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The main objective of the thesis is to describe the value elements of indirect procurement
and to propose an approach to designing and implementing dynamic performance meas-
urement systems (PMS) within indirect procurement. Single case study method is utilised
to complement theoretical findings. The study focuses on internal performance of compa-
nies operating in manufacturing industry. The balanced scorecard approach directs the per-

formance measurement perspective of the thesis.

Theoretical and empirical findings are utilised as the foundation for practical PMS design
and implementation process proposals. The strategy map method is suggested as a method
for aligning performance measurement with strategy. Recommendations for PMS structure

and indirect procurement metrics are also presented.

The thesis provides observations of indirect procurement value elements and practical rec-
ommendations for designing and implementing performance measurement systems. The
processes are not implemented, and hence their benefits and challenges have not been
identified.
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1 INTRODUCTION

While indirect procurement is a significant contributor to organisations’ performance, it has
not been studied as widely as direct procurement. Procurement performance management
has traditionally focused on materials contributing to direct spend, as their financial impact
is easier to evaluate (Fedele & Dolan, 2004; Carter, Beall, Rossetti & Leduc 2003, 2.). Es-
timations on the average share of indirect spend of total spend differ in research; indirect
spend is reported to contribute to between 20 to 50 percent of total spend, with variation
between industries (Cox, Chicksand, Ireland & Davies 2005, 40; Cartel, et al. 2003, 6;
Payne & Dorn 2011.).

This thesis is conducted to increase the understanding of indirect procurement and indirect
procurement performance measurement. The aim of the thesis is to develop a framework
for constructing and implementing a performance measurement system (PMS). The pro-
cesses are designed to support strategy and to measure indirect procurement holistically to
monitor the various value elements of the function. Hence the thesis also seeks to recognise
the value elements of indirect procurement from both the indirect procurement function’s,

and its stakeholders’ perception.

In the first section, the current extent of literature on indirect performance measurement is
reviewed, after which the research problem and objectives are described, followed by con-
ceptual and research frameworks, and delimitations effecting the scope of the research and
applicability of the results. Methodology is introduced in the second section of the thesis. In
the third section, general theory on performance measurement is presented, with emphasis
on enablers and challenges of performance measurement, recommended characteristics
of a performance measurement system, general structure of a PMS, and approaches and
considerations for designing a PMS. The fourth section focuses performance measurement
on indirect procurement, and starts by introducing indirect procurement as described in lit-
erature, and continues onto explore performance measurement in indirect procurement and
to introduce context applicable measurements found by reviewing the literature. After the
theoretical background has been defined, practical observations from the case company
are introduced to further focus the scope on manufacturing industry. The observations in-
clude stakeholders, main processes, and perceived value of indirect procurement, as well

as user requirements for an indirect procurement PMS.
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The theoretical and practical foundations are utilised in the dynamic performance measure-
ment system design and implementation processes, which are introduced and described in
the sixth section of this thesis. These are succeeded by recommendations for an indirect
procurement PMS structure and potential metrics. The results are concluded and topics for
possible future research discussed in the eight section.

1.1 Assessment of the extent of current research

Performance measurement has traditionally evaluated to the performance of a company in
terms of value produced to shareholders. However, the performance of indirect procure-
ment is only indirectly impacting shareholder value and therefore different performance
measurements and emphasis need to be applied. For this thesis the theoretical foundation
for measuring indirect procurement performance is constructed by examining literature on;
general principles of performance measurement, the different dimensions of performance
to be measured, the process of forming a measurement system, and performance meas-
urement in indirect procurement context. In this section, the current state of literature con-
cerning procurement and indirect procurement performance measurement is briefly re-

viewed.

Academic literature on procurement performance and its measurement exists, but is far
scarcer than supply chain performance related literature - for example, keywords ‘procure-
ment’ and ‘performance’ produce 1 925 hits, while ‘supply chain’ and ‘performance’ produce
more than 10 000 hits in ProQuest Central database alone. The amount of literature is even
lower when limiting the focus to performance measurement and/or indirect procurement.
Figure 1 and table 1 represent the query results from four common databases; SpringerLink,
EBSCOhost, ProQuest, and Scopus. The results demonstrate the scarcity of research fo-
cused on indirect procurement performance; of the total count, only 10 percent of academic

articles regarded indirect procurement performance (5 %) and its measurement (5 %).
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= Procurement, performance

7B

= Procurement, performance
evaluation/measurement

Indirect procurement, performance

= |ndirect procurement, performance
evaluation/measurement

EBSCOhost

Figure 1. Literature database query results

The keyword combinations used in the queries were: ‘procurement’ and ‘performance, ‘pro-
curement’ and ‘performance measurement’ or ‘performance evaluation’, ‘indirect procure-
ment’ and ‘performance’, and ‘indirect procurement’ and ‘performance measurement’ or
‘performance evaluation’. Only peer reviewed academic articles were included. The total hit
count presented in table 1 may contain duplicates, as articles may be found in several
source databases. Themes discussed in the procurement performance articles include
buyer-supplier relationship (e.g. Hollos, Blome & Foerstl 2012; Villena & Craighead 2016;
Chatain 2011), public procurement (e.g. Kiage 2013; Patrucco, Luzzini & Ronchi 2016;
Schiele 2005), e-procurement (e.g. Rotchanakitumnuai 2013; Gardenal 2013; Ramayabh,
Roy, Jantan, Zbib & Ahmed 2007; Vaidyanathan & Devaraj 2008) and healthcare (e.g. Ku-
mar, Ozdamar & Chai 2005).
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Table 1. Literature database query results

Scopus  ProQuest EBSCOhost SpringerLink Total

Procurement, performance | 555 1925 1998 3742 8220
Procurement, performance | 84 443 295 3282 4104
evaluation/measurement

Indirect procurement, per- 2 13 2 735 752
formance

Indirect procurement, per- - 5 4 711 720

formance evaluation/meas-

urement

Internal procurement performance in general is less researched, but for example
Brandmeier and Rupp (2010, 10) have identified procurement levers, value creating pro-
curement practices, and used the degree of application of the levers to indicate procurement
performance maturity. And while the research concerning supply chain performance is more
abundant, it often fails to recognise sourcing and purchasing performance. For example,
Gunasekaran, Patel and McGaughey (2004) introduce a framework for supply chain man-
agement performance measurement, discussing customer and production perspective ex-
tensively, while the supply perspective focuses on supplier evaluation and does not observe

internal process performance nearly as comprehensively.

The lack of research on indirect procurement, and indirect procurement performance man-
agement is evident. Yet, organisations have been placing more attention on indirect pro-
curement as a source of potential business benefits (Cox et al. 2005, 40.). This thesis aims
to fill the research gap by offering insight into the value and performance management of
indirect procurement in manufacturing industry to support managers to successfully man-

age indirect procurement operations.

1.2 Research problem and objectives

The main objective of the study is to provide a two phase framework for constructing a
performance measurement system for indirect procurement. The first phase is to design the
PMS and the second phase is the implementation itself. The resulting system would consist

of a set of measurements based on strategy and targeting performance drivers creating the
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most value. Implementing both of the suggested processes — design and implementation —
would produce a PMS to support continuous development and long and short-term strategy

of indirect procurement.

The main research question the thesis aims to answer is;
1. How should indirect procurement performance measurement system be constructed

for it to capture the total value produced by the function?

The main research question will be supported with sub-questions;

a. What is the perceived value of indirect procurement in different business
functions (procurement, internal stakeholders)?

b. What processes exist within indirect procurement?
How is value created within these processes?

d. What factors impact the formation of indirect procurement performance
measurement system?

e. What qualities are required to make the system dynamic, i.e. to ensure the

system can be easily updated according to strategy/organisational changes?

In addition to answering the questions presented above, and to presenting PMS design and
implementation process proposals, the objective is to provide recommendations for PMS

structure and potential indirect procurement performance metrics.

1.3 Conceptual framework

Four key concepts frame the thesis; (1) indirect procurement and spend, (2) internal perfor-
mance, (3) value, and (4) performance measurement (see figure 1). For the purpose of the
thesis, definitions are derived from several sources and merged. Figure 2 depicts the rela-
tionship between the concepts. Indirect procurement is examined in terms of the value it
produces as a result of internal performance. Performance measurement is studied with the
focus on internal performance and holistic value production, i.e. multidimensional perfor-

mance measurement is emphasised.
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{ la. Internal performance ]

(

[ I. Indirect procurement ] L Il. Performance measurement ]

{ bvae |

Figure 2. Conceptual framework

1.3.1 Indirect procurement and spend

Indirect procurement and spend are often used interchangeably, albeit the first implies ac-
tion and the latter signifies consequence. Indirect procurement and spend are generally
defined as the procuring and cost of items and services that do not directly affect the finished
product or service, or that do not directly affect revenue formation (e.g. Payne & Dorn 2011,
Gebauer & Segev 2000, and Carter et al. 2003). As indirect spend items generally cannot
be assigned to any end product or service entirely, they contribute to an organisation’s

overhead costs. Common indirect procurement categories include, for example:

- Equipment, machines, and systems,

- Repair and maintenance,

- ICT expenses (e.g. software and hardware)
- Utilities, e.g. electricity,

- Professional services,

- Office supplies

- Facility expenses.

The above list is not comprehensive and the classification between direct and indirect spend

depends on the industry and organisation.

For the thesis, indirect procurement is defined as the activities related to procuring of prod-
ucts, systems and services that do not directly affect revenue generation, and indirect spend

as the cost of such items, systems, and services.
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1.3.2 Value

Alike performance, without context value is an ambiguous concept; current definitions in
Merriam-Webster and Oxford Dictionaries range from monetary worth to the relative dura-
tion of a musical note. Most general definitions demonstrate value as an imprecise meas-
urement unit with phrases such as relative worth and fair return, which also indicate subjec-

tivity. The definition and perception of value thus depend on context and perceiver.

In the context of the thesis value is defined as the quantified worth of an outcome deter-

mined by calculation or measurement relative to effectual objectives.

1.3.3 Internal performance

The definition of performance is context dependent; senior management may evaluate per-
formance primarily based on financial indicators, plant management on process efficiency
indicators. The basic principle is same regardless of context; performance indicates the
effectiveness and/or efficiency of a system, process or action (Lohman, Fortuin & Wouters
2002, 268; Neely, Gregory & Platts 2005, 1229). Lebas (1995) expands the definition to
refer to present and future capability of e.g. an organisation to deliver its objectives by man-

aging the components that impact the ability to achieve said objectives.

Internal is defined in Merriam-Webster and Oxford dictionaries as something existing or
occurring within the limits or inside a structure. Combined with the core properties of differ-
ent performance definitions internal performance for the purpose of the thesis is defined as

capability to efficiently perform processes managed within an organisation.

1.3.4 Performance measurement

In literature, performance measurement is defined as: the process of quantifying action in
terms of its efficiency and affectivity (Neely et al. 2005, 1228; Braz, Scavarda & Martins
2011, 752). Performance measurement is executed on strategic as well as operational level
(de Lima, da Costa, Angelis & Munik 2012, 526.). The two levels of measurement should

not be isolated, but both should be derived from organisation’s strategy to stimulate desired
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actions (Neely et al. 2005, 1231.). Lebas (1995) reminds that performance measurement
cannot be separated from performance management, for it is also a process of collecting

information to enable evaluation of past decisions and improve future decisions.

To sum up the different definitions and aspects presented in literature, | will define perfor-
mance measurement as a continuous process to record performance data and to steer

resources in order to achieve strategic objectives.

1.4 Research framework

The research is focused and limited with theoretical and managerial, or practical, frame-
works, within the context of indirect procurement and internal performance. The research
framework is presented in figure 3. The managerial framework consists of (1) internal ob-
jectives and existing systems and processes, which are defined through internal interviews,
and (2) pitfalls and success factors, and present best practices of indirect procurement
value measurement, which are defined by reviewing existing literature and professional
publications. As a result, the limitations and possibilities, as well as the strategy, value driv-

ers, and measurable benefits of the case company’s indirect procurement are defined.
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Managerial framewaork
Internal Systems and Pitfalls and Best
objectives processes success factors practices
Internal interviews Literature review
[ : 1
Practical limitations and Strategy, value drivers and
possibilities measurable elements
L

|
Dynamic Performance Measurement System for Indirect Procurement:
Design and Implementation process
|
I 1
FIMS implementation
considerations

PMS design considerations

Indirect procurement
aoueLLlopad [euUlal|

. Process
Forming a PMS Strategy map decomposifion
I !
FPerformance Indirect
— —— Process approach
Measurement procurement

Theoretical framework

Figure 3. Research framework

The theoretical framework consists of theories in performance measurement and indirect
procurement within the context of internal performance. Regarding performance measure-
ment theory, the key general principles and considerations are applied to the context of the
thesis. The performance measurement method to be utilised is the Balanced scorecard
(BSC), introduced by Kaplan and Norton in 1992, for it is widely known, supports strategy
implementation, and evaluates performance on multiple dimensions. As the objective of the
thesis is to create a framework for designing and implementing a dynamic performance
measurement system for indirect procurement, literature regarding forming a PMS is exam-
ined. Also, tools to be used in the design phase are discussed; process decomposition for
defining measurable elements, or activities, and strategy map for structuring objectives, ac-

tivities and metrics, and aligning them with strategy.
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1.5 Delimitations

The thesis focuses on private manufacturing industry. The procurement categories, value
creation logic and thus cost allocation in service industry differ from manufacturing industry
significantly. Therefore, service industry is excluded from the scope of the study. Public
organisations are also excluded due to the legislation expressly affecting public procure-
ment, which are not considered in this study. Any practical implications suggested by the

thesis are not expected to apply in service industry or public procurement.

The PMS design and implementation processes are intended for internal performance eval-
uation and while supplier performance measurement can be included as an indicator of
supplier performance management success, evaluation of supplier performance is not dis-
cussed in this thesis. Furthermore direct procurement is excluded from the scope. This is
due to practical limitations - the studied case - and because direct and indirect procurement
create value differently. The value impacts of direct procurement performance are simpler

to indicate, as it directly affects the cost of producing a product and hence pricing.

The scarcity of the literature on procurement performance measurement and management,
with even less research focused on indirect procurement and internal performance, restricts
the validation of the results and conclusions of the research. The proposed processes are
not implemented during the thesis process, which excludes the evaluation of their applica-

bility, potential benefits and defects.
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2 METHODOLOGY

Existing literature and professional publications are reviewed to define performance meas-
urement principals, success factors and challenges, as well as indirect procurement prop-
erties and performance measurement potentials. The main methodology utilised in the the-
sis is case study, which is required to expand on the findings of the literature review, and to
focus the thesis on the intended context. Case study is utilised to determine factors impact-
ing performance measurement of indirect procurement in manufacturing industry, as well
as to examine the value drivers of indirect procurement. Literature review and case study

findings together are used to develop a PMS design and implementation process.

2.1 Case study method

Dubois and Araujo (2007) state that case studies are important for developing purchasing
and supply management theories and providing examples that can be utilised in future re-
search. Kahkonen (2011) supports the previous claim and commends the case study
method for its ability to provide extensive and profound data regarding the researched sub-
ject—when implemented systematically. The use of case study is advisable, when the stud-
ied phenomenon cannot be completely separated from context because the boundaries are
not evident, or when understanding the dynamics affecting the phenomenon within the par-
ticular context is required (Kahkdnen 2011, 32-33.). A guideline process for case study im-

plementation is presented by Kahkoénen (2011):

Review existing literature
Define research question
Select research methodology
Select the case(s)

Choose data collection method

Collect data

N o o bk~ w0 Db P

Analyse data

Review of existing literature allows researchers to understand the topic, and to identify the-
oretical concepts, previous arguments and research gaps (Kahkénen 2011, 32; Dubois &

Araujo 2007, 179.). In order to add to the existing body of literature, case studies should
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pursue to validate theoretical concepts against empirical evidence (Dubois & Araujo 2007,
179.). Hence, the empirical findings should be compared to theory to identify divergences.

The choice of data collection method is advocated in literature; interviews provide in-depth
empirical data and a profound understanding of the phenomenon (K&hkoénen 2011, 33.).
Interviews have been identified as the prevalent data collection method in case studies in
the area of supply chain performance and sustainable supply chain management in a re-
search conducted by Seuring (2008), when examining research papers utilising the case
study method. In the same study the author argues, that single and multiple case studies
are used equally. Dubois and Aruajo (2007) offer a contradictory claim that the comparable
multiple case approach was already the predominant approach in 2007. The reason for the
increase in multiple case studies may be that the body of literature is growing, creating
grounds for generalisation and more extensive application of the theoretical concept. Hence
the single case study is a valid option when the targeted phenomenon has not been re-
searched extensively, and research benefits from exemplars, detailed cases presented with
background and context (Dyer & Wilkins 1991, 613.).

Considering the scarcity of previous research on indirect procurement performance and
indirect procurement performance measurement, the single case study method is applied
in this thesis. Data will be collected through semi-structured interviews. Taking into account
the limitations of single case study generalizability, certain aspects of the case are excluded
from the development of the design and implementation process and recommendations to
increase their applicability. The aspects that inhibit generalizability include organisational

culture and organisational structure.
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3 PERFORMANCE MEASUREMENT

Performance measurement has been recognised as a prerequisite for evaluating the suc-
cess of strategy and decisions, as well as an enabler of continuous improvement (Chan &
Qi 2002, 180; Lohman et al. 2004, 267.). As a continuous process it has been shown to
generate better decisions and better performance (Evans 2004, 226.). As Lord Kelvin
(1824-1907) famously stated; “If you cannot measure it, you cannot improve it”. And the

ability to constantly improve is vital for maintaining and developing business operations.

A well-designed performance measurement process contributes to improved resource allo-
cation, communication and mutual understanding (Chan & Qi 2002, 182-183.). Even further,
performance measurement directs actions of affiliated people, and therefore it can be used
to support strategy and promote desired behaviour (Neely et al. 2005, 1231.). As the PMS
matures, it can also be expected to have a positive impact on customer’s and financial
results (Evans 2004, 229.). Systematically measuring performance can also be expected to
enable better data management, as the data volume is compressed and enriched in the
reporting process (Melnyk, Stewart & Swink 2004, 211.).

3.1 Performance measurement enablers and challenges

Performance and performance measurement are quite context specific; industry, company
culture and size, and operating environment among other variables impact the appropriate
measurement systems and processes (Evans 2004, 220.). Therefore PMS of one company
or findings from one research cannot be readily duplicated in another, but they can be used

as guidelines and can help anticipate challenges and identify premises for success.

Success factors and challenges discussed in existing literature are listed in table 2. Com-
munication, clarity, collaboration, commitment and resources are often mentioned as factors
deciding the success of a PMS initiative. Defining organisation’s or business function’s strat-
egy, objectives and processes, together with roles and responsibilities, enhances common
understanding when communicated to the whole organisation. The performance drivers, or
value creation mechanisms, can also be properly identified once strategy and processes
have been described in sufficient detail, which creates a good foundation for measurement.

Additionally, success requires organisation’s culture to support improvement and change.
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Table 2. Success factors and challenges for PMS initiation

Success factors

Challenges

Clearly defined and communicated strat-
egy and objectives (Brewer & Speh 2000,
82)

Uncertainty of what to measure (Lohman
et al. 2004)

Common understanding of performance
drivers (Lebas 1995, 27)

Poor communication between PMS de-
signers and users (Lohman et al. 2004)

Common understanding of processes,
roles, and responsibilities.

Lack of structure in operations, e.g. cau-
sality between processes and objectives
unknown (Bititci, Turner & Begemann
2000, 694.).

Allocation of resources for PMS design,
implementation and update (Bourne, Mills,
Wilcox, Neely & Platts 2000, 767; Lohman
et al. 2004, 283)

Overlapping, inflexible and dispersed infor-
mation systems (Lohman et al. 2004;
Bourne et al. 2000, 762)

Information systems allowing data collec-
tion and reporting (Kennerley & Neely
2002, 1242)

Lack of necessary resources and capabili-
ties (Kennerley & Neely 2002, 1227)

Organisational culture supporting continu-
ous improvement.

Lack of senior management commitment
(Bourne et al. 2000, 760)

Resistance to change (Kennerley & Neely
2002, 1227)

General resistance to measurement
(Bourne et al. 2000, 762)

Challenges or obstacles for PMS initiation include lack of clarity and communication, insuf-

ficient resources and capabilities, and unsuitable organisational culture. These challenges,

if not solved, do not only result in an inefficient PMS, but also extend the time of the design

phase and reaching PMS maturity. Poor communication between PMS users and designers

results in designers not having adequate understanding of the intended use of reports, lead-

ing to poor quality of the entire PMS (Lohman et al. 2004, 272.). Communication should be

prioritised when initiating the PMS design and during implementation to ensure that the

system corresponds to users’ requirements. Detailed descriptions of measurements, and

sharing them, proved vital for PMS success in a study conducted by Lohman et al. (2004).
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Understanding of measurements increases personnel's capability to validate their appropri-
ateness, which again enables the system to be dynamic, as inappropriate measurements
can be adjusted or removed (Kennerley & Neely 2002, 1240.).

Cultural factors may create obstacles as well. Some organisations may face general change
resistance, as well as resistance from management and other personnel, who do not wish
their area of responsibility to be evaluated more accurately (Kennerley & Neely 2002, 1240).
However, the challenge can be overcome by aligning incentives with measures, and by
clearly communicating the relationship between measurements and business objectives
(Kennerley & Neely 2002, 1240; Lebas 1995, 27.). The purpose of measurement should be
portrayed as a common objective to improve performance, rather than a means to monitor
individual performance. A culture that appreciates measurement and improvement efforts
can only be present, if management supports PMS design and implementation (Tung, Baird
& Schoch 2011, 1287.).

Apart from challenges originating from people and culture, IT systems may cause severe
challenges for PMS. Dispersed systems inhibit the collection, comparison and reliability of
data because of different formats and even overlapping data. In addition, some systems
may not be initially intended for reporting purposes at all and do not provide data at reason-
able effort or cost. The described problems intensify when designing measurements to

cover several functions or companies. (Lohman et al. 2004, 272.)

3.2 Desired characteristics of a PMS

To obtain the benefits a successful PMS can enable, certain characteristics should be in-
cluded. In its core, a performance measurement system should; (1) complement an organ-
isation’s or business function’s current strategy, (2) be a roadmap and schedule for reaching
the objectives, (3) be responsive to changes in operating environment or objectives, (4)
contribute to continuous improvement and strategic long-term planning and (5) provide in-
formation on both the past and current situation, (Kaplan & Norton 1996; Melnyk et al. 2004,
213; Lebas 1995, 27.).

On a more practical level, performance measurement should be balanced, as dimensionally
narrow systems - e.g. those focusing solely on financial performance - tend to be less ef-

fective, less supportive of continuous improvement, and emphasise one stakeholder group
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at the expense of others (Neely et al. 2000, 1119; Quagini & Tonchia 2011, 1-2; Chan & Qi
2002, 182.). Evans (2004) supports the argument by reporting that dividing measurement

focus between financial and customer perception improves performance.

Metrics can target outcomes of activities and the activities, or performance drivers, them-
selves, and the question of which to focus on has been debated in literature. The two are
not mutually exclusive though, but both should be measured, as outcomes are dependent
on how efficiently activities are performed (Chan & Qi 2002. 182.). Kaplan and Norton
(1996) argue, that outcome measurements do not indicate the success of strategy imple-
mentation early enough to enable corrective manoeuvres. Vice versa, focusing solely on
activities fails to demonstrate the impact of their improved or decreased performance on
core outcomes such as ROI (Kaplan & Norton 1996, 66.). Therefore, identification and val-
idation of correlation between activities and outcomes, i.e. cause-effect relationships, are
vital (Evans 2004, 220.). All measurements should also be linked to objectives to ensure
that strategy is implemented and to monitor its success (Melnyk et al .2004, 213; Kaplan &
Norton 1996.). Main characteristics of an effective PMS as discussed in existing literature

are summarised in table 3.

Table 3. Characteristics of an effective PMS

Desired characteristics of a PMS

The system reflects and enforces strategy by aligning measurements with strategic ob-
jectives (Kaplan & Norton 1996; Melnyk et al. 2004, 213.).

The system reflects and demonstrates cause-effect relationships (Lebas 1995, 35;
Kaplan & Norton 1996.).

The measurements are coordinated and not conflicting (Melnyk et al. 2004, 213.).

The system consists of multidimensional measurements (Tung et al. 2011, 1300.).

Calculation formulas of measurements, are known by users (Braz et al. 2011, 753.).

The system is responsive to changes in strategy and environment (Lohman et al. 2004,
277; Kennerley & Neely 2002, 1242.)

The system is responsive to user requirements (Lohman et al. 2004, 283.)

The system reflects relationships between decisions and performance (Neely et al.
2000, 1248)
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In order for a PMS to be dynamic, it should be responsive to changes in strategy and envi-
ronment, and adaptable to emerging user requirements. Strategy related change require-
ments should be identified when strategic objectives or business mission change (Lohmann
et al. 2004, 227.). If the PMS is not adjusted accordingly, the PMS will no longer support
the organisation or business function sufficiently. Environment related change requirements
emerge when, for example, legislative or regulatory requirements change (Kennerley &
Neely 2002, 1241.). User requirements are also important to include in PMS maintenance,
as to be truly effective the PMS should be embraced by its users. Hence user feedback
should be encouraged, and it can be collected during performance review meetings, for
example. (Lohman et al. 2004, 283.)

3.3 Structure of a performance measurement system

Various performance measurement system frameworks have been introduced emphasising
different perspectives of performance; including the DuPont model, Performance Prism, the
Strategic Measurement Analysis and Reporting Technique (SMART), and the Balanced
Scorecard. Yet regardless of the approach, a performance measurement system consists
of three levels;

1. Individual measurements which indicate the capability to efficiently perform an ac-
tivity managed within an organisation.

2. Set of measurements to assess the organisation’s capability to manage all its core
processes.

3. A supporting frame consisting of information system infrastructure, organisational
structure, and a systematic process to record performance data and to steer re-
sources in order to achieve strategic objectives and continuously improve capabili-
ties. (Kennerley & Neely 2002, 1237.)

These three different levels require different design methods as each possess characteristic
challenges and considerations. Once each level of PMS has been aligned, the PMS should
prove to be a tool for implementing and communicating strategy, monitoring business per-
formance, supporting continuous improvement, improving organisation culture, and for
providing an enhanced understanding of business and customers (de Lima et al. 2013,
529.).
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Individual measurements

Measurements are used to; allow better control over resources and processes, to communi-
cate performance, and to improve processes and behaviour by identifying performance
gaps (Melnyk et al. 2004, 211.). Neely, Gregory and Platts (2005) suggest the following

guestions to be considered when deciding on individual measurements;

Does the measurement support strategy and objectives?
What is the measurement used for?

How much does it cost?

P w0 NP

What benefit does it provide?

An important practicality to consider when deciding on measurements to be used is data
availability. Difficulty or even impossibility of obtaining data for one or more measures may
render the whole PMS useless (Lohman et al. 2004.). Difficulty of obtaining data is also

likely to increase the cost of implementing the measurement.

Measurements should be derived from the processes and activities creating the most value,
or contributing most to the achievement of objectives (Kaplan & Norton 2005.) These are
called performance drivers, and several approaches can be used to identify them, such as;
decomposing processes as suggested by Chan and Qi in Feasibility of performance meas-
urement system for supply chain: a process-based approach and measures (2002), or using
the strategy map method (Kaplan & Norton 2001) as suggested by Ukko, Pekkola, Saunila
and Rantala in Performance measurement approach to show the value for customer in an

industrial service network (2015), or conducting interviews and facilitated workshops.

Measurements are commonly designed to measure one of the dimensions listed in table 4,
although the requirements and focus areas differ between industries and companies. In
addition to dimensions, measurements may also be divided into different perspectives. In a
Balanced Scorecard, these perspectives are; Financial, Customer, Internal processes, and

Learning and growth.
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Table 4. Common performance measurement dimensions

Dimension Possible measurements

Financial Revenue
Return on investment

Cost Inventory carrying cost
Cost of products

Quality Process deviation rate
Number of defective deliveries
Customer satisfaction

Time Order lead-time
Response time
Time to market

Safety Total recordable injuries frequency (TRIF)
Process safety event rate (PSER)

Resources Personnel retention rate
IT system availability

For measurements to be effective in directing behaviour, the personnel should be aware of
the measurements structure and the concept of performance, i.e. what performance driver
is the measurement evaluating and how it is relevant in reaching objectives (Lebas 1995,
27.). Attributes that should be used to describe a metric include name, objective, scope,
target, definition, calculation formula (quantitative) or evaluation method (qualitative), unit
of measure, frequency, data source, owner, drivers, and explanatory comments. (Lohman
et al. 2004, 283.).

Set of measurements

A set of measurements is a coherent collection of interrelated individual measurements that
together indicate the performance of the targeted entity as a whole. Arranging measure-
ments into a set and potentially further categorising them under different perspectives im-
proves the intelligibility of a PMS (Lohman et al. 2004, 283.). Including multidimensional
measures - i.e. both quantitative and qualitative, long-term and short-term, time, quality and
cost, human, process and finance measurements- is highly recommended and it has been
linked with PMS effectiveness and increased performance (Tung et al. 2011, 1300.). Neely,
Gregory and Platts (2005) provide questions to consider when constructing measurement

sets;
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1. Are all appropriate dimensions covered with the intended measurements?
2. Are both long and short-term objectives covered?
3. Are the measurements integrated and non-conflicting?

Once these questions can be answered positively, the PMS should be able to align meas-
urements and strategic objectives, and to coordinate the measurement of various processes
and activities without conflict (Melnyk et al. 2004, 213.). It should also be able to show the

impact of decisions on performance results (Neely et al. 2005, 1248).

Lohman et al. (2004) argued that a metrics dictionary proved essential for constructing and
implementing PMS - even more so than presentation and structure of scorecards and re-
ports. However, structuring enables better display of the reciprocal relationships between
measurements and objectives, which should also be included when describing measure-
ment sets. Even further, structured presentation of a PMS supports the communication of

the PMS and measurement results.

A supporting frame consisting of information system infrastructure, organisational structure,

and a systematic process

The system needs to be designed to fit the operating environment in which it is to be imple-
mented (Neely et al. 2005, 1229.). To ensure the set of measurement - initial PMS - can be
successfully implemented and benefits obtained, at least the following aspects should be

considered;

Does the PMS support strategy? (Neely et al. 2005.)
Does it match organisations culture? (Neely et al. 2005.)
Is it consistent with current reward system? (Neely et al. 2005.)

Does the current IT landscape enable implementation?

o c 0w

Does the organisation possess the resources with required skills to implement the
PMS?

Depending on what the answers to these questions are, the initial PMS or the supporting

frames components may need to be adjusted accordingly.
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Information systems and tools are vital for collecting, manipulating, and storing data, and to
create and deliver performance reports. The challenges of dispersed and overlapping sys-
tems can be overcome by reviewing the system usage to identify what data is created
where, and to decide which data source or sources are used for each measurement. Of
course some information is not collected into organisation’s information systems, but should
be stored somewhere (i.e. survey results, stakeholder communication). The process of col-
lecting and storing such information needs to be decided accordingly.

A key factor influencing the effectiveness of a PMS is management’s support. The struc-
tured framework and data collection processes create the premises for success, but man-
agement’s commitment is required to motivate personnel’s action (Tung et al. 2011, 1287.).
Management’s attitude towards performance measurement does not affect implementation
stage only, but can seriously inhibit the design phase as well (Bourne et al. 2000, 760.).
Allocating sufficient resources for the design phase and for the continuous implementation
and maintenance of PMS is required (Kennerley & Neely 2002, 1227.). To ensure availabil-
ity of resources, management’s support is again required. The benefits expected to be
achieved with an effective PMS should thus be communicated to management before initi-

ating the process to confirm their support.

3.4 Designing a performance measurement system

The initial construction of a performance measurement system can be a strenuous process,
and especially for global actors, the operating environment can change frequently leading
to changes in strategy and long-term objectives. Additionally, short-term business objec-
tives are usually re-evaluated annually. PMS design should be expected to take several
months - three to four according to Bourne, Mills, Wilcox, Neely and Platts (2000). In the
same research by Bourne et al. (2000), reaching the level of maturity where the system is
continuously implemented and reviewed was reported to take additional 9 to 13 months,
depending on the encountered challenges. Therefore, rather than repeatedly executing the
entire process, the foundations should be designed to support dynamic performance meas-
urement. (Lohman et al. 2004, 277.)

When initialising PMS design, the current state of organisation should be reviewed to iden-

tify the limitations and possibilities created by the operating environment. The existing man-
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agerial and organisational enablers and possible challenges to overcome must also be de-
fined before initiating the PMS design. For example, forming a dynamic PMS requires a
structured framework with objectives and processes, as well as the causality between them,
understood and defined (Bititci et al. 2000, 694.). The key enablers and challenges were
listed in table 2.

Several approaches can be used to form a performance measurement system. Defining the
approach depends on various factors, including maturity of structured framework, organisa-
tional culture, and current state of performance measurement. Braz, Scavarda and Martins
(2011) evaluated an existing PMS by defining the current system via semi-structured inter-
views and analysing company data, evaluating the PMS with structured interviews based
on the results of the previous step, and finally creating an improvement proposition with
non-structured interviews and workshops. The proposal was then validated against histori-
cal data. The authors proposed a simple procedure for continuously updating the PMS -
annual review with director and managers of each performance area - but do not present

for example expectations for time required nor the following steps.

Chan and Qi (2002) propose a process based approach for designing a performance meas-
urement system for supply chain. The process of defining the measurable processes, ac-
tivities and outcomes consists of seven phases. While the suggested process is compre-
hensive, applying it in practice might prove quite burdensome and would likely require ad-
ditional resources if implemented. Still, the resulting understanding of current processes
and causalities within an organisation could serve as beneficial foundations for similar less
intense exercises in the future. The authors also state that the process does not only provide
performance measurements, but enables also benchmarking within a supply chain. They
continue to argue that using a process based approach supports continuous improvement,
facilitates communication, and creates a selection of measurements that holistically capture

the different dimensions of measurement.

Like Chan and Qi (2002), Neely, Mills, Platts, Richards, Gregory, Bourne and Kennerley
(2000) also present a process based approach for designing a balanced performance
measurement system. They highlight that using a process based approach forces manage-
ment to clearly define performance priorities and to demonstrate the relationships between
measurements and priorities, and between the different priorities. Additionally, collabora-
tively deciding which measurements to use permits an organisation to expose differing per-

ceptions. The authors present a list of desired characteristics of a PMS design process,
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which suggests that the measurement system should be constructed collaboratively based
on strategy and organisational characteristics, each measurement should be linked to an
objective, measurement calculation should be clearly defined and communicated, and the
process should provide the basis for re-adjusting the measurements as requirements
change. The suggested final process consists of 10 phases, starting from product grouping,
continuing to defining and deploying high-level business objectives and their measure-
ments, onto identifying key performance drivers of said business objective measurements

and defining measurements for the drivers.
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4 PROCUREMENT PERFORMANCE MEASUREMENT

An evident challenge in measuring indirect procurement as a whole is caused by the diver-
sity of categories; for example, the process of purchasing and managing services and of
goods differs greatly. Furthermore, indirect procurement has been identified as a source of
business value only recently, and thus benchmarks are not plenty. The challenge is accen-
tuated by the different division of direct and indirect procurement between industries and

companies.

Earlier | defined indirect procurement as all the activities related to procuring of products,
systems and services that do not directly affect revenue generation, and indirect spend as
the cost of such items, systems, and services. Depending on industry, indirect procurement
can be quite complex in terms of governed items and services. Additionally, indirect pro-
curement activities are often performed by both the procurement unit and internal stake-
holders that are not procurement specialists (Gebauer & Segev 2000, 109.). Indirect items
and services may even be purchased not according to organisation’s official purchasing
processes (Carter et al. 2003.). Majority of the items and services are unrelated to end-
product production volumes, and accurately forecasting long-term demand is thus challeng-
ing, or even impossible. However, indirect procurement and spend can be better managed

with consistent category strategies and data collection and analysis.

Indirect procurement is highly intertwined with other functions, and managing internal stake-
holder relationships is an integral part of it. Collaborating with internals stakeholders ena-
bles indirect procurement to leverage its supplier base to better correspond to their needs,
as well as to proactively search for new suitable suppliers and solutions. Cross-functional
teamwork has in fact been identified as a cause to high performance, as well as positioning
procurement as a strategic function within the organisation (Brandmeier & Rupp 2010, 5;
Gebauer & Segev 2000.). Efficient supplier relationship and performance management is
also an indicator of strong performance (Brandmeier & Rupp 2010, 5.). Recruiting and re-
taining capable resources is also important prerequisite for high performing indirect pro-
curement, as is the continuous training of the resources (McKenney & Parekh 2012, 55;
Brandmeier & Rupp 2010, 5.).

While only a minority of performance measurement literature focuses on indirect procure-

ment or spend, appropriate measurements can be derived from articles and professional
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publications concentrating on procurement and supply chain management. As the perfor-
mance measurement method utilised in the case company is Balanced Scorecard, devel-
oped by Kaplan and Norton in 1992, the measurements are grouped under the four per-
spectives of BSC adjusted for indirect procurement requirements; Financial, Procurement
Stakeholder, Internal Processes, and Learning and Growth. The Procurement Stakeholder
perspective replaces the Customer perspective and covers both the internal customers and
suppliers.

4.1 Financial measurements

In indirect procurement, financial measurements mainly monitor cost savings (reduction in
expenses compared to a baseline) cost avoidance (resistance to unplanned expenses), and
cost of operations (CIPS 2013.).

Evaluating cost savings obtained by indirect procurement function are an integral part of
measurement. Procurement savings are calculated by comparing evaluation period’s re-
sults to a baseline, which can be for example last comparable period (i.e. year-year, quarter-
guarter) when evaluating cost savings of continuous purchases, and best offer before ne-
gotiations for spot buying (goetzpartners 2013.). Procurement savings can also be deter-
mined by comparing the previous agreement prices to the agreement prices of renewed
agreement. Other possible baselines include budget value, expense estimate, forecast, and
planned expense (CIPS 2013, 1.). The previous baselines can be used to evaluate savings
in investment projects. The same calculation can also be used as one indicator to evaluate

the effectiveness of negotiations.

Realised Savings monitors the actualisation of negotiated prices, and the post-contract
compliance, as the better a new contract is implemented, the higher the realised savings as
off-contract buying decreases (Coupa 2016.). On average, 30 percent of contracted savings

remain unrealised because of non-existent or inadequate follow-through (Accenture 2014.).

Cost avoidance entails soft savings, such as increased stakeholder and employee satisfac-
tion, increased safety and sustainability, enhanced process efficiency, and successful risk
management (GEP 2017.). These improve an organisation’s ability to respond to or avoid
events that could cause expenses directly or indirectly - for example, improving the sustain-

ability of supply chain safeguards against loss of image and resulting decrease in sales.
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Inventory Carrying Costs can be decreased with more effective purchasing and demand
planning processes (GEP 2017.). However, it may prove challenging to reliably demonstrate
the actual impact of procurement on reduced inventory, and the measure should be in-
cluded as a joint measurement keeping in mind that it does not apply to service purchases
alike to supplies.

Contract coverage can be monitored based on spend, suppliers or transactions covered by
contracts. Monitoring the share of contracted spend makes spend more visible and allows
recording of the above discussed realised savings, while safeguarding organisations
against procurement risks. Top performers govern approximately 60 percent of their spend

with contracts (Coupa 2016.).

The cost of procurement operation should be monitored in relation to one or more suitable
variables, such as spend, number of transactions, complexity of transactions, or number of
suppliers. For example, the development and cost can be compared to the development of
number of suppliers or spend per employee. Internal Transaction Costs measures the costs
related to completing a transaction, and may monitor the whole requisition-to-invoice path
or only a part of it, for example the cost of creating and submitting an order (Gunasekaran
et al. 2004, 339.). This measurement may be included in the Cost of Operations measure-
ment, or reported as a separate measurement. Accurate evaluation of transaction costs is
likely especially challenging in indirect procurement, due to the variety of categories, and
thus its applicability should be thoroughly examined before implementation.

Total Indirect Spend and Indirect Spend by Category may also be coupled with other
measures such as number of suppliers and number of employees. For example, spend can
be divided with the number of employees, or between suppliers. The share of maverick
spend, i.e. unmanaged spend, represents purchases for which negotiated contract terms
nor required processes and policies have been utilised. Decreasing the share of maverick
buying can help organisations increase negotiating power and reduce compliance risk

(goetzpartners 2013.). Alternatively, the share of managed spend can be measured.
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4.2 Procurement Stakeholder measurements

The stakeholders of indirect procurement are here defined as internal customers and sup-
pliers. The measurements intended to evaluate performance from internal customer per-
spective are determined by the stakeholders’ definition of indirect procurement value. Mon-
itoring the performance and satisfaction of suppliers provides indication is supply base’s

capacity is sufficient to sustain company’s operations.

The satisfaction of internal customers is a significant indicator of indirect procurement per-
formance. Customer satisfaction may be affected by, for example, query time and flexibility
(Brewer & Speh 2000, 86; Gunasekaran et al. 2004, 338.). Customer Query Time measures
the time it takes to provide a sufficient response to customer query (Gunasekaran et al.
2004, 338.). Supply Flexibility measures the internal customers’ perception of the product
and service range made available by procurement. The perceived quality of the supply base

could be measured likewise.

Depending on the organisation structure, inventory turnover may be positioned as a cus-
tomer or internal process measurement. Inventory Turnover is strongly related to inventory
carrying costs; increasing the turnover decreases inventory carrying costs. The same con-
siderations that were discussed in connection with inventory carrying costs apply; procure-

ment’s contribution and applicability to different categories.

Supplier performance measurement is executed separately, but performance development
should be monitored as a KPI to assess the impact of supplier management activities. De-
livery Accuracy may be used to evaluate suppliers’ delivery compliance, when it also con-
tributes to overall supplier performance, but may be included as an independent measure-
ment as well. It can be calculated as the difference between promised delivery date and
actual delivery date. Contract Compliance is another indicator of supplier performance that
can be included as a stakeholder measurement if required by internal customers, or if it not
included in supplier performance measurement. Contract compliance can be determined by
e.g. evaluating a supplier's performance against service level agreements, invoicing accu-

racy, and response time (Fedele & Dolan 2004.).
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4.3 Internal Process measurements

Internal process measurements are used to evaluate the efficiency and effectiveness of
internal processes and changes made to them.

Purchase requisition-to-order and invoice approval lead times both indicate the efficiency
of procurement processes. Monitoring and limiting the time it takes from an employee sub-
mitting the request to it being approved and converted into a purchase requisition decreases
frustration and resulting maverick buying (Coupa 2016.). The invoice-approval time is cal-
culated from the moment an invoice enters the system to when it is approved for payment.
Shortening the approval time may lead to improved payment time compliance (Coupa
2016.). The Coupa benchmarking report of 2016 reports that industry leaders maintain the

average of 6.2 hours from requisition to order, and 23.1 hours to approve invoices.

Digitalisation and automatisation decrease manual processing of paper and shorten lead
times, while improving data quality and thus traceability of spend and purchasing behaviour.
Process automation and data utilisation is deemed vital for improving indirect procurement
and spend performance (Carter et al. 2003.). Depending on the digitisation rate of an or-
ganisation, different digitalisation measurements are appropriate. The share of electronic
transactions should be monitored, as electronic processing decreases the amount of errors
when less manual data entry is required. Automation can be used to support the digitisation
of various processes. The leaders process 91.8 percent of POs and 76 percent of invoices
electronically (Coupa 2016.).

4.4 Learning and Growth measurements

One reason to include measurements regarding employee satisfaction is that satisfied em-
ployees are more likely committed to common objectives and to the company. Further, em-
ployee satisfaction correlates positively with customer satisfaction and general performance
(Evans 2004, 223.). Kaplan and Norton (1996) also name employees as one of three main
sources of organisational learning and growth, and suggest employee related measures to
be used to ensure organisation’s sustainability. Such measures may evaluate employee

satisfaction, retention, training and skills.
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As indirect procurement can employ organisation’s suppliers to produce innovations, Sup-
plier Innovation Capacity can be measured. Supplier innovations in indirect procurement
may include, for example, improvements to make logistical processes more efficient, to in-
crease operational safety, and to enhance resource efficiency. The measurement should
not only look at the number of innovations submitted by suppliers, but also their effective-
ness and feasibility. Innovations produced by employees can also be measured when or-
ganisation wishes to motivate personnel to produce new or improved solutions for indirect

procurement or stakeholders.

4.5 Summary

As can be deduced from the previous chapters, the division of metrics into the different BSC
perspectives is greatly affected by strategy and organisation specific perception. Further we
can observe, that financial metrics are still emphasised in performance measurement, re-
gardless of the ongoing criticism towards such an approach. The underlying reason can
likely be found in business requirements, which accentuate the importance of financial per-
formance. The impact of non-financial performance on financial results is indirect and often
delayed, while the so called quarter economy directs focus to actions that produce prompt
results, rather than sustainable results. Nevertheless, the ultimate objective of companies
is to provide its shareholders with stable value, but as long as the monetary impact of non-
financial performance cannot be clearly demonstrated, it will be easily dismissed as less

important. The discussed metrics are summarised in table 5 below.
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Table 5. Potential indirect procurement performance metrics in literature

Perspective

Measurements

Financial

Procurement Savings (goetzpartners 2013)

Realised Savings (Coupa 2016)

Contract Coverage (spend) (Coupa 2016)

Inventory Carrying Cost (GEP 2017)

Cost of Operation

Internal Transaction Costs (Gunasekaran et al. 2004, 339)
Total Indirect Spend

Indirect Spend by Category

Maverick Spend (goetzpartners 2013)

Managed Spend

Procurement Stakeholder

(Customer)

No of Suppliers (goetzpartners 2013)

Stakeholder Satisfaction

Supplier Performance

Delivery Accuracy

Contract Compliance (Fedele & Dolan 2004)

Customer Query Time (Gunasekaran et al. 2004, 338)
Inventory Turnover (Busch, Lamourex & Mitchell 2017, 5)
Supply Flexibility (Gunasekaran et al. 2004, 338; Brewer &
Speh 2000, 87)

Internal Processes

PR-to-PO Lead Time (Coupa 2016)

Order Lead Time (Gunasekaran et al. 2004, 338)
Invoice-Approval Cycle Time (Coupa 2016)
Electronic PO Processing (Coupa 2016)
Electronic Invoice Processing (Coupa 2016)
Contract Coverage (transactions/suppliers)
Inventory Turnover (Busch et al. 2017, 5)

Learning and Growth

Employee Satisfaction (Evans 2004, 223)
Supplier Base Innovation Capacity
Personnel Innovation Capacity

The various metrics presented in the preceding chapters represent only those identified in

literature examined for this thesis. Moreover, the appropriateness of the metrics was eval-

uated in the context of the thesis. As a result, different observations regarding the empha-

sised performance perspective can be made when examining other literature, and additional

metrics may also be identified for a different context.
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5 EMPIRICAL STUDY

To complement the theoretical observations, as well as to focus the thesis towards manu-
facturing industry, empirical observations obtained from the case company are utilised. The
case company is a global actor in manufacturing industry, which affects the emphasis and
objectives of its procurement activities. In the case company the main objective of indirect
procurement is to ensure that the safety, quality, schedule compliance and availability of
required items and services correspond with company’s preconditions and stakeholder

needs, while optimising costs.

Semi-structured interviews are the primary data collection method. The internal interviews
will aim to identify the value drivers perceived as important, the challenges related to indirect
procurement performance measurement, and the desired characteristics of performance
measurement. Internal databases, guideline documents and process descriptions are used
in designing the interviews and describing the case specific properties. The interviews are
targeted at procurement management, but representatives from the succeeding organisa-
tional levels are also interviewed to further understand the processes and to record desired

PMS practicalities from different levels.

The company has defined an operating model for procurement, consisting of several pro-
cesses; internal stakeholder management, category management, demand management,
strategic sourcing, supplier management, request to pay, contracts and claims manage-
ment, and procurement data management. Three of these are defined as core processes;
strategic sourcing, supplier management, and request to pay. The emphasis of the pro-
cesses differs between categories, but the three core processes are widely recognised as
key processes. Managers also emphasised the significance of category management, de-

mand management and internal stakeholder management and collaboration.

5.1 Indirect Procurement value elements

The interviewees in indirect procurement organisation were asked to describe what value
the key processes produce for stakeholders and for the organisation. The core value cre-
ated by indirect procurement according to the interviewees is securing material and service

availability, ensuring cost effective and safe operation, optimising plant operationality and
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usability, and ensuring optimal performance of business enablers such as logistics, ICT and
retail facilities. It was emphasised, that the most value is created when all aspects of an
acquisition are considered; safety, quality, schedule, and cost.

Value creation begins in supplier selection, where choosing a supplier with a clean back-
ground, consistent performance and/or sufficient supply offering is seen as important in
mitigating risks related to company image, safety, schedule, costs and quality. Managing
and recording supplier performance provides procurement with improved understanding of
supplier capabilities which is essential for choosing the best possible supplier according to
stakeholder needs in different cases. The improved understanding is also seen to bring
value by providing the company with alternative suppliers to replace current ones. Evaluat-
ing and managing compliance is another value adding activity. Auditing is used to ascertain
supplier compliance to stakeholder and company requirements. Contractor compliance
monitoring is required to make sure that the company is only invoiced for actual working
hours. Utilising suppliers’ capacity for innovation and improvement by capturing supplier
innovations is another value adding activity performed by procurement, according to pro-

curement management.

Negotiating and forming contracts and agreements, and enforcing terms and conditions are
also perceived as a tool for ensuring cost, schedule, quality, and safety compliance. In ad-
dition, successful negotiations ensure that the company receives optimal conditions from
suppliers as defined by stakeholders. Where negotiations cannot be used to impact the
price, procurement creates value in attempting to manage used volumes to reduce spend.
Such purchases include commodities that's price is determined by current market price.
Contracts are further assumed to produce value to stakeholders by decreasing the com-

plexity of purchase requisition formation.

5.2 Stakeholder value elements and requirements

In the case company, procurement has defined stakeholder requirements via a recent sur-
vey. The principle properties held in high regard by the respondents are flexibility, efficiency,
experience and/or understanding of the stakeholder’s business function, proactiveness,
schedule compliance, communicativeness and transparency. The requirements can be di-
vided into three different aspects; communication and collaboration, procurement skills and

knowledge, and requirement related to certain procurement processes.
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5.2.1 Procurement Stakeholders

Procurement stakeholders are defined as representatives of business, common functions,
or other functions, who require or will use an item or service in their work. Procurement
manages risks by producing and maintaining frame agreements and contract terms, and
partakes in the sourcing process of all acquisitions exceeding a predefined monetary value.
Procurement objectives and risk management measures are designed to ensure high plant

reliability and operability, as well as good cost performance.

As part of the interviews, management personnel were asked to hame the main stakehold-
ers within their category. The stakeholders are shown in figure 6, with y-axis listing the
stakeholders and x axis the number of management representatives who named the stake-
holder in the interviews. Most interviewees named production, maintenance, and invest-
ment management as their key stakeholders, while the rest were divided between different
categories. The variety of stakeholders is a good example of the complexity of indirect pro-
curement. Similar perceptions may be expected from other indirect procurement functions

within process industry.

Procurement stakeholders

HR

Logistics

ICT

Legal

HSE

RE&D

Production

PM Partner

Investment Management
Maintenance

0 1 2
Mo of nominations

Lad
i

Figure 4. Stakeholders of indirect procurement
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Stakeholder management practices vary between categories, but generally indirect pro-
curement collaborates actively with its stakeholders. In addition to routine communication,
more intense collaboration is initiated when procurement strategies are former or reformed
for a (sub) category. Thus, for all strategic sourcing projects, cross-functional teams are
formed to ensure that the relevant stakeholders are involved in defining requirements and

decision making.

5.2.2 Communication and collaboration

Internal stakeholders view continuous collaboration as a value creating activity because it
increases procurement personnel’s understanding of its stakeholder’s business function’s
processes and requirements. It’s also seen important for supporting goal congruence —
working together towards common goals, as one company. The importance of procurement
understanding stakeholder requirements is recognised in different levels, from managerial
to operational. Constant collaboration also ensures that procurement can observe and pre-
pare for future needs. Thus procurement is also able to take part in project planning in early

stage, a requirement that was mentioned frequently b stakeholders in the survey.

A vital part of collaboration is active communication. The respondents especially value be-
ing informed about order and RFP status and possible changes. Importance of receiving
frequent information on status increases as the duration of the purchasing or RPF process
increases. The requester also requires information on changes such as changes to con-
firmed delivery date, or if a similar, yet different item is acquired as the requested item is no
longer available. When procurement identifies a commercial reason for changing any prop-
erties of an order, these are welcomed but need to be discussed with the stakeholder and
decided together. Here, again, understanding the requirements of stakeholders is vital; for
example, all project or turnaround purchases of the same item or from the same supplier
cannot be consolidated if one order quantity is required to complete project activities on a
critical path. In terms of strategic sourcing and supplier selection stakeholder’s value know-
ing the reasoning behind reached decisions. Therefore, transparency in procurement activ-
ities is required by making the processes known and by providing the appropriate stake-

holders with the analysis and data on which decisions are based.

Stakeholders also value having access to general information regarding procurement oper-

ations. Understanding of what processes and issues procurement manages and whom to
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contact with which request streamlines the process and decreases the time as information
flows smoothly. Hence the roles and responsibilities should be communicated openly, and
the process descriptions should also be accessible to procurement stakeholders.

5.2.3 Skills and resources

Certain valued skills and knowledge were named by the stakeholders. These skills are be-
lieved to improve procurements ability to understand its stakeholders, and to support com-
mon objectives. Sufficient number of resources is values, as it enables flexibility and faster
reaction time, properties which are highly valued by the stakeholders. The experience or
knowledge of stakeholders business is perceived as a valuable quality of procurement per-
sonnel. However, the commercial understanding is also valued, such has market insight

and knowledge of relevant legislation.

As for specific skills, the stakeholders mentioned project management related skills most
frequently. Project scheduling skills or knowledge are highly valued skills in ensuring that
procurement understands the limitations affecting projects and potential consequences of
delays. Another project planning skill that some respondents perceive is useful for procure-

ment to possess is calculation of total cost of investment.

In addition to the project skill mentioned above, the respondents also see supply chain
thinking and total cost of ownership thinking as important skills for procurement. Utilising
TCO calculations ensures that procurement decisions are based on a broader set of varia-
bles than the direct acquisition price, hence producing purchases that produce value
throughout their lifetime. Practicing supply chain thinking is also a valued trait of procure-
ment professionals, as understanding the limitations and causalities within a supply chain

decreases the chance of adverse effects, such as layered delays or excess use of storage.

5.2.4 Processes

The respondents perceive certain processes as the most relevant for them in terms created
value. These processes are; contracts and claim management, request-to-pay and espe-

cially expediting and delivery management, strategic sourcing and especially tenders, and
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supplier management especially terms of relationship, supply risk, and performance man-

agement.

Delivery monitoring and expediting were the most frequently mentioned activities related to
operational purchasing, in addition to active communication discussed earlier. Being in-
formed of the confirmed delivery date is required to prepare and plan maintenance work,
for example. In addition to timely deliveries (not too early, not too late), the respondents
value proactive efforts in verifying that the right amount and quality will be and are delivered
to the right place. As for strategic sourcing, and supplier selection, the main value driver is
involving the relevant stakeholder(s) when defining the objectives and/or selection criteria.
The message is that with technical, and in some case budget, requirements the stakehold-
ers arguments should be overruling, while commercial aspects can be defined by procure-

ment, although taking into account the stakeholders needs regarding delivery times etc.

Negotiation and maintenance of contracts and frame agreements is seen as an important
facilitator of uninterrupted operations, and contracts that are designed to be flexible are
especially valued. For example, designing contracts so that additional work can be easily
issued is important. Another specific valuable attribute regarding contracts is sanctions; in-
cluding and acting upon sanctions in contracts are seen as an important tool of risk mitiga-
tion and for ensuring contract compliance. Procurement’s role in managing claims is another
valuable aspect, when it is done quickly, strictly and professionally. Furthermore, the stake-
holder’s value having access to relevant contracts, and claim and negotiation documenta-
tion and status updates. Receiving status updates and outcome reports was expressively

appreciated regarding claims.

When it comes to supplier, and supply, management, stakeholders feel that multidimen-
sional supplier evaluation is a source of value. When suppliers are evaluated beyond costs,
it is more likely to receive higher quality, better safety performance, complete solutions, and
more flexibility. As part of multidimensional and thoughtful supplier evaluation, stakeholders
appreciate second-party audits performed by procurement, on both local and global level.
Managing supplier relationships and performance and actively scanning the supplier mar-
kets produces significant value to the stakeholders by securing: sufficient supplier capacity
and availability, wide product and service offering, and possibility to use alternative suppli-
ers. Furthermore, the stakeholders value procurement’s proactive search for new alterna-

tives and solutions, when these can produce benefits to the stakeholders.
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5.3 Requirements for Indirect Procurement Performance Measurement

Several indirect procurement representatives were asked to describe what they require from
performance measurement in terms of what to measure and how to report results. Several
people mentioned the need for supply chain level metrics, which would provide timely infor-
mation about, for example, delivery accuracy through the chain. More detailed information
is also desired. While measuring the performance on supply chain level would be prefera-
ble, it is excluded from the scope of the thesis as the focus is on developing performance

measurement practices on business function level.

The interviewees named several areas and activities they hoped to be measured system-
atically. The time elapsed from purchase requisition (PR) being turned to a purchase order
(PO) was named as a useful metric. However, the PR-to-PO lead-time may be increased
due to factors unrelated to procurement, for example inadequate purchase requisition infor-
mation such as item description. It was also noted that the metric should also separate
direct PR-to-PO from processes where a request for proposal (RFP) is required before cre-
ating a PO. It was observed, that lead-time measurement may not be beneficial with service
acquisitions due to the fundamental differences between services and physical items. An-
other time focused metric is delivery accuracy, which is required to evaluate suppliers’ de-
livery capability and reliability. Delivery accuracy can only be implemented on delivery of

physical items.

Management requires tools for monitoring personnel’s workload, and monitoring purchasing
volumes in purchase order rows is one metric for the purpose. However, due to the variance
of indirect procurement purchases such metric may provide false information about a per-
son’s actual workload when focusing solely on number of rows. The metric and result re-
porting should be designed so that the complexity of the acquisition is taken into account;
frame contract purchases are far less complex than engineer-to-order items such as pumps
and investment acquisitions. Evaluation of data update frequency is required to know e.g.
how promptly purchasers update the system as per suppliers order confirmations. Measur-
ing data update frequency may prove challenging when email is used to receive confirma-
tions, as hence the information is in the purchasers email and thus unattainable. Other data
management related measurement areas include supplier data status, i.e. is supplier infor-
mation up-to-date and adequate, and order quality, i.e. orders are created according to
guidelines. Data management measures can be coupled with purchasing volume metrics

to produce a more profound indicator of personnel’s workload.
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The interviewee’s value detailed and informative spend and purchasing data to support cat-
egory management; what has been bought, and how spend and volume of a subcategory
or item has developed. Related metrics should serve as tools for reducing scattered pur-
chases and to support consolidation, and should allow identification of trends and help fore-
cast demand. Detailed data is also required to compare invoiced prices to agreement prices
to ensure that contracts are utilised and suppliers are complying with agreed terms. Fur-
thermore, spend visibility is required to track expense level development in general.

Investment projects are another area requiring specific metrics. The main challenge when
measuring investment projects from indirect procurement perspective is determining which
aspects can be impacted by procurement, what is procurements contribution and how to
measure it in a meaningful way. When the performance drivers and appropriate metrics are
identified, a baseline should be created against which to evaluate performance. Investment
project metrics should be used as joint metrics together with investment management and
other involved stakeholders. Joint metrics enable users to identify in which stage perfor-

mance deviations have emerged, e.g. what is the cause of delay in schedule.

An important part of procurement is contracts and claims management. One critical part of
contracts management is negotiating beneficial terms and conditions. Measurement to eval-
uate the success of negotiations beyond, but not excluding, achieved price decreases or
price premiums is desired. However, as negotiations are more or less unique events with
different requirements, value elements, initial settings, participants, and dynamics, any in-
tended metrics should be carefully designed to reflect the properties of negotiations. Meas-
urement to indicate the performance of claims management is also required, and one as-

pect to measure is the share of the claims processed by Procurement to result in arbitration.

5.4 Requirements for PMS result reporting

The interviewees desire visual reports constructed from factual, numerical data where pos-
sible. The report should be delivered frequently and comprise of strategic metrics, but allow
access to more detailed analysis behind the metrics as well. Several interviewees favour
the use of an online dashboard with traffic light or scorecard indicators for common procure-

ment metrics. The dashboard should be updated frequently to ensure that the results are
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as up-to-date as possible. Separate team dashboards are required to review team perfor-
mance in team meetings. Team dashboards are also necessary when team specific metrics
are used. Team specific metrics are desired to support managers better manage their team
and category. Consecutively, one interviewee pointed out that teams should not be com-
pared to each other in measurements that do not take into account the differences between
various purchases, for example, purchasing volume in terms of absolute number of pur-

chase order rows.

Apart from reports, interviewees presented their preferences regarding collective presenta-
tion of the results. Presenting the results in recurrent general procurement meetings is fa-
voured by some interviewees, while most feel that the review of result in such a setting
remain superficial and/or distracted with other topics. Several persons suggest that the re-
sults would be reviewed in team meetings, but the approach was also criticised; if infor-
mation that concerns the whole procurement is communicated in team meetings, which
occur at different times, the information is received at different times. But as discussed ear-
lier, team specific metrics may be used and thence presenting the results in team meetings
is appropriate. It was also suggested that a recurring meeting concentrating only on PMS
results and objective status should be arranged, either weekly, bi-weekly or monthly. The
meeting should be interactive and promote discussion regarding the measurement, results
and the reasons behind the results. Another interviewee felt that monthly or quarterly in-
forming of performance results is adequate when no critical deviations are observed. When
performance deviations are observed, the results can be communicated more frequently
and corrective actions discussed. If person specific deviations emerge, team leaders can

discuss the results and solutions with the person directly.

Furthermore, the interviewees provided insight on what information to share alongside re-
sults. The importance of transparency of measurement was emphasised; that the calcula-
tions, targets, raw data and data source must be known and accessible by all. One require-
ment is to always communicate results in conjugation with the targeted objective, and some
feel that the calculation formula should also be presented together with the results. How-
ever, it was also suggested that presenting the calculation formula or evaluation logic be-

hind the metric should be done only annually, or when introducing new metrics.



49

Overall, users require timely information on performance, immediate notification of any de-
viations, to interfere and correct performance. The metrics should provide relevant infor-
mation about performance on various aspects, and should also serve as tools to support
management.
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6 DYNAMIC PERFORMANCE MEASUREMENT SYSTEM FOR INDIRECT
PROCUREMENT: DESIGN AND IMPLEMENTATION

The theoretical and practical observations have been utilised in the construction of the pro-
posed design and implementation processes. The processes have been designed from a
practical viewpoint and each phase is appropriately complemented with potential execution

methods, required input and recommended output.

6.1 Methods to support PMS design

Certain methods are suggested to support the design process. Process decomposition is
only meant to be conducted if the necessary level of information regarding indirect procure-
ment processes is not yet available. The use of the strategy map method, however, is rec-
ommended throughout the design process. The use of different facilitation techniques is
recommended, but none are presented here in detail as the choice of techniques depends

on the organisation and workshop participants.

6.1.1 Process decomposition

Process decomposition is used to identify measurable elements of the case company pro-
cesses. Chan and Qi (2002) introduce a seven step process for analysing and decomposing

processes:

1. Identify and connect involved processes - The identified processes are connected
to a function, project, objective or other factor.

2. Define the core processes - The decision should be based on added value, strategic
significance and ability to manage the process, i.e. ownership of the process should
within the company

3. Define objectives, responsibilities, and functions of core processes - Define and
communicate the responsibilities and objectives of core processes and link them to

strategy. This provides managers with guidelines on what to manage and measure.
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4. Decompose and identify sub-processes - For example, operational purchasing can
be decomposed into several sub-processes, e.g. order processing and delivery con-
trol.

5. Define responsibilities and function of sub-processes - Much like defining core pro-
cesses, except the definitions of sub-processes are more detailed and closer to op-
erational level, whereas definitions of core processes are more abstract and closer
to strategic level.

6. Decompose and identify the activities of sub-processes - Identifying activities of sub-
processes allows detailed understanding of the processes and identification non-
value-adding activities. For example activities of order handling include order entry,
order follow-up, order receipt, etc. These activities are measurable elements.

7. Link core processes, sub-processes and activities to objectives - Objectives also
need to be decomposed before linking them with core processes, sub-processes
and activities. For example objectives related to each level of the operational pur-
chasing core process might be; Improved operational purchasing - Decreased order

handling time - Automated order entry.

The above described process is illustrated in figure 4 below. The main objective of the ex-
ercise is to produce a detailed understanding and definition of processes implemented

within the examined organisation.
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Figure 5. Process of decomposing processes (adapted from Chan & Qi 2002)

6.1.2 Strategy Map method

The strategy map method, developed by Kaplan and Norton as a tool for supporting the
construction and use of balanced scorecard. It was created to translate and communicate
strategy and, coupled with BSC, to measure the success of strategy implementation (Lueg
2015, 35.). Creating a strategy map validates and visualises the relationships between strat-
egy and objectives, and between objectives. Figure 5 demonstrates a simple example of
strategy map. The strategy in the imaginary case is simply to increase profitability by im-
proving employee skills and capabilities to improve customer satisfaction and thus reve-
nues, while improving production reliability and lead times to improve delivery accuracy and

decrease costs. The lines between the objectives demonstrate inter-relational causalities.
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Figure 6. Strategy map

The BSC measurements are derived from the objectives mapped in the strategy map. Using
the strategy map facilitates discussion regarding strategy and objectives, ensuring it is un-
derstood and agreed upon. Furthermore it ensures that objectives and measurements sup-
port the defined strategy and that they are not contradicting as the method requires users
to identify and justify causal relationships (Kaplan & Norton 2004.). For example, employee
satisfaction could be selected as a KPI to support revenue increase with the justification
that improving employee satisfaction improves customer service, which leads to enhanced
customer satisfaction and increased revenue. However, the assumed cause-effect relation-
ships must be verified during strategy and PMS implementation to verify that the original

assumptions were correct and to correct the PMS if needed.
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6.2 Indirect procurement PMS design process

“Strategy without metrics is useless; metrics without a strategy are meaningless.”

The above citation from Melnyk, Stewart and Swink (2004) represents the objective of the
proposed PMS design process. The objective is to create a performance measurement
system that directs indirect procurement activities to support the business functions strat-
egy and consequently the company’s strategy. Moreover, an assumption is made that
strategy aims to optimise value creation and hence the design process seeks to ensure
that the PMS focuses on value creating performance drivers. The outline of the process is
described in figure 7. The design process phases and methods to be implemented de-
pend on; whether or not the organisation is currently deploying an indirect procurement
PMS, if processes are properly defined, and the level of hierarchy within the organisation.
Moreover, phases may be combined instead of arranging each phase as a separate event
when deemed appropriate.
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Figure 7. Proposed PMS design process

The process is intended to be implemented within a relatively short time, but the total length
of the process depends on organisational characteristics, and, as observed by Kennerley
and Neely (2002) and Bourne et al. (2000), may be prolonged when general resistance to
change is present, and considerably hindered if the process is opposed by management
representatives. The resulting PMS should not be considered as a static system, but as a

constantly evolving tool for measuring indirect procurement’s success.
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6.2.1 Define indirect procurement strategy

Indirect procurement strategy must be derived from company’s strategy in order for the
function to support company objectives. This also provides premises for connecting com-
pany objectives and indirect procurement objectives, and ensures that indirect procurement
produces value for the company as the objectives are aligned. Hence, the first phase re-
quires company strategy as input, complete with mission, vision, and objectives. Depending
on the organisational hierarchy, indirect procurement strategy can be constructed in a man-
agement team workshop, executive workshop, or by the chief procurement officer alone.
The strategy should clearly reflect current and future focus areas, high-level objectives, and
indirect procurement value. The input and output, as well as suggested methods and par-

ticipants are outlined in table 7.

Table 6. Phase 1: Define Indirect Procurement Strategy

Input Company strategy

Method Workshop OR Statement

Participants Management team OR Executive team OR CPO

Output Indirect Procurement Strategy

Statement refers to a strategy statement developed and issued independently by the high-
est ranking procurement officer whom is ultimately in charge of indirect procurement per-
formance. If the strategy is constructed in a collaborative workshop, it should be governed
by the highest ranking procurement officer, and participated by procurement management
team. The table below introduces some potential questions to support the process of defin-

ing the strategy.
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Question

Condition

How can indirect procurement support
company’s strategy and objectives?

Indirect procurement strategy must princi-
pally support company strategy.

How does indirect procurement create
value for its stakeholders?

Indirect procurement must balance its op-
erations so that it can produce the optimal
level of value for each of its stakeholders.

What is required to sustain ability to create
value?

Indirect procurement must retain and de-
velop the properties required to produce
value for its stakeholders.

Where do you see indirect procurement be
in X years?

Indirect procurement strategy must support
long-term planning and sustainable value

creation during its intended life-cycle.

This phase is not required as a part of PMS design process when the strategy has been
defined prior to initializing PMS design. However, depending on how recently strategy has
been defined, it may be beneficial to revisit the strategy to make sure it still supports the

operation of the company and business function in regards to internal and external factors.

6.2.2 Define strategic and operational objectives

Defining indirect procurement objectives requires indirect procurement strategy as an input,
regardless of whether or not the first phase of the process has been executed. The sug-
gested method for defining the strategic objectives is a management team workshop, where
the participants define objectives based on strategy, and map them on a strategy map.
Utilising the strategy map ensures that the different Balanced Scorecard perspectives are

covered. Table 9 summarises the essentials of the second phase.
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Table 8. Phase 2: Define Objectives

Input Indirect procurement strategy

Method Workshop
Strategy map

Participants Management team

Output Indirect Procurement Objectives

Document Strategy map

The long-term and short-term objectives can be combined in one strategy map or sepa-
rated. Regardless of how the objectives are mapped, the two sets of objectives should be
communicated in conjunction and the cause-effect relationships explained. The short-term
objectives can be defined for the entire planning period, or periodically. Commonly the

short-term objectives are set for one year.

The suggested participant group for the objective workshop is indirect procurement man-
agement team, but depending on the organisational culture the workshops may also be
designed to involve the entire indirect procurement personnel, or selected individuals from
each category and team. A facilitator should be used to promote inclusive discussion espe-
cially if the number of participants is relatively high. Graphic facilitation techniques such as
the causal loop diagram are also recommended when identifying and justifying the cause-
effect relationship and constructing the strategy map. The table below offers some support-

ing questions for the workshop, together with the conditions they are designed to target.
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Question

Condition

What is the road-map to ensure the strat-
egy succeeds?

Strategy must be translated into a concrete
plan with milestones and priorities.

What sustained actions are required to
support the strategy?

Strategic, long-term objectives are needed
to ensure sustainable value creation and
to promote farsighted decision-making.

What immediate actions should be taken
to implement the strategy?

Tactical, short-term objectives are required
to ensure that the required actions are
taken to support the long-term objectives.

Are the proposed objectives pragmatic?

The objectives must be reachable within
the intended schedule and with the pos-
sessed resources.

Are the proposed objectives understanda-
ble and sufficiently specific?

The objectives must be unambiguous to
make certain that they are interpreted as
intended by everyone.

Do the objectives require changes to be
performed?

The need for additional resources, ICT in-
vestments, trainings, process redesign or

creation, or organisational changes need
to be identified.

This phase is obsolete if the organisation has defined objectives together with strategy, but
revisiting the objectives to verify they are still valid is recommendable. When the periodic
objectives are defined for a coming period, the phase is executed again but with less inten-
sity. If the short-term objectives have been predefined for coming periods, they should be
reviewed before the next period starts to ensure they are still aligned with the intended long-
term objectives and organisational capabilities. If they will be defined periodically, the last
four questions and conditions in table 10 should be considered. The strategy map should

be updated correspondingly as the short-term objectives are updated.

The outputs of the second phase are indirect procurement objectives and the first version
of indirect procurement strategy map. The strategy map may be a beneficial tool even when
a different PMS model is used. In such a case the perspectives should be adapted to sup-
port the chosen PMS. If strategy map is not used, another model which reflect cause-effect
relationships should be used, such as a process diagram. As the thesis focuses on BSC
principles as performance measurement guidelines, the possible adaptations for different

PMS’s are not discussed here in more detail.
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6.2.3 ldentify performance drivers

Once the objectives have been defined, the processes and activities which have the great-
est impact on the objectives need to be identified. The intention is to determine which per-
formance drivers contribute to the achievement of objectives defined in the previous phase.
In other words, which activities create the required value? To illustrate, if an objective is to
improve internal stakeholder satisfaction, performance drivers could include supplier per-
formance management, claim handling, response time and request-to-pay lead-time. The
choice of performance drivers need to be justified and the cause-effect relationships ex-
plained and illustrated with the strategy map.

Table 10. Phase 3: Identify Performance Drivers

Input Strategy, Objectives

Method Workshop
Process decomposition
Strategy map

Participants Management Team
Category Teams

Output Performance drivers
Process definitions

Document Strategy map
Process diagrams

If a process is not well understood, it is not possible to reliably define where value is pro-
duced. Subsequently, the precondition to identifying performance, or value drivers, is to
understand what is perceived as indirect procurement value. The value proposition of indi-
rect procurement varies between organisations, and should be known before constructing
the strategy and PMS. Process decomposition should only be executed when a process

lacks a detailed process description.

The objective of the workshop(s) should be to first determine which core processes have
significant impact on the objectives, after which these core processes are examined to iden-
tify performance driving sub-processes and activities — where value is concretely created.
Supporting questions for this phase are presented in the table below. These questions are

intended to be used when indirect procurement processes are structured and there is a
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common understanding of the processes. The questions are intended to reveal the long-
term key performance drivers as well as the short-term performance drivers. The contribu-
tion of the core processes, sub-processes, and activities need to be described and verified.
If the contribution cannot be credibly presented, it is a relevant performance driver. Further-
more, the measurement should evaluate performance drivers that can be directly impacted
by indirect procurement. Therefore, if the contribution of indirect procurement to a perfor-
mance driver cannot be verified, it should either not be evaluated in indirect procurement

PMS or it should be measured jointly with other contributing functions.

Table 11. Phase 3: Supporting questions

Question

Which core processes contribute consistent value to the organisation?

What and how significant value?

Which core processes contribute to the current objectives?

What sub-processes and/or activities do the core processes include?

Which of these contribute consistent value to the organization?

What and how significant value?

Which sub-processes/activities contribute to the current objectives?

Can the contribution to objectives be reliably verified?

Can indirect procurement impact the performance driver and how much?

How great is the performance driver’s contribution to the objective?

If process decomposition is performed, the process presented by Chan & Qi (2002) may be
followed. If the core process is known, the process should be started from step 4; Decom-
pose and identify sub-processes. If, however, indirect procurement processes have not
been properly mapped before, the process should be followed from the beginning, either as

a separate process preceding PMS design or as part of the design process. The former
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approach is recommended to assure better decision making in the previous phases. A de-
tailed description of the seven step process decomposition process shown below can be
examined in chapter 6.1.1. Process decomposition.

Identify and connect involved processes

Define the core processes

Define objectives, responsibilities, and functions of core processes
Decompose and identify sub-processes

Define responsibilities and function of sub-processes

Decompose and identify the activities of sub-processes

N o o b~ wDdRE

Link core processes, sub-processes and activities to objectives

Process decomposition should be performed as a group exercises in, for instance, facili-
tated workshops utilising visual facilitation techniques. The attendees should possess prac-
tical understanding of the various activities managed by indirect procurement. The process
starts with focusing the exercise on processes managed by the business function, after
which the processes are decomposed in three stages; performing steps two and three pro-
vide descriptions of core processes, four and five descriptions of sub-processes performed
within the core processes, and steps six and seven provide a detailed description of activi-
ties of the sub-processes and subsequently, of the core processes. Notice, however, that
not all sub-processes can or need to be decomposed further into activities. Hence steps

five and six may prove unnecessary to act upon, although necessary to consider.

After completing the third phase, indirect procurement should have strategy supporting per-
formance drivers defined, together with an updated strategy map. The performance drivers
should be clearly defined and accompanied by roles or teams responsible for said driver, or
activity. Furthermore, the justification of choosing the exact performance drivers — namely
the verification of contribution to organisation and objectives - should be available for all
affected persons. If process decomposition is performed at this phase, the resulting docu-

mentation should be shared and presented appropriately.
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6.2.4 Determine metrics

The next phase is to develop metrics to evaluate the performance drivers and to set targets
for those metrics. The required input for the fourth phase are the previously defined objec-
tives and their inherent performance drivers. The metrics can be determined in conjugation
with the performance drivers in the same session, or in a separate session. A separate
session is advisable when no metrics have been applied prior, as thence expansive devel-
opment of metrics is required. This phase can be performed by the team responsible for
performance measurement, or by indirect procurement management team. When the for-
mer approach is used, the performance measurement team will present the output to man-
agement team for approval. The expected outputs after completing this phase are perfor-
mance metrics and targets, and a (updated) metrics library. The main guidelines of the

fourth phase are presented in the table below.

Table 12. Phase 4: Determine metrics

Input Objectives, Performance Drivers

Method Workshop

Participants Metrics team OR
Management team

Output Performance metrics
Performance targets

Document Metrics library

The metrics library refers to a collection of validated metrics that can be used, but that are
not necessarily currently utilised. The metrics library is a document which should be made
available to the whole indirect procurement personnel. The attributes that should be used
to describe a metric in the metrics library are; name, definition, targeted activity (perfor-
mance driver) and objective, calculation formula or evaluation method, unit of measurement
and update frequency, data source, and the metric owner, i.e. the role responsible for meas-
urement (Lohman et al. 2004, 283.). Furthermore, the metrics should be categorised under
appropriate performance perspectives, e.g. financial, customer, internal processes, and

learning and growth.
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In table 14, some supporting questions for validating proposed metrics and targets are pre-
sented. The main considerations are whether or not the proposed metrics support and rep-
resent strategy, objectives and performance drivers. The usability of the metric must also
be evaluated. Once all the implementable metrics have been defined, the set of metrics
needs to be evaluated in terms of variety; are all relevant dimensions covered, and are both

activities and outcomes targeted?

Table 13. Phase 4: Supporting questions

Question

Condition

Does the metric support strategy and objec-
tives?

The measurement should be aligned

with indirect procurement and organi-
sational strategy and objectives, both
long and short-term (Kaplan & Norton
1996; Melnyk et al. 2004, 213.)

Does the metric represent the intended objec-
tive?

The measurement should accurately
indicate progress of the objective.

Does the measurement target the intended
performance driver?

The measurement should accurately
evaluate the performance of the ele-
ment, process, or activity.

Is required data available at a reasonable cost
and effort?

The cost of measuring should not ex-
ceed the benefit of measuring
(Lohman et al. 2004.).

What is the possible benefit of using the met-
ric?

The metric should produce more value
than it requires effort (Neely et al.
2005.).

Are all the metrics compatible and non-con-
flicting?

The metrics should be coordinated and
non-conflicting (Melnyk et al. 2004,
213.).

Do the metrics cover all performance perspec-
tives?

The PMS should be balanced and con-
sist of multi-dimensional metrics
(Neely et al. 2000 119; Tung et al.
2011, 1300.).

What target levels are reasonable?

The targets should be attainable, yet
challenging.

An important part of developing the metrics is validating them against actual data. This en-
ables testing and fine tuning of the metrics, and is imperative for determining the current

and target performance levels. Testing the metric may also reveal it to be unsuitable for its
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intended purpose, and it is a prerequisite to determine whether the required data is availa-
ble.

6.2.5 Determine PMS attributes

The fifth phase requires decisions regarding reporting practicalities and can be combined
with the previous phase if the fourth phase is performed by the team responsible for perfor-
mance measurement. The previous phases provide the PMS contents, while the structure
and reporting features of the PMS are defined by user requirements. User requirements
can be collected as the first activity of this phase. Designing the PMS to correspond with
user requirements positively impacts the success of the system (Lohman et al. 2004, 283.).

Table 14. Phase 5: Determine PMS attributes

Input Metrics collection, User requirements

Method Workshop

Participants Metrics team

Output PMS proposal

The factors to be determined in the fifth phase concern the visual delivery and communica-
tion of the results especially. The tool, or tools, to be used for delivering results needs to be
chosen. Also the format of the result report and types of indicators to be used. The need for
different reports and reporting levels needs to be decided as well; do senior management,
indirect procurement, and teams require separate reports? What is the appropriate level of
detail and frequency of reporting? The place to store the reports, documentation, and data
also needs to be decided. The location should be accessible by all indirect procurement

personnel, for example cloud storage.
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6.2.6 Review PMS proposal

Once all the appropriate preceding phases have been completed, the PMS proposal needs
to be reviewed. The audience depends on the organisation; in low-hierarchy organisations
an open discussion event participated by all personnel may be organised, and in a high-
hierarchy organisation the PMS proposal can be sent on a management review round, for
example. After the review, the metrics team finalises the PMS according to the feedback
received. It is recommendable to request CPO’s or management team approval before im-

plementing the finalised PMS, once the adjustments have been made.

Table 15. Phase 6: Review PMS proposal

Input PMS proposal, User feedback

Method Open discussion event OR Review round
Participants Indirect Procurement OR Management team
Output Finalised PMS

Factors to be assessed when reviewing the proposal are presented in the table 16. The
presented considerations are based on the characteristics of an effective PMS as identified

in the literature review.
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Question

Condition

Are the objectives and metrics aligned with
strategy?

PMS should reflect and support strat-
egy (Kaplan & Norton 1996.).

Are the cause-effect relationships between ob-
jectives and metrics clear and plausible?

PMS should reflect cause-effect rela-
tionships (Lebas 1995, 35; Kaplan &
Norton 1996.).

Are the objectives and measurements non-
conflicting?

PMS should consist of non-conflicting
objectives and metrics (Melnyk et al.
2004, 213.).

Are all performance perspectives and dimen-
sions covered by the PMS?

PMS should cover the four perspec-
tives of performance (financial, cus-
tomer, internal processes, and learning
and growth) and consist of multidimen-
sional measurements (time, quality,
guantitative, qualitative...) (Kaplan &
Norton 1996; Tung et al. 2011, 1300.).

Are the evaluation methods, calculation formu-
las, and data sources disclosed?

The formation of the result should be
known by users (Braz et al. 2011,
753.).

Does the system respond to user require-
ments?

The system should be user friendly
and correspond with their require-
ments.

After the reviews and final approval, the PMS is implementable. However, it should not be

considered as a static system that will be modified only when new objectives or new strategy

is deployed. Rather, it should be highly responsive and adjustable to various changes.

6.3

Indirect procurement PMS implementation process

Once the design process has been finalised and the PMS has been approved by all appli-

cable persons, the PMS implementation begins. Before implementation, the following fac-

tors should be defined; the people responsible for objectives, the people responsible for

updating metrics, the medias, audience, and frequency for presenting results. The imple-

mentation process is described in figure 9. The process emphasises responsiveness, and

aims to make the PMS dynamic instead of static.
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Figure 8. PMS implementation process

While implementing the PMS, operational environment must be monitored to prepare for
changes such as new IT systems or disturbance in markets that significantly impacts prices.
Changes in operational environment entail in this context any changes that may require
changes to how data is collected and analysed, or that require targets to be readjusted.
Organisational strategy also needs to be monitored so that any changes made to it will be
immediately transmitted to procurement strategy and the PMS. To ensure the system
abides to user requirements as well, it is advisable to request users to provide feedback in
connection with performance status presentation. Giving immediate feedback should be

promoted also.

Monitoring the results entails more than just following-up on the status of reaching targets
and objectives. If results are continuously staying on a low level or decreasing, the reason
may be in the metric or in the objective. The target levels may be too high, the objective or
metric may contradict with another one, or the metric is defective. It may also indicate that
the way of working or amount of resources should to be readjusted. If none of the above
apply, and performance is still lacking, the capabilities of indirect procurement may need

reforming, either by offering trainings or recruiting new resources.
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When changes or deviations are noticed in operational environment, strategy, user require-
ments, or measurement results, and the causes and effects have been analysed, the PMS
needs to be readjusted accordingly. Main considerations are; are adjustments needed to
current metrics, and are new metrics needed? If adjustments are needed, the metric should
again be validated against actual data before implementation, and the metric information in
the metric library needs to be updated. In case new metrics are needed, the metrics library
should be consulted to see if appropriate metrics have already been developed. If yes, then
depending on how long ago the metrics have been developed, they can either be immedi-
ately utilised, or be validated against recent actual data before implementation. If appropri-
ate metrics have not yet been developed, phases four and five of the PMS design process
should be performed and the changes be subjected for CPO or management team ap-

proval.
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7 RECOMMENDATIONS

The recommendations regarding PMS structure are meant to support the PMS design pro-
cess to produce a system beneficial for different indirect procurement categories. The sug-
gested metrics are generic, but may not be appropriate for all organisations.

7.1 PMS structure

The diversity of categories within indirect spend create the main challenges for measuring
its performance. The purchasing and managing of routine maintenance items differs greatly
from acquisition of fixed assets, and the characteristics of service purchasing and manage-
ment are even more disparate, while IT&S procurement contains contract types not used in
other categories. Some of the categories are easier to measure than others, and few meas-
urements can be applied to each category without adjustment. Nevertheless, the measure-
ment system should be generic enough to evaluate the business functions as a whole, yet
diverse enough to sufficiently account for the different characteristics and requirements

across the categories.

The PMS should be comprised of two layers; procurement, and category. The procurement
layer contains procurement KPI's and generic measurements, and high-level joint meas-
urements, which are applicable for measuring the success of Procurement Strategy and
procurement’s impact on its stakeholders. The category layer may consist of the general
measurements adjusted to the category’s characteristics, of measurements specific for the
category, or of both. And while the high-level organisational metrics are not used to evaluate
indirect procurement performance directly, they should be periodically communicated

alongside the business function specific metric results.

7.2 Metrics

The metrics listed in tables 17 to 20 have been identified as potential indicators of indirect
procurement performance within manufacturing industry. The proposed metrics cannot be
expected to be readily implementable, however, as the usability of a metric is impacted by

the IT systems and personnel's capabilities, among other things. Organisations operating
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in several geographical regions or industries may benefit from segmenting indirect procure-
ment performance measurement according to geographical regions or business units.

Financial perspective metrics, presented in table 17, can be somewhat easily implemented
in any organization. The abbreviations used in the formulas are: evaluation period (EP) and

previous evaluation period (PEP).

Table 17. Suggested financial perspective metrics

Financial

Indirect Spend

The total monetary value
of indirect spend over a
period

Indirect spend YTD

Indirect Spend
Development

Development of indirect
spend compared to e.g.
comparable five year av-
erage or previous com-
parable evaluation pe-
riod.

Spend EP — Spend AVG
Spend AVG

* 100 %

Category Spend

The monetary value of
each indirect procure-
ment category, e.g.
MRO, utilities, logistics
services

Category spend

Category Spend
Development

Development of category
spend compared to aver-
age spend over similar
evaluation period (EP) or
previous comparable
evaluation period.

Spend EP — Spend AVG
Spend AVG

* 100 %

Cost of procure-
ment operation

The annual cost of pro-
curement operations in-
cluding, for example,
systems, personnel and
equipment.

Cost of operations

Cost of Procure-
ment Operation
Development

Development of cost of
operations compared to
previous EP (PEP)

Cost EP — Cost PEP
Cost PEP

* 100 %

Cost / Spend

The cost of operations
over EP in relation to in-
direct spend over EP.

Cost EP

— " %1000
SpendEPﬂ< 00%

Cost / Spend
Development

Periodical development
of cost of operations in
relation to indirect spend

Cost PEP

Spend PEP

x 100 %
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The procurement stakeholder, i.e. customer, perspective metrics suggested in table 18 are
highly case specific. The potential metrics depend on core processes, how they are organ-
ised, and on the stakeholders of indirect procurement in each organisation. Abbreviations
used in the formulas are: evaluation period (EP), previous evaluation period (PEP), actual
dates (AD), required dates (RD), response date (ReD), and query date (QD).

Table 18. Suggested procurement stakeholder perspective metrics

Procurement Stakeholder

The number of reclama-
tions regarding procure-
ment performance sub- Reclamations EP — Reclamations PEP
mitted by internal stake-
holders and/or suppliers.

Number of Rec-
lamations

The level of internal
stakeholder satisfaction
regarding especially the Survey
value creating activi-
ties/processes.

Stakeholder
Satisfaction

Supplier satisfaction in
regards of aspects identi- Survey
fied as critical.

Supplier Satis-
faction

Procurement activities
performed in compliance
with stakeholder sched-
ule requirements. Timeli-
Schedule Com- | ness evaluated by com- (AD —RD); + -+ (AD — RD),
pliance paring actual dates (AD) No of activities (n)
to required dates (RD)
and the result is reported
as the average of the dif-
ferences.

The average time it takes
to provide internal stake- (ReD — QD) + -+ (ReD — QD)
Response Time | holders and/or suppliers z
with enquired infor-
mation.

No of queries (n)
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As with the previous metrics, the metrics intended to evaluate internal processes are highly
dependent on context. The metrics presented in table 19 are as generic as possible, but
some metrics may not be relevant due to operational differences. For example, monitoring
the automation rate is not relevant is a company is not yet utilising e-procurement solutions,

or vice versa, if their usage level has already been optimised. Abbreviations used in the

formulas are: purchase order date (POD) and purchase requisition date (PRD).

Table 19. Suggested internal process perspective metrics

Internal Processes

Event invitee
average

The average number of
suppliers invited to an
RFP, competitive tender
or other event subject to
minimum requirement of
invitees

Supplier count, + --- + Supplier count,
No of events (n)

Contract Cover-
age

The share of spend
and/or transactions gov-
erned by a contract or
agreement.

Contracted Spend EP
Spend EP

* 100 %

eSourcing Index

Utilisation rate of digital
procurement tools, e.g.
e-auction tools.

No of digital events/transactions

No of all events/transactions

Automatisation
Rate

Share of automated or-
ders.

No of automated orders

No of all orders

PR-to-PO Lead-
time

The average time
elapsed from purchase
requisition (PR) being is-
sued to purchase order
(PO) being created.

(POD — PRD)q + -+ + (POD — PRD),,
No of PO's (n)

Supplier Base

Number of employable
suppliers (per category).

Approved suppliers
Category

Number of purchase or-

Purchase orders

managing RFx events.

R2P Workload | ders in proportion to per-
sonnel performing R2P. No of people
Number of RFx’s in pro- RFx events
RFx Workload | portion to personnel

No of people

Maverick Buying

The share of purchases
not submitted through
the appropriate systems
and/or processes.

Unauthorised transactions YTD

Transactions YTD




74

Proposed metrics for learning and growth perspective are presented in table 20 below. The
first metric, Innovation Index, is generic and implementable in any business function or or-
ganisational level, but | decided to include nonetheless as promoting innovativeness inter-
nally is recommendable. Evaluating supplier innovativeness is, however, a procurement
specific metric. The abbreviations used in the formulas are: improvement initiative (II), eval-

uation period (EP), previous evaluation period (PEP), and supplier initiative (SI).

Table 20. Suggested learning and growth perspective metrics

Learning and Growth

Development of innova-
tiveness level and im- No of 11 EP — No of 1I PEP

provement capacity N 11 PEP
within the organization. 0of

No of implemented Il EP
No of 11 EP

The quality of improve-
Innovation Index | ment initiatives (1) sub-
mitted by personnel.

The expected benefits Sum of expected benefits EP

versus expected costs of Sum of expected costs EP
implemented improve-
ment activities.

Utilization rate of supplier
innovation capacity.

Sum of expected benefits EP
The expected benefits No of SI EP

versus expected costs of
implemented supplier ini-
tiatives (SI).

Supplier Innova-
tion Index
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8 CONCLUSIONS

In this section, | reflect on the theoretical and empirical findings to answer the research
guestions | intended to answer when starting the thesis. Furthermore, | assess the proposed
PMS design and implementation processes in light of the findings.

The main research question of the thesis is:

How should indirect procurement performance measurement system be constructed

for it to capture the total value produced by the function?

The existing theory provided several properties of an optimal PMS that can be expected to
capture produced value most holistically. The foundation on which truly beneficial PMS’s
are constructed is the organisational and business function specific strategy (Kaplan & Nor-
ton 1996; Melnyk et al. 2004, 213.). This allows the PMS to be used as a strategy manage-
ment tool, to direct behaviour to produce most value in view of the strategy, and to assess
the success of implemented strategies. Strategy is the starting point of the proposed PMS
design process, and the importance of deriving indirect procurement strategy from organi-
sational strategy is also accounted for. The second phase of the process focuses on defin-
ing objectives to support strategy. When utilising the strategy map method to support the
process as suggested, the strategy should follow through the entire process, being the foun-

dation for each decision.

Another crucial property is deriving metrics from processes and activities creating the most
value or contributing most to the objectives — i.e. performance drivers (Kaplan & Norton
2005). Hence, for the PMS to monitor and communicate the total value produced by pro-
curement, the performance drivers need to be identified by utilising appropriate methods. |
have suggested one method to support the identification of performance drivers, process
decomposition by Chan and Qi (2002). However, value is a subjective concept, and thus
the identification process should be implemented with people representing different pro-
curement categories. Identification of performance drivers is handled in the third phase of
the proposed PMS design process; identify performance drivers. However, the suggested
approach focuses on identifying the performance drivers contributing to current long and
short-term strategic objectives to ensure its relevance to implemented strategy, and does

not account for general value. Nonetheless, the long-term objectives should be focused on
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sustainable value creation, decreasing the potential problems related to emphasising cur-
rent objectives.

An equally important property for a PMS to capture the total value produced by indirect
procurement is the use of multidimensional metrics and different performance perspectives
(Tung et al. 2011, 1300.). using multidimensional metrics in a balanced PMS can be ex-
pected to be more effective, support continuous improvement, and to emphasise various
stakeholders equally (Neely et al. 2000, 1119; Quagini & Tonchia 2011, 1-2; Chan & Qi
2002, 182.). The latter is especially beneficial when wanting to capture the total value pro-
duced by indirect procurement. Moreover, metrics that monitor both activities and outcomes
need to be utilized. Activity metrics indicate how efficiently outcomes are created, and out-
come metrics can be used to evaluate the impact of indirect procurement performance on
core outcomes such as EBITDA (Chan & Qi 2002, 182; Kaplan & Norton 1996, 66.). The
notion to use multidimensional metrics and to target both activities and outcomes is pre-

sented in the fourth phase of the design process; determine metrics.

The main research question is supported by several sub questions, some of which can be

answered satisfactorily, and to some of which a sufficient answer cannot be provided.

a. What is the perceived value of indirect procurement in different business functions

(procurement, internal stakeholders)?

To answer the first sub-question from procurement perspective, the interviewed indirect
procurement managers were asked to name describe what value the core processes pro-
duce to internal stakeholders. According to the answers, the core value produced by indirect
procurement is availability, quality, safety, timeliness and cost efficiency of procured ser-
vices and materials. Ensuring the listed properties of acquisitions contributes to efficient and
safe operability of processing plant. An important notion is also that value is created in every
step of acquisition processes, starting from market research and RFx’s, to negotiations and
supplier and contract management. During the interviews the significance of supplier man-
agement as a value-adding process was emphasised, for it is vital for controlling supplier
performance and for fostering collaborative relationships. Brandmeier and Rupp (2010)
identified efficient supplier management to be indicator of strong procurement performance,

which supports the finding.
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The stakeholder’s perspective on indirect procurement value elements are somewhat in line
with procurement managers perceptions. The most valued elements are flexibility, effi-
ciency, schedule compliance, transparency, communicativeness, and understanding or ex-
perience of stakeholders’ business function and industry. The respondents value commu-
nication and collaboration more than other aspects, and it is seen the most significant factor
in ensuring high performance of most of the value elements, e.g. flexibility, efficiency,
schedule compliance. The finding too supports the findings by Bradnmeier and Rupp
(2010), who state that collaboration between indirect procurement and other business func-

tion as a property of high performing procurement.

b. What processes exist within indirect procurement?

Due to the variance in organising indirect procurement and categorising spend to direct and
indirect, satisfactory answer describing indirect procurement processes in detail cannot be
provided even within the thesis context. Still, several main processes can be expected to
be implemented in most organisations. These processes are request-to-pay, supplier rela-
tionship management, supplier performance management, RFx events and negotiations,

and contract management, the delivery method and responsibilities may vary greatly.

c. How is value created within these processes?

The aim of this question was to describe and simulate the value creation mechanisms. Un-
fortunately the study was not comprehensive enough to offer concrete or practical sugges-
tions or evidence of how exactly is value created within the processes. An additional objec-
tive related to the question was to quantify the value in order to better represent indirect
procurement’s effect on ‘the bottom-line’. The objective was not reached, but pursuing the
objective is recommendable as it would produce relevant information regarding the impact
of indirect procurement decisions to the balance sheet. Exploring the topic is also a prereq-
uisite to creating joint financial metrics and could potentially increase the profile of indirect
procurement. | would recommend utilising single case studies first to test different methods,
for example the value-tree method (see, for example, Brandenburg (2013): Quantitative
models for value-based supply chain management and Copeland, Koller & Murrin (1994):

Valuation: Measuring and managing the value of companies.).
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d. What factors impact the formation of indirect procurement performance measure-

ment system?

Several general factors impacting the formation of performance measurement systems
were identified in existing literature. As can be expected, industry, operating environment,
company size, and organisational culture are the authoritative factors and a PMS must al-
ways be designed to complement these factors (Evans 2004, 220.). These should be con-
sidered when implementing the proposed design and implementation processes, as the
practicalities related to the processes may not be relevant for small companies, or if author-
itarian management philosophy is preferred. The number and complexity of information sys-
tems enable or limit the possibilities of performance measurement (Lohman et al. 2005;
Bourne et al. 2000, 694.). The impacts of information systems will be accounted for if the
recommendations and considerations presented in the fourth phase of the design process
(determine metrics) are observed, e.g. the cost and effort of retrieving data, and testing
metrics against actual data to reveal challenges. The capabilities and resources of indirect
procurement have significant impact on the PMS formation, too, and the system should not
include methods that procurement lacks the required skills or resources to implement (Ken-
nerley & Neely 2002, 1227.). | would recommend assigning a team dedicated to perfor-

mance measurement, consisting of people with appropriate skill portfolios.

A less evident impacting factor is the subjective perception of value and where it is created
(Kaplan & Norton 2005.). This factor is prominent in indirect value, as different categories
service different needs, leading to a multitude of perceptions of value. However, the chal-
lenges related to this issue can be avoided if the procurement value perceptions are known,
which is stated as a prerequisite in the description of design process phase three, identify
performance drivers. Furthermore, involving the whole procurement management team
and/or category teams when identifying performance drivers further ensures that the variety

of value is captured by the PMS.

e. What qualities are required to make the system dynamic, i.e. to ensure the system

can be easily updated according to strategy/organisational changes?

As discussed earlier, theory implicates that for a PMS to be dynamic, it needs to respond
to changes in strategy, operating environment, and user requirements (Lohman et al. 2004,
227; Kennerley & Neely 2002, 1241; Lohman et al. 2004, 283.). Subsequently, the strategy

and operating environment must be understood and monitored in order to detect and
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properly respond to possible changes. As for detecting changes in user requirements, Ken-
nerley and Neely (2002) suggest to share detailed descriptions and to promote understand-
ing of the metrics enables dynamism as users are able to evaluate whether or not the metric
IS appropriate at any point-in-time, and to communicate their remarks to the responsible
person. Collecting user feedback frequently is also recommendable (Lohman et al. 2004,
283.).

In the proposed PMS implementation process, four areas are monitored to detect require-
ments to adjust the PMS. Operational environment and strategy are monitored to identify
external change drivers. Collecting user feedback and critically assessing the reliability and
relevancy of the metrics reveals internal change drivers. Depending on the changes, metrics
are either adjusted, replaced, or removed. Using a metrics library to maintain past, present

and potential implementable metrics is recommended to hasten the process.

In addition to quantification of indirect procurement value, other implications for future re-
search were identified during the thesis process. An interesting topic is contract portfolio
approach to indirect procurement value; evaluating procurement value in terms of the con-
tracts it governs. There is also a need to include indirect procurement into supply chain
research more, and to identify appropriate joint supply chain metrics. And of course | would
hope to later read results of implementing the PMS design and implementation processes

suggested in this thesis in different organisations.

Due to the limited amount of existing findings, and because single case study method was
utilised, the findings cannot be reliably generalised. The empirical findings of the thesis may
still apply to several organizations, and can be interesting to managers. The proposed pro-
cesses, however, should be implementable in other companies within manufacturing indus-

try, but this argument requires future action research to be confirmed.



80

REFERENCES

Bititci, U. S., Turner, U., & Begemann, C. (2000). Dynamics of performance measurement
systems. International Journal of Operations & Production Management, 20(6), 692-704.

Bourne, M., Mills, J., Wilcox, M., Neely, A., & Platts, K. (2000). Designing, implementing
and updating performance measurement systems. International Journal of Operations &
Production Management, 20(7), 754-771.

Brandmeier, R. A., & Rupp, F. (2010). Benchmarking procurement functions: causes for

superior performance. Benchmarking: An International Journal, 17(1), 5-26.

Braz, R. G. F., Scavarda, L. F., & Martins, R. A. (2011). Reviewing and improving perfor-
mance measurement systems: An action research. International Journal of Production Eco-
nomics, 133(2), 751-760.

Brewer, P. C., & Speh, T. W. (2000). Using the balanced scorecard to measure supply chain
performance. Journal of Business Logistics, 21(1), 75-93.

Busch, J., Lamourex, M., & Mitchell, P. (2017). Landscape Definition and Overview: Sourc-
ing, Contracting and Supplier Management. Spend Matters.

Carter, P., Beall, S., Rossetti, C., & Leduc, E. (2003). Indirect spend. Critical Issues Report,
1.

Chan, F. T., & Qi, H. J. (2003). Feasibility of performance measurement system for supply
chain: a process-based approach and measures. Integrated Manufacturing Systems, 14(3),
179-190.

Chatain, O. (2011). Value creation, competition, and performance in buyer-supplier rela-

tionships. Strategic Management Journal, 32(1), 76-102.

Copeland, T., Koller, T., & Murrin, J. (1994). Valuation: Measuring and managing the value

of companies (2nd ed.). New York: Wiley.



81

Cox, A., Chicksand, D., Ireland, P., & Davies, T. (2005). Sourcing indirect spend: a survey
of current internal and external strategies for non-revenue-generating goods and services.

Journal of Supply Chain Management, 41(2), 39-51.

Dubois, A., & Araujo, L. (2007). Case research in purchasing and supply management:
opportunities and challenges. Journal of Purchasing and Supply Management, 13(3), 170-
181.

Evans, J. R. (2004). An exploratory study of performance measurement systems and rela-
tionships with performance results. Journal of Operations Management, 22(3), 219-232.

Fedele, K. M. & Dolan, T. (2004). KPIs: Measuring Indirect Material Suppliers and Service
Providers. ISM's 89th Annual International Supply Management Conference, April 28 - May
1, Philadelphia, PA, USA.

Gardenal, F. (2013). A Model to Measure E-procurement Impacts On Organizational Per-

formance. Journal of Public Procurement, 13(2), 215-242.

Gebauer, J., & Segev, A. (2000). Emerging technologies to support indirect procurement:
two case studies from the petroleum industry. Information Technology and Management,
1(1), 107-128.

Gunasekaran, A., Patel, C., & McGaughey, R. E. (2004). A framework for supply chain per-

formance measurement. International Journal of Production Economics, 87(3), 333-347.

Hollos, D., Blome, C., & Foerstl, K. (2012). Does sustainable supplier co-operation affect
performance? Examining implications for the triple bottom line. International Journal of Pro-
duction Research, 50(11), 2968-2986.

Kaplan, R. S., & Norton, D. P. (1996). Linking the balanced scorecard to strategy. California
Management Review, 39(1), 53-79.

Kaplan, R. S., & Norton, D. P. (2004). The strategy map: guide to aligning intangible assets.
Strategy & Leadership, 32(5), 10-17.



82

Kaplan, R. S., & Norton, D. P. (2005). The balanced scorecard: measures that drive perfor-
mance. Harvard business review, 83(7), 172.

Kennerley, M., & Neely, A. (2002). A framework of the factors affecting the evolution of
performance measurement systems. International Journal of Operations & Production Man-
agement, 22(11), 1222-1245.

Kiage, J. O. (2013). Factors affecting procurement performance: A case of ministry of en-

ergy. International Journal of Business and Commerce, 3(1), 54-70.

Kumar, A., Ozdamar, L., & Chai, P. N. (2005). Procurement performance measurement
system in the health care industry. International Journal of Health Care Quality Assurance,
18(2), 152-166.

Kahkonen, A. K. (2011). Conducting a case study in supply management. Operations and
Supply Chain Management, 4(1), 31-41.

Lebas, M. J. (1995). Performance measurement and performance management. Interna-

tional Journal of Production Economics, 41(1-3), 23-35.

de Lima, E. P., da Costa, S. E. G., Angelis, J. J., & Munik, J. (2013). Performance meas-
urement systems: A consensual analysis of their roles. International Journal of Production
Economics, 146(2), 524-542.

Lohman, C., Fortuin, L., & Wouters, M. (2004). Designing a performance measurement sys-
tem: A case study. European Journal of Operational Research, 156(2), 267-286.

Lueg, R. (2015). Strategy maps: the essential link between the balanced scorecard and

action. Journal of Business Strategy, 36(2), 34-40.

McKenney, C. & Parekh, S. (2012). Transforming Procurement into a High Performer. Sup-
ply Chain Management review, 16(3), 54-55.

Melnyk, S. A., Stewart, D. M., & Swink, M. (2004). Metrics and performance measurement
in operations management: dealing with the metrics maze. Journal of Operations Manage-
ment, 22(3), 209-218.



83

Neely, A., Gregory, M., & Platts, K. (2005). Performance measurement system design: A
literature review and research agenda. International Journal of Operations & Production
Management, 25(12), 1228-1263.

Neely, A., Mills, J., Platts, K., Richards, H., Gregory, M., Bourne, M., & Kennerley, M. (2000).
Performance measurement system design: developing and testing a process-based ap-
proach. International Journal of Operations & Production Management, 20(10), 1119-1145.

Patrucco, A. S., Luzzini, D., & Ronchi, S. (2016). Evaluating the effectiveness of public pro-
curement performance management systems in local governments. Local Government
Studies, 42(5), 739-761.

Payne, J., & Dorn, W. R. (2011). Managing Indirect Spend: Enhancing Profitability through
Strategic Sourcing (Vol. 557). John Wiley & Sons.

Quagini, L., & Tonchia, S. (2010). Performance measurement: Linking balanced scorecard

to business intelligence. Springer Science & Business Media.

Ramayah, T., Roy, M. H., Li, K. B., Jantan, M., Zbib, I., & Ahmed, Z. U. (2007). Type of
procurement and operational performance: Comparing e-procurement and offline purchas-

ing. International Journal of Services and Operations Management, 3(3), 279-296.

Rotchanakitumnuai, S. (2013). Assessment of e-procurement auction with a balanced
scorecard. International Journal of Physical Distribution & Logistics Management, 43(1), 39-
53.

Schiele, J. J. (2005). A Tool For Assessing The Value Contributed By Public Purchasing
Departments Throughout Various Stages Of Competitive Acquisition Processes For Con-

sulting Services. Journal of Public Procurement, 5(1), 73-85.

Seuring, S. A. (2008). Assessing the rigor of case study research in supply chain manage-

ment. Supply Chain Management: An International Journal, 13(2), 128-137.



84

Tung, A., Baird, K., & Schoch, H. P. (2011). Factors influencing the effectiveness of perfor-
mance measurement systems. International Journal of Operations & Production Manage-
ment, 31(12), 1287-1310.

Vaidyanathan, G., & Devaraj, S. (2008). The role of quality in e-procurement performance:
An empirical analysis. Journal of Operations Management, 26(3), 407—-425.

Villena, V. H., & Craighead, C. W. (2016). On the Same Page? How Asymmetric Buyer—
Supplier Relationships Affect Opportunism and Performance. Production and Operations
Management. 26(3), 491-508.



