Lecture 29: Supplier Management
Learning Objectives:
1. Discuss the importance of supplier management in IT services

2. Identify the main points in the suppliers’ life cycle at which proactive supplier management is required.

3. Discuss the process and context for the management of the procurement of IT systems and services.
Introduction
Much of the work of IT service involved the use of software and services purchased from outside the organisation, rather than delivered inside.

Hence any IT services department is dealing with a range of suppliers.


Software vendors


Network suppliers


External support services.

IT services must manage the supplier throughout the supplier life cycle:
Supplier selection and procurement of products and services.

Contract negotiation

Implementation and start-up

Defining SLAs

Monitoring and measuring

Dealing with problems

Vendor development

Termination.

This requires the development of a good supplier relationship which is

Open and understanding

But based on good business practice and measurable outcomes

Proactive on the part of the IT services (the customer)
Reacting rapidly to changes and problems.

We must be able to:

Challenge suppliers prices

Define and measure supplier quality

Develop innovations by the supplier

Protect  IT services against supplier failure.

IT Procurement
IT Procurement requires good project management.

The purpose of procurement is to produce the most appropriate software for the task within the organisation.

Might not be perfect or the best but will fit the task.

· 80 / 20 rule : 80% of the usage of an application involves only 20% of its functionality.

 

Steps in the Procurement Process

These steps are defined for procuring software but can equally well apply to procuring  a service such as network maintenance, or a service from an ASP, or outsourcing the entire IT services. 


[image: image1] Produce operational requirements (OR) document. Produce a document for potential suppliers that define what we expect from their information system. 

[image: image2] Decide criteria. Identify what mandatory and desirable properties of the system will be used in its evaluation, and decide how these will be measured.

[image: image3] Receive proposals from suppliers. Suppliers request a OR and send in a proposal which describes their system and show how it will meet our requirements. 

[image: image4] Evaluate proposals against criteria. We examine the written proposals and see how they match up to our requirements.

[image: image5] Produce a Shortlist. We reduce the potential systems to the two or three best candidates.

[image: image6] Enter into negotiations with suppliers. Short-listed systems are subjected to greater scrutiny, including, site visits, demonstrations, and trial runs. Discussions are held with suppliers to determine exactly what they will supply in terms of management support, implementation, warranty, upgrades and technical support as wells as the software itself.

[image: image7] Issue Invitation to Tender. Once we have agreed content and process with the short-listed suppliers, we issue an invitation to tender. Suppliers reply with a price for the system.

[image: image8] Select system. We make our final choice based on price, functionality and service.

[image: image9] Negotiate Contract. The exact details of the contract are then negotiated with the selected vendor. For example, there may be separate acquisition and maintenance contracts. This process can take several months.

[image: image10] Implement system. Once the system is selected, we move onto it implementation. This will involve managing the supplier.

[image: image11] Carry out post-implementation evaluation. Did it work? What problems occurred in selection and implementation. Is the system delivering the benefits which were promised?

 

 

Evaluation

 

We have decided what type of system we want, we must evaluate the available candidate systems.

 

Identify requirements

Decide criteria

Measure systems against criteria

 

Requirements

 

Must have the correct users involved.

Evaluation team :- IT specialists

Operational users

Management

Finance

A learning process.

 

The Operational Requirements Document (Also known as Needs Specification or Statement of Needs (SON))

 

The result of requirements gathering will be an operational requirements document which defines the system’s requirements in such a way that suppliers can respond to.

The following lists the contents of an OR for a major system:

 

Background, scope

Overview of general requirements for application software and hardware

Statement of mandatory requirements:

Principle mandatory requirements

e.g. :The system MUST ...

Differentiate from desirable requirements

Business Description

Business Objectives

 

Technical considerations:

existing systems

standards

‘feeders’

User populations and their requirements

 

Functional Description:

Outline design

Data - entities, data items data by function

reports

functionality module by module

system access control

menus

interfaces, data capture

audit trails

system management and administration

 

Hardware requirements

System software

Recovery

Communications (networking)

Error handling

Upgrades

 

Performance

defined and measurable

workload definition

Reliability requirements

 

Development requirements

tailoring

 

Testing

Documentation

Training

Project management

Implementation support

Maintenance

Warranty

Format of response.

 

Problems

 

Communication - within the team

Change - of requirements (Prototyping)

Lack of creativity - of users

Scope creep - unnecessary extras that detract from original requirements

Deep requirements - political need for requirements

Requirements documentation

 

Criteria

 How do we work out which is the best system or service?
We must define some criteria to judge the candidate systems or services on.

These should be traceable to benefits.

Planned goals -> Planned benefits -> Requirements -> Criteria -> Acceptance -> Delivered benefits -> Delivered goals

 

Criteria derived from requirements: 

In a Measurable / visible form.

And Weight criteria according to perceived importance (weighting done by whom ?)

Systems which fail minimum performance are screened out.

Remaining systems are scored against criteria.
Knockout criteria should be considered which eliminate bids if they are not met.

Criteria Bias

Criteria bias - over emphasis on one criteria (unimportant issues of cosmetics rather than business functionality)

User bias - criticism of IS for not doing task it wasn’t meant to support.

Political or social bias. One department defending its choice against another for political or infighting reasons.
 

Avoiding bias.

 

Set criteria at correct level (weighting)

Remove (downgrade) cosmetic criteria

Select best evaluators

Provide for impartiality (but retain responsibility)

Decide on objectives

Focus on exact questions

Focus on specific tasks

Make sure evaluator is representative of user group

One way of avoiding bias is to employ external consultants to carry out the scoring and weighting.

Selection

Shortlist tested according to criteria

Reduce to two or three

- site visits

- demo’s

- test runs

Enter into a detailed relationship with 2 / 3 suppliers based on operational requirements compliance + service details + contractual obligations on both sides.

Document this : Invitation to tender on basis of agreed memorandum of specification.

 

Conclusions and Comments

 

IT Procurement is a difficult task which needs proper management.

Take into account social and cultural factors 

Benefits must be managed and delivered.

Evaluate supplier as well as the software.

Concepts
Procurement, Supplier Management, selection criteria.
Questions
Activities
Case Study: Hospital Information Support System Evaluation at Eastcester General Hospital

In 1995, the IT department of Eastcester General Hospital (EGH) undertook a major procurement exercise to invest in a hospital information system (HIS). HIS is a large information system that encompasses the major business processes within a hospital. HISS was part of a major investment in information systems that included the installation of a networked infrastructure and the development of computer support services. The Chief executive, the Clinical director and the IT manager had developed a vision of a seamless, 'one stop' information supply within the hospital. Rather than there being many different systems, there would be one major integrated system providing all the information required about each patient. HISS was to be a major element of the information system strategy.

The selection of a HIS was seen as a major exercise. As such, rather than every hospital going through the exercise, EGH formed a consortium with Eastcester Central Infirmary and Westcester City Hospital. This brought together staff from three hospitals in the procurement exercise. While the hospitals had different cultures, the business processes concerning patient management were basically the same. Each hospital provided a project manager and information systems and technical specialists were added to the procurement team. The evaluation team also contained representatives from various disciplines including nursing. 

The first step in evaluation was to develop an operational requirement. This involved interviewing some 600 people. A standard form was used to analyse what they did and where they needed information support. The form was part of a HIS procurement guide provided by the central NHS information management group. The interviewing stage included the identification of possible benefits of HIS. 

A request for proposals (RPF) was placed in the European Union procurement journal. This was a prerequisite for public sector procurements over £70,000. Respondents had to provide a company profile and pay £50 for a copy of the operational requirement. A large number of replies were received, some of which were singularly inappropriate for the job. The RPFs were evaluated and scored using a criteria list. 

The evaluation team met and everyone scored every document. While there was variation in scores, the team had agreed priorities and a consensus was reached on which proposals should be investigated further.

Non-runners were eliminated and the field was reduced to 12 companies. These were to a large extent self-selecting since they were the RPFs that met the mandatory requirements and passed a fitness threshold that enabled them to be considered further. This evaluation was a paper exercise based on the submissions of the companies. 

The next step was to examine the systems proposed by the 12 companies. Full demonstrations of proposed systems were seen by the teams. The demonstrations were held in a hotel over three days. The team concentrated on the user requirements and developed a detailed evaluation script by which to score each demonstration. A marking scheme was decided on beforehand. Criteria were defined and made clear to the vendors. It was considered important to make to the process was whiter than white, so that decisions were auditable and justified and that everything was above board. All expenses were paid by the hospital consortium. For example, visits to parent companies in the US at a later stage of the project were paid for as were necessary meals for the evaluation team.

Systems were scored for each requirement as to whether they met the requirement fully, partially or not at all. While the focus of the evaluation was technical , note was taken of the characteristics of the vendor companies. Were they friendly, honest and personable? How did they deal with questions? Some of the vendors were strong in different points and it was clear that a compromise would be required. None of the systems would meet all of the requirements.

As a result of demonstrations, and subsequent discussions with vendors, the shortlist was reduced from twelve to three. There were various reasons for the elimination of nine suppliers. In some cases too much functionality was missing from the system. In others, the company lacked experience in healthcare. Some systems were more designs on paper than actually implemented. It was stipulated that suppliers had to have some experience of HIS and have UK-based sites. This eliminated some suppliers who were selling systems for the US healthcare market which were untried in the UK.

The next step for the three shortlisted suppliers involved site visits. The hospital consortium wanted to identify existing sites which were similar to their situation, with a similar mix of clinical work. Suppliers tended to offer small specialised units where the small problems guaranteed the success of the system The suppliers picked two reference sites and the evaluation consortium picked one of its own choice. The consortium wanted to understand how the system operated and see it in action, warts and all, preferably in the absence of supplier representatives. Questions were asked at the reference site such as: what organisational change was required to adopt HIS? How were people trained in its use? What support did the supplier provide? What technical problems were encountered? The consortium wanted to get under the surface of the implementation and enter into a frank discussion with reference site staff. Site visits were marked on the basis of a list of questions. For each candidate system, this involved long days at three sites. The results of these visits were combined and issues identified.

Following site visits, the evaluation team visited the suppliers office for further demonstrations using application scripts. These scripted demonstrations allowed the evaluation team to follow through exactly what the system would do in different situations and ensure it would support the business processes. Further issues and questions were raised for the supplier to answer. For one supplier there were 172 questions generated.

Once the questions were resolved - a process which took weeks - detailed negotiations were entered into with the suppliers as to exactly what would be provided in terms of hardware, application software, technical support, training and project management. It was a requirement that the supplier would provide an on-site project manager.

At this point one supplier was lost from the race, primarily because it was seen that the requirement for new development in order for the system to meet the team's expectations was too high. 

Negotiations with the remaining two suppliers continued and schedules to contract were set up which defined exactly what the suppliers would provide down to the last detail. The aim was to avoid any post-tender negotiations if possible. At this point things were hotting up to such an extent that timetables for document turnaround were defined so that neither supplier would have any advantage through their documents being received or returned first.

At the end of the negotiations, the suppliers were invited to tender. This involved defining the price for the system, appropriately broken down. The evaluation team defined a spreadsheet system by which the tenders would be evaluated. The suppliers were told how to present the information so that its would fit into the spreadsheet and the spreadsheet was registered so that, once defined, it could not be altered. This made it clear to the suppliers that the evaluation team would not change the rules once the tenders were received. The final selection was to be made on cost. However, if the difference was no more than £60,000, then the added value provided by the supplier would be evaluated. It was necessary to make the process as transparent as possible. Problems emerged within this stage because the suppliers used different financial years. There were some minor post-tender negotiations before the contract was finally awarded and the HIS project moved into its implementation phase.

Problems and delays were experienced during this evaluation project. Since the project was so large, a business case had to be submitted to the UK Treasury for approval. This resulted in six months of waiting and reduced time for evaluation once approval was given. This time was used to develop organisational readiness for HIS. The business case demonstrated the benefits of HIS to the three hospitals measured in terms of staff saving and redeployment, increased throughput including reduced waiting lists, quicker pathology results, reduced form filling time and reduced hardware maintenance costs. A group was formed whose task was to trace benefits and assure their delivery. Focus groups with the clinical directorates identified benefits which were reported quarterly. However, it was considered that the delay caused by the UK Treasury cost £400,000 in benefits. 

 

What are the advantages of forming a HIS evaluation consortium?

What is the value of using a generic evaluation guide provided by an external body such as the central NHS information management group?

What are the advantages and disadvantages of advertising a request for proposals widely?

Why were demonstrations held at a hotel? Was this the best way?

What should you do if no supplier reaches your minimum requirements?

Why did the evaluation team pay so much attention to making the evaluation process transparent and well-audited?

How might you reduce the timescales of this evaluation exercise?

 

Reading
