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Trust in your Supply Chain
or measure for results
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"Unless you try to do 

something beyond 

what you have already 

mastered, you will 

never grow.“

Ronald. E. Osborn

In a typical automotive assembly plant supporting every employee working on the line there are at 

least 10 additional employees working somewhere within the supply chain.  Suppliers … the hidden 

factory.  So imagine if you struggle with communication internally how can you bridge the link to your 

external suppliers?  We will outline some proven tools and tricks that may help you improve supplier 

communication and trust.

In this article we will not be discussing pricing.  The market will establish the price so when working 

with suppliers it should not become part of the discussions towards improvement … it will evolve 

naturally.

Inventory is time … but it is also a reflection of the amount of trust that exists between you and your 

supplier.  If you have been stocked out or shorted on occasion it is natural to bolster the inventory 

levels … primarily since no one ever wants to be scolded for shutting down a line due to lack of 

inventory.

Commodity Management

The most extreme engagement of a supplier with your organization.  I learned of this concept many 

years ago when visiting BOSE speakers and then promptly followed suit.  In this environment we 

provided our major suppliers with a desk, telephone and full system access.  In essence they ere 

responsible to conduct the planning requirements for their commodity and ultimately placing orders 

onto themselves.  Of course this created tons of alarms within accounting … but like most 

accounting systems we had the inherent controls in place.  If the supplier anted to change the price 

our standard cost system would immediately alert us to a purchase price variance.

We loved this supply chain technique.  It allowed us to manage our 600+ suppliers with just a few 

buyers.   We watched our inventory begin to melt away because no computer system could match 

the speed of human communication.  Also our computer systems never tracked promotional projects 

that were being or the anticipation of new significant contracts.

A great by-product of commodity management was as our suppliers became more familiar with the 

use of their products and services within our operation they were able to make suggestions that 

enhanced quality while reducing costs … add this to the ability to reduce our procurement lead-time 

we quickly had a significant competitive advantage  within our industry sector.

Supplier Technical Exchange Program (STEP)

You are busy within your organization investigating and researching new technologies that will 

continue to provide your product or service the leadership position it deserves. But are 

You alone in this endeavour? Of course not, with this in mind we decided to host a formal

event annually where our R&D scientists and sales folks discussed

emerging desires of the consumer and how we were going to 

address those needs.  We then opened the venue to see what

emerging technologies our suppliers were developing … by 

beginning early integration of the emerging technologies we were

first to market with the new technology and a distinct advantage.

Supplier Self Certification Program (SSCP)

You inspect and then count and double count items before shipping

only to have your customer do the same thing upon receipt …

What does this symbolize about trust?
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Supplier Self Certification Program (SSCP)

We know that inspection is a non-value added activity so it makes sense to find a way to reduce and 

eliminate this activity.  With SSCP both sides (supplier and customer) begin/continue extensive 

inspection and collaboration related to inspection requirements.  As the trust grows, inspection 

requirements begin to diminish to the point where the goods received are delivered directly to the 

Point of Use.  Typically incoming inspection will only identify the most blatant deviations and the real 

problems are identified when the operator attempts to use the item and then you become victim of 

missing a delivery promise. Of course, if an incident occurs then the Certification process begins 

over.

Total Cost Of Procurement (TCOP) – Supplier Report Card and Improvement  Agenda

Typically a particular supplier will get tagged  as being a horrible supplier to deal with, quality and 

delivery issues. Often the supplier is unfairly judged, typically as a result of the volume of product 

they supply.  Here is where TCOP is a great tool.  It contains both a subjective  and quantitative 

evaluation of your supplier.  The TCOP Report captures subjective results related to Quality, 

Delivery, Service and Cost and then quantifies them for every $1,000 of annual spend conducted 

with that supplier.  The TCOP report also works as an excellent working agenda with your suppliers 

on the path of improvement.  I recall using the report to eliminate the confusion of on-time delivery … 

supplier thought our request date meant their ship date when it was our required dock date … the 

result as an overall 3 day reduction of our on hand inventory.

Doing the inverse of TCOP to measure your relationship with your customer works equally as well to 

reduce disturbances to flow and a cooperative attitude to reducing relationship overhead costs 

providing for a more competitive strategy.

Of course nothing can replace the importance of relationships with your suppliers, so encourage your 

senior leaders to spend time with them … but make sure you have good relationship measurement 

tool in place.

Building trust with suppliers 

Review Period

Supplier Profile

Name

Location

Number of SKU Supplied

Annual Procurement Dollars Forecast

Category
Ranking 

Weight

Data 

Profile
Rating Criteria Incidents

$ per 

Incident
Costs

Quality  40

# of lots Received 419 Use as is 200 $75.00 $15,000.00

# of lots Accepted 319 Scrap 1 $200.00 $200.00

# of lots Rejected 100 Rework 50 $75.00 $3,750.00

X = % Defective 24% Return 15 $300.00 $4,500.00

Y = 1.5 (weighting) 1.5 Total $23,450.00

Rating 26

Calculation

 40(100-(X*Y) )

      100

Certification 15

SKU in Phase 1 100 Inspect Phase 1 100 $100.00 $10,000.00

SKU in Phase 2 25 Inspect Phase 2 25 $60.00 $1,500.00

SKU in Phase 3 50 Inspect Phase 3 50 $30.00 $1,500.00

SKU in Phase 4 (full cert.) 225 Monitor Phase 4 225 $0.00 $0.00

Rating 400 10 Total $13,000.00

Calculation

(%PH1*1)+(%PH2*5)+(%PH3*10)+(%PH4*15)

On Time Delivery 30

Total Lots Received 419 Late 119 $100.00 $11,900.00

Lots Received On Time 300 Expedites 300 $200.00 $60,000.00

# of Rush Order Requests Total $71,900.00

Rating 21

Calculation

Lots Received On Time * 30

Total Lots Received

Leadtime Reduction 10

SKU 0-1 Days 300 On Hand Inventory $ 120,000.00

SKU 1-5 Days 100 Annual Carry Cost % 30%

SKU > 5 Days 0 Total $36,000.00

Ranking 400 9

Calculation

(%SKU 0-1*10) + (%SKU 1-5*5)

Service -- Subjective 5

Acceptable 5

Needs Improvement 3

Unacceptable 1

Rating 3

Calculation

Input from Receiving, QA, Accounting etc.

Cost Reduction 

Cost Savings Target 50,000.00 Purchase Price Variance (%) 1.2

Cost Savings YTD 10,000.00 Annual Dollar Impact $6,000

Rating 0.2

Calculation

Cost Savings Realized YTD * 10

Total Annual Dollars Procured

Totals

Ranking TCOP

Quality 36 Total Costs $150,350.00

Delivery 21 TCOP/$1000

Leadtime 9

Service 3

Cost Savings 0.2

Corrective Action and Continuous Improvement

90 - 100 = "A" Class

80 - 89 = "B" Class

70 - 79 = "C" Class

60 - 69 = "D" Class

0 - 59 = "E" Class

TCOP

$300.70

Supplier Performance Report

Anyone

Missisauga, Ontario

400

Corrective Action Plan Required

Formal Visit with Supplier to develop Corrective Action Plan

Unacceptable … potential exists for resourcing

$500,000

No Corrective Action Required

Telephone Review with Supplier

Total Cost of ProcurementPerformance Ranking

Final Score

69
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