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This thesis is meant to global companies that would implement purchas-
ing and logistics strategies in order to win a competitive edge and in-
crease their performance.

The purpose of this thesis is to learn about the organization of purchas-
ing and logistics functions within global companies.

Not only to discover their organization but also to understand their op-
erational principal and realize how strategic and important those function
can be to an international company.

The Case Study of AREVA is meant to give an example of an inside
multinational company's functioning but also to give them recommenda-
tions. It is used to enhance what can be done to improve the purchasing
and logistics management.
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1 INTRODUCTION

The evolution and globalization of the trade as lead companies to face new positive
and negative issues. Indeed, the possibilities of markets has been tremendously ex-
pended to another level with an easier access to international market places, but has
also increase the competition between companies that have to face new competitors
with more or less advantages. The recent accessibility of new markets and the in-
creasing of competition had change the way of trading : companies try to find sup-
plies broad to have an edge over their competitors.

This globalization brought on new challenges and issues for company. To answer to
it, the companies had to evolved and it has been discover that the purchasing function
can be more useful than ever, and together with the logistic process it can represent a

considerable edge.

In fact, a lot of different strategies has been implemented by global companies to
face the issues of internationalization. This thesis will enhance the evolution of the
purchase and logistic functions within companies and how a good strategy of those

two can bring to an advantage for companies.



2 PURPOSE AND OBJECTIVES OF THE THESIS

2.1 Purpose

Since the last decades, the organization of trade had completely evolved thanks to
globalization bringing with it new issues for companies. The organization of interna-
tional companies has evolved to include new ways to compete worldwide. It is in this
new way of thinking that the logistics and purchases functions had been released as
strategic for companies to overtake the issues of worldwide competition.

The overall purpose of this thesis is to relate the evolution of the logistics and pur-
chases department within the companies since the past few years and to go deeper in
the acknowledgement of those functions. First of all, to enhance the fact that both
functions logistic an purchase can be a strategic difference for a company and also
bring new challenges. Then, the purpose is also to enlighten the link between both
functions and how thanks to a good management of the two functions, a company
can create a considerable competitive edge.

This thesis is based on a theoretical background to leadingly understand better the
organization and the challenges of both functions, their link and then in which way
both of them can support each other to create more efficiency. This conceptual ap-
proach is also completed by a case company to enforce the notions in a real case. The
case company is used to display the plus and the cons of the theory that is put for-
ward. The company that will be used is AREVA, as this company is a good example
of international group that has to face the mentioned issues.

I choose this subject because it is an ongoing major aspect of how international en-
terprises can deal with globalization and competition problems. | asked to AREVA to
be the case company because their success represents well the integration of new

strategic factors.



2.2 Objectives

The objectives of this thesis are first personal, that is to say to learn more about the
conceptual approach of logistics and purchases, to be able to analyze and demon-
strate the strategic links between the two functions.

Then the objectives is to implement the theory to a real case, to analyze the real case

and to bring recommendations to the company.

The questions that are to be answered during this thesis are the following ones :

- What represent the purchases and logistics functions ?

- What role are they playing in a company and what challenges are they creating?

- What is the link between them?

- What is a Supply Chain?

- How can companies use those two functions to ameliorate their international strat-
egy and their intern organization?

- What is AREVA ?

- How can AREVA improve their competitiveness thanks to the Supply Chain Man-

agement?

2.3 Conceptual Framework

Understand the strategic link
and the repercussion within a
company

==

Understanding the Understanding the logistics
purchases functions functions

/ A\

Figure 1: Conceptual Framework




Analysis of the framework :

This framework is to be read from the bottom to the top.

The white parts in this conceptual framework represents the theoretical background
of the thesis. At the really bottom, | choose to put the Logistic and the purchases into
two different cases as in the thesis | will explain the functions of logistics and pur-
chases separately to have a complete aspect of both roles and issues. Then, the read-
ing of the two first parts leads to the clarification about the strategic link between lo-

gistic and purchases.

The blue parts are to illustrate the fact that the theory is implement on a case study. |
choose to do my global researches and the company researches simultaneously to be
able to apply instantly the theory to the case study.

To finish, the direction of the arrows shows the trend of the thesis

2.4 Limitations and Boundaries :

This thesis is made in purpose to understand better the strategy that companies can
implement in their logistic and purchase functions to improve competitiveness and
intern processes, but it has some limits and boundaries that I will mention below.
This thesis is limited, owing to the subject, to the strategic links between purchase
and logistic function without including others presents functions within a company
even if some mentions are made in some parts. The thesis mainly focused on the
strategy a company can develop to improve their competitiveness through logistic
and purchase issues only.

Moreover, this thesis is also axed on a case company, that is to say that the example
of implementing a strategy between logistic and purchase functions used in the last
part of the thesis is only based on one company. Meaning that others way to do it can
be possible, and implicating that the company's strategy is not forced to be the best.
Also, this thesis is not specially made-up for the company and even though some

suggestions will be made, the company might not apply them.



3 THE PURCHASE FUNCTION

3.1 Definition of purchase

As already quickly mentioned in the introduction part, the function of purchasing is
quite a new concept and to define it precisely is not so easy. The purchases had long
time been mingled with supplies, and it is important to make the difference between
both.

To begin with, the classic definition of purchasing is "to buy materials of the right
quality, in the right quantity from the right source delivered to the right place at the
right price” (Lysons & Farrington, 2012, 6). However this definition is controversial.
Indeed, we can wonder : what can be considered as "right”, knowing that the notion
of "right" can be different owing some situations ; and how to manage to get all of
the above "rights"” (i.e. right price might not be always the right quality). This defini-
tion is outdated and a better and more recent definition has been given by the Win-
throp University of Rock Hill stating "Purchasing is the process of procuring the
proper requirement, at the time needed, for the lowest possible costs and from a reli-
able source”. The difference is slight, but this newer definition give more space and
relativity to the act of buying.

Yet, as Marc Day in the Handbook of purchasing Management (2002, 4) has men-
tioned, there is not one definition that can wholly integrate the concept of purchasing.
In fact, the act of purchasing must not be seen as an act but from several perspec-
tives. In fact, purchasing must be apprehended as a function, a process and a disci-
pline. As for, a function is defined as a unit or a department in which the people
working in develop specialized skills and resources to perform their tasks, a function
is also defining what is the use-how of a good or service. To explain, the purchasing
as a function is an organizational unit that is integrated within a bigger organization,
with the responsibility to acquire the necessary goods (or services) for the bigger or-
ganization. From this point of view, the purchasing is not only an act, but an whole
organization with duties, responsibilities, and knowledge as accounting, purchasing,

managing supplies...
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Furthermore, it is important to consider the purchasing as a process knowing that a
process is a sequence of stages directed to achieve a precise goal. Also, purchasing
can be described as a process chain leading to the acquisition of supplies. This in-
clude that the purchasing integrate the management of a huge system of suppliers,

customers, and logistics as in the figure 3.1.1 below.

Jolzidin dine Es'tz?blls'h koL & eyaluate Negotiation Issue Purchase Receive & verify Process payment
Demand specifications Suppliers

Figure 3.1.1 : The Purchasing Process

It is easy to recognize that the purchasing is a process, it is not limited to the case
"Issue Purchase", but is extended to a lot of different skills and issues and is taking in
account others stakeholders they have to deal with. This integration and process will

be developed further in the Thesis.

Then, and to finish with the definition of purchasing, it has also to be considered as a
discipline. That is to say that it is not only about management but also requires a
branch of knowledge such as accounting, researches, marketing, logistics, laws and
the most important one relationship as it is the key factor in the process.

To resume, it is impossible to give contain the wideness of purchasing in one defini-
tion. Purchasing is a concept that need to be analyze from different angles to be fully

understood and to operate successfully.
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3.2 History of purchase function

Even though the act of purchasing and trading goods against a counterparty exist
since ages, the purchasing as an entire entity in a company has been accepted quite
recently. The evolution of the purchase also follows the evolution of the human
needs and of the micro-macro environment. So far, the History of the purchases can

be divided in 7 periods that will be expand below.

1 - The Early Years (1850-1900) :

This period is the birth of purchasing as a function. At the moment, the USA econo-

my is growing fast and they are witnessing a huge change within companies as they
have more needs to be satisfied. The first purchasing function created as an official
status was in the Pennsylvania Railroad company in 1866. Few years later, the first
book talking exclusively about the purchase function "The handling of railways
Supplies - Purchase and Disposition” was published, leading to the first idea of cen-

tralization of purchasing department.

2 - Growth of purchasing fundamentals (1900-1939):

After the success of several railroad companies, the industrial sector began to inte-

grate purchasing function. In fact, the first World War helped a lot to increase the

importance of purchasing, especially the purchase of mostly raw materials.

3 - The War Years (1940-1946):
Following the trend during the WW1, The WW?2 created a new stage in the purchas-

ing history. The numbers of "Purchasing Agents" had tripled between 1935 and 1945.
At this moment, purchasing begin to be seen as a profession, and being recognize as

an important part of business.

4 - The Quiet Years (1947-1960) :

The soar of purchasing during the WW2 did not continue during the post war due to

the demand that was less important. However, in the USA the Ford Company settled
down a purchase analysis department which aim as to provide some help to the buy-
ers agents. This is the first time in the history that the idea of having a reflexive pur-

chase is stated.
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5 - Materials management (1960-1970):
During the mid 1960s, there were a consequent increase of the materials management

concept. That is to say, the management of supplying in a flow owing the production
rather than from time to time. It is during this period that the purchasing become to
be tactical, with a new behavior of sourcing (searching different suppliers and choos-
ing the best owing different precise criteria). By this way of thinking, the supplier
become a value-added partner and the purchase can be consider as a mean to be
competitive through negotiations, length relationship with suppliers... Price competi-

tion becomes the new major factor in purchasing.

6 - The Global Era (1970-1999) :

This new era was pushed by the evolution of the macro environment : the competi-

tion has never been that intense before, global firms are mushrooming out of the US,
different strategies are enforced, the technology change and innovation become part
of the daily life and the most important is the apparition of the World Wide Web.

To answer to their needs, the companies began to have a coordinate point of view on
purchasing, from suppliers through end customers. Here is the beginning of the Sup-
ply Chain Management, It is seen as a mean to cut the high costs and improve the

efficiency.

7 - Integrated Supply Chain Management (Beyond 2000):

Nowadays, purchasing is entirely linked with logistics to create a supply chain. The
suppliers relationship are now cooperative with the help of the technologies (internet
linkages, shared databases, ...). There are three main outcomes of this era : the pur-
chasing function is now seen as a response to the challenges of the competition gone
global ; the purchasing is a key factor to increase competitiveness ; the integration
can be even more accentuated.

Through the centuries, we can see how the purchasing function has made its place

within a company and how important it has become nowadays.
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3.3 The Role and Issues of the Purchasing Function :

3.3.1. Roles :

Through time and due to the evolution of purchasing, the function has been raised to
a much important place within companies. In fact, owing to Philippe Petit in his book
"Toute la Fonction Achats" or "The Whole purchasing function” (Dunod, 2012);
"The purchasing function has evolved from a support role to a strategic one in the
company.” This came through several steps: from the simple role of supply and to
brand differentiation. Below, | will explain the main roles of the Purchasing function.
There are four mains role of the purchasing function. And it is the combination of the
four of them that has brought purchases to its importance.

First, it has a federative and advising role in the company. That is to say that, even
inside the company itself the purchases are important. Indeed, it is the only function
that is transversal, the purchasing function is in contact with every others functions
of the company as all of them are its first customer (through office supplies, coordi-
nation and planning of the needs). And thanks to the transversality of its function, the
purchases are also one of the most important pillars into the intern communication of
the company, and advising others functions. This mind of service to others function
makes the purchases more integrated.

Then, the purchasing function has a role of controlling and negotiation. The control-
ling role is highly important and take part in several task ; the purchasing function
must be controlling all the administrative parts (mostly in the redaction of purchase
order), but also quality control of the products or services that need to be bought. The
purchase has the duty of negotiating any characteristics that would not fit in the qual-
ity control management.

In addition, the function of purchasing extend its importance through its role of op-
timizing the cost of the company. Indeed, the actors of the purchases must improve
the suppliers relationship to create an collaborative optimization of the costs for ex-
ample due to ordering, delivering, controlling, paying, etc. In average, half of the
turnover of companies is outlaid in the purchasing cost ; by reducing the costs linked
to purchasing, the function can enhance the company's turnover and help to create

valuable assets.
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The last, but not least role of the purchasing function is its role in the value chain.
The value chain of Porter (1985) is taken as a reference, Porter describe a value chain
as compound of values activities and margin, those values activities are divided into
two main parts, the support activities which are firm infrastructure, human resource
management, Technology development and procurement ; and Primary activities
which are inbound and outbound logistics, operations, marketing & sales and ser-
vices (see figure 2 below). Even if the role of purchasing is not evident at first sight,
we will see that it is actually the first key factor to perform a value chain as for the
primary activities, it has the role of procuring the needed material and equipments
related to inbound and outbound logistics or operations ; and as for the support activ-
ities, it has the role of buying products or services for the other support functions.
Thanks to a good management of reducing the costs, the purchasing function can
help to decrease the cost related to the primary and support activities in order to in-
crease the margin and to create better benefits.

o — -
Firm Infrastructure
Human Resource Management -
Technology =
D
L rocurement
Inbound : Outbound Marketing & : =
Logistics  OPerations Logistics Sales Senice S5

—_ "

MAHRY Al ! =L

Figure 2 : The Value Chain, Porter's model (1985)
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3.3.2. Issues

Thanks to its evolution, the purchasing function has also enlighten new issues and
challenges. We can resume these issues in three important points : Financial issues,

Commercial issues and Strategic issues.

The financial issues of the purchasing function is basically to improve the turnover of
the company. This issue is quite challenging as | had already mentioned, in average,
half of the turnover of a company is consumed in purchasing and supplying out-
going. The reducing of the costs at every level of purchasing (supplying, ordering,
delivery, etc.) helps to create some scales economy and decrease the outgoings of the
company. Doing so, the part of the turnover designated to purchasing can be signifi-
cantly diminished and the part of real profits increased.

In term of commercial issue, the purchasing had become a key factor, the efforts are
not only concentrated on selling or focused on marketing but axed on purchasing
strategy. In fact, the purchasing functions can be synonym of value creation through
different possibilities; the creation of value can be made by the quality of the prod-
ucts or services acquired, also it can be a creation of value with a good sourcing ,
choice of supplier and good relationship management. Also this helps to enhance
brand differentiation, it means that thanks to the purchases a brand can create a com-
petitive edge and differentiate itself from its competitors.

Then and finally comes the strategic issues. The purchasing function is in charge of
supplying goods on time to the company and more than that, is in charge of avoiding
any sold out in the stocks (which is often a bad advertisement for companies). As |
said, the purchasing function can arouse competitive edge and advantages by differ-
entiation but not only. Thanks to the good management of relationship with suppli-
ers, they can ameliorate the prices and also others factors such as time delivery.

The purchasing function has evolved to a consequent role in companies, and doing so
it has drag along new issues and challenges. This is the reason why the measurement
of the purchasing performance has become so important ; because can lead to a better

management of the purchasing and to a better management of the issues.
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3.4 The purchasing process

As it is already said in the definition, the purchases are not only an act but a process.
This process include several different steps that are all as important as others, in fact
it is the whole steps of the purchasing chain that made the purchasing function as
complete as it is now. As it is the essence of the purchases to be a process, it is nec-
essary to develop the concept of the chain and of the different steps.

First of all, all the steps building the purchasing chain process, even though their dif-
ferences in term of action, skills or responsibilities, are really closely connected to
each others. The strength which is at the same time to difficulty of the purchasing
process is that all the interfaces are linked and the quality of the output of a step will
determine to a large extend the quality of the output of the followings steps. If defi-
ciencies are to appear during one of the step, it is clearly proved that it will lead to a
bigger problem in the subsequent steps. So, to proceed to a good management of the
purchasing process includes to define clearly each interfaces and their responsibili-
ties ; to get a full grip on the process of buying each steps must be defined and fol-
lowed in a strict way.

In the definition of the Purchasing Function (3.1.), a Schema of the purchasing pro-
cess chain is shown, this schema itemizes well every steps of the purchasing process
and show clearly the line that is followed during the buying process.

The first step is actually the most important in the cycle of purchasing. The identifi-
cation of the demand and the needs of the customer must be clearly defined ; it is the
clear understanding of the needs that will lead to a correct establishing of the specifi-
cations and to a good fulfillment of the following steps. Then, the establishing of the
specifications mostly take form under a specifications chart where is specified every-
thing concerning the product and the order. It is necessary to set up a complete and
precise specification chart in order to avoid any mistakes or bad surprise with the
product that will be bought.

After the settlement of the specifications, the buyer needs to source the suppliers that
are likely to respond to the needs established and choose the one that will fit the best
in the requirements. To do so, the method of funnel is followed; a large choice of
suppliers is firstly done and then reduced through a comparison of the suppliers
(price, quality, order terms, etc...) in order to have at the end only one or few num-

bers of suppliers to negotiate with.
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The negotiation phase is actually the next step in the purchasing process. The negoti-
ation has the main goal if there are still few suppliers to make a last selection to end
up with only one supplier; and when there is only one supplier left to negotiate the
terms of the contract that will be done. After the interface of negotiating the order
need to be contractualized, so then the purchase can be issued.

At the delivery of the merchandizes, the role of the buyer is to acknowledge the good
receipt and to control if the quality meets the requirements that were negotiated in
the precedent phase. In consequence the payment can be done only after the verifica-
tion, otherwise a renegotiation or talks can be instituted with the supplier to solve the

matter.

However, the process explain in a chain is not complete. J.M. Loubére ( 2007, 55),
French economist specialized in the risk and management of purchases has devel-
oped a better graphics to explain the buying process (see figure 3). Indeed, his vision
of the process enhances all the different steps but in addition emphasizes the dynamic

of the process.

(D el
Identifying the needs
@
Marketing approach
Elaboration of the strategy

@ +

Sourcing of suppliers

Snecificatinne chart

Mesure of customer's
Evaluate and select sup- satisfaction and of the
nliere adequation
Keep or not the choosen sup- l needs/execution
plier(s) ® A
T Neontiatinn

'
Mesure of performance @

Contractualization

Q «—

Execution of the order,
delivery and payment

Figure 3: The Purchasing Process, approach of J.M. Loubére
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Here you can find again all the steps that are developed above, but in addition J.M.
Loubére subjoins the measurement of the performance and also the measurement of
the customer's satisfaction. The measurement of those two points are also really im-
portant as they can lead whether to a deepening of the supplier's relationship or at the

contrary the stop of any business with this last.

3.5 Strategic Purchases

Paul Steele and Brian Court in their Handbook of profitable purchasing strategies
(1994,13) give a precise definition of Strategic purchases, as "the development of
ways of approaching and interacting with the supply-market, taking account of not
only the present situation but also how it might develop in the future”. That is to say
that the concept of strategic purchases is based on the ability of the buyers to deter-
mine and/or change the supply-market as a strategic purchase cannot be practiced
into the market as a entire entity but must be adapt to specific situations within it.

So we can relate that to carry out the concept of strategic purchases it is necessary to
divide the different types of purchases within a company and classify them, conse-
quently, will appear a classification of the purchases and the emergence of different

levels of importance.

There are different methods to classify the purchases of a company, but in the several
attempts being made the Pareto analysis is to remember. Vilfredo Pareto was an
economist in the end of the 19th Century who developed the concept of the 80-20

rule; even though his analysis is quite old, it is still topical and extensively used.

100%
98
B

80

Figure 4: Purchasing and the

Pareto Curve
Cumulative . .
spend Analysis of Pareto method : His
i method is to classify the prod-
20 50 100%

Cumulative number of orders
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ucts owing to their financial impact on the company (see figure 4). Pareto divides the
products in three categories : 80% of the purchases representing 20% of the purchas-
ing turnover, conversely 20% of the high-valuable purchases accounting for 80% of
the spending and then the middle class. The curve of the diagram can vary from an
organization to another. His method had appeared to be really helpful to determine
which category of purchases need to be taking in account more carefully, as per the
20 of products involving 80% of the spending are the most strategic purchases.

However his analysis is not perfect and has some limitations. Pareto defines the 80%
of low-value item as routine supplies that should not be consider as important, this
way of thinking can be tricky as if these low-value purchases would fail they could

have a disproportionate effect on the finances.

Since then, different kind of methods had mushroomed in term of classifying the
purchases, | decided to concentrate on a most recent one which has a complete and
better approach to the matter : the Kraljic Matrix (1983).

Balance

w of power
thgh Leverage products Strategic produ'cts
« alternative sources of o critical for prodUct’s cost
supply available price ;
e substitution possible « dependence on stpplier
Competitive bidding Performance~based
Purchasing’s partnership
impact on
financial Routine products Bottleneck products
results « large productuariety » monopolistic m_arket
« high logisti€s complexity e large entry barriers
« labourfintensive
Systems contracting + Secure gupply + search for
e-commerce solutions alternatives
Low :
High

Low Supply risk

Figure 5: Kraljic Matrix of purchasing product portfolio approach

Analysis of the Kraljic Matrix : His method has the same starting base as the one

from Pareto as it is also taking in account the financial impact of the purchases, how-
ever, Kraljic has added few others criteria to set up a more precise categorization,
criteria as the supply risk involved in the purchasing process, the number of suppliers

and difficulties that can be encountered.

His analysis has lead to a four-category level of products :
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- The Routine Products : these products are the less challenging one and produce
few technical or commercial problems, it is mostly really low-value items that can be
found in many alternative suppliers (i.e. office supplies). The only matter is that in

many cases the cost of handling are higher than the value itself of the products.

- The Bottleneck Products: They are really limited in value but challenging as they
can be found only in one supplier and consequently the supplier has a higher power

during the negotiation (ie. Spare parts).

- The Leverage Products: They can normally be obtained from different suppliers
and they represent quite a large share of the cumulative spend but as they are bought

in bulk orders it is still easy to negotiate the prices.

- The strategic products: they are mainly high-tech, high-volume products which are
often supplied tailor made for the customer. They are highly challenging as only one
supplier can deliver the product and they are highly expensive. This implies that the
negotiation and exchanges between the buyer and the supplier will take a longer time
than any others products and a balanced relationship is recommended better than a

buyer or supplier dominated segment.

Kraljic also specify that once the matrix is done it is also important to the buyer to
share his time owing the category of product (less time for routine products that do
not need specific supplying strategy and more time for strategic products that need a

long time of thinking before buying).

We can easily note that all the purchases are not to all the same and that the purchas-
es must not be considered as a whole entity but separate into categories. Within a
company it is essential to determine the strategic purchases and to classify the pur-
chases compare to the portfolio, indeed, it is only by doing so that the buyers can

then develop a Purchasing strategy.
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3.6  Purchasing Strategy

Purchasing strategy and Strategic Purchases are two different terms that are some-
times interchangeably used, and the confusion of these terms had led to certain mis-
takes that need to be avoided. The definition of Strategic purchases already being
given in the precedent part from the point of view of Paul Steele & Brian Court
(1996, 13), I will use also their definition of purchasing strategy to understand better
the difference between both. Following their idea, a "purchasing strategy is con-
cerned with identifying, selecting and implementing an overall change program de-
signed to place the purchasing process at the heart of a business, so enabling it to
make the maximum contribution to corporate profitability while gaining a commer-

cial competitive edge".

3.6.1 Purchasing strategy serving corporate strategy:

In their definition, they clearly define that a purchasing strategy must be adapt to the
supplied products and that the main goal of implementing such an effort into differ-
ent strategies in purchasing is to induce a competitive edge over the competitors.

First of all, a purchasing strategy must be applied to the corporate strategy of the
company because a corporate strategy is to provide a long-term direction to follow,
so it can also give to the purchasing strategies a line of conduit to follow and com-

mon objectives to achieve.

Michael Porter was the first economist in is five forces model (1979) to develop the
idea that a purchasing strategy parallel to a corporate strategy can lead to a competi-
tive edge (see figure 6). He has mentioned that the negotiation power of the buyers is
a force that must be used to differentiate from others competitors. Indeed each fac-

tors of the five forces have a direct influence on prices and costs of the enterprise.

Following the idea of Michael Porter, it means that they are a lot of different factors
that have an influence direct or indirect on the strategy. It is the same for purchasing
strategies, a lot of factors influence the purchasing strategy : sourcing process, nego-

tiation force, suppliers' position ...
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Figure 6: The five forces of Porter (1979)

3.6.2. Implementing purchasing strategies:

We have seen that the purchasing strategies, applied to the corporate strategy are a
critical success factor of gaining competitive edges.

To implement a purchasing strategy the company needs to have an overlook on its
position in regards of its three major stakeholders, i.e. customers, competitors and

suppliers. Those three stakeholders and the company itself represent what is call the

"strategic triangle".

Figure 7: The Strategic Triangle

Competitors \Sugiliers/
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Thanks to the strategic triangle it is easy to see what main axes the purchasing func-
tion has to concentrate on in order to improve its strategy.

However it is also important not to implement one purchasing strategy to the overall
of the products, as mentioned in the definition it is indispensable to adapt different
purchasing strategies to the purchases categories. Kraljic (stated in the precedent
part) reports two main needs for a company to install a supply strategy, and that they
depends on a first place on the strategic importance of the purchases in term of val-
ued added brings by the product to the company and the percentage of total costs and
in second place on the complexity of the supply market.

Therefore, there are four basic supplying strategies that can be applied to the four
segment purchases:

- E-procurement solutions : This strategy is mostly use for routine products. Indeed
these solution's aims are to reduce any administrative task (and consequently the time
spent) and also the logistic complexity and costs. This is a simple but effective way
to order from e-catalogue from a pre-selected supplier, in addition it helps to reduce
the number of suppliers and to standardize the procedure of supplying the routine

products

- Securing continuity of supply: It is the adaptive strategy for bottleneck products As
mentioned, the principal issue with bottleneck product is the dependence on one sup-
plier. This can be done while developing alternative solutions, with alternative prod-

ucts and alternative suppliers. This strategy is often costly but reduce the risks.

- Competitive bidding: This is a strategy that is to be applied to the leverage prod-
ucts. With implementing competitive bidding, the buyer will increase the competi-
tion between the suppliers and get better prices or contract terms. This strategy leads

to small savings by order but to an significant sum of money by the end.

- Performance-based partnership: The strategic products are the most challenging
one and so is the strategy to go with. It is advised to settle a strong relationship with
the supplier to be able to negotiate at the utmost. For these kind of products, even a

small discount (in percentage) will have a direct impact on the purchasing turnover.
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As the dependence on the supplier is strong, it is recommended to have a good part-
nership to create a mutual participation. So the main aspect of this strategy is the

choice of the supplier and the management of the relationship.

Through this whole part we can learn that the purchasing function has been raised to
a brand new level within companies. Indeed, it has been proven that developing
strategies of purchasing has several positive impacts and ameliorate the competitive-
ness of the company. That is why nowadays the purchases are occupying such an

important place in businesses.

4 THE LOGISTIC FUNCTION:

4.1 Definition of logistics

If in the precedent part we developed the Purchasing function and its extents as a re-
cent concept, at the contrary, the logistic is much an older term. The Purchasing and
logistic function together are often considered in the wider context of supply chain
that will be opened out later in this thesis.

Logistics was initially a military term used during the Napoleon Wars (end of the
18th Century) referring to the techniques of moving and quartering an army and its

materials.

The logistic term as then being extended to a non-military application with the fol-
lowing definition : "Logistics is the total Management of the key operational func-
tions in the supply chain procurement, production and distribution. Procurement in-
cludes purchasing and product development. The production function includes manu-
facturing and assembling, while the distribution function involves warehousing, in-
ventory, transport and delivery" (definition from the EU Council Directive
99/31/EC).

It a much simple way, logistics is the managing of the movement of goods and the

storage of materials from the first source (supplier) until the final point (final cus-
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tomer). The logistic function does not stop at the physical stage as it is also including
the flow of information within the company but also in a further extend, between the
suppliers, the company and the customers. The concepts of "GO™ and "STOP" are
commonly used relatively for the activities related to the movement of goods (GO)
and to activities related to storage (STOP).

With such a definition, the logistic function appears to be closely linked to the pur-
chasing function and reflects some similarities. Indeed, its function is also cross-
functional within companies as every others department or units need at a certain
point a good management of the logistic. Moreover, the logistic is a function that
have a huge influence on the performance of the company (delivery of goods, shar-
ing of data, etc.). In addition, the logistic function does not limit itself to the compa-
ny, it extended upstream with the managing of the procurement of goods from sup-
pliers, within the company with the stock management, the internal moving and flow
of information’s, and downstream with the stock management of the finished goods
and their transportation until the final customers. The logistic function has been since
divided into different typologies of push or pull logistics, and methods of intern and

extern logistics. (Those concept will be define further)

To conclude about the definition of the logistic terms and definition, the logistic
function is operating at every levels of the company and even outside the company
and represents one of the main key factor of performance for enterprises; it is consid-
ered as a strategic function.

4.2 Evolution of Logistic:

If "Logistic" is such an old term the question is how did it get from a strictly military
term to a strategic function within companies ? Indeed, as stated in the definition, the
term as appeared a long time ago but was already focused on the efficiency, often the
success of a war was depending on the good managing of transporting ammunition
and food. Since when, the military appliance has been developed by companies keep-

ing the strict aspect of logistic to ensure efficiency.
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The evolution of Logistic is extended on a very much longer time lapse that the pur-
chasing evolution so I will just state the 6 historic steps of Logistics Evolution :
Era 1: Farm to market (1900-1940)

Era 2: Segmented functions (1940 to early 1960s)

Era 3: Integrated functions (early 1960s to early 1970s)

Era 4: Customer focus (70s to 80s)

Era 5 : Logistic as differentiator (mid 1980s to nowadays)

Ear 6: Behavioral and boundary spanning is planned for the future.

As we can see, in the past thirty years, the logistic function has been taken to a new
level. It has been considered during a long time as a secondary function, nowadays
its role has been push in front of the scene deploying the logistic as a strategic weap-
on. In fact, the logistic tends to be industrialized as the gain of cost is no longer the
main goal (it is now a full part of logistic) but to deploy an element of differentiation,

a service.

Concentrating on the past few decades, the logistic activities has evolved under the
influence of the following four principal phenomena:

- Externalization: More and more, global companies outsourced their logistic activi-
ties and entrust them to providers in order to concentrate on their core activity.

- Concentration: of small to big providers of any kind of logistic services (transporta-
tion, storage)

- Computerization and automating: every inside and outside flows of materials or
information are now secured by automatic and informatics storage.

- Semi-industrialization: the logistic activities are getting more and more industrial-
ized mostly when it come to warehousing. These techniques permitted to get closer

to the customer by realizing a tailor made service.

The next evolution to take in account are mostly due to the challenges of the 21st
Century: globalization, new technologies but also environmental issues. The "Green
Logistic" is a new way of logistic that is being developed to respond to the sustaina-
ble development (i.e. COP21 in December 2015).
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To put in a nutshell, the logistic function and its activities are at a complete devel-
oped stage and settle as a strategic function within companies, however, companies
must carefully take in account the new challenges coming up in this 21st Century to
adapt and ameliorate their logistics. It is a highly moving function that will continu-

ally change to adapt.

4.3 Role and Issues of the logistic function.

4.3.1 The roles

The role of the logistic function is closely linked to its importance in a enterprise. In
the article "Role of Logistic in the Development of New Products™ the authors refers
to the Theory of resources dependences of Pfeffer & Salanick (1978). Their theory
and idea has been developed then in 1999 by Workman & Krohmer stating that the
services in a company that brings precious resources without comparable equivalent,
whose other services of the same company depend on, are likely to possess a greater
power or influence within the company. It has been proven that the logistic function
is cross-functional and that logistic brings to any other function of the company es-
sential resources, that is the reason why the logistic had grew bigger and is getting a

bigger importance.

By meaning a bigger importance, the growth of its roles is related, and we can relate

four main roles of logistic for the company.

First, it has a supplying role, this part is linked to the purchasing function as the role
of logistic in the supplying is not only to take care of the routing of the goods from
the supplier to the company but also to have a great management of this logistic ac-
tivities so the goods will arrive just-in-time, that is to say not too late to avoid any
sold out, but not too early to manage the space in the warehouse. This is an upstream
role of the logistic as it takes place in uphill of the businesses.

Then, it has a consequent role during the production by managing the inside trans-

portation of goods from storage to production site. Nowadays, the warehouse and
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production site are put together in a matter of time gaining strategy. This is the role
of the logistic in the heart of the company, during this part the logistic function has to

work hand to hand with the production function.

After having important roles upstream and inside the activities of the company, the
logistic function extends also its role downstream with the distribution. Indeed, the
logistic function is in charge of the delivery of the finished, semi-finished products to
the final customer. This is mainly a matter of transportation but can be considered as
an added service that the company can propose to its customers. For this part, the lo-
gistics function is working closely with the sales department that are in relations with

the customers.

The last but not least role of the logistic function is related to all the others roles. In-
deed, in the three precedent roles, we can notice that the logistic function has to work
together with other service of the company. Its last role concerns also the hole com-
pany as it is the good sharing and spreading of the information. Thanks to the IT de-
velopment and the creation of highly efficient software, the logistic function must be
aware of everything in the company to ensure its activities on time, but also is in
charge of relaying the information to all the services so that the chain of the process
is never broken. The difficulty for the logistic function is to have a management of
two different flows (material and information) that are completely inversed (see fig-

ure 8).

Flow of goods

>

[Raw Materials][ Key Supplier ][ Manufaction ][ Distribution ][ Outlet Retail ][

Final

<

Flow of information

Figure 8: The opposed flows in logistics
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4.3.2. Issues of Logistics :

As the evolution of the place of logistic within company has been growing, also its
issues had become more important. There are four main issues that the logistic func-

tion adduces to a company.

First of all it is a key factor for the efficiency and the performance of the company.
The logistic is a strategic critical factor to induce a greater performance in the com-
pany thanks to the good management of the supplies and its role before and during
the production. In fact it can ameliorate the time of supplying, delivering and produc-

ing thanks to an industrialize logistic.

Related to the performance issue, the company can use its logistics functions and ac-
tivities as a competitive edge on its competitors. Indeed, a greater performance is
considered as a selling argument introducing quality management. Also, the logistics
activities are nowadays turned towards the customer. That is to say it is an added
service that a company can provide to its customers by organizing the transportation
of the goods following each customer's requirements. A quicker delivery and a quali-
ty management of the logistic is a positive point that can make the difference from a

customer's point of view.

Moreover, the logistics activities had been developed in order to reduce the internal
costs of companies. Through this concept, the logistics had been collectivized and
grouped to gain costs on transportation or storage. The logistic function is strategical-
ly creating scales economies that benefits directly to the company. Since the two pas
decades the logistics costs has been reduced nearly to nothing. Owing to David B.
Grant in his book "Logistics Management (2012), the global costs of logistics in the
USA have been divided by two (in percentage of the USA GDP) from 1990 to 2010.

This is clearly the proof that the logistic function is a cost-gaining factor.

As a last issue, the concept of added value of the logistic was developed quite late

(see figure 9).
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Figure 9: The added Value aspect of Logistics (issued from Purchasing and Sup-
ply Chain Management by K. Lysins & B. Farrington)

Storage

The logistics activities represents a certain added value to the company: indeed the
costs of the logistics activities are added to the product cost and the more logistics
activities the bigger is the added value. It has to be seen as a profitable investment
because the company will first invest in those logistics activities before getting bene-

fits from it when the final products will be sold.

4.4  Different types of logistics flows:

4.4.1. Typology of logistic

The five major activities of logistics have been identifies as transportation, ware-
housing & storage, inventory, information technology and production (or operations
management). These main activities had been divided into two types of flows : inter-
nal and external flow. Both types of logistic are part of the support activities in the
value chain of Porter (already stated in part 3.3.1 The Role of purchases). This means

that they are both strategic function is the organization of a company.

The internal flows or activities represent every logistics related operations that are to
be done inside the company, it resides mostly within the operations of warehousing
or storage, inventory and production. The goal of the internal logistic is to optimize

at the utmost the volume of stocks owing the customer's needs, and handling activi-
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ties around the production. During the phases of internal logistics the whole opera-
tions are mostly centered towards the production and the company's needs, that is to
say every transportation of raw materials (or either spare parts or semi-finished prod-
ucts), to get them into the process of fabrication and the handling of the goods be-
tween the different steps of production or transformation, and finally the storage of
the goods when they arrive and when they are ready to be sold.

The external flows concerns every operations that take place outside of the company,
it can be either inbound or outbound operations, that is to say that it is the concerning
the operation of transportation, and information flows. The external logistic can be
itself divided into two subparts that would be the upstream operations and the down-

stream ones.

As their name state quite clearly, the upstream operations represents the whole in-
bound activities. It is the entire operations taking place before the internal logistic.
The main goal of this part of the logistic is to take care of the supplying of the goods
from the first supplier (it can get through different levels of suppliers or intermediar-
ies) until the warehouse or production site.

On the contrary the downstream operations are the outbound activities. It is again
mostly about transportation of goods but this time from the warehouse or production
site until the final customer. Once again, the transportation can go through several
steps of customers. This part is really important and turn toward the customer to sat-

isfy his requirements.

About the information flows, it is the only flow that is transversal. Indeed the flow of
information and information technologies management must be carefully follow all
along the production chain. Thanks to highly developed software and Enterprise Re-
sources Planning, the sharing of the information can be now done instantly from the
final customer to the first supplier and getting through every intermediaries.
Methodology of logistic
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Within the overall logistics operations different methods can be adapted. This where
we can distinguish four methods of logistics.

The pushed flows : it is a specific methods for internal logistics, with this organiza-
tional type each step of the production is triggered by the availability of the raw ma-
terials or components. Then the products are produced and stored waiting for the

demand.

The pulled flows: the fabrication process or delivery is only made when a customer
ask for it. This means that there are zero stocks within the company.

Just-In-Time: it is a combination of both precedent methods, it is nearly the equiva-
lent of the pull strategy, however there is still a minimum of stock to ensure any sold

out.

Synchronous flows: in this methods, the components or raw materials are delivered
on place owing their entry order in the production process. They are delivered on
place only at the moment they are needed, it permits to reduce the storage and by the

same way the costs related to warehousing.

4.5 Logistic Strategy :

4.5.1. Implementing logistic strategy

In parallel to the implementation of purchasing strategy, the creation of a logistic
strategy must follow the corporate governance strategy of the company. However
implementing a logistic strategy is not an easy task and before it is necessary to have

a strategic analysis of the global logistics situation.

To do so, there are different methods, but the SWOT analysis is a good method to get
a complete overlook on the situation. Indeed, the SWOT analysis does not limit to
the intern situation but also consider external environment. The SWOT matrix is de-

veloped around the four following factors: Strengths, Weaknesses, Opportunities and
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Threats ; the strengths and weaknesses are an analysis of the plus and cons of the in-
tern situation while the opportunities and threats represents the positive and negative
aspects of the external environment (see figure 10). By consequence, the intern fac-
tors are considered as controllable while the external one are not. The positive aspect
of this strategic analysis is that is gives a complete overlook, and permits to find out
what are the main problems to find solutions to solve them.

Positive Negative
Internal Strength Weakness
External OppOl'tllIllty Threat

Figure 10: The SWOT Matrix

The first strategic choice that can be made concerning the logistics is the question of
outsourcing or integrating the function? Outsourcing is an arrangement in which one
company provides services for another company. That is to say that a company takes
the decision on annexing one of its functions and give it in charge of a provider. In
logistics, the trend of outsourcing is high, indeed it can permit to a company to con-

centrate on its core competence.

4.5.2 Logistic Strategy

Following the idea that the logistics function is integrated in the company (and not
outsourced), two economist Donald Bowersox and Patricia Daugherty had presented
a typology to succeed in logistic strategic in the late 1980's. they have determined
three important elements in a logistics strategy : the process, the market, and infor-

mation or channel.
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The process strategy is stated as the first key factor in a logistic strategy, it is basical-
ly the management of the traditional logistics activities (transportation and warehous-
ing) with the precise aim to control the costs that they involve. It is stated as a

"efficiency strategy".

Then the market strategy is the management of few selected traditional logistics ac-
tivities through the different units of the company. The goal of the market strategy is
to gain an competitive edge by facilitating the complexity of the operations for the

customers. They describe it as a "effectiveness strategy".

The last one is the information or channel strategy, the goal of this is to gather the
traditional and other logistics activities together in order to create a common system
whether than just a chain of different operations. This strategy permits to ameliorate
coordination and collaboration between the organizations and all long the channel.

This strategy is the entry point of Supply Chain Management.

Those three elements are a synthesis of the essence of logistics role in increasing the
performance and the effectiveness of the company. The three elements are common
in every organization, however the strength of the strategy can change owing the
company. For example, a firm that is in a highly competitive sector might need to

implement an "intense” logistics strategy.

Logistics is nowadays a strategic function of the organization, thanks to a good man-
agement or a efficient strategy can help a company to increase its competitiveness or
its internal performance. However it is important to have first a strategic analysis of

the actual intern and extern situation in order to be sure to implement the good strat-

egy.
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5 THE LINK BETWEEN PURCHASING AND LOGISTICS

In the two precedents parts, the concepts of purchasing and logistics functions and
how strategic they have become are developed separately. Within this part, the aim is
to expand further the subjects and to behold the fact that, together with, those two

functions can be even more strategic.

5.1 Physical Link

With the description given of the purchasing and logistics functions, it is easy to per-
ceive that the two of them are closely linked. Indeed, the two functions are physically
closely linked within the company as they often work together; their objectives con-

verge and the cooperation of both is an idea that have become necessary.

First of all, their physical linked is really tight. Within a company organization, the
two functions are often put together. Indeed, they have to work hand to hand to as-
sure the continuity of the supplies. Moreover, they have a lot of common points, for
example, they are the only two functions of the company that are completely trans-
versal or cross-functional; both purchasing and logistics have to work with every
others functions of the company as in one part the purchasing can be general pur-
chases (that will be used by everybody in the company), production purchases or in-
vestment purchases; and in the other part the logistics take care of the physical opera-
tion of supplies (every kind of supplies), the logistics operations during the produc-

tion process and also the transportation of goods to the final customers.

To go deeper in this principle of cross-functionality, the two function do not only
work as partners with the others function, but they deliver services to them. To un-
derstand this concept, it is interesting to see the others functions in a company as cus-

tomers of purchasing and logistics.

The common points of purchasing and logistic is expanding beyond. As already said
in their definition, their objectives are to maintain a continuity of the supplies, assur-

ing a quality management. To go ahead, that is to say that their objectives are fre-
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quently, not to say always, converging in one same objective. The strategies em-
ployed in those functions are commonly parallel and generally following the corpo-
rate strategy; it is easy to notice that their role and objectives are directed into one

big main objective.

It becomes obvious that the cooperation between the two functions is a necessary
step in the strategies development of the company. The purchasing and logistics
need not to work only as two functions that complete each other but as partners put-
ting their efforts together to deliver at the end a better service. It is only with the col-
laboration of them that it will be possible to set up a better strategy, to gain more

competitive edges.

The collaboration of the purchasing and logistics has become more and more im-
portant, through the time it has become even bigger, and companies went deeper in

the cooperation of both by creating what is call a supply chain.

5.2  Definition of Supply Chain

5.2.1 Definitions

There are a lot of definitions that has been given to the term of Supply Chain, The
APICS Dictionary (APICS is the first professional association for Supply Chain and
Operations Management and the leading provider of research, education and certifi-
cations programs in Supply Chain excellence and innovation) defines a Supply Chain
as "the global network used to deliver products and services from raw materials to
end customers through an engineered flow of information, physical distribution, and

cash".

However, even if the APICs gives a clear definition, the one from D.S. Rogers & R.
Tibben-Lembke (in Going Backwards: Reverse Logistics Trends and Practices) co-
vers quite more completely the concept. For them a "supply chain is that network of

organizations that are involved, through upstream and downstream linkages, in the



37

different processes and activities that produce value in the form of products and ser-

vices in the hands of the ultimate customer or consumer".

Their definition highlights the most important aspects of the supply chain stating that
firstly it involves several participants to take care of different activities through the
supply chain management, also the concept of network bring the supply Chain fur-
ther than just a chain or a process, it means that it includes also coordination be-
tween the different organization parts of the Supply chain and in addition that it im-

plies a management of supplier and customer's relationship.

Also the concepts of upstream and downstream in this order gives the current of the
supply chain management, the upstream part illustrates all the activities and relations
with suppliers and even supplier's supplier while the downstream part is at the con-
trary, the activities and relations with customers and even until the customer's cus-

tomer (or ultimate consumer as mentioned in the definition).

In addition, the concept of added value is one of the key idea in a Supply chain (the
value being what a consumer is willing to pay owing Porter), the supply chain is to
be considered as the sequence of activities and operations bringing added value to the

final products.

5.2.2. different types of Supply Chain

A supply chain does not exist under one unique form and will vary from a company
organization to another. In fact there are a lot of different kind of supply chain, but
they can be divided into three different types from a "direct supply chain" to the "ul-

timate supply chain™.

A direct supply chain (see figure 11) is the less extended form of supply chain and
the easiest one to set up. That is to say that a direct supply chain, only take in account
the direct stakeholders of the core organization and does not implicates further par-
ticipants or operations linked to those further participants. Those "beyond" activities
or operation, in the case of direct supply chain will be more likely to be outsourced

or consigned to providers.
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Supplier 4——» Organisation ¢————» Customer

Figure 11: Direct Supply Chain Model

Then there is the extended supply chain(see figure 12), which as its name stated is a
more extended version of supply chain. Indeed this type of supply chain is going fur-
ther into the integration of the stakeholders as it is also including the suppliers of the

immediate supplier and the customers of the immediate customer.

Suppliers’ ) _— Customers’
. 4—» <4—>» Supplier €«—» Organisation 4¢—» Customer 4+—» <+—»
supplier customer

Figure 12: The Extended Supply Chain Model

The last type of supply chain is what is called the ""ultimate supply chain™ (see fig-
urel3). It means that in addition of including supplier's supplier and customer's cus-
tomer, the ultimate supply chain joins also all organizations that take parts in the up-
stream and downstream flows (products, services, finances, information), and all of

this from the ultimate supplier to the ultimate consumer.

Third-party logistics supplier

[\

Ultimate . A Ultimate
. 4—>» <—>» Supplier 4«—>» Organisation <4—» Customer <4—» <4+—»
supplier \ / \ customer
Financial provider Market research firm

Figure 13: the Ultimate Supply Chain Model
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5.3  Evolution of Supply Chain

Even if for most of people the supply chain seems to be a really recent term, the sup-
ply chain exist since quite a while and had evolved over time. The evolution of the

supply chain can be divided in three main "historic" parts.

- The Early Supply Chain: The supply chain mainly exits since humans begin to
trade somehow over 2000 years ago. However, since at the moment the trade was
limited to local buyers and sellers, the challenges generated were not the same as
nowadays, and it was more a hub-and-spoke network. The era of early supply chain

continued to evolved during long time.

- The Local Supply Chain: it is only in the twentieth century that the supply chain
knew a big changes with the vertical integration trend. Ford Motors was pioneer in
this new implementation as they integrated their iron supplier. The advantage of this
new integration were mainly the full control of all the operations upstream and re-
duced time lapse of production. Then it becomes more and more common that the
companies include their suppliers and also the beginning of the technologies devel-
opment helped a lot with the creation of Electronic Data Interchange (EDI: real time
sharing data) that was meant to maintain a continue flow of information to avoid any

cessation in the supplies.

- The Global Supply Chain: obviously the era of global supply chain is the conse-
quence of the globalization. This expansion opened the access to new markets and
new places of supply and it has been now generalized to nearly every company that

seek for competitive prices and cutting their costs.

5.4 Strategic Supply Chain Management:

The Supply Chain Management (SCM) is to be considered as a philosophy, there is
not one unique way of SCM as it will completely vary from a business to another.
Indeed the SCM is more about the integration and the management of all the busi-

nesses processes across the Supply Chain.
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5.4.1. Implementing a Supply chain Management Strategy

As in the 21st Century the Global competition is at its highest point, and the busi-
nesses are trying harder and harder to get into foreign markets, their dependence to
the supply chain is increasing proportionally. Indeed the main aim of a supply chain
is based on the raise of its participant's profitability and the optimization of the total
profits. The goal of building a competitive supply chain is mainly to generate profits

throughout the whole value chain.

To set up a supply chain strategy it is necessary to take in account the four main ele-
ment (see figure 14) that are the marketplace, the unique value proposal, its internal
processes and its managerial focus. All the stated elements also include multiple fac-

tors.

Unique value
proposal
(company’s Industry
competitive framework

positioning)

Internal
Managerial focus processes (supply
chain processes)

Figure 14: The Four Elements in a SCM Strategy

Analysis of the Schema :

- Industry Framework: refers to the sector of the business by taking in account the
interaction with suppliers, customers but also every technological development and
macro/micro economic factors that affect the competition in the sector. This is highly
important because all of the sub factors included in the Industry Framework are re-
lated and affect the Supply Chain (i.e. Demand variation affects the production and

manufacturing; the product lifecycle, you are likely to be more competitive if you are
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able to answer to the demand and to develop a product in a shorter time than the
competitors; etc)

- Unique Value Proposal: it is the second element in setting up a SCM strategy. It
requires a clear and complete understanding of the business competitive positioning,
specially by highlighting the efficiency and performance aspects that best differenti-
ate your company. Those factors of efficiency and performance are globally the con-
sequences of a good SCM. It also emphasizes the importance of having a value pro-

posal not only focusing on the performance but also on the customer's needs.

- Managerial Focus: it is the linkage between the organization's positioning and its
supply chain processes. What is linking one to each other is the decision making pro-
cess, that is to say the importance of the coherence between the SCM and the busi-

ness corporate strategy and positioning.

- Internal processes: it is the fourth element and one of the most important as it is

the factor that gives an orientation to follow.

To put in a nutshell, to set up a SCM strategy it is necessary to have an overlook of
the four main elements of the Supply Chain. By doing so, the company can see clear-
ly what are the competitors edge in its sectors and how to compete them with a better
strategy. The key to succeed into implementing a SCM Strategy resides in the align-

ment of all the strategies within the company.

5.4.2. Different kind of strategies :

There are a lot of different SCM Strategy and they can obviously change from an or-
ganization to another as it has to be following the corporate strategy. However it is
still possible to identify different kind of SCM Strategies that can be more or less fol-
lowed. In this case we will be speaking more about strategies orientation more than a

strategy in itself.

Product oriented Strategy : in this case, the SCM will be focusing more on the logis-

tics operations and the activities related to the production or manufacturing. That is
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to say that the company will try to enhance the quality management of their products
and also the performance with an efficient management of the operations.

Cost-cutting strategy: This strategy is focused on reducing the costs related to the
logistics operations and purchasing. There are different means to achieve this kind of
strategy, for example about the logistics operations it is axed on "delivering more for
less”, in the Supply chain, the company put in common its installation with its sup-
plier's one to share the costs; for the buying cost, this strategy need some good nego-

tiation skills from the buyer and/or a choice of cheap suppliers.

Supplier Oriented strategy: this is more and more common nowadays. In this kind of
strategy, the organization ameliorates its relationship with its suppliers and supplier's
supplier. The installation of a stable a durable relationship help to negotiate more

easily a better quality, reduced costs, better organization of the supplies...

Customer Oriented Strategy: This is part of the most used strategy in the SCM now-
adays. This way of thinking focused on the customer's need. That is to say that eve-
rything done upstream is calculated to suit the customer. This strategy is quite effi-
cient as the SCM is arranged to become a competitive edge against the competitors

and a service tailor-made to the customer.

These are some examples of possible strategies for the SCM, of course there are a lot
of other different possibilities but there are the most common one. It is also possible
to cumulate several kind of strategy to gain even more competitive edge in the sector
and to differentiate from the competitors. In every ways, the Supply Chain has turn

form a function to a vital process within the company.

5.5 The Future Trend

The Globalization, by increasing the worldwide competition and opening to new
markets, also contributed to some kind of unfair competition and non-ethical pro-
curement (i.e. purchasing from country where human rights are not respected, child

labor, extremely cheap labor-force, unmoral working conditions, etc...).
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Global companies are now facing issues that are the consequences of a massive un-
ethical procurement and massive non-sustainable logistics operations.

The SCM is at the moment in the heart of a huge controversy and need to be adapt to
the new challenges. The future of the SCM need to be oriented towards ethical pro-
curement and nature respectful operations and to ameliorate the Corporate Social Re-
sponsibility of companies.

In respond to the raising of these new issues the Chartered Institute of Purchasing
and Supply (CIPS) had published a code of conduct to follow stating that the pro-
curement should be done in respect of the Human Rights, in respect of the Labor In-
ternational rights, in a sustainable way and against the corruption. This implicates
that the company must develop its supplier's relationship to a next level to be sure

that they trust and respect ethics issues.

The ethical issues do not stop at human rights but extend also to environmental is-
sues. The globalization had plunge the world in a global contamination, and the pur-
chasing and logistics operation has to change to be responsible towards the environ-
ment. This is how the term of "green logistics" had appeared.

The green logistics is growing slowly but surely and already some suggestions about
how to develop a sustainable SCM were given by The World Economic Forum from

the administrations way of working to the buildings architecture.

They propose, as we live in the 21st Century, to first computerize every papers gen-
erated by the logistics or purchasing activities; to reduce the packaging of products or
to source it from a closer and reliable supplier ; to reduce the CO2 impact by choos-
ing less contaminating means of transportation or to share transport with several
companies so the environmental impact can be reduced and then to build green build-

ings, self-sufficient in energy for examples.

The matter, is that it represents a lot of changes that are not so easy to set in motion,
and a lot of companies do not understand how important it can be.However, these
changes can also be seen as competitive advantages, indeed in the global population
the factor of sustainability has become a key factor in consuming and it can become

another way to differentiate from the competition. In addition, most of the proposed
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solutions are economically saving in the long-term. Of course, the changes will take
time, but this is how the SCM should be oriented towards.

6 CASE STUDY: AREVA

6.1 Presentation of AREVA:

Every prices, figures, or percentage stated below are approximation, the precise figure were

not given for confidentiality issues.
6.1.1. Introduction:

AREVA is a French Global Company created in 2001
and is today directed by Philippe Knoche. The company
is operating in the energy sector, and mostly in the nu-
A R E VA clear energy. Their principal activities are : uranium
mining, concentration, refining, producing nuclear combustible, construction and use
of nuclear reactor, transporting the energy, treatment of spent nuclear fuel, destroy-
ing nuclear installation and managing the radioactive waste. Even if the nuclear en-
ergy is still their core operation, Areva had recently enlarge its activities to renewa-
ble energies as wind, solar or hydrogen energy. Nowadays, the group AREVA con-

trols more than 250 subsidiaries all around the world.
6.1.2. Activities :

AREVA corporation is organized into five main groups owing their five main activi-

ties.

Mining Business Group:

It covers the exploration, extraction and processing of uranium and the reclamation
of sites after the production is done. They owe an important number of mines, the

most important ones in operation are situated in Canada, Kazakhstan and Niger.
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The Mining business Group of Areva is the largest uranium mining producers in the
World.

The Front End Business Group:

This group combines activities associated with the conversion and enrichment of
uranium and with the design and fuel production for nuclear reactors. The production
capacities of the group is one of the world's leader and represents nearly one third of

AREVA's consolidated revenue.

The Reactor and Services Business Group:

This part of the corporation brings together the design and the construction of the
two main nuclear reactor systems in use in the World (pressurized water reactor and
boiling water reactor). They also conceive naval propulsion reactors and research
new systems. They offer the products and services needed for the maintenance, mod-

ernization and control of all types of nuclear reactors.

The Back End Business Group:

Offers end-of-cycle management solutions for used fuel : recycling, logistics, clean-
up and site rehabilitation. They use technologies that meets the group's commitments

to sustainable development.

Renewable Energy Activities:

As the world leader in nuclear energy, AREVA is committed in developing solutions
for energy production with less carbon impact. AREVA has a portfolio of operations
in four renewable energy segments: offshore wind, bioenergy, concentrated solar

power and energy storage.
6.1.3. AREVA in the world:
AREVA s the leader in the energy sector and is present on every continents. They

have more than 250 subsidiaries around the World. They recently signed a contract

in Japan and are building a partnership with China.
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I AREVA Presence

6.1.4. Key Figures ( in 2015)

Sales Revenue : 4.199 Billion of Euros Workforce : 39.761 employees

Sales by region Sales by activity Worktorce by region

2015

@ rrance 39 %
. Europe (excl. France) 17 % . Mining
@ Americas 20 % @ Front End
@ Asia-Pacific 2% ® BackEnd
Africa & Middle East 2% [ Corporate & others

. France 68 %
. Europe (Excl. France) 13.2 %
‘ Americas 11.3%
@ Asia-racific 3%

Africa & Middle East 4.5 %

Presence in Finland:

Finland disposes of only few natural resources for energy, consequently 70% of the
energy is imported. The nuclear is strongly important as it is the only way for the
country not to be so dependent on importation. The nuclear power represents 27% of
the country's electricity thanks to four reactors, in May 2002, the construction of a

fifth nuclear reactor was decided by the government.
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The Electricity Finnish Company (Teollisuuden Voima Oy) signed the contract with
AREVA to build a Generation 111+ Reactor -EPR project-, this will make Finland
the first country to operate with this new kind of reactor. However, the construction
has been revealed more complicated and is taking more time and money that it was

supposed to.

6.2 AREVA's purchasing function

6.2.1. Purchasing policy

The purchasing function has a real strategic place in the company. AREVA has an
important amount of needs in raw materials, spare parts, furniture and several ser-
vices. As their purchasing function takes an important place in the company organi-
zation, they have settled a strong policy axed around four main principles :

- To analyze the market in order to build the best global suppliers panel

- To pilot all the processes involving suppliers

- To lead the suppliers in a constant aim of driving improvement

- To ensure the efficiency of the purchasing through performance control
6.2.2. AREVA's purchasing process
To explain the company purchasing process, the example of Loubére's Purchasing
Process schema (given in the part 3.4.) will be taken and applied to AREVA's meth-

ods.

Identifying the needs: AREVA's needs are really specifics. They are already control-

ling the mining and the exploitation of natural resources but they still need some raw
materials, spare parts, and also services. In the case of the Finnish power plant con-
struction, their main purchases were spare parts and construction pieces. Moreover,
in order to follow their performance indicators, every orders are anticipated between

2 and 4 months before the actual need.
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Marketing approach and strategy: AREVA has a strict purchasing policy, and their

strategy | elaborated towards their suppliers, their try at the utmost to elaborate part-

nerships with their suppliers.

Sourcing of suppliers: Their sourcing method is done via Public Bid Solicitation on

e-market places. That is to say that through specific e-market places (specialized in
the product/service needed), AREVA notifies to prospective suppliers a solicitation
on the specified products. The Solicitation includes invitation-to-bid (means that not
every potential suppliers might be interested, and those who are not can refuse), a
request for proposals (where all the specifications of the product/services are indicat-
ed), request for quotations (prices and terms). Through this method, AREVA allows
different kind of company to answer and small or medium companies have also their

chance against multinational.

Evaluation and selection of the suppliers: With the answers of the bid solicitation,

AREVA has to chose the "best" supplier, the one that will the best meet their re-
quirements. To choose the supplier, they use the method called the "highest-bidder".
The criteria to elect the "highest-bidder" are considered as the basic criteria: technical
offer (specifications of products), the price and the estimated quality of the products.
However, AREVA is enshrined in a environmental and societal respect chart. Conse-
quently, AREVA has developed more criteria in the choice of their suppliers that in-
cludes Social environment of enterprises, the working conditions, the environmental

commitment, and the experience of the supplier.

Negotiation: The company is buying highly specific products and the negotiation are
most of the time about the technical characteristics. Negotiation for important prod-
ucts can take more than 6 months. Indeed, the financial issues involved in the pur-

chasing are significant and the purchase cannot be done loosely.

Contractualisation and Execution of the order: The contractualisation is made with

the chosen supplier and adapt to each one.

Measure of performance: AREVA is thriving for performance, and in order to follow

a continuous drive of the efficiency all the products and services purchased are sub-
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mitted to a drastic control of performance. But not only, the performance of the sup-
plier is also evaluated on criteria such as the quality of product and services, the re-

spect of the terms and the quick solving of critical case.

6.2.3. AREVA's Purchasing
= Importance of purchasing for AREVA:

Quality issues:
As said, the purchasing function hold a great strategic role for AREVA. Indeed, the

purchasing function for AREVA is the warrantor of their project's success.
The quality of the products bought must be always outstanding and that is why the
choice of the supplier and the purchases is critical for AREVA. In fact, one faulty

spare parts or raw materials can lead to really poor consequences.

Financial Issues:

As the main bought products are high-technology, specific or tailor-made product
their costs can reach huge amount. For AREVA, the purchasing turnover represents
approximately 50% of their global revenues. That means that half of the sales are in-
vested in purchases.

In addition, one purchase can amount to millions of Euros. Consequently, the pur-
chasing function has a complex cash flow regulation, one mistake could have bald
results for the company's accounting.

Company Societal Responsibility:

For AREVA, developing their CSR and enhancing its policy is a priority and the
purchasing function is consider as the main actor to do so.

AREVA is improving its CSR policy through the choice of suppliers that need to
share the same CSR as they have: respect of working condition, financial solvency,

respect of the environment, etc.

= AREVA purchasing portfolio:
To enlighten AREVA's purchasing portfolio, the Kraljic Matrix (stated in part 3.5.)

will be use.
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AREVA's Purchasing Portfolio

W Routine products
M Bottleneck products
55 Leverage product

25 Strategic product

The Routine Product ( with no purchasing risk and low financial impact): They rep-
resents approximately 5% of the Purchasing turnover. It is mostly office furniture or
phone services. Those purchases are basically not important and do not have any is-

sue for the company.

The Bottleneck products (Not so expensive but risky): For AREVA, the bottlenecks
products are mainly some special raw materials that they do not dispose of. The cost
of the raw materials is not specially high but the number of supplier is reduced, it
means that AREVA does not have so much negotiating power. Their costs is about

15% of the total purchases.

The Leverage Product (Expensive but not risky): For AREVA the leverage products
are all the spare parts use for the construction of the power plant. As special material
are requested for the construction, their cost can be really expensive. However they
can be found easily. AREVA aims to negotiate more on these products as it is the
category of purchases where the savings can be greater.

The strategic product (Expensive and with great issues): For AREVA the strategic
products represents more than half of the purchasing turnover. It Is for instance reac-

tor pieces, high-technology machines. Those products are most of the time tailor-
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made for AREVA and the technology used is rare. This explain their costs but also

why it is risky: those products represents the heart of the nuclear installation.

=  AREVA's purchasing strategy:

AREVA had implemented two main strategies for their purchases.

First the competitive bidding, owing the company, the competitiveness is the guaran-
ty of financial equity and performance but also of continuous amelioration and mod-
ernization of the products. This strategy permits to put the suppliers in competition .
As a result, the prospective suppliers give their best solutions and terms to obtain the
bid. This method give the opportunity also to compare a large choice of suppliers

quickly and have better prices that can still be negotiate afterward.

Then the strategic partnership: Indeed, AREVA aims to install a win-win relationship
with its most important suppliers. They try to involve their suppliers at the utmost in
their company process and cycle of production. This is a performance-shared strate-
gy, that is to say that the supplier is nearly integrated into AREVA, both companies
are connected and transparent to each others.

Thanks to this strategy AREVA wants to avoid the risk of dependency between stra-
tegic supplier and important buyers as the partnership helps to have a regular com-
mercial relationship. In addition, a partnership favors and eases the negotiation, es-
pecially in case of litigations.

Moreover, the co-operation between AREVA and its suppliers allows to better ap-
prehend the totality of the purchasing costs including logistics costs, technical sup-

ports, course program (for the use of certain machine), after-sales services and so on.

6.3 AREVA LOGISTICS FUNCTION

AREVA core operations are around creation of energy, and they have decided to
concentrate on their five main activities. By consequent they decided to outsource

their logistics activities to a third part logistic provider.
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6.3.1. The logistics provider:
The logistics provider is MAINCO-TN International, it is a multinational company
created 25 years ago and specialized in supply chain management for big companies
such as AREVA. They are also operating for RENAULT, PHILIPS, etc.. MAINCO
is working with more than 200 partnerships and has a turnover of more than 30 mil-
lions of Euros in 2015.

6.3.2. MAINCO's activities for AREVA

MAINCO is a provider and adviser for SCM operations, they study and create spe-
cial layout in order to optimize the logistics platforms, they study the different flows
and cycles to make amelioration.

Exploitation of logistics platforms on industrial sites: MAINCO has build the logis-
tics platform on the nuclear power plant, thanks to the proximity they can deliver a
quick procurement and also more competitive prices.

Stock Management: MAINCO is in charge of the regulation of the stocks and of the
supplying of the material.

Technical Expertise: MAINCO is specialized in SCM of technical products. They
extend their logistics activities to the control and verification of specific products
such as spare part of the reactor.

Operational help for the wastes: MAINCO handle the managing of the nuclear waste
and the securing of their transport. They manage the ins and outs of raw materials,
take care of the destroying of the waste.

Specific Handling: They intervene in case of complex logistics operations to ensure

an optimal security.

6.3.3. AREVA's logistics strategy:

Their strategy is to completely outsource their Supply Chain Management to a pro-

fessional. Doing so they ensure their logistics operations in good hands and can con-

centrate on their core activities.
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7 SUGGESTIONS

7.1  Prosand Cons of AREVA's organization

7.1.1. Purchasing pros and cons

Pros :

Supplier digital portal: AREVA disposes of a digital portal regrouping all its suppli-
ers. It is through this electronic portal that every information between AREVA and
its suppliers are shared. Thanks to this portal, the suppliers can have access to every
AREVASs needs or demands that are addressed to them on-time, they share their in-
formation instantaneously and the portal is also used so the suppliers can post offers.
This system allows AREA to have all its suppliers regroup in one database and to

communicate immediately with every of them.

Enhancing of suppliers’ relationship: with the integrated or "accredited" suppliers,
AREVA improves its commercial relationships. Moreover, they have access in a

transparent manner to all the information of their suppliers and vice versa.

Increasing their negotiating power: As AREVA is committed into its suppliers rela-
tionships, and by doing so they also increase their negotiating power. Indeed, the
more they are linked the more they are important to each others. Thanks to the ac-
creditation of suppliers, AREVA's purchasing volume is getting bigger, that is to say
that from the suppliers' point of view, AREVA's purchases are taking a significant
share in their turnover. Then AREVA can use this as a negotiation tool and has ac-

cess to larger possibilities.

Share cost: with the integrated suppliers, AREVA is sharing the external costs of
purchasing as transporting, stocking, handling, after-sales service etc. This allows
AREVA to make some significant scales economies.
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Cons:

Communication: The communication between AREVA and its suppliers is exclusive-
ly done through the digital portal, this can lead to some communication gaps. Indeed,
if the supplier or AREVA itself is not connected they can miss information. Even
though all the information are supposed to be share on the portal, everyone is free to
chose the information he really wants to share or not.

Less reactivity: All the purchasing process is registered, stay the same and is con-
stantly repeated. This is a good thing because it means that the supply is automatical-
ly done but it has a huge disadvantage. It leads to a decrease of the reactivity, indeed

in case of unanticipated demand or urgency, the supplier is not well-prepared.

7.1.2. Logistics pros and cons:
Pros:
Concentrate on core activities: AREVA is already taking care of five different ac-
tivities that are really specific. By outsourcing its logistics operation, AREVA gives

to itself more time to work on its real trade.

Added-Value: As the whole logistics operations is made by professional it decrease
the risk of technical failure. In addition, the work done by specialist gives an added-

value to the product and malfunctions are avoided.

In-place: MAINCO makes a point on installing logistics base on its customer's loca-
tion. This is a real advantage as it draws near MAINCO and AREVA and enable a

quick management of the operations.

Cons:

Dependency: AREVA is outsourcing its whole Supply Chain Management, this
brings to a high dependency on the third-part MAINCO. In fact if MAINCO fails
AREVA this would put AREVA is some inconvenience.

Cost: Out-sourcing can be really costly, and in this case it is expensive. In fact, the

third-party in taking care of every operations and also maintenance works. As it is a



55

specialized logistics provider in complex products they charge their service at a high
cost.

Co-ordination: This one of the biggest matter with outsourcing. AREVA is facing

difficulties in coordinating MAINCO, itself and its suppliers at the same time.

7.2 Suggestions:

The suggestions are given in order to solve the matters revealed in their purchasing

and logistics management. They are ideas that has been discussed with AREVA.

Communication problem: The communication between MAINCO, its suppliers and
itself s a recurrent matter for the company and can lead to misunderstanding, delays
or other. This problem exists only because there are not any direct communication
between the suppliers and the logistics provider. The idea would be to include
MAINCO in the digital supplier's portal so they would be aware of the order in pro-
gress and would also be able to communicate directly to AREVA's suppliers. This
will avoid AREVA being a middle-man and released them from transmitted infor-

mation from their suppliers to their logistics provider.

Reactivity problem: the reactivity is also a problem in case of urgent order or unex-
pected demand. The source of this matter is also partly from the lack of communica-
tion but not only. Indeed, neither the suppliers or MAINCO are prepared for urgency.
One of the solution would be to set up a common Electronic Data Interchange be-
tween AREVA, MAINCO and the suppliers. This will allow the three parties to
check in immediate time the stock, the consumption, the needs, the orders, the deliv-
ery, etc.. that are in progress. Thanks to an EDI, the suppliers would be aware of

AREVA's needs, and be able to calculate and anticipate a possible stock-shortage.

Dependency: AREVA is at the moment highly dependent on its logistics provider
that takes care of the wholeness of the Supply Chain Management. This dependency
could be decrease if AREVA would take part in some of the logistics activities.

Some possibilities have been discuss such as:
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= Controlling the maintenance: AREVA has technicians in its workers that
would be able to operate the maintenance of the machines, panels or specific
products.

= Stock-Management: The purchasing function could take care of the stock
regulation and supplying

= Management of the waste: At the moment it is MAINCO that transports and
destroy the waste of the company. However, AREVA would be able to do it

as they also have a subsidiary specialized in it.

This would mean that MAINCO will be mainly in charge of transport, handling and
special handling and warehousing, and AREVA would at the same time reduce its

logistics costs and control some of the operations.
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8 CONCLUSION

Throughout this Thesis we learn that the Purchasing and Logistics functions have
taken, through years, the important and strategic roles that they were meant to.

During the thesis, the different possibilities of strategies are developed as a mean to
gain competitive edge at an international level but also to improve the intern perfor-
mance in the company. Once the Supply Chain Management is well-settled, a com-

pany will be able to apply an effective strategy.

Then, we also note that several strategies can be applied but not all of them are cer-
tainly efficient for every companies. In fact there is not one successive strategy that
can be enforced to every enterprise. At the contrary a purchasing and logistic strategy
needs to be held according to a corporate strategy and taking in account every stake-
holders for the company. It is only in this way that the company can find the best
strategy fitting its needs.

The example of AREVA is taken in the thesis because AREVA, with its long experi-
ence, is a global company that succeeded in being the leader in their sector. A part of
their success is due to their purchasing strategy, turned towards their suppliers. But

we discover also that they still have amelioration to be done.

The recommendations given or AREVA were discussed with the company are must
not be taken as an example for every company but as an example of how to adapt a

purchasing strategy to have the most efficient one fitting a enterprise.
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