmentation clarifies the obscurity of indirect materials and services, in which the 
different definitions for IAMS given in Section 2.3 can coexist and therefore, creating a platform for 
transparency in the IAMS spend. 

6.4.3 Limiting Conditions 
The limiting condition for the focus of sustainability can be verified by the use of the old sourcing 
projects as input for the new sourcing projects. In this way, sustainable purchasing synergy is 
achieved. According to the head of indirect sourcing, the CSD process coincides fairly well with the 
developed sourcing process by the GPU. Also, the category segmentation fits the company culture, 
because of the differentiation between the sites and the offices. 

6.4.4 User Specifications 
The IAMS segmentation model is very user friendly because the different definitions on IAMS coexist 
in this model. However, some possible drawbacks exist. One possible drawback is the insufficient 
knowledge of computers or Excel for some of the current sourcing specialists. However, this is a 
general problem that SKANSKA has to cope with, which can be prevented by selecting the right team 
members. Another drawback is the possibility of changing the model for the benefit of one person or 
BU. The head of indirect sourcing and the category coordinator should check the decisions on 
relevancy. 
A platform is created by the use of this IAMS segmentation as input for the spend cube 
Finally, SKANSKA is be able to learn from every sourcing project and to efficiently use the available 
data that has been used for the prior sourcing projects, because of this structured way of working. 

6.4.5 Limitations of the Models 
The only limitation of the research was the costs for implementation. These costs can not be identified, 
since the model is not yet implemented. 

6.5 First Reactions on the CSD Process 
The CSD process could be fairly useful. A one day meeting was organised with a category manager to 
explain and verify the CSD process model. During this day, some small adjustments were made to 
optimise the process. According to the category manager, the model could be quite useful for making 
sure that the team members have the same mind-set. In particular, the quality function deployment 
model was found to be helpful in the case of different opinions. It was recognised that many actions 
should be taken before the team is established. It helps the team members to be more specific about 
which specifications are the most important for the product or service. Although the RFI was found to 
be useful, the category manager expects that the RFI will give a high resistance, since it will be seen as 
too much of a hassle for the limited time available. It should be noted that at the moment, some 
sourcing specialist participate in more than eight sourcing projects, due to the limited number of 
resources of particular BUs. As a result these specialists do not have the time to fully support the 
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sourcing team as they should do. In addition, it is too much to ask for a sourcing specialist to become a 
specialist in so many different categories. Therefore, it should be clear that more resources are needed 
in order to efficiently obtain purchasing synergy. The category manager suggested that thesis workers 
could be used to obtain these data from the suppliers. In addition, the category manager recognises the 
problem of insufficient team member selection methods, which is indicated by the category manager 
as key success factor of this sourcing process. The graphs derived from the level of international focus 
and the category strategy determination were found to be giving transparency in the supplier market 
and therefore, the decision making process could be more founded and precise. 
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7 Final Conclusion 
In the final conclusions, the sub-conclusions stated in this report will be summarised and the 
objectives of this thesis are verified. 

7.1 Summary of Sub-Conclusions 
The initial assignment that SKANSKA had given was to determine a purchasing structure and 
implementation model for indirect materials and services, aligned with their purchasing strategy, in 
order to get sustainable purchasing synergy for SKANSKA. The focus of the assignment was on 
SKANSKA Sweden, representing 1/5 of the total spend, stipulating that the designed model could be 
used on corporate level. 

On the basis of the following eight research questions was the diagnosis phase of this final thesis 
started: 

What is purchasing synergy? 
What does globalisation mean? 
What are indirect materials and services? 
How does the construction industry organise its sourcing process? 
What is the cu"ent situation of SKANSKA 's indirect materials and services? 
Why are indirect materials and services important for SKANSKA? 
What are the biggest problems for SKANSKA to obtain purchasing synergy for indirect 
materials and services? 
Which problem should be addressed during this thesis project in order to obtain purchasing 
synergy? 

For this report, it has been decided to describe purchasing synergy by 'the regrouping and combining 
of organising and implementation activities of different BUs into one purchasing structure, which 
results in better knowledge management, economies of processes, or economies of scale'. 
Globalisation is a specific form of purchasing synergy, since globalisation is the integration and 
coordination of procurement requirements across worldwide business units, looking at common item 
processes, technologies, and suppliers. In order to know what should be globalised, it was decided 
together with the SVPP that indirect materials and services are those materials and services of which 
the costs can not directly be allocated to projects (IAMS). For a construction company, this will be a 
big challenge, since the construction industry is a decentralised and fragmented market and a typical 
project based industry. It will take much effort to be able to get every BU aligned. Especially since it 
became clear that SKANSKA is not in control of their IAMS spend due to the big supply base, the 
limited number of F As and the high number of suppliers, providing for small amount of the total 
spend. It is extra important for SKANSKA to obtain control over their IAMS spend, because the 
IAMS are not as vital to the core business and therefore, only contribute to the costs instead of the 
profit. 

During the diagnosis phase, six problems were found to be the main causes for not being able to obtain 
purchasing synergy. These problems, recognised by the SVPP, were the following: 'Insufficient 
(cross-) communication', 'Creatively used budgets', 'Resistance to change of BUs ', 'Maverick 
buying', 'No good procedure to globalise IAMS', 'Lack of transparency in IAMS Spend and Market'. 
To be able to get more purchasing synergy, SKANSKA should first of all obtain transparency in the 
IAMS spend and in the IAMS market. As a result the first part of the sourcing process was evaluated 
in more detail in the strategy design phase, in order to 'design a model order for SKANSKA to obtain 
transparency and optimisation in the IAMS spend and market'. The following research questions were 
used as guidance for the strategy design phase: 

How do other companies organise their indirect materials and services? 
What can SKANSKA learn from these cases? 
Which sourcing model is best for SKANSKA to use? 
How can SKANSKA pltzn for global sourcing and how could they incorporate this function in 
the overall strategic pltzn? 
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To understand how transparency is achieved, research was done in the strategy design phase on 
category management. Besides theoretical research, a benchmark study was performed in different 
industries and a round table was held in order to obtain the knowledge of obtaining transparency and 
purchasing synergy in practice. It occurred that it was unclear which goals SKANSKA should strive 
for when starting a sourcing project. And because it is very important to choose the right strategy, the 
final part of this thesis specifically focused on the clear identification of inputs to optimise the 
sourcing strategy of a specific (sub-) commodity. Therefore, the following two models were specified 
as deliverables: A Category Segmentation Model and a CSD process, based on the literature, the 
benchmark study, and the round table meeting. 

The initial assignment was: Determine a purchasing structure and implementation model for 
globalising indirect materials and services, aligned with their purchasing strategy, in order to get 
sustainable purchasing synergy for SKANSKA. This assignment was translated to the following 
problem solution: Design a category management model in order for SKANSKA to obtain 
transparency and optimisation in the IAMS spend and market with focus on the input of the 
sourcing process, since the transparency should be created before the sourcing is started. And finally, 
it was decided that the models shouldfocus on the clear identification of inputs to optimise the 
sourcing strategy of a specific (sub-) commodity. 

The first model is a category segmentation structure and the second model is a process model, 
consisting of templates to implement a structured, standardised way of deciding on a category strategy. 
As mentioned in the introduction, the strategy for the next two years of the GPU is to professionalize 
the purchasing process, to increase the use of national and global agreements, to expand these 
agreements in number and geographic places, and to measure savings and compliance. To almost all 
of these points the designed models have contributed. The input of the purchasing process will be 
considered in a more structured way, if the CSD process is used. By using this standardised way of 
working, the professionalism of the purchasing process could be increased. Also the national and 
global agreements will most likely be increased, because the CSD process focuses on identifying the 
highest possible level of coordination and the highest possible level of international sourcing focus. 
The CSD process gives insight in the savings potentials and therefore, the GPB will get an 
understanding of the sourcing possibilities. The BUs will be less reluctant to providing resources for a 
sourcing project. As result, the number of agreements and the number of geographical places covered 
will increase. Finally, the savings and compliance will not be measured by these models. However, the 
category segmentation helps clarifying what should be measured. Moreover, the CSD process will 
probably help increasing the compliance and savings, since the needs of the internal customer are 
more explicitly translated in requirements. To conclude, this category segmentation and CSD process 
focus on the globalisation of the indirect materials and services and is in line with the purchasing 
strategy. Sustainable purchasing synergy is obtained by the creation of transparency in the internal 
needs and the external supplier market. Internal transparency is created by clear segmentation and 
external transparency is created by the structured way of working in the CSD process. 

7.2 Verification of the Project Objectives 
In Section 1.4 of this report, the project objectives consisting of the thesis objective and the personal 
objective were stated. In this section, these objectives are verified. 

7.2.1 Verification of the Thesis Objectives 
The objective of the thesis was to develop skills to apply the acquired scientific knowledge to a 
managerial problem and to learn to independently implement the obtained knowledge in a business 
environment. It was quite difficult to obtain the scientific knowledge connected to the managerial 
problem. In addition, it was quite difficult to separate the different data sources and still be able to 
make it a logical readable report. However, by the use of a benchmark study, insights were obtained 
on how to organise for globalisation and two designs were made that can hopefully successfully be 
adapted to SKANSKA's business environment. 
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7.2.2 Verification of the Personal Objectives 
In my opinion, I have contributed to SKANSKA's strategy, by delivering SKANSKA a useful tool 
that can be used for the implementation of purchasing synergy. In addition, the two models are 
coincides fairly well with the existing processes and procedures. During my stay at SKANSKA, I was 
able to achieve the next objective: To improve my presentation and writing skills in English. I have 
presented a couple of presentations besides the regular midterm presentation, which was very 
educational. In addition, both the benchmark study and the round table meeting have helped me to 
improve my presentation and writing skills in English. The point that I consider to be still an issue that 
could be worked on is my time management and project planning. The thesis project has been delayed 
because of this. Moreover, it was really interesting to experience the independent way of working. 
However, I really missed team members that could stop me from becoming too enthusiastic and 
digging in too deep. Finally, my final objective has definitely succeeded: To make my stay an 
unforgettable experience. 
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8 Recommendations 
In this chapter, the proposal for implementation, the proposal for prioritisation, and the trade-offs for 
the proposed way of working are presented. Also, recommendations for further research discussed. 

8.1 Proposal for the Implementation of the Models 
In order to obtain sustainable purchasing synergy, and as result, to lower the costs of SKANSKA as 
one company, the BUs should obtain capable resources, one system, one process, and one language: a 
'One SKANSKA' view. This view should be made owned by the CEO, top management, and BU 
management. Also, the purchasing function should become more mature. Therefore, capable resources 
should be allocated to the sourcing projects on BU level. These resources should be specialists in one 
specific field, they should have knowledge of the supplier market, but more importantly, they should 
understand the importance of the 'One SKANSKA' focus, instead of optimising BU agreements, and 
should be willing to participate in this management change. It should be noted that currently, 
insufficient, incapable resources are appointed for the sourcing teams. It is recommended to change 
the team member selection criteria and to increase the number of sourcing specialists. The number of 
resources allocated to the sourcing projects should exist of at least one sourcing specialist per category 
per BU. The quality of the category strategy depends on the quality of the specialists and the quality of 
the demand side and has a direct effect on the quality of the agreement. Therefore, this point should 
not be taken lightly. 

To efficiently obtain internal transparency, it is recommended to implement the proposed IAMS 
segmentation. As mentioned in the conclusion of the implementation phase, internal transparency will 
not be achieved when spend data is not available. Therefore, a spend cube should be created on the 
basis of this segmentation. However, first the segmentation should be verified with the different BUs 
and another level of detail should be made. This implementation should be accompanied by the 
addition of a coding system, integrated with the coding system of direct materials. Every BU should 
identify the categories in their own system and should connect the coding system to their own system. 
If they do not have their own system or their system is not detailed enough, the BUs should the IAMS 
coding system. In addition, the purchasing systems on BU level should be integrated with the 
purchasing system of the GPU and the purchasing systems should be connected to the financial 
systems to efficiently extract the data. The spend cube should consist of the amount of spend is per 
product or service, what the number of units is per product or service, and what the number of 
suppliers is per product or service. 

It is also recommended to implement the CSD process in order to create a common way of working, 
and internal and external transparency. It is advised to first test the model with one sub-category, to 
obtain insight in the possible optimisation of the process. To be able to efficiently make use of the 
CSD process, a manual should be written first, before implementing this process. In addition, it is 
advisable to train the purchasing specialists in the sourcing process and in particular, in the use of the 
CSD process, since this process is identified as the most important part of the sourcing process. Since 
SKANSKA Sweden is expanding its purchasing unit, it could be useful to start the implementation in 
the BU SKANSKA Sweden. It is recommendable to organise the sourcing processes in waves, in 
order to optimally learn from the previous experiences, by using them as input for the next projects. It 
should be noted that the templates used for the sourcing process need to be limited in the adaptability 
to be able to maximise the ability to compare potential suppliers, products, and waves. 

Purchasing synergy does not happen over night. One of the factors to efficiently obtain purchasing 
synergy is by the use of incremental steps. Even though the supplier market could be ready for global 
sourcing, it is advisable, when a sourcing project for a specific category is launched for the first time, 
to coordinate the project on a national or regional basis, since the purchasing maturity of most BUs of 
SKANSKA is fairly low. To first focus on the purchasing maturity of a specific BU can assure a more 
effective and efficient implementation of the coordination initiative, before engaging that office in the 
global purchasing initiative. It should be noted that the processes, enablers, and systems need to be 
implemented simultaneously. In combination with the use of incremental steps for the implementation 
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of the global coordination effort, the BU should only be involved, when it has sufficient enablers and 
systems are able to support the processes. However, this does not mean that an agreement could not be 
used by the BUs with insufficient resources. In addition, SKANSKA should focus on global contracts 
but with local implementation. This means that the supplier is contracted for its service to provide 
products, however, the products could differ on local basis. 

8.2 Proposal for the Prioritisation of Sub-Categories 
The SVPP has asked to identify which sourcing projects SKANSKA should start in the near future. In 
the SIM, the ten sub-categories with the highest spend were taken as first prioritisation. The sub
category with the highest number of suppliers, office supply, was added because of the surprisingly 
high number of suppliers that were invoiced (1543 invoiced suppliers in 2005) In Figure 10, the results 
of the SIM are presented. 

Savings Identification 

Ease 

o.o~~~+-~~--~~+---"~--~~ 

0,0 1,0 2,0 3,0 4,0 5,0 

Savings potential 

Figure 10: Results of the Savings Identification Model. 

According to the benchmark study companies, examples for low hanging fruits are office supplies, IS, 
IT, and travel. Since SKANSKA did not yet start many indirect sourcing projects, the reasoning 
mentioned in Section 4.1.2 and the examples of the benchmark study will be used for the first 
prioritisation. Since - is identified by both the benchmark study participants as the SIM as 
the sub-category that is easiest to aggregate, this should get the first priority. In addition, since~ 
- fulfils the points mentioned in Section 4.1.2, this could also be the optimal sub-category to test 
the CSD process. Next, - should be taken into account due to the high ease of 
implementation and high savings potential. Because of the huge amount of spend, - should 
be taken into consideration in an earl stage. This could also help to identify the difference between 
the current sub-categories ' ' in indirect materials and services and help materials and 
services. Standardised should be fourth to start the sourcing project. Customised • 
- will be harder to agree upon due ~ing customer wishes. Also the supplier market 
for customised software is quite extende~ should be fifth in line because of the high spend 
involved. Buildin~ance is next, due to the high spend, high ease of implementation, and high 
savings potential-- should be taken into account as seventh sourcing project. • should be 
taken into account in~ these contracts consist of a long contract period. Finally, 

, ----·and can be taken into account 
simultaneously. A prioritisation between these three depends on the need for new contracts. 
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It should be noted that optimal savings can only be achieved by good planning, long term thinking, 
and working with product quality and price. 

8.3 The Trade-off for the Proposed Way of Working 
One important drawback of the proposed models is the number of resources that need to be involved 
and the amount of time that these resources will be focusing on the sourcing projects. At the moment 
sourcing specialist are able to be involved in eight different sourcing projects. However, they are not 
able to give the full attention to the sourcing project. This results in lack of interest and team 
ineffectiveness. 

Unfortunately, most of the times the sourcing process is currently carried out by renegotiating the 
current contracts. Even more often, BUs decide to step out of the process, just before a contract is 
about to be made. Compared to the current way of working, this process will try to obtain a 'one 
SKANSKA view' by deciding on the key product specifications and the key supplier selection criteria 
before starting to negotiate with suppliers. These key factors should be recognised by all team 
members before moving on to the next step. 

It should be noted that the CSD model focuses on a decision on level of coordination made by the 
GPB. Currently, this decision is made on a lower level and therefore, this model could be found to be 
less effective for local or regional initiatives. So the decision for the level of coordination should be 
made later on in the CSD process as currently is established. 

In conclusion, the CSD process is far more detailed, bureaucratic and time consuming for all levels of 
the purchasing function compared to the current way of working. Also the number of sourcing 
specialists should be increased tremendously. However, this process supports the decisions made, 
gives more insight in the internal and external transparency and will provide purchasing synergy. As 
result, the return on investment ROI will be higher than the investment itself. This is already shown by 
coordination initiatives for DM. 

8.4 Recommendation for Further Research 
To be able to select the right resources for the sourcing teams, research should be done in the field of 
team member selection. Also, research should be done on the possibility to connect the purchasing 
systems and the financial systems, and the integration of the purchasing systems of the BUs and the 
Group Purchasing Unit. Finally, since this final thesis project has mainly focussed on data of 
SKANSKA Sweden and the Nordics, it is advisable to do examine whether the findings in this report 
are applicable to all the other BUs. 

Other Recommendations 
It is recommended to use a BU as ambassador for a FA. The assignment of a BU as ambassador for 
the implementation of a FA is found to be useful in the fight against the resistance to change. 
According to one of the benchmark study participants, the contract is quicker implemented when a 
'fellow' BU sells the contract to the internal customers, rather than the corporate unit. Another way to 
obtain less resistance to change, it could be useful to add contract compliance to the bonus 
arrangements of the BU managers and the local buyers. This KPI makes these employees aware of the 
importance of compliance. A tool that would help the standardisation of the sourcing process is an 
automated contract approval flow, which helps to speed up the sourcing process. 

In the end, the sourcing project should become an ongoing sourcing process. Only then sustainable 
purchasing synergy can be achieved. The output of the one project should be used as input for the 
next. When the sourcing specialists are not working on a sourcing project itself, they should obtain 
more knowledge about the market possibilities. They should also follow up and evaluate the current 
contracts and the internal needs, in order to make the sourcing project more effective, efficient and 
reliable. 
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Without a communication platform, SKANSKA will not be able to obtain corporate coherence and as 
result, purchasing synergy. It is not only important to communicate the initiatives, the organisation, the 
processes, and the contracts. Moreover, a system should be used to extract data from local systems and 
to identify the internal needs and buying behaviour. In short, this system is also used to obtain internal 
transparency. It should also be noted that measurements are needed to understand what should be 
communicated and extracted from the system. Resistance to change is often a reaction to lack of 
knowledge of the new situation. In order to obtain the least resistance to change, it should also be 
communicated why this change is necessary, what is needed to make this change happen, and what 
will be the result of this change. Communication should be seen as one of the biggest challenges for 
SKANSKA. 

Because the BUs have limited knowledge of global sourcing, a specialised support function could be 
useful to help with analysing data, decision support, and standardise the sourcing processes. Also the 
organisation of the shared service centres makes the implementation of the coordination initiative 
more smoothly. 

The drawback of SKANSKA's extremely decentralised company could be taken away by one 
purchasing intranet, which provides transparent tools for sourcing, buying, and extracting data. 
Optimisation of the coordination initiative can be achieved by the integration of the purchasing system 
and the financial systems. 

Other interesting points for attention are: 

46 

In order to obtain transparency and contract compliance, a message could be sent to the contracted 
suppliers that only an invoice that matches a purchase order is paid. This trick helps to quickly 
implement an e-procurement system, which ensures transparency." 
It should be noted that a specific implementation structure is needed to successfully implement the 
coordination initiative. 
It could be interesting for SKANSKA to find partners with whom SKANSKA is able to combine 
the volumes in order to obtain sustainable purchasing power. 
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Appendix A: Organisational Chart of SKANSKA 

The Skanska Group 

Group staff units Senior Executive Team Skanska Financial Services 

Skanska Project Support 

Figure 11: Organisational Chart of SKANSKA 
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Appendix B: Questionnaire for the Diagnosis Phase 
Procedure: Everything you say will be used strictly confidentially. I will send my interview summary 
to you to check. 

General Questions 
1. How much time do you have? The interview will take about 30 minutes. 
2. How long are you working for SKANSKA? 
3. What did you study? 
4. What is your function and what are your responsibilities? 

a. Which functions did you also have within SKANSKA? 
5. Who is your boss and who are working for you? 

Indirect Materials and Services (IMS) 

6. What do you do concerning indirect materials and services? 
a. Do you speak with other departments about their FAs? 
b. Are there any problems concerning these purchases? 

7. What is the strategy on IBX? (next steps) 
a. What are the week spots of IBX? 
b. Why? 

8. Does somebody keep track of data? 
a. Does somebody take care of the statistics? 
b. Do you use statistics to buy IMS? 

9. What is your opinion on globalising purchases of IMS? 
a. Is every IMS good to globalise? 
b. Why? 

10. Why hasn't the purchases of IMS been centralized earlier? 
For my final thesis I have to appoint a problem 

11. What do you think is the problem concerning IMS (globalise)? 
Is there something I missed, that you would like to say? 
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Appendix C: Questionnaire for the BUs 
Personal 
1. What is your function? 
2. What are your responsibilities? 

Commodities 
3. How do you categorise your commodities (e.g. direct materials, indirect material and services, 

investments)? 
a. How many sub-levels do you use? 
b. Why are these commodities categorised in this way? 

4. How do you define indirect materials and services (IMS)? 
a. What sub-categories do you distinguish within IMS? 
b. Why is IMS organised in this way? 

Procurement model IMS 
5. Do you source locally, nationally or globally? 
6. Could you describe how you organised the IMS within your purchasing function in terms of: 

a. Who is responsible? 
b. How the hierarchy looks like? 
c. How many people are working on (centralised) sourcing of IMS? 
d. Having your procurement unit(s) in one geographic place? 
e. Which systems do you use? 

7. Do you use framework agreements? 
a. Do you have cross-Business Unit agreements? 
b. Do you have national agreements 
c. Do you use local agreements? 
d. Do you use the same strategy in different countries? 
e. Do you use the same strategy for different commodities? 

i. For Indirect and Direct? 
f. Why are your procedures organised in this way? 
g. How do you place the orders (system catalogue, manual, other)? 

8. Do you measure loyalty towards these contracts? 
a. What is the loyalty towards these contracts (in terms of usage)? 
b. Do you use a bonus system? 

9. Do you have specific standard codes for your products (like UNSPSC)? 
a. If so, are these codes used by more companies? 
b. In the same industry? 

10. What do you consider to be benefits of this way of working? 
a. And the flaws? 

11. What are the driving factors and motives for using this strategy? 
12. Do you use historical data? 
13. How do you measure the following: 

a. Savings from pooling IMS purchases? 
b. Loyalty of employees to use the contracts? 
c. Effectiveness due to chosen strategy? 
d. Quick wins? 

Thank you for your cooperation! 
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Appendix D: Commodity Segmentation of SKANSKA Sweden 

Foundation Road Bitumen Construction Interior Doors 

Materials Concrete Windows 

fossil fuel Floor 

Mass Furnishing 

Explosives Nails 

Add-ins Roofing 

Road Transport Road Transport Lock and accessories 

Power shovel Machine carpentry 

Load Machine stairs 

Other products Pain tin 

Truck and Tractor Installation Materials Electrical Materials 

Road machine Construction Elevators 

DuO Machines Ventilation Materials 

Subcontractor Electricity Installation VS Materials 

Plaster montage Heatin Climate control 
Metal parts and glass 
Montage Investments Road Machines 

Nature Stone Cars 

Plate settlement Drill A re ation 

Roof Montage Logistics logistics centre 

Ventilation installation train and Transport 

VS Installation third- art lo istics 

Other Frame Materials Fastenings Material 

Help Materials and Movable housing Completion Isolation 

Services Energy Wall materials 

Installation and Storage Plates 

Equipment Ceiling and Coating 

Consultancy Wood 

Cranes and Machines Frame Materials Concrete 

Personal Clothing Construction Builders Hardware 

Other Framing 

Indirect Materials and Insurance Steal and Reinforced Steel 

Services IT and Telephony Road Materials Coatings 

Consultancy Top layer 

Office Service Rams 

Rent VA Material 
Guard railandroad 

Marketing marking 

Travel Road Maintenance 

Education Other 

Remainin Remainin 
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Appendix E: Spend Analysis of Sub-Categories 

Insurance 

Insurance Com an Insurance 

Insurance Owners insurance 

IT and Tele hon ITS stem 

IT and Tele hon IT Central Costs 

IT and Tele hon IT Communication 

IT and Tele hon IT Consultants 

IT and Tele hon IT Hardware 

IT and Tele hon IT Hardware mobile 

IT and Tele hon IT Pro ram innovation 

IT and Tele hon IT Service and Su ort 

IT and Tele hon IT Software 

IT and Tele hon Maintenance and Re air 

IT and Tele hon Mobile hone 

IT and Tele hon Tele hone and Fax 

Consultanc Other Consultants 

Office Service Cleanin Materials 

Office Service Co in costs 

Office Service Furniture and Fumishin 

Office Service Furniture Invento 

Office Service Gifts 

Office Service Literature 

Office Service Office Machines 

Office Service Office Materials 

Office Service Pa er and rints 

Office Service Porto 

Office Service Post 

Office Service Work site co m 

Rent Facili maintenance 

Rent Rent 

Marketin Advertisement 

Marketin advertisement roduction 

Marketin advertisement/announcements 

Marketin Brochures 

Marketin Catalo ues and brochures 

Marketin Choice of extras 

Marketin Commercial materials 

Marketin Direct Commercials 
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Marketin Distribution of rinted materials 

Marketin Event Tex l 'st roundbreakin 

Marketin Film and hoto 

Marketino Film and hoto re roduction 

Marketin uided tours houses 

Marketin Market research 

Marketin Media facilit and distribution 

Marketin Other sales costs 

Marketin Printin 

Marketin Re resentation 

Marketin Sales activities 

Marketin Sales romotion material 

Marketin Sales research 

Marketin shows and Exhibitions 

Marketin S onsorin 

Marketin Time costs and Sales 

Marketin Website, radio, TV 

Travel Food 

Travel Hotel 

Travel Other travel 

Travel Travel Car, rental , taxi 

Travel Travel Train/ lane 

Education Official I clerk 

Education Professionals 

TOTAL 
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Appendix F: Purchasing Organisational Chart SKANSKA 

Group SVP 

_____ __, Financial Management; purchasing spend, control, measurement 

----------l Business Development, Processes, Training, assessment & communication 

Figure 12: Organisational Chart of the Purchasing Function (Strategy SKANSKA Group Staff 
Purchasing, 2005). 

Glossary: 
BU: 
CZ: 
DK: 
F: 
LA: 
N: 
P: 
PDC: 
PDR: 
S: 
SVP: 
UK: 
UB: 
UC: 

Business Unit 
Czech Republic 
Denmark 
Finland 
Latin America 
Norway 
Poland 
Product Development construction 
Product Development Residential 
Sweden 
Senior Vice President 
United Kingdom 
USA Building 
USA Civil 
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Appendix H: List of Benchmark Study Participants 

Airline Industry 

._II_ Corporate Purchasing Manager 
Group Purchasing Department 

Automotive industry 

FlJ.!S'J·i Director Region Europe 
Group Non Automotive Purchasing 

Banking 

SIEIB 
Group Procurement & 
Accounts Payable 

CPO 

Bui~stribution & High Performance Materials industry 

SAINT·GOBAIN Procurement Manager Benelux 
Group Purchasing Unit 

Construction industry - Director BAM Strategic Sourcing 
Group Strategic Purchasing 

Dairy Industry 
E-Procurement Project Manager 

Global Procurement 

Electronics Industry 

PHILIPS Business Excellence Manager 
Philips General Purchasing 

Telecommunication Industry 
ERICSSON ~ Director Global Sourcing 
Operational Excellence 
Telecommunication Services Industry • Senior Category Manager 
Corporate Procurement Organisation 

Stockholm Business School of Economics 
~~-.f!. . i: 

~ N .~ 
~ · . 
~'""'"'' Full Professor in Purchasing B. Axelsson 

Dept of Marketing & Strategy 
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M. Koch 

S.A. Stegare 

S. Verdaasdonk 

S. Daniels 

M. Windfeldt 

G. Wijnen 

A. Paulsson 

P. Rozema 
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Appendix I: Questionnaire for the Benchmark Study 

Personal 
14. What is your function? 
15. What are your responsibilities? 

Industry 
16. How would you describe your industry/company in terms of 

a. Company structure? 
b. Way of buying (e.g. professional)? 
c. Type of products? 

17. Am I allowed to use name and data from your company? 

Commodities 
18. How do you categorise your commodities? 

a. Why are these commodities categorised in this way? 
19. How do you define indirect materials and services (IMS)? 

c. What sub-categories do you distinguish within IMS? 
d. Why is IMS organised in this way? 

20. (Do you use global sourcing for indirect materials and services?) 

Procurement model IMS 
21. Do you source all material globally or do you differentiate between local, national and global 

sourcing? 
a. Do you use the same strategy in different countries? 
b. Do you use the same strategy for different commodities? 
c. On which level do you differentiate de strategies/ agreements? 

i. For Indirect and Direct? 
ii. Why? 

22. Which metrics do you use to differentiate between local, national and global sourcing? 
23. Could you describe how you organised the IMS within your purchasing function in terms of: 

a. Who is responsible? 
b. How the hierarchy looks like? 
c. How many people are working on (centralised) sourcing of IMS? 
d. Having your procurement unit(s) in one geographic place? 
e. Which systems do you use? 

24. How do you organise the sourcing processes? 
a. What kind of contracts do you use? 
b. Do they differ from direct materials? 
c. Why are your procedures organised in this way? 
d. What is the loyalty towards these contracts (in terms of usage)? 

25. Do you have specific standard codes for your products (like UNSPSC)? 
c. If so, are these codes used by more companies? 
d. In the same industry? 

26. What do you consider to be benefits of this way of working? And the flaws? 
27. What are the driving factors and motives for using this strategy? 
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From Internal procurement to global procurement 
28. When did you start centralising the control on purchases for IMS? 

a. Why 
29. What kind of structure did you use to implement global sourcing? 

a. What were the steps to implement this strategy? 
b. Did you directly start with sourcing globally? 
c. Do these steps differ from other commodities? 
d. Did you directly involve all business units or did you start with a particular group of BUs? 

i. Why? 
ii. Were they obliged to participate or was if voluntarily? 

e. Do you comply with the SOX requirements? 
f. What is your key to success? 

30. Which resources of IMS did you organise first? 
a. Why? 

31. What were the first gains? 
a. Were these gains easy to accomplish? 
b. Which other resources can give you quick savings? 
c. What did you consider to be difficulties during the implementation? 

32. How did you manage and organise for sustainable purchasing synergy on a corporate level, 
without loosing the effectiveness and efficiency of decentralised purchasing? 

33. How do you measure the following: 
a. Savings from pooling IMS purchases? 
b. Loyalty of employees to use the contracts? 
c. Effectiveness due to chosen strategy? 
d. Quick wins? 

/BX 
34. Which kind of procurement tools do you use? 

a. In which order did you implement them? 

Final Questions 
35. Did I miss something? 
36. Do you have any questions? 
37. Do you have any documentation? 

Thank you for your cooperation! 
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Appendix J: Explanation of the CSD Process 
The CSD process model is created in twenty Excel sheets. The first sheet gives an overview of the that 
steps are already completed and which steps still need to be covered. This overview is presented in 
Error! Ref ere nee source not found .. In the top left corner of every step one can find a link to the 
sheet of that specific step. It is not needed to fill in the overview sheet; it is linked to all the other 
sheets. Per step the actions, input, people, tools, and output are shown with a green 'next' or a red 
'hold' . The 'next' and 'hold' are linked to the check boxes of the concerning step. When a check box 
is not ticked, a red hold appears next to the specific heading in the step sheet, but also in the overview 
sheet. When all check boxes are ticked in a specific step, 'GO TO STEP X' appears on the overview 
sheet. Also the most important outcomes per step are linked to the overview sheet so that the person 
who opens the excel file will have a complete view of the decisions made and the steps that still need 
to be covered. The sheets are protected. 

This section is based on fictitious data, because data can not yet be derived from the spend cube and 
the BUs do not have detailed information about spend data and supplier information. 

Decision on a Sub-Category Project 
The objective of this step is to decide on the next sub-category for a sourcing project, which is in line 
with the corporate and purchasing strategy. It consists of a questionnaire, obtaining the sourcing 
objectives for the next sourcing project, a savings identification model (SIM), and questions that will 
focus on supporting the decision of the next sourcing project. The Group Purchasing Board (GPB) 
should give an 'initial go' to start the sourcing project. In this initial go, the GPB decides whether a 
pre-study can be started for a specific sub-category. When the sub-category strategy is decided, the 
GPB should give a 'go' for the actual sourcing. 

The actions that should be taken in this step by the GPU are: 
Making sure that this step is verified every time a new project is launched, 
Making sure that the input is complete, 
Write a management letter that justifies the sub-category proposal to the GPB. 

The GPB should agree upon the output. 

The input for this step is mandate from top management and BU management for starting a new 
project, written corporate strategy and targets, an IAMS general strategy which is in line with the 
corporate strategy, spend data, and follow up and supplier evaluation information. In addition, a 
category segmentation should be in place. It should be taken into account that SKANSKA is not yet 
able to provide validated spend data and information on supplier evaluation. However, closed-loop 
spend management is a necessity for a good sourcing process, which ensures the global use of a 
contract (AT Kearney, 2004). Therefore, they should strive for obtaining this information in the near 
future . The person who is responsible for this step is the head of indirect sourcing or an appointed 
member of the GPU. During this step the BU managers, the VPP, and the SVPP should be consulted 
about high level objectives, strategies, and a high level of spend data. The people who should be 
informed after this step are the BU managers, the category managers, the category coordinator and the 
GPB. 

The most important outputs of Step 1 are the definition of the high level sourcing objectives, the sub
category that has been chosen for the next project and the initial go from the GPB, containing the date 
when the strategy should be determined. These decisions are supported by several tools, which are 
discussed in more detail below. 

Sourcing Objectives 
Monczka et al. (2002) mentioned that the sourcing strategy of a category should be in line with the 
overall corporate strategy and the overall purchasing strategy. Therefore, this step starts with 
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documenting these strategies. A sourcing objective should be proposed by the GPU for the next 
sourcing project, in order to put the decisions in perspective. This objective should be approved by the 
GPB in order to obtain mandate from the BUs. In addition, the sourcing team will understand what is 
expected from them during the sourcing project and can take actions according to these expectations. 

The first two questions that should be answered are: 'What is SKANSKA's company's strategy for the 
next three years' and 'what is the IAMS strategy for the next three years', in order to choose a sub
category that supports the current strategies. It should be clear which developments the IAMS market 
will have for the next three years in order to utilise the market as good as possible. Therefore, the 
following questions should be answered: 'What is the trend in the supplier market in the next three 
years?' The next question is: 'What will the competition do in the next three years?' This question 
should be helpful to later on make a decision on the right category strategy which will help to staying 
ahead of the competition. 'What are SKANSKA' s tactics' is referring to the medium that SKANSKA 
will use to obtain the strategy mentioned above. The final question focuses on the decision that should 
be made in the next section: 'What will the sourcing objective be for the selection of the next project?' 
this answer should take all the previous questions into account and should be used as an input for the 
decision on the sub-category. The tool that supports this decision is now explained in more detail. 

Savings Identification Model 
The GPU has already developed a savings identification model more focussed on direct materials. The 
GPU model has two dimensions: Level of potential and level of feasibility. These two dimensions 
have both three factors that can be scaled by one, two, or three. The level of potential is divided in 
levers to explore, time to realisation, and addressable spend. The level of feasibility is divided in 
perception of knowledge about markets, internal change management, and technical and logistical 
complexity. 

However, since Section 2.2.4 explained that the IAMS can not be directly compared with DM, it is 
advisable to use a SIM specifically designed for IAMS. The GPU model is not as extensive and 
complete as the Savings Identification Model (SIM) that is presented in Table 10. This model takes the 
high supply base of the IAMS into account. It also takes the product complexity into account and the 
possibility of standardisation, which is for IAMS more attractive than for DM. 

The IAMS SIM also consists of two dimensions: the ease of implementation and the potential savings. 
These dimensions were identified as the factors that identify the savings potential by the benchmark 
study companies. During the round table meeting and by discussions with sourcing specialist, factors 
were given to these dimensions. These factors are presented in Table 10. 

T bl 10 S . a e : avm2s 1mens10ns (D . df h b h er1ve romt e enc mar k d ) stu iv 
" EASE OF IMPLEMENTATION POTENTIAL SAVINGS 

Internar F.ase 
,,• -· Internal Potential 

Geographical coverage users Amount of historical spend 

Number of BU s already using bundled contract Spend trend 

Emotional attachment Number of bundled waves accomplished 

Available capacity Contract compliance 

Standardisation Contract review 

Product complexity ( including number of different products) External Potential 

External F.ase # "' ' 
Number of suppliers currently used 

Geographical coverage of potential SUPPiier Potential of sourcing in low cost countries 

Logistic complexity 

Performance of current contracted suppliers 

These factors can be scaled for importance between one, three, and five. One has a low potential or 
ease and five means a high potential or ease. A deliberate distinction is made between internal ease or 
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potential and external ease or potential, because these dimensions also reflect the internal transparency 
and the external transparency. 

The number of suppliers currently used refers to the supply base, consisting of both contracted 
suppliers and suppliers without a contract. If the supply base is fairly high, the potential savings will 
be higher, due to the fact that when less suppliers are used, the amount spend per supplier is much 
higher. Suppliers tend to give higher discounts when more is bought from them. The potential to 
source in low cost countries will be higher as the sourcing possibilities are higher, consequently the 
costs will be lower. 

It should be noted that the number of suppliers currently used and the contract compliance are 
correlating. Therefore, SKANSKA should take into consideration when a decision is made that the 
outcome could slightly differ. Since this decision is made on a high aggregated level, with not yet 
accurate data available, this drawback will not be substantial. 

The ease of implementation depends first of all on the geographical coverage of the users. If the users 
are all in one place, it is more likely that the contract is more easily implemented. Secondly, a high 
number of BUs already using a bundled contract will assure a quicker implementation than when all 
the BUs still need to be convinced about the usefulness of a bundled contract. Thirdly, the emotional 
attachment is directly related to the ease of implementation. If the product or service has a big effect 
on the core business, more people need to be involved in order to obtain the highest possible 
compliance. Another example of emotional attachment is the car fleet. People tend to be attached to 
their lease cars and the internal negotiations about the needs will probably go less smoothly. Also, the 
available capacity to do a sourcing project could also limit the ease of implementation. If not enough 
resources can give priority to the sourcing project, it will take longer before the contract is set and 
implemented. Another factor that influences the easiness of implementation is the standardisation 
possibility of the product or service. If a product can be standardised, it can be more easily aggregated 
than a product that should be customised. For instance a software application is often customised. It is 
less easy to aggregate this product and it will be less easy to implement because of specific knowledge 
needed from the user. Another dimension that is often confused with standardisation is the product 
complexity. A product can be standardised, but still it can be fairly complex. For instance office supply 
is fairly complex considering the number of different products, however all products are standardised. 
Externally, the geographical coverage of the potential supplier affects the easiness of implementation. 
If the suppliers are only able to cover local basis, it will be more difficult to implement a contract in 
other areas because the suppliers should be close to the customer. Also the logistic complexity affects 
the easiness of implementation. For instance software can be downloaded from the internet, it not 
difficult to get the product to the customer. However, an exhibition stand made in China should be 
first shipped and then moved by train and truck. Also the time is an aspect to be taken into account in 
this factor. Finally, the performance of the current contracted suppliers has an effect on the easiness of 
implementation. It takes much time to switch from one supplier to the other. Also all users need to get 
used to the new suppliers. Therefore, it is easier to implement a contract with an existing supplier. 

Initial Go from the GPB 
The next template provided in this step is the initial go from the GPB. This template provides a set of 
questions which should be answered by the GPU. Also, the definition of the chosen sub-category 
should be decided on by the GPU. Finally, the GPB should give an initial go for the CSD process. 

The first two questions are: What is the sub-category objective for this wave and the next wave? It 
should be evident which high level objective for this specific sub-category is expected and what will 
be expected in the future. An answer could be: Try to close two-year frame agreements with three 
different suppliers, which will cover 80% of the global spend with a increase in compliance of 20%. It 
should be made explicit as possible. What is the planning of this sourcing project? In this planning a 
planning for the initial go, the strategy go, and the finalisation of the contracts should be included. 
Next the definition of the sub-category should be written down, in order to avoid misinterpretations. 

Final Thesis Report 73 



Purchasing Synergy for SKANSKA's Indirect Materials & Services 

Also the budget should be presented in this part. Because SKANSKA does not have the transparency 
in the sub-category, the budgets should include the costs up to the decision on the strategy go. Next, 
the BU that will have an active part in this sourcing project should be identified. First of all, to get an 
overview of the spend data, but also because of identifying the needs and the team members. In 
addition, the category coordinator should be identified. This person will be responsible for the 
sourcing project and its coordination and will be reporting to the head of indirect Sourcing of the GPU. 
Finally, the kick off date and the proximity of the strategy go date should be decided on. Only on the 
final part of the initial go will the GPB be consulted. In order to get a go from the GPB, a project 
proposal should be written, on the basis of the previous questions. The GPB should sign the initial go 
and their BU participation in the project and the future compliance to the contract. 

Although the first step focuses on long term initiatives and decisions are made on a high aggregated 
level, overall strategies can change and the knowledge of specific products will approve in time. So in 
order to stay up to date, it should be clear that this step should be taken every time a new sourcing 
project can be started. 

Example for Step 1 
In Error! Reference source not found., the templates of step 1 are presented. The sourcing objectives 
of this example are the following. The company strategy for the next three years is to take the 
advantage of the existing potential to coordinate the Group's purchasing as well as the efficiency gains 
that can be achieved through greater industrialisation. The IAMS procurement strategy for the next 
three years is to professionalize the purchasing process, measure savings and compliance, increase use 
of national and global agreements, and expand these agreements in number and geographic places. 
During this sourcing project, SKANSKA wants to make sure to stay ahead of competition, by use of a 
TCO approach and obtaining savings by bundling volume and purchasing synergy. Finally, the 
sourcing objective to select a specific category is to focus on quick wins, taking into account that the 
ROI will be sufficient. The sub-category should not be critical to the ongoing operations, it should be a 
category that is easily understood, it should contain sufficient purchasing volume, and it should be a 
'mature category'. 

The next template is the SIM. Olsen and Ellram (1997) emphasized that the weighting of each factor is 
the most important part of the implementation process, but at the same time very subjective. 
Implicitly, it is assumed that a lower score on a factor can be compensated by a higher score on 
another factor. Therefore, each factor should be compared when making a decision between two or 
three sub-categories. These weights are decided on by the head of indirect sourcing of the GPU. Each 
time the SIM is addressed, ten different sub-categories should be considered. Since all interviewees 
from the benchmark study identified spend as key factor for the potential saving, these ten sub
categories should be among the highest spend categories. In Error! Reference source not found., 
examples can be found on how the potential savings can be filled in. These data are provided by the 
sourcing specialists from SKANSKA Sweden. The spend is in million euros and is obtained by 
SKANSKA Sweden's spend times five. Also the values of the factors have been multiplied by five, if 
necessary, in order to adapt this model to the corporate situation. 

In this particular example, an exception is made for Office Supply, because of the extraordinary high 
number of suppliers and as the eleventh highest spend category. All eleven categories were filled in 
and Figure 14 presents the level of ease and savings potential for these sub-categories. The size of the 
bubbles represent the amount of spend. 
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Savings Identification 

Ease 

0,0 -t---1-----1----+---+---
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Savings potential 

Figure 14: Step 1, Savings Identification Model. 

It should be noted that the SIM should be verified by the following points (Gelderman & Van Weele, 
2003): 

Why is an item/product positioned in this specific spot? 
Are the found positions in line with previous expectations? 
Are positions, unintentionally and wrongfully, influenced by the measurement method? 
How should one view and assess the found positions? 
What is the interpretation of the results? 
Which points are (un)acceptable? 

Since SKANSKA did not yet start many indirect sourcing projects, the reasoning mentioned in Section 
4.1.2 (Monczka et al., 2002) will be used for the first wave. These are the following: 

'Select items that are non critical to ongoing operations' 
'Select items with standard or easily understood specifications' 
'Select items with sufficiently high purchase volumes to justify the effort associated with 
international sourcing' 
'Select items at a stage in the product lifecycle that will provide sufficient benefit for longer-term 
sourcing' 
'Select items that require relatively standard equipment' 
'Identify items that are not competitive along some key performance criteria' s such as cost or 
quality'. 

Because the GPU needs to get the mandate from the BU to provide resources, it is important for them 
to quickly show results. Therefore, it is important to find a sourcing project that is not critical to 
ongoing operations. The Savings in the top right corner are considered in the proposal for the next 
sourcing project. Because the sourcing objective is to achieve quick wins and because the selection 
should be not critical to the ongoing operations and the above mentioned 'first wave decision rules', it 
office supply should be chosen for this sourcing project. 

The initial go from the GPB is decided on the following points. Firstly, the GPU should agree upon the 
definition for office supply: Office supplies are those materials that are used at an office desk. 
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Secondly, the sub-category objective for office supply should be identified, taking the sourcing 
objectives into account. The sub category objective is to develop a corporate policy for use of office 
supply, increase compliance with 5%, deciding on a contract with a focus on Europe, being able to 
derive the necessary spend data. For the next wave, the sub-category objective is to reduce the supply 
base, make contracts for all BU, and monitor compliance. The intention is to decide on the category 
strategy within three months with a budget of about three FTEs (full time equivalent). The GPB gives 
its permission to start the category strategy process, in which the BUs UK, Sweden, Finland, 
Denmark, Norway US Civil, US Building, and Poland are actively involved. Czech Republic has the 
need for a new office supply contract, but does not have the resources for the sources available. So the 
sourcing team should take the CZ volume into account as well. The category coordinator that has been 
proposed by the GPU is John Doe. Finally, it has been decided that the next meeting to decide on the 
strategy will be held in Solna on 10 September 2006. 

Define the Sub-Category Materials and Services 
Most authors (Archstone Consulting, 2005); Monczka et al. , 2002) argue that a sourcing team should 
be formed that directly after a category is chosen. Also, most examples do not consider the level of 
coordination. However, this is an important point which should not be overseen because, according to 
the benchmark study, one should organise their sourcing initiatives on the same level as the supplier 
market development. Also, the level of coordination depends on the internal maturity. The participants 
of the round table meeting agreed upon an early decision on the coordination level. 

This step is about defining which set of products and services will be addressed during this sourcing 
project. An aggregation is derived from certain set of decision rules. Also the coordination level needs 
to be decided on. This means that a decision must be made on which level (local, national, regional, 
and global) the sourcing team should be organised. 

In this step, the GPU should ensure the completion of the materials and services selection. They 
should also provide the necessary data for this step. The GPB should agree upon the output. The input 
is the definition of the high level sourcing objectives, the decision on the sub-category, the market data 
available on the sub-category, and the internal data available on the sub-category. The output of this 
step is a set of products and services that are included in this sourcing project and the level of 
coordination. The next section describes how the set of included materials and services is identified. 

Identification of Included Materials and Services 
This action is normally addressed after the sourcing team is established (Archstone Consulting, 2005). 
However, it is important first to understand about which specific products this sourcing project focuses 
on before one is able to identify the level of coordination. 

As mentioned in Chapter 5, the segmentation should be derived from both a differentiation as from 
aggregation. This section focuses on the aggregation. One should keep the supply market, the potential 
for standardisation, bundling specific knowledge, and the sourcing structure in mind. In order to 
understand the context in which the set of products and services should be identified, the first 
questions that should be asked is: What is the objective of the sub-category? This is because the CSD 
should be put in perspective and to the objective should the focus throughout this process. In addition, 
it is important to understand what is needed. The benchmark study explained that when the objective 
of a specific purchase is written down, it assures that people are more aware of the goal instead of the 
medium that is bought. The next question is: What is the first product or service that is identified with 
this sub-category? It is important to focus on the main product and combine this product with other 
possible materials and services. Next it should be clear which products are similar to the identified 
product or service to make sure that every product or service is covered. One should also consider 
which products consists of the same components. For instance paper cubs are of the same material as 
normal paper, it could be interesting to consider buying these products from a paper processor. 
Another question that should be answered is which products or services have similar buying patterns. 
If a similar buying pattern is identified, it is useful to see how these products are handled. If a category 
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strategy is already determined, one could learn from this other sub-category. It is important to lower 
the supply base, because a minimum number of suppliers are preferred. Therefore, the questions 
should be answered which products can be bought at the same supplier. Finally, the category 
coordinator should decide on the set of articles or services that will be taken into account during this 
sourcing project. The next action is determining the level of coordination. 

Detennination of Level of Coordination 
Because the literature on the determination of coordination level is found to be limited, the round table 
participants were asked to give their view on how to decide on the level of coordination. Two 
dimensions can be identified: the internal ability to globalise, and the external ability to globalise. 
These two dimensions are shown in Table 11. The costs should be derived from all the BUs by the 
group purchasing board. 

Table 11: Factors for Level of Coordination (derived from the round table meetin 

Internal Globallsadon Abill Exteriud Globalisation AbUi 

No of BU able to rovide resources 

Allocation of current urchasin volume BU 

Allocation of current urchasin , volume eo ra hicall 

Potential of standardisation of the needs 

Sufficient knowled e of the market 

Internal supplier governance in marketing and 
sales 

ower of SKANSKA vs Su lier. 

The first factor that affects the internal ability to globalise is the readiness of the internal customer. If 
the internal customer is not yet mature enough, it is not possible to involve that BU in a global 
coordination effort. The second factor is the number of BUs that are able to provide resources. 
Although a BU could be mature, still it could have a resource allocation problem to allocate the 
resources to the sourcing projects. Thirdly, the allocation of the current purchasing volume per BU has 
effect on the level of internal coordination. If only two BU represent 90% of the spend, it is useful not 
to coordinate that sub-category globally. Also the allocation of the current purchasing volume 
geographically has effect on the level of internal globalisation. If 90% of the volume is used by only 
the Nordics, a regional coordination is most suitable. Fifthly, if the BU can not agree on similar needs, 
it will be harder to globalise the coordination. Therefore, it is important that the needs can be 
standardised in order to have a successful global coordination effort. Sixthly, if the savings potential is 
less than the effort that will be put in the global coordination, it is advisable to coordinate the project 
on a lower level. Another point for attention is the internal governance structure of a specific sub
category if the governance structure is on a local level, it will be more difficult to organise a project on 
global level. Finally, the knowledge of the international market should also be sufficient in order to 
coordinate the project on a global level. 

The external globalisation initiative consists of the following factors. Firstly, the supplier structure is 
of importance to the level of globalisation. A supplier could look like a global supplier, for instance 
Saint Gobain, however, in reality it could consists of many small companies that operate 
independently from each other. This makes it more difficult to make one global contract with that 
supplier. Secondly, the availability of the suppliers has an effect on the level of coordination. If only 
one supplier is able to supply globally, it could be more effective to source on a regional level where 
competition does exist and SKANSKA can use more buying power. Thirdly, the capability of a 
supplier to supply locally will also affect the ability to organise the sourcing project on a global basis. 
If a global supplier is not able to supply on a local basis, SKANSKA is forced to use more local 
suppliers because local suppliers are close to the users. Besides the internal maturity, also the maturity 
of the supplier market affects the level of coordination. If the supply market is not mature, it is more 
effective to organise the sourcing project on a local level. The relative buying power of SKANSKA vs 
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the supplier is slightly different from the availability of the suppliers. It could be that SKANSKA is 
able to find global suppliers; however, one BU could have far more buying power on a local level. In 
this case the overall spend could be lower if SKANSKA uses the local supplier for one BU. Finally, if 
the trend of the suppliers of that sub-category is to become global in the near future, it could be useful 
to coordinate the sub-category on a global level. 

Although it turns out that the sub-category should be coordinated locally or regionally, it could be 
most effective if the sourcing projects will be organised simultaneously. By doing so, it is an 
advantage to share knowledge and to have the possibility to bundle some local sourcing projects in a 
later stadium. In other words the local sourcing processes should be run simultaneously in order to 
obtain optimal transparency and purchasing synergy. 

After the set of products and services is defined and the level of coordination is identified, the sourcing 
team can be established. 

Example for Step 2 
The first product that is identified for office supply is a pen and a similar product is a pencil. Other 
products that are sourced in the same way are staplers and paperclips. Finally, also paper and 
envelopes can be bought by the same supplier. Normally, as much products as possible would be taken 
into consideration for a category project. However, it is sufficient to use pens and pencils as example. 

The next template that is discussed is the decision on the level of coordination. In Error! Reference 
source not found., the decision factors for the level of coordination are shown. The weight should be 
decided on by the category coordinator. Also the table should be filled in by the category coordinator. 
When the level of coordination is filled in, a graph will show what the level of coordination should be. 
In Figure 15, the outcome of the level of coordination is presented. 

Lewi of Coor<lnatlon 

s.o 

4,0 

~ • 3.0 
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o,o ....-.---+--'-+->------1----1-----' 
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Internal Coordination Ability 

Figure 15: Step 2, level of Coordination 

If the dot appears left from the red line, it should be organised on a local level. If the dot appears 
between the green and red line, the sub-category should be organised on a regional level. And if the 
dot appears on the right side of the green line, the category should be organised on global level. In 
order to make sure that this figure is filled in fair-minded, the head of indirect sourcing of the GPU 
should check whether the table is filled in correctly. In this case, the sub-category office supply should 
be coordinated on regional level. This means that BUs USC USB will have to organise the 
coordination themselves. However, the deadline for the beginning of September is still valid and 
therefore, two teams should be established, one in Europe and one in the US. The category coordinator 
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will be the link between these two teams and makes sure that knowledge is shared optimally. This 
report however, will only provide an example for Europe. 

Establish Necessary Organisation 
In this step, the stakeholders must be identified for the specific organisational level and the category 
team should be put together. The number of team members depends on the global organisation level. 
When it is decided that a category project should be organised locally, even one or two resources 
could be sufficient. The focus of this step is on both the GPB decisions as the team member decisions. 

The following actions should be undertaken during this step. First of all the stakeholders should be 
identified. These stakeholders should propose team members for this sourcing project. After that, the 
category coordinator should decide on the team members together with the Head of Indirect Sourcing 
of the GPU and should invite them for a meeting. During that meeting the roles and responsibilities 
should be assigned. This team should agree on the set of products and services, the targets, a time 
schedule, and a communication plan. Where needed an education and training plan should be set up 
for the team members. The input for this step is a list of the set or products and services, the decisions 
on the level of coordination, and scenarios for functional responsibilities. The head of Indirect should 
agree upon the output. 

The output consists of the cross functional team members, the name of the team leader, the team roles 
and responsibilities, and the communication to the major stakeholders. Below the establishment of the 
team, the objectives and time planning and the communication plan will be discussed in more detail. 

Establish Team and Team Objective 
As mentioned in the previous section, it is important to know who the biggest stakeholders are, 
representing 80% of the spend, because they need to identify their specific needs. The GPU should 
give insight in who the biggest stakeholders are. After that, these BUs will have to provide a 
representative for their BU. Also the purchasing specialists of the sub-category need to be identified. 
In addition, specialists from other fields like HR or IT need to be identified. Then a proposal should be 
made for the team leader, the core members, and the extended members, which are members of the 
other BU that have an interest in the sourcing as well. When the team is established, the 
responsibilities should be appointed. 

Time Planning and Communication Plan 
The team should also agree on a team objective and a time planning for the sourcing process. The 
Time planning consists of the following: 

Translating the needs into specifications, 
Making a detailed spend analysis, 
Making a decision on the level of international focus 
Sending out a RFI 
Deciding on the sourcing strategy, 
Preparing an implementation plan, 
Sending a proposal to the GPB for further planning 

Now that the team is formed, a communication plan should be established. First of all, the team should 
inform the BUs, the GPB, and the SVPP that the team has started and what their objective and time 
plan is. Also the communication plan should be sent out to the GPB to inform them about the sourcing 
process. Another reason for the time plan and the communication plan to be sent out to the GPB is for 
them to create awareness how much time is needed for a specific sourcing project and to create 
understanding for the importance of prioritisation. After the team is introduced, the analysis can be 
started. First the internal data is analysed. 
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Example for Step 3 
The stakeholders that represent 80% of the spend are Sweden UK and Poland. Besides the purchasing 
coordinator, four purchasing specialists were identified, from which three were selected: One team 
leader, one core member, and one extended member. The extended member is only asked to 
participate when his speciality is needed, namely providing information on low-cost sourcing. It has 
also been decided that one of the team members needs training. 

Next the target, time planning, and communication plan are decided on. The target is to lower the TCO 
with a minimum of 10% of the lowest current contracts and to increase the compliance with 15%. The 
time planning is presented in Table 12 and the communication plan is presented in Table 13. 
T bl 12 T" Pl . a e : 1me annmg 

f- What is the time plannina 
I 

. I Stlilrt dat~ , Finished Resoonsible 
r Define Specifications 10-6-2006 17-6-2006 Maria Nordstrand 
, Spend Analysis 18-6-2006 19-7-2006 David Polonia 
' RFI 19-7-2006 26-7-2006 David Polonia 

Level of International Focus 26-7-2006 15-8-2006 John Doe 
' I Portfolio Matrix 15-8-2006 22-8-2006 Maria Nordstrand 
[ Decision on sourcina Strateav 22-8-2006 27-8-2006 Maria Nordstrand 
~ Implementation plan 27-8-2006 1-9-2006 John Doe 

Proposal for GPB further Planning 1-9-2006 8-9-2006 Maria Nordstrand 
I I ' 

Table 13: Communication Plan 
Communication' Plan ,~111 

back to steo 3 I I 
Whal When SVPP GPU Head of Indirect Soecialist GPB BU User Potential Suppliers 
Letter of sta rt up team 2-6-2006 x x x x x 
Time Plannina 3-6-2006 x x 

x x 
x 

Ask for internal needs 10-6-2006 X 
~ ~A-sk-~~or~S~;p-,en~d~D-at-a~~+-~18~-6~-2~0~06:+-~~-+-....,,--+-~~~~t--~~+-~~+-......,,.X~+-~~+-~~~~--;; 

SUPPiier Market Data 18-6-2006 x 
RFI 15-8-2006 x x 
Level of international Focus 15-8-2006 x x 
Cateqory Strateqy 22-8-2006 x x x x 
Strateav Go 11-9-2006 x 

!_______________ _ ____ [ 

When the communication plan is filled in, the internal data can be analysed. 

Analyse Internal Data 
In the fourth step, Analyse internal data, the specifications of the stakeholder needs should be defined. 
The voice of the internal customer should be translated into measurable requirements. A 
differentiation should be made between standard product needs and specific product needs. These two 
may be handled differently when choosing a category strategy, and as result choosing a supplier. For 
instance consultancy: A consultant, who helps setting up a software tool assisting internal 
communication must be approached differently than a strategy consultant, consulting in a risky 
acquisition, influencing the company's future. The data that needs to be analysed are the business 
requirements, portfolio analysis, sourcing history, and price analysis, where the spend takes place, and 
with which suppliers (Johnson, 1998B; Monczka et al. (2002)). 

The actions that should be taken in this step are: 

80 

Understanding the customer expectations and needs, 
Collect and review functional requirements and specifications, 
Collecting baseline spend, volume and inventory data, 
Establish the spend and volume forecasts. 
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The input that is needed for this step is spend data, internal needs, current contracts, communication 
plan, and the team members. First of all, the needs of the stakeholders should be translated into 
characteristics of parts. 

Identification of the Specifications 
For the specification, it has been chosen to use a more formal approach. Because in the benchmark 
study and during the round table meeting it became clear that it is most important to focus on the 
functional specifications instead of the focusing on the object or the service itself. The consideration 
from these companies is that the suppliers know more about their product than that SKANSKA will 
have the knowledge, so in this way SKANSKA will optimally use the supplier's knowledge. 
Moreover, it is most important for the team members to really understand the purpose of the sourcing 
project in order to satisfy the customer's needs. If the products are extremely standardised, the 
sourcing team can decide not to use the quality function deployment tool. 

This template is based on quality function deployment (Van Oriel, 2001), where the customer wishes 
(what) are translated in functional requirements (How). Another translation could be made into 
measurable requirements (measurable characteristics). The sourcing team should decide if the second 
translation is needed. 

When the sourcing team received the customer's wishes and expectations, the translation to functional 
requirements should be made. These functional requirements should be decomposed and discussed 
with the customers. After that, new specifications should be written and potential specifications should 
be bundled. The final proposal should be reviewed by the stakeholders. Finally, the key sourcing 
requirements need to be identified and prioritised. 

It could be possible that some products of this sub-category are customised, and other parts are 
standardised. From this point onwards, both the customised as the standardised products will be taken 
into account. However, it should be noted that a possibility exist that two category strategies will be 
decided on. 

Example for the Identification of the Specifications 
Identifying the specifications by the use of quality function deployment seems quite bureaucratic; 
however, for products or services of which the functionality is less clear, especially for customised 
products, it is a very useful tool. Because this tool is especially useful for services, the sub-category air 
travel will be used as example in this case. In Figure 16, the translation of specifications into 
characteristics of the product is presented for a flight. For a flight, the following functional 
requirements are identified: the flight should have a high level of service and the ticket should be 
flexible. The flexibility is identified as the most important customer requirement, and the first is less 
important. When these requirements are translated, the characteristics of the products are the 
following: A flight should have enough leg space, it should have internet overseas, they should serve 
meals on board, the tickets should be changeable, and the number of available flights should be 
sufficient. It could be the case that some of the characteristics are related to more than one function. 
Also a function could be related to more than one customer wish. For instance, the changeable ticket is 
related to the high level of service, but also to the flexibility. Also the relationship between functional 
requirements and characteristics is given a weight of 1, 3, or 5. These two weights are multiplied. The 
highest percentage reflects the most important product characteristic. These characteristics should be 
taken into account when converging internal and supplier market data. For this example, the 
changeable tickets is the most important product characteristic, the number of available flights is the 
next. 
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Customer wishes (what) Importance How 
i'"'i customer requirements f1 · ,3 ,5U~1'ITT 1!11r functional reauirements 

High level of service 3 3 1 3 3 
Flexibility 5 5 5 

I 
I 

I I I 
" Total mcf·! 9 3 9 34 25 0 80 

% .::: .. Ji 11 4 11 43 31 0 100 

Figure 16: Identification of Specifications for Air Travel 

Detailed Spend Analysis 
The next action for the category team is to analyse the historical spend and spend trend. First of all, a 
quick scan should be made on the spend. In this scan it should be investigated what the amount of 
spend is per product or service, what the number of units is per product or service, what the number of 
suppliers is, what the number of suppliers is, supplying less than 1.000 €, and the number of frame 
agreements on the specific products. After that, it should become clear how much every BU is 
spending on this specific category in Euros and in number of units. Moreover, the spend should be 
calculated per supplier, per BU, in Euros and in units. In addition, it should be clear how the spend is 
distributed between the different divisions within a BU. Finally, the spend trend should be identified 
per BU. 

The category team is responsible for obtaining these data. However, SKANSKA will not be able to 
provide these data at the moment. It should be clear that these data is still necessary to be able to 
analyse the needs and possibilities of SKANSKA. Therefore, the GPU should focus on obtaining 
spend data as detailed as possible. It should also be noted that these spend data should reflect the total 
cost of ownership, which will be discussed in the next section. 

Converge Internal and Supplier Market Data 
In Step 5, converge internal and supplier market data, a detailed analysis of the supplier market and the 
internal needs are put together in order to make a decision in the next step. First of all, the supply base 
and the potential suppliers need to be identified, in order to understand the market. Next, the criteria 
for supplier selection should be decided on. One of the most important criteria is the ability to supply 
for SKANSKA. To be able to make a first selection, background information on the suppliers is 
needed. Therefore, a request for information (RFI) should be sent out to the potential suppliers. When 
the RFI is evaluated, the decision on level of international sourcing should be considered. After that, 
the suppliers should be ranked in quality and ability to supply. 

The input needed for this step is the specifications and requirements, the spend forecast and the 
available market data. The request for information and the decision on international focus are 
explained in more detail below. 
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Request for Information 
The request for information (RFI) is often (Archstone Consulting, 2005) sent out after the strategy 
decision is made. However, in order for SKANSKA to obtain more transparency in the supplier 
market, it is necessary to send out the RFI before the decision on level of international sourcing to 
obtain a more founded decision. 

RFI is sent out to all potential suppliers. Therefore, first an identification of the potential suppliers 
should be made. All BUs should be asked for input on this matter. In this RFI the following factors 
should be considered. First of all, it is important to understand the supplier's cost structure. Therefore, 
a detailed list of components should be made or requested for. When SKANSKA knows the cost 
structure of the suppliers, the sourcing team is able to negotiate for the best prices and is able to 
estimate the potential savings on a more detailed level. Another point of attention is the supplier's 
technology. It could be useful to know if a supplier is able to design custom made software. Another 
question that should be tackled is : What is the market share of this specific supplier. If the market 
share of the supplier is high, the supplier will have a strong negotiation power. However, it is more 
likely that a supplier with a high market share is able to supply the whole spend than one that has a 
low market share. Also it is interesting to know the suppliers performance. Not only the quality should 
be considered, also the delivery time, and the delivery reliability should be taken into account. The BU 
should be asked what the current performance is of the suppliers that supply 80% of the turnover. Not 
only their performance, but also their sustainability should be considered, since SKANSKA has a high 
focus on sustainability. 

One of the most important parts for SKANSKA to obtain external transparency in is the mother 
companies. It turns out that SKANSKA buys many products from companies that have the same 
mother company. One example was given in Section 2.5. The category team is able to find out the 
mother company by searching on DUNS number (Dun and Bradstreet's Data Universal Numbering 
System), which most companies have. What also should be taken into consideration is the supplier's 
strategy. If the supplier is planning on expanding in the near future, it could be useful to give extra 
attention to this supplier. 

Finally, in order to make the next decision, it should be clear on which level the suppliers are able to 
deliver. If there are only local suppliers available, it is of no use to decide on an international sourcing 
focus, which is discussed next. 

Decision on International Sourcing Focus 
Because limited information on how to determine the level of sourcing in the literature and the 
emphasis on soft factors by interviewees, it has been decided that the decision on international focus 
should take not only total cost of ownership (TCO) into account, but also value and risk factors. These 
factors are derived from interviews within SKANSKA, the benchmark study, and the round table 
meeting. First, the TCO will be discussed. In Table 14, the TCO differentiation is presented. Besides 
the price one has to pay for a specific product, also the cost of actual buy should be taken into account. 
Those are the costs that are used from the point that the order is placed, till the product has arrived at 
the place where it will be used. In addition, the development, testing, specifying and contracting costs 
should also be taken into account. These costs are the costs made during the CSD process and the 
negotiation process. Also, the costs for inventory and planning should be taken into account. These 
costs are called the control or management costs of the product. The next cost that needs to be taken 
into account is the costs that are connected to the installation of the product. Also the costs of owning 
the product like interest, maintenance, energy, insurance, and the performance per (time) unit should 
be taken into consideration. Moreover, the disposal costs like charges for disposal of the product 
should not be left out. Finally, the transition costs like making switches in the system, training people 
for the new product, adjusting the process to the product make the TCO list complete. 
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T bl 14 TCO (d . d f h B h a e : erive rom t e enc mar k d ) stu ty 

TCO . 
' 

g' mm~ 

suppliers price 
Buying costs (inspection, transport, duties, invoice, payments) 
Development and research 
costs (testing, specification, contracting ) 
control/ management costs (warehouse, administrative, planning) 
installation costs 
property costs (interests, installation, test, maintenance, energy, 

insurance, performance per time unit) 
disposal costs (disposal and environmental charges) 
transition costs (switch costs, training, process changes) 

Next the soft factors, risk and value, are considered. The interviewees pointed out that although the 
costs are considered, also the value and the risk should be taken in consideration. The risk is the 
possibility that something goes wrong, with for instance quality, delivery reliability. The value is the 
importance for SKANSKA that a factor exists. One could buy cheap marketing material in China, but 
if the material takes months longer than expected to get to the place of destiny, the marketing material 
could be expired. Also the value of the possibility that a serviceman is able to arrive within one hour, 
one could consider a local supplier instead. The value and risk factors that are taken into account in 
this step are presented in Table 15. 

Table 15: Value and Risk factors 

Emotional attachment De ree of differentiation 
Technolo Level of ualit 
Service availabilit 
Sustainabilit 

The geographical coverage of the supplier is of great value to SKANSKA. If a supplier is able to 
supply at all locations, where SKANSKA has the need for that specific product, the supplier is more 
interesting than a supplier that is not able to supply to the specific locations. The weight of this factor 
should be reconsidered, when SKANSKA is able to provide for its own logistics and warehousing. 
Next, when the supplier is able to provide for all the products and services, this supplier will be of 
more value to SKANSKA than a supplier that is not able to provide all needs because of the ability to 
aggregate volume. This factor does not imply that SKANSKA should strive for sole suppliership. 
Also, the lead time is of great value to SKANSKA. If a supplier is able to provide all products, but it 
will take two months for the products to arrive at the user, this supplier will be less interesting than a 
supplier that uses a lead time less than one week. In addition the quality level is also important for 
SKANSKA. The emotional attachment of the users to the brands is also a value factor. In Sweden for 
instance, the users would rather use a mobile from Ericsson than from Nokia. The technology of a 
specific supplier is also important for the user. For instance, Bluetooth on the mobile phones and 
computers enables this hardware to synchronise wirelessly. If a computer supplier does not have 
Bluetooth, it is not useful to use that technology on mobile phones. Moreover, the service ability of the 
supplier is of quite a value to SKANSKA. A supplier that is able to repair a multi functional copying 
machine within half a day is of more value to SKANSKA than a supplier that is only able to repair the 
copying machine after two days. Finally, the sustainability is of great value to SKANSKA. 
SKANSKA focuses on high sustainable suppliers. If a supplier is using child labour, SKANSKA will 
not use that supplier as a preferred supplier. 

The delivery reliability is one of the risk factors. This factor implies the reliability that the supplier 
delivers in time. Also the quality reliability is a risk factor. If the quality varies with one supplier, 
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SKANSKA takes a bigger risk by using that supplier, than by contracting a supplier that has a stable 
quality. Not only the quality reliability, but also the quality itself is a risk factor. A product can be 
cheap but of lesser quality. The risk of loosing customers is present. In addition, the industry dynamics 
could create risks for SKANSKA. For instance, the software industry is highly dynamic; therefore, 
SKANSKA will take more risk by contracting a supplier for a long period of time, or for a very big 
volume. Finally, the degree of differentiation that the supplier can handle also plays a role in the 
amount of risk taken. If the degree of differentiation is high, less risk will be taken that maverick 
buying will occur. 

It should be noted that the level of international sourcing focus should, like the SIM, be verified by the 
following points ((Gelderman & Van Weele, 2003): 

Why is an item/product positioned in this specific spot? 
Are the found positions in line with previous expectations? 
Are positions, unintentionally and wrongfully, influenced by the measurement method? 
How should one view and assess the found positions? 
What is the interpretation of the results? 
Which risks are (un)acceptable? 

When the unacceptable values are taken out, the TCO, the value, and the risk factors should be 
considered per supplier. If the global suppliers have the highest value and lowest risk, the international 
sourcing focus will be on the global market. When the regional suppliers have the highest value and 
lowest risk, the international sourcing focus will be on the regional market. And when the local 
suppliers have the highest value and lowest risk, the international sourcing focus will be on the local 
market. These considerations rely on the fact that the prices are still negotiable, but the extra 
dimension of the TCO helps the decision making process. For instance if the cheapest possibilities are 
found in the high risk - high value quadrant, then it should be considered if SKANSKA will go for the 
cheap risky possibility or if they will go for the save, more expensive suppliers. Another possibility is 
having the focus on cheap, high risk- high value quadrant, with a few more expensive suppliers from 
the low-risk quadrant as backup. These decisions depend on the kind of products. If the product has a 
high value, one would rather take a risk than if the product has a low value. 

Example for Decision on International Sourcing Focus 
In step 5, the RPI should be sent out and level of international focus should be determined. Because of 
lacking relevant data, only the level of international focus will be explained here. In Figure 17, the 
result from filling in the spend, value and risk is presented. 

The bubbles represent the TCO per supplier. The bigger the bubble the more a product or service will 
cost. SKANSKA should take into account that the TCO per supplier is calculated in the same fashion. 
It is important not to confuse this size with the size of the SIM. In this case, if the bubble is smaller, 
the bubble becomes more interesting. 
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Figure 17: Level of International Sourcing Focus 

Final Thesis Report 85 



Purchasing Synergy for SKANSKA's Indirect Materials & Services 

In this case it has been decided to go for the regional sourcing focus, because these suppliers have the 
cheapest price to begin with. Also the value/risk ratio is quite reasonable. However, during the 
benchmark study it became clear that one needs to source as global as possible in order to obtain the 
highest purchasing synergy. Therefore, Global supplier I will also be considered, due to the 
favourable value, under the condition that the TCO is fairly decreased. 

Develop Category Strategy 
In the final step, the development of a category strategy, an optimal category strategy should be 
developed. Before the category strategy will be derived, first the current category strategies and 
contracts should be considered. In order to understand what the final forecast spend will be. Next, a 
benchmark study should be done to identify for best practices. After that, a portfolio analysis should 
be made and the sourcing strategy should be developed. When the sourcing strategy is determined, a 
sourcing plan should be presented to the GPB. First the strategy portfolio is discussed in more detail. 

Strategy Portfolio 
The strategy portfolio used in this template is based on Kraljic, as explained by Gelderman and Van 
Weele (2003), Olsen and Ellram (1997), and Van Weele (2002). The strategy portfolio consists of two 
dimensions: The 'strategic importance of the sub-category' and the difficulty of managing the sub
category's situation. The Strategic importance of the sub-category is divided into competence factors, 
economic factors, and image factors. The difficulty of managing the sub-category's situation consists 
of product characteristics, supply market characteristics, and environmental characteristics. These 
factors of these two dimensions are presented in Table 16. 

When these factors are combined, a two-by-two matrix is created. Each of the four quadrants, non 
critical items, strategic items, bottleneck items, and leverage items, requires a distinctive approach 
towards suppliers. Non-critical items require efficient processing, product standardisation, order 
volume and inventory optimisation. 

Leverage items allow the buying company to exploit its full purchasing power, for instance through 
tendering, target pricing and product substitution. Bottleneck items cause significant problems and 
risks which should be handled by volume insurance, vendor control, security of inventories and 
backup plans. By plotting the buying strengths against the strengths of the supply market, three basic 
power positions are identified and associated with three different supplier strategies: balance, exploit, 
and diversify. 
Table 16: The Strate ic Im ortance and the Su Risk factors 

The extent to which the purchase is part of the firm's 
core com etencies 
Purchase im roves knowled e of bu in or anization 
Purchase improved technological strength of buying 
or anization 
Econotmc factors 

Volume or dollar value of urchases 
The extent to which the purchase is part of a final 

roduct with a eat value added 
The extent to which the purchase is part of a final 

roduct with a ood rofitabilit 
Criticality of the purchase to get leverage with the 
su lier for other bu s 

Potential environmental/safet concerns 

Difftculty of Managing the Sub-
Cate o 's Situation 
Product cbaraCteriStics 

Novelt 
Com !exit 

Suppliers' technical and commercial 
com etence 

. ·Environmental characteristics 

Risk 

Uncertaint 
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The dimensions and factors in Table 15 and Table 16 look quite similar. However, Table 15 focuses 
on the risk and value of the supplier and Table 16 focuses on the risk and value of the sub-category. 
The general idea of Kraljic' s model is to minimize supply risk and make the most of buying power. 
Suppliers should be selected on these conditions, and therefore, these two tables should both be 
considered when deciding on a category sourcing strategy. 

category Strategy Portfolio 

1,0 2,0 3,0 4,0 5,0 
[Jffla.dty of Managing the SJb

category's Situation 

Figure 18: Portfolio Matrix 

Category Sourcing Strategy 
Now it should be decided which sourcing strategy will be used for the sub-category. AT Kearney 
(2004) and benchmark study documentation identify the following six sourcing levers: Volume 
consolidation, best price evaluation, global sourcing, specification improvement, joint process 
improvement, and relationship restructuring. The first three are related to the non critical and leverage 
products, which exploit the buying power. The last three levers are related to the strategic and 
bottleneck products, which focus on the relationships. Combined with the previous steps and the 
strategy portfolio, an analysis should be made and a strategy should be determined. The first questions 
that should be answered are: What would you consider the best strategy, taking the previous 5 steps 
into account? And is this strategy for all the products the same? Other possibilities should also be 
taken into account. When is decided on the category sourcing strategy, and implementation proposal 
should be made together with a communication plan for the sourcing project? It should also be decided 
on the expected date that the contract(s) would be signed. These considerations should be presented to 
the GPB. When the GPB decides that the sourcing project could be started, the GPB should sign for 
the acknowledgement of the sourcing project and the promise to implement the chosen contracts. 

This routine product like office supply, volume consolidation, best price evaluation, global sourcing 
should be considered. Via reversed auction, two suppliers will be selected to supply for a minimum of 
80% of the total spend for Europe. These suppliers will be routine suppliers, a short time contract for 
one or two years will be considered. The most important supplier selection criteria are low prices and a 
big portfolio. Quality does not need to be high. 
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