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Third party supplier management
(The boxes you need to tick)

It’s always in the headlines: a supplier fails to deliver

on a big government contract, a government body

lands itself in deep water after spending £40milliion

of taxpayers’ money and having to re-tender for a

new supplier contract, a company lands itself with a

hefty fine from the Information Commissioner after

one of its suppliers lost personal data, bank

customers can’t access their accounts after a

routine IT upgrade; the list goes on...

We usually hear about these events happening at

larger establishments, when the impact is on the

general public as it attracts a more attention-

grabbing headline.

The fact of the matter is these failures happen to all

organizations regardless of size; whether they are

the key suppliers who run your operations or they are

used sporadically as and when they are needed, all

companies rely on third parties in one way or

another and all companies have some form of third

party supplier or vendor management practices in

place, unfortunately in many cases these practices

are not joined up enough to keep the relationships

from failing.

Why it often goes wrong?

The whole point of using third party suppliers is to

allow companies to focus on what they are good at,

leaving other tasks to the specialists in their own

areas; and for that reason, many companies have a

tendency to let their eyes off the ball when they

offload work to their suppliers. Companies want to

focus on what they are good at and leave the rest to

their “trusted” suppliers.

Supplier failure can be due to a multitude of

reasons; financial, operational, technology,

disasters, fraud and the list can go on. But in the

majority of cases, the underlying cause is usually a

result of one of three failures which every

organization has control over:

1. Selecting the wrong supplier (due diligence

failure)

2. Selecting the right supplier but not being able to

integrate them (project failure)

3. Selecting the right supplier but not managing

them appropriately (vendor management failure)

Below are some highlights of where we see many

clients facing challenges in one or more of these

areas.

Failure in supplier selection

Companies are starting to place a lot of resources

and effort (internally or externally) in the

procurement processes for their key contracts. Key

contracts are often defined by the financial size of

the contract; this is where we see many of the
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challenges. Companies need to take into account

the actual risks they are exposed to rather than

narrow the focus on purely monetary values.

Managers usually have discretionary spends

allocated where procurement teams do not have to

be involved in the supplier selection process if the

spend is less than managers’ assigned limit.

Managers never want to be tied in red tape when it

comes to carrying out their duties; so having a

procurement function that takes over all third party

engagement may not be the right solution for every

organization; this is why a culture of risk

management should be predominant in all supplier

selection activities.

We also often see that an existing relationship with

one supplier results in additional services being

procured with the assumption that as they are

already providing one service they should be able to

easily supply another; the problems usually arise

when the new service being procured is not one that

the supplier is a “specialist” at, this often leads to

changing a perfectly good relationship with a

supplier and the erosion of trust between both sides

when things don’t go well further down the line.

Points for consideration:

 Define procurement’s involvement in every third

party engagement (including new services from

existing suppliers).Procurement should be aware

of all third parties; the level of their involvement

should be based on all the risks – not just the

financials.

 Define the supplier selection lifecycle and agree

ownership of each of the components in the

chain.

Failure of integrating suppliers

The first test of a new supplier relationship is in the

way contracts are negotiated, often the balance of

power is not with the supplier. However, the first

“real” test of the supplier relationship is after

contracts have been signed and in the transition or

integration stage.

Close monitoring and collaboration between both

sides should be maintained during the project

phase. Dedicated project management

representation from both sides should exist. Virtually

no projects run without hiccups; it’s the way these

hiccups are handled that cements the relationship

between both sides. Enforcing contract clauses and

penalties will almost always lead to a doomed

relationship.

We find in many cases that organizations assume

that the third party, being expert in the relevant area

(given that due diligence was completed), is also the

most appropriate project manager for integration. It

should be remembered that the third party will never

be an expert in your own organization, and project

management is almost invariably best controlled

from within.

This is why the same amount of effort put into due

diligence should be given during the integration

phase. Transition plans should be defined, new

procedures documented. Handovers, links and

interfaces between the different teams across both

sides are important during this stage, especially if

the project teams on either side are different to the

actual operating teams.

Once the integration project is complete, a review of

lessons learnt, successes and areas for

improvement from both sides should be undertaken

to move the relationship into the production stage.

Points for consideration:

 Don’t lose control over the project side, it’s

equally as important as the due diligence

activity.

 Every project faces turbulence, it’s getting to the

other side intact that will make sure that both

sides achieve their common objectives.

 Ensure that any issues identified during the

project phase are owned by a named individual

and ironed out early on.

Failure to manage suppliers

Now that the suppliers have been fully on-boarded,

ongoing management of the supplier should be

business as usual art of the service. This can take

shape in different ways depending on the complexity

and size of the services. Relationship management

is key to ensuring that links are maintained and any

operational issues are swiftly addressed.
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We see many Key Performance Indicators (KPI’s)

and Service Level Agreements (SLA’s) being reported

on. Although these should be defined in the initial

stages of the contracts, in many cases they are not

reviewed and assessed for adequacy as the

relationship matures. This results in reporting of

meaningless performance metrics.

Regular assurance assessments of the suppliers

should also be undertaken; these should typically be

done by an independent function based on the area

of focus (e.g. internal audit, security, risk

management). Supplier relationship managers have

a key role in this process to ensure these activities

are carried out transparently and are viewed as

improvement opportunities for both sides.

An aggregated view of all suppliers in use by an

organization should also be available. We often see

the same third party supplier being used by different

parts within the same companies, due to fragmented

procurement processes and complexity and size of

both organization and supplier. This aggregated view

will allow the procurement function to have a better

understanding of the needs of their organization,

better negotiation with the supplier during contract

reviews and renewals and an overall view of risks

the organization is exposed to from their third party

suppliers.

Points for consideration:

 Implement a governance and relationship

structure that fits your organization and the

nature of service provided.

 Regular assurance reviews with a view of

identifying improvement areas on both sides

should be carried out.

 Aggregate the third party supplier view across

the organization to identify risks, impact on other

areas and share experience internally.

The bigger picture

One of the reasons leaner companies tend to do very

well is because they optimise their third party

network. The way they do that is through getting the

three components right: they select the right

suppliers, they integrate them efficiently and they

manage them proactively.

The three main components of a supplier

management framework need to integrate

effortlessly to ensure best value is achieved from

suppliers and an organization’s ability to capitalize

on what they do well. Joined up processes need to

be in place between all the internal and external

stakeholders in the chain.

We see many companies doing extremely well in one

or two of the areas but not in all three. This is why a

set of policies and procedures needs to exist to

guide each organization’s approach; these should

define the governance and high level expectations,

roles and responsibilities of each of the stakeholders

and establish clear guidance as to how to manage

the supplier lifecycle. Examples we would expect to

see include:

 Procurement strategies

 Supplier selection policies

 Supplier relationship management policies

 Supplier management policies

 Supplier risk management policies.

The shape of the governance policies and

procedures should be unique to each organization
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based on their drivers for use of third party

engagement (e.g. cost reduction, operational focus,

regulation, etc.). The unique requirements of each

organization should define what the third party

supplier framework should look like. One where it is

ensured that all three boxes are ticked should be

what every organization aims to achieve.

How Can We Help You?

To learn more about how KSC can assist in getting

the best out of your Third Parties, please feel free to

contact Mark Child – Partner.

Tel: +44 (0)20 7566 3731

Email: mchild@kscllp.co.uk

The Bigger Picture: KSC Third Party Management Services
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