E-procurement
completes the
circle to address
direct materials
sourcing, with
manufacturers such

as Ingersoll-Rand

already in the loop
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future

hile buy-side e-commerce
systems made their initial
splash by focusing on Web-
based procurement of indi-
rect materials like facility
and office supplies, the next big wave is
going to be direct materials procure-
ment. What’s more—according to infor-
mation technology (IT) analysts such as
Laurie Orlov, of Cambridge, Mass.-
based Forrester Research—estab-
lished e-procurement software vendors
are poised to meet this new demand.
Technology providers that entered the

e-procurement space early have “the
first-to-market momentum and neces-
sary connections to suppliers,” to suc-
ceed at direct materials e-procurement
solutions, says Orlov. One of those ven-
dors is Oracle Corp., Redwood Shores,
Calif., which sees the growing demand
for e-procurement of direct materials as
anatural development—coming full cir-
cle from the focus on materials procure-
ment that historically has been a part
of material requirements planning
(MRP), and enterprise resources plan-
ning (ERP) systems.
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The linking of supply chain and material requirements planning (MRP) system outputs with e-pro-

- curement systems—considered as necessary for direct materials procurement—is anly starting to
take place as of mid-2000. Going forward, additional procurement-related functions will become
standard features of Web-based networks and exchanges.

Marty Weil
Contributing Editor
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“We took a look at how direct materi-
als have been perceived historically. We
found that, particularly after the broad
implementation of MRP and ERP sys-
tems, there was a general belief that the
direct side of the business was under
control,” says Terry Searek, director,

“The momentum has clearly swung to trade
exchanges and XML from EDI,’ John Pilon,
senior manager, Deloitte & Touche.

procurement applications, e-Business
suite marketing at Oracle. “Systems
were in place. Relationships with sup-
pliers were longstanding. Investments
had been made to address this side of
the business.”

As Web-based commerce began to take
shape at the close of the 1990s, the focus
on automating procurement shifted to
indirect materials. Now, stimulated by
the success of e-procurement in cutting
costs for the sourcing of indirect goods,
the focus is turning back toward direct
material procurement.

Analysts generally agree that direct
procurement solutions will focus around
four major areas: automation of
approval processes, collaboration, elec-
tronic payment, and analysis of supplier
and buyer behavior. Internet-based trad-
ing exchanges, and effective integration
to exchanges, also are seen as playing
key roles in e-procurement and other
collaborative, Web-based processes.

According to Gartner, a Stamford,
Conn.-based IT analyst firm, the new ele-
ment emerging in e-Business is what it
calls c-commerce, or collaborative com-
merce. The c-commerce trend overlays
trends such as direct-materials e-pro-
curement, with the entire c-commerce
movement changing integration require-
ments, observes Bruce Bond, a Gartner
analyst. “[C-commerce] has been the miss-
ing element in e-Business so far,” says
Bond. “Exchanges provide the gateway
that is needed between a company’s back-
end systems and the cybermarket.”

John Pilon, senior manager, Deloitte &
Touche, New York, agrees that trade ex -
changes are closely intertwined with

e-procurement. Commenting in a recent
Web-cast about direct materials procure-
ment, Pilon says that, “On-line business-
to-business [B2B] exchanges are a natu-
ral solution to the problems faced by
early procurement business models.”

Exchanges are gradually being
transformed
by the intro-
duction of
enabling
technologies
such as extensible markup language
(XML). Looking to capitalize on such
developments, software vendors and
exchange providers are honing in on
direct mateialse-procurement. While
live deployments are still rare, early
adopters such as Ingersoll-Rand are
beginning to close the loop on procure-
ment by turning to Web-based sourcing
of direct materials.

Technology in transition
Electronic data interchange (EDI)—

considered the forerunner of today’s

Web-based e-commerce—will not dis-

appear overnight, but increasingly,

enterprises will embrace XML. “As
companies evaluate new investments,
and large enterprises go through strate-
gic supplier initiatives, the momentum
has clearly swung to trade exchanges
and XML from

EDI,” says Pilon.
XML will replace

proprietary EDI for

direct materials
procurement. But it
also represents an
extension of EDI’s intentions, accord-
ing to Pilon. “XML puts the rules of
engagement into a public format,” he
says, noting that even EDI-intensive
industries are moving in this direction.

The reasons for this are many and
compelling:

® XML provides an open standard for
client-based validation.

@ XML documents can contain valida-
tion (i.e., be self-validating) or be
based on public metadata for easy
validation.

Trade exchanges are
closely intertwined with
e-procurement.

® Unlike EDI, XML does not require
systems to be specifically pro-
grammed to validate transactions.

® XML is starting to be included in stan-
dard Web browsers (e.g., Microsoft

Internet Explorer 5.0 and greater).

“XML fosters an environment for rapid
public formulation of metadata, for a
wide variety of transactions,” says Pilon.

This is significant. Standards can be
proposed and published on the Internet;
and if usage levels reach a critical mass,
these proposals become de facto stan-
dards much more rapidly than do com-
mittee-driven standards, such as those
pertaining to EDI.

Just as important, XML’s open struc-
ture encourages broad participation.
By contrast, EDI is typically limited to
a few highly repetitive transactions
(e.g., planning schedules, just-in-time
shipments, advance ship notices and
acknowledgements, and purchase
orders). It’s also based on expensive
technology and proprietary soft-
ware—exacting a high cost for entry
and participation.

While some have touted using EDI over
the Internet as a means of cutting a few of
these costs, Pilon sees that approach as
having very limited value. “There are
problems with EDI over the Internet,” he
says. “Most importantly, EDI transac-
tions still are not self-
validating  when
moved over the
Internet—and they
don’t support the col-
laborative process.”

Enabling collaboration

The Web has provided an inexpensive,
open, real-time means of collaboration
that didn’t exist under EDI. Commenting
in a recent Webcast, Bob Thibodeau,
director, new products, at Carpinteria,
Calif.-based QAD, says collaboration is
essential for management of the many-
to-many relationships that today perme-
ate the enterprise. “Collaborative appli-
cations are an ideal mechanism for
handling the complexity and volume of
information moving through today’s
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—e-Business

Wc can’t help reading in
the press—you’re read-
ing this in fact—about how
some Internet start-ups have
failed. Does this mean it is
the end of Net businesses

and day traders?

The reality is that over the
last two decades (or more),
about 70,000 new businesses
are created each year in the
U.S. alone; and about a third
fail in the first year; another

third in the second. And the
ones who survive go through significant changes in their
business model before they hit some kind of milestone that
indicates success. So, it is normal in the course of human
events to have some, in fact, large amounts of failure.

Most of my customers, though, are deeply concerned
about NOT FAILING, and naturally are all trying to under-
stand what makes a successful model on the Web. Needless
to say, the Web is evolving quickly. We are becoming quite
sophisticated as customers, trading partners, and armchair
observers about the elements of the Web. And the soap
operas and court stories on Napster et al continue. What can
we learn about all this?

First, Web thinking is fundamentally different than the
physical world. And as new generations of souls are enter-
ing the working world—as your employees, your planners,
your information technology (IT) people, or your new
boss—they will deploy this way of thinking into every
aspect of business.

I recently taught what I thought would be a stodgy gradu-
ate class in logistics. The focus moved from supply chain
optimization to peer-to-peer commerce over the Web a la
Napster, which bypasses the traditional modus operande of
the business process. These students believe extensible
markup language (XML)—the universal language—would
allow the rapid and dynamic creation of business logic to
create dynamic trading, dynamic supply chains. In a matter
of minutes our estore will link to your logistic hub to sup-
port the type of delivery mode the customer wishes. This
group, who is now working in the logistics departnets in
your company, saw peer-to-peer as the model to emulate.

Second, value tenants must rule—Ilike all good business-

es. Understanding, in financial terms, what does it really
cost to create brand and acquire customers; what is the cost
of customer retention, service, and fulfillment; and how to
build and adapt as expectations for the business grows, was
not truly understood until recently. The investor model
focuses only on one side of the model—eyeball charts. But

By Ann Grackin

The Internet grows up...a little...

Armani did not get his reputation for quality overnight.
And Napster with an astounding 20,000,000! users, and
AOL with the average minutes-per-month of user connect
time over 400 minutes! haven’t really figured out what to
do with that accomplishment/asset—the attention of huge
base of “customers.” But they will.

Third, the Web is a community. Communication is open
and bi-directional. eBay has been feeling the pinch of late,
with Web-vocal customers who are working hard at redi-
recting their exchanges to other sites. Now an eBay user
who purchases items for $150 (by the way, it is more like
an addiction site with some buying thousands) may use
another site for buying little figurines. But that is dwarfed
by a large industrial procurement of five million. In that
world, the game could be over with one bad reference.

The Web is about completeness. That sounds like one of
my third grade metrics, like attitude and penmanship. Con-
tent and fulfillment—industrial strength catalogues, cus-

Needless to say, the Web ‘omer databases, and

: i % real-time product

is evolving quickly. We availability; e-choice,
. : e-track and e-pay-

are becoming quite

sophisticated as

ments, should also be
easy and protected.
customers, trading

These are not well
supported today and
will lead to failure if
not addressed. Obvi-
ously, Napster uses
your content. Recent
business-to-business
Web sites have taken a
similar approach by setting-up marketplace-to-marketplace
services linking content and processes including financial
management, escrow accounts, and settlements, to protect
buyers and sellers both.

So, Shawn Fanning—18-year-old founder of Napster,
recent cover of Fortune, Web star—of the industrial world
will allow us all to bypass Dell, Cisco, Weyerhacuser, GE,
and reach deeper into the supply chain. That will redefine
how our world will work. Today, some businesses and indi-
viduals have clearly been able to bypass traditional
providers to reach into the source. Today, I do not visualize
building my own airplane, though, but it must make you
think where the Web will ultimately take us. Hey Shawn,
can [ work for you?

partners, and armchair
observers about the
elements of the Web.

Ann Grackin is a member of the Avicon Group, a Newton,
Mass.-based consulting firm that develops Internet
business strategies. She can be reached through
Manufacturing Systems or via e-mail at:
agrackin@avicon.com
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