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Abstract

Mexican enterprises need to have supply managemedels with which they can get a more competitivarkat
position, optimize their resources and systemdlie& purchasing processes.

Such models have to be based and grounded on etepgovernance principles in order to achieve alaf the
operating strategy, based on the organizationai®jlmission and objectives of the companies.s @ows them to
adopt tools to optimize their resources, achieveenttansparency and quality in all their processeaking them
more competitive and flexible.

Although it is true that all enterprises operateairifferent way, there are certain key consideratithat when
implemented they strengthen any company and mae transcend.
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Introduction

The lack of an adequate supply management systesonie companies can cause a significant wastesotirees,
which has a negative impact on their competitivendis order to avoid this, they need to adopt pansncy
practices in their purchasing processes and stestegp as to make them reliable and profitable.

Thus, if Mexican companies apply supply managerhaséd on corporate governance principles, theyowitible to
optimize their resources and increase their mathete both at the national and international levels



Some of the main advantages companies get fromuatidyy managing their supply chain and in the pssce
fostering a relationship with their suppliers asignificantly improving their internal and exterrialage, saving all
kinds of resources, improving quality and serviedinal consumers, optimizing their purchasing msses, which
translates into increased profitability and produitt.

In addition, it is of the utmost importance thatrgmanies be ready to meet market demand, even wigancertain
and variable, since this will make the differeneéveen different companies, this will also promzistomer loyalty
and fidelity.

It is necessary that concepts that are closelyterglavith this issue be integrated; concepts sucinfasmation
technologies (IT), purchasing strategies, co-mdlprgbusiness partners), internal control systecmtinuous
improvement, quality and competitiveness, strategind structures for short-, medium- and long-teetivery,
supplier selection, evaluation and certificatiorogasses, transparency strategies and multi-critedecision
making, among others.

It is worth mentioning that by implementing purcimasprocesses that follow real requirements of camgs and a
win-win relationship across the entire chain vathe, competitiveness of organizations can be isgga

On the other hand, a company must direct its effturtthe creation of different plans that allowoitstrengthen the
company and the economy of the country wherelitaated achieving in this way sustained and expargiowth.

We can no longer think about the success of a coyjiself, today we need to think of making strategjliances
with all business partners (suppliers) in ordemgémerate value in and across the entire chain \ahaerelated
processes, which will make companies consolidags tine.

This paper analyses the way companies can impleraehealthier supply management that provides high
performance to their processes and helps buildmtblat allows them to adapt to any market.

Some tools are presented that can help companigs selection and certification criteria for theurrent suppliers.

Note that the more communication, technology aegilfility are available in supply chain procesdes better the
results obtained through its management, sincewflisallow it to integrate in accordance with tlmernal and
external conditions of the company, providing adagas against its competitors.

A company becomes more consistent when it acts saitial responsibility and quality in its procesdéerefore it
should always ensure that its day to day actioescansistent with the social needs and the wehdaeif its
customers (both internal and external) so thahéirtminds it is positioned according to the besefind positive
contributions it offers.



Supply Management

To define the concept of supply management, ietessary to previously analyze the following str&am

1. The main objective of the supply chain, whicltading to Abebe & Elmuti, (2005) in the article FFO
Reshapes the Global Supply Chain”, is to “creatgimam value at the lowest cost possible for thescomer”.

2. The concept of supply chain, which these autdescribe as a group of three or more companiesttirlinked
by products, services, financing, and informatiwhich operates to join supplier, producer and itigtor in a single
process.

3. Regarding logistics, they describe it as a kmy} for supply-chain management, it helps plan arghnize the
movement of materials and products to and from kengpand customers. Furthermore, it also guarantbe
accurate delivery, accurate shipment of the prppaducts in the right places and at the planneddim

From what is mentioned above, we can concludeahatof the key activities of the supply chain (whforms part
of the chain value) is supply management.

It is based in certain tools, like logistics, inder to manage and link each supplier providing rtregerials and
services used in acquisition processes, so thakethét is to satisfy all the expectations of tine-eonsumer in due
time and manner.

Figure 1 summarizes the position of supply managémehich lays within the activities and procesties form the
supply chain and thereby the chain value as a ctitimpestrategy to provide improved benefits andutes to end-
consumers. This management uses logistics as totomdnage the related information between thetmdiorigin of
materials and services and the point of final comstion.

VALUE CHAIN

SUPPLIER MANAGMENT

TABLE 1. LOCATION OF THE SUPPLIER
MANAGEMENTWITHIN THE VALUE CHAIN

SOURCE: PRODUCED BY THE AUTHOR




Although it is true that companies have modelscedares and standards to manage the relationstiipstheir
suppliers, there are also companies that wasteeaadnmous amount of resources (material and humaay gear
because they don’t have adequate strategic plan®oge of them use control systems in their supied
purchase selections that are not consistent irsdipglier selection and purchasing processes, $adhtbamage it
projects (both internally and externally) has a ateg impact. The foregoing, puts their transpayepolicy,
credibility and trust in the value chain at riskngrating conflicts of interest and affecting tise/abuse of company
assets.

Advantages of Proper Supply Management within the Supply Chain

Effectively and efficiently managing the supply chaan make the difference for a company to be aitipe,
profitable and to provide such a satisfactory abid respond to customers that helps positiorifitsgd win their
fidelity.

When a company fully understands on the one hamdetl needs of their customers (knowing the maagkeatell as
the demand) and on the other hand is aware ti@kctivities, capabilities and limitations thatieigrate the supply-
chain processes, it can help it have a safer, efficient and responsible operation.

Having an open communication as well as flexiblecpsses enables companies to control the volaglitg
uncertainty produced by the internal and extermalirenment, to optimize the resources and to makgeb
decisions.

When we know exactly every process or activity lmed in the supply chain, we can define certaiategies that
continuously improve its quality in order to makéncreasingly more profitable and competitive.

According to Santamaria (2004), in the article ‘Beasclass Supply Chain”, the integration of thepgly chain
synchronizes all participants (suppliers, manufacty distributors, brokers, employees and shadens) in order to
meet real and concrete customer nedd® final objective is to establish strong commatian and trust bonds
among the participants so that they function eiffety as fully aligned organization in order to impize processes
and fulfill wishes, desires, needs and preferenféise final consumer.

Currently, this management must be supported yrmition Technology (IT) which, according to Abeb&Imuti
(2005), helps coordinate interorganizational atiési Integrating IT to the supply chain resultingcollaborative
planning, forecasting and replenishment processes.

Based on what Santamaria (2004) mentions, Int¢enfinology is generally used to allow a perfectiiegrated
exchange of information, goods and services acooganizational boundarie3his creates closer relationships
among all the steps of the supply chain to deltlierproduct, in the right place, with the right ttaad at the right
time.

It is worth mentioning that the integration of thepply chain places the companies that know homatalle it in an
advantage position, increases their market shat@anids unnecessary losses.



Another important advantage of correct supply-cha@nagement is that by having the information ndeaied
precisely knowing the needs of the customers thet by to manage inventories, avoid cancellatioaduce
unnecessary storage costs and improve the relhtpasth suppliers, who should be viewed as comiaépartners
can be better forecasted.

A well planned supplier management can standanglirzehasing procedures, by analyzing real needsotf the
company and its customers (end-consumers). Thisthit purpose of integrating the supplier with¢benpany as a
business partner. To that end, it is necessamlki®into account certain issues, such as:

1. Total cost of supplier selection.

2. Total cost of quality and services offered.

3. The cost associated with the degree of commigaccountability) that the supplier offers to iulivhat is stated
in the contract.

4. The cost of the risk shared by the supplietliiisaprocedures to execute the contract.

5. The cost of other considerations and commeotialpetitive advantages offered in order provideefiento the
end-consumer.

All the points mentioned above help and providgsificant benefits to design and develop bettecpsses to act as
business partners (between supplier and customdrjnathis way stay in the market longer, on thedime- and
long term.

Information Technology: an Essential Role for the Synchronization of Activitiesthat Create Valuefor the
Company

Following what Santamaria comments, the use ofrimébion is essential for the coordination of ati®s.
Therefore, success is based on the intelligentoéigsformation. Supply chains evolve constantly@ding to the
constantly changing environment (market and custoreeds).

In addition, he also mentions that supply-chain aggment involves flow of materials, information dimhncing
across an entire network of clients, suppliers, ufeturers and distributors.

The following paragraphs describe the elementsfidnrat each flow:

< The materials flow includes the physical flow ofbgucts through the chain, from suppliers to
customers, and the flow of reverse activities thfoueturns, service, recycling and product
elimination.

< The information flow includes the transmission oders and delivery status.



% The financial flow includes credit conditions, pagmh programs and consignment and property
title agreements.

Coordination and integration of these flows withive company and with other companies are critical the
effective management of the supply chain, whickely important for the creation of value.

On the other hand, information must be shared atdoe and manner with the relevant stakeholdedsvdti those
involved in the procedures. Although it is truetthize lack of an open and flexible communicationyrmoause the
failure of any organization, inadequately sharinfpimation or sharing it with the wrong people nti¢ggad to the
same problems, since this information could be uagdinst the businessman and/or for the benefihisf
competition.

The use of information technology has lead to theation of many programs and tools that foster cernaral
intelligence and help businessmen make betteridasisachieving higher impact in their markets.

Nonetheless, Bob Violino (2004) in his article “Efying Supply Chains” describes that there are s@mmmercial
and technological elements which are key to theagament of the supply chain, such as:

Visibility: Knowing exactly which is the place, pten, characteristics, inventory, etc. of the pwots handled by
the company and providing a complete follow-uptafttinformation. Likewise, it also helps to havét&evisibility
of where the company stands at that time, whichhedp create business strategies that positionatlaader in front
of its direct and indirect competition.

Lack of communication: Effective collaboration agsimess partners is one of the key elements toeaehihe
successful optimization of the supply chain. A istsaid about on-line collaboration, product staddation,
extranets and similar efforts to exchange infororattlectronically among supply chain partners. 8oparently,
this is not as common as it should.

Integration deficiencies: A truly effective suppiain management requires rigorous supplier integraystems.
However, many companies have not given the negessgrortance to this urgent need. It is clear thatter
integration with suppliers and other business pastrwill be part of the tool development agendanwny
companies that are trying to create more efficénuply chains.

Being at the level of expectations: Evaluating éffectiveness of the supply chain is something yeveanager or
leader should constantly do to understand the keniefprovides for the generation of new clientstention of
existing clients and differentiation from competiti

Budget reductions: Within the supply chain, infotima technology is an essential part of the businasd a
corporate priority. It also helps the company to lmyond, covering not only customers and suppliet, all
partners involved in buying and selling products.

He finally comments that some of the informatiochteologies that help, foster and strengthen thelgughain are:

Order processing and dispatch programs, invent@gagement programs, electronic data exchange aRdaBR
Web portals. A small number of companies have impleted commercial intelligence, on-line collabanas,
performance management, logistics planning andvaoét programs, collaborative product informatiomagement
programs and radio frequency identification (RFID).

The problem this technologies face is that many pamies don’t have the resources (material and hyrwan
implement them and turn them into a competitiveaadiage that generates important benefits in theiumedand
long term.



Corporate Governance: Triggers Trust, Transparency and Cooper ation

According to the Organization for Economic Cooperatand Development, OCDE (2004), the Principles of
Corporate Governance are an “instrument offering-loiading standards and good practices as well gisidance
on implementation, which can be adapted to theipeacumstances of individual countries or reggd.

Likewise, quoting Cruz, Ret al (2006, p.13-14) “corporate governance is the mashathe shareholders have to
counter-balance and guide business managementder ¢ ensure the right efficiency levels and t@rgntee
quality, opportunity and the right information simar level about the financial and operating cowdisi of the
company. The counter-weight is a strengtheninghkaidncing action that prevents important decisioo being
taken by just one person, but rather in a multiglstary decision forum: the Board of Directors.”

In consequence, we can say that implementing catp@overnance practices in a company requiresrnandmnent
that must be planned, managed and supported byaeim a position to influence or make decisions.

Such practices should be previously analyzed asclidsed by a group of people with experience fierdifit areas
of the company and who are involved in the procesetated to the supply chain. This should be deitlke the

intention of enriching and providing added qualibyevery decision made and to manage the increceseakity,

efficiency and effectiveness in the activities te performed, to achieve the best possible sociphénhand a
successful economic and financial position witthie brganizations.

To be able to get the participation of everyoneoimed in decision making, it is important to keepogical and
sequential order of all the processes and actviperformed, along with command lines and respditigb, to
promote good coexistence, respecting the hierasahgablished by the company, without creating dusecy or
submission.

It this is not achieved, a real change in all tlenpany and the necessary capacity of responsehaitily
consolidate.

Figure 2 shows a scheme of how information shoidav fwithin the organization, so that the guidelireasd
standards can be implemented in the most efficieyt
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FIGURE 2. HIERARCHY LINE

Considering everything mentioned above, we can thay the expected benefits of implementing corporat

governance principles are:

FOR THE DECISION MAKING

COMPANY

INDIVIDUAL

Transparency in processes and information

Creafi@nsense of belonging

Credibility and trust

Enjoyment of work

World-class image

Identification with the company

Flexible and efficient procedures

Motivation to wavith quality

Peace-of-mind  for involved

environment)

everyone (wol

riEull knowledge of every activity and process to
performed

be

Taking advantage of available human capital

Comngtaming

Fast, real-time communication

Consensus betweesopal and corporate interests

Agreement of shareholders

Development opportuntighin the company

Decision making that is agreed between sharehol
and directors

deévsrking responsibly, taking care of everyong
interests

v

Competent organization design ...

Being more competitive within the activities
perform ...

to

Therefore, it can be said that companies shouldatripcus on the human side, providing their pensbmwith the
resources (both human and material) needed to atiyuperform their functions. In this way they iwiéel
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motivated and will work to achieve a personal anofgssional development within the framework of fijadpility
and transparency, which will be reflected in thedurctivity and competitiveness of organizations.

It is also vital to look after the interests of sftaolders, avoid bureaucratic and impractical psses, foster fast and
active communication and come to a consensus dheunterests of all the stakeholders in orderctueve the core
objectives of the business.

Cruz, R.et. al. (2006, p.13) define the implications of corporgta’ernance within organizations. This is done in a
practical way, since once it is applied the compaatyonly needs a board of directors, it also ddpam the course
of action followed by companies to manage with gnity, transparency and efficiency; values thatueasits
subsistence and growth.

To accomplish this, it is necessary that both tlemivers of the board of directors and the leaderslaar on the
requirements of the company and can quickly addregslisagreement.

On a final note, it is worth mentioning that thdanpiples of corporate governance help companieseptahe
interests of their shareholders, avoid unethicallegitimate negotiations, foster continuous feaclband come to a
consensus about the interests of all the staketwid®rder to achieve the core objectives of theiress.

Development of Competitive Supplier M anagement Based on the Cor por ate Gover nance Principles

Analyzing the advantages of correctly and competiyi managing the relationships between compamestiaeir
suppliers, we can see that the results becomer lsettemercial terms (including: price, quality, Seey delivery and
collection times).

In addition, there are other factors promotingralisupplier relationships, such as the promotinglky and fidelity
bonds, respect, commitment and real concern aheut¢ll being of a business partner, among others.

Having a healthy relationship with suppliers helpsolve differences for both parties.

Finally, the objective is to have both parties tis® most convenient tools to overcome these diffegs, place the
company in a better competitive position and t@able to differentiate it from its competitors, ndyne

Supplier <+—» Customer

Sharing a balanced (healthy) relationship, as aghaving open communication in both ways

Now, if we additionally apply the principles of parate governance to supplier management, thisbeilleflected
in competitive business opportunities for the comypaWhen transparency and business ethics strategie
implemented, linking the interests of all the stakeers (shareholders, directors, creditors, seppland other
collaborators), we promote the generation of ecaa@nd financial advantages and the creation afbaust, more
profitable business structure.
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Discussion

Today, companies have to plan, execute and cathieal processes, which should be aimed to providenapetitive
supplier management. Such processes should trgnpdement better corporate practices that help obmvery
activity and make it more efficient. It is essehf@ the company to be as flexible as possible @nkave the best
capacity of response to its environment (intermal external) in order to get the desired resultgsie shareholders
and directors.

In order to achieve this, the company needs to kaole that help evaluate every procedure involvetthe supplier
management. Everything mentioned above should bedban the ability of companies to meet their nequents
and supply the necessary products/services. Haamagsharing truthful and timely information will miinize the
potential operating and administrative risks sunding said management.

The following tool proposes a methodology to idigntind rank the priorities the companies may havieo are
responsible of performing them and in which stethefprocess they are.

Following, you will find an example of this tool:

CRITERIA TO BE PROCESSINWHICH IT IS PERSONSIN CHARGE OF THE
ANALYZED INVOLVED PROCESSES
Purchasing quality Inventory analysis Pedro Reyes L. (Marketing)

Request for materials Ulises Ramos C. (Acquis#)o
Order reception Joaquin Alvarez B. (Warehouse)
Delivery verification Lourdes Cyma B. (Warehouse)
EDI registration Patricia Lopez P.(Warehouse)

Date: 14-03-2008 Elaborated by: JEB Next revision: 14-04-2008

To be able to apply this tool, we should first ck®ahe main criteria that the company needs tatsalel manage
the relationship with its suppliers, applying aralesation to analyze if the requirements are fadllat the level
required by the company.

Next we provide an example of how a company caacseuppliers who sell steel for the productionhefvy
machinery.

First we analyze the suppliers available in thekaafsupply study) and interview each of them. phaposals they
send are received to finally call for an acquisittender and enter into contracts with the winrgagplier.

11



In this example, the most important criteria thet tompany will evaluate to decide if a supplieli gt the contract
are the following (it is worth mentioning that tlkesriteria should be established by each compasgdan its most
important requirements to be the best and most etitive in its market):

< Steel should meet certain minimum quality charésties

< Price should be competitive in the market

< The supplier must have experience with the prododtwith handling its logistics

< Delivery times should meet the requirements oftibiapany

< Payment should be made 30 days after the supmimeds the product

% There is a penalty for not delivering on time amahot paying on time

% The supplier is in charge of delivering the steeéfof all liens, burdens or taxes

% There is a significant delivery volume (this beaawstorage costs are low and the cost of not
having the steel in time and manner is extremegihi

To evaluate these 8 criteria, we need to form akgrmup (with experts: assembly technicians, lawysranagers
and contract operators) which will weigh each cidteaccording to the importance it has and theciefficy it
provides to the company. This is done through aeftilscale (statistical model) and based on thag¢raiit is
analyzed and evaluated to select the supplieighztter qualified.

Analysis of the degree of compliance by supplier:

The degree of compliance is evaluated by the workgrbased on the documents provided by each sugfiier
technical and economic offer) as well as the acdatad experience of the market and the resumeeo€dmpany.
The score is analyzed on a 0-100 statistical madsdre O is the lowest score and 100 is the highest

Next we calculate the average of all scores foh&aiterion (made by the workgroup) and a final Samade.

CRITERIA TO EVALUATE Supplier 1 Supplier 2 Supplier 3
Characteristics (quality) 70 60 25
Competitive price 65 40 15
Experience 90 65 80
Delivery time 45 65 60
Payment conditions 85 95 75
Penalty for non-fulfillment 85 50 20
Free delivery 45 45 85
High-delivery volume 30 65 90
TOTAL of the scores given by the 515 485 520
workgroup  while evaluating the

proposals
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TABLE 3: Criteriato Evaluate
Source: Produced by the author

At first sight we could say that Supplier 3 is timest efficient, because its score was the highémivever, if we
consider the weight of each criteriove see the following:

CRITERIA TO EVALUATE Supplier 1 Supplier 2 Supplier 3
Characteristics (qualityd0% 14 12 5
Competitive price20% 13 8 3
Experiencel0% 9 6.5 8
Delivery time10% 4.5 6.5 6
Payment condition$0% 8.5 9.5 7.5
Penalty for non-fulfillment0% 8.5 5 9
Free deliveryl0% 4.5 4.5 8.5
High delivery volumel0% 3 6.5 9
TOTAL analyzing the efficiency level of ea 65 58.5 56
supplier

TABLE 4: Weighing of the evaluated criteria to achieve a more competitive supplier selection
Source: Produced by the author

As you can see in the table above, even whengtsiight Supplier 3 appeared to be more competftivéable 3),

once the most important criteria according to tegrde of efficiency required by the company werngliad, we got

to the conclusion that the best option was Supflié&see Table 4) This evaluation criterion is rogcute and can
have variations depending on the type of compaunyitsmeeds.

Conclusions

The development and execution of proper supplienagament based on corporate governance principbes |
companies to get great benefits and to be more etitime in today's globalized and constantly chauggi
environment.

One of the biggest benefits of good supplier mamege is the optimization and efficiency of the nases used,
because it takes advantage of all the capabildfethe company to make it more profitable, achisustained
growth, a permanence and position in the marketyedsas the possibility of generating greater apyaties and
better business conditions.
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If we have consistent management within the supplin, we will be able to minimize the risks andkenanore
assertive and functional decisions.

It is very important that everyone involved in ttieain has deep knowledge of the processes, agsiviirategies,
mission, vision, objectives and command lines togaize the relevance of their job for the finadukés of the
company. This will help motivate employees so ttety can perform their functions better, becaussy till
recognize the advantage and contributions theytheeompany.

Companies should not forget that human resouraethartrigger for any change or restructure touneessful. The
results of the company will be achieved dependim¢ghe performance showed while doing their function

On the other hand, having technological tools datissical models helps analyze and better undedstize situation
surrounding the company, including supplier behawiibhin the supply chain. This can be an import&source for
the company to generate value and growth.

Consolidating fast and efficient communicationyasl as establishing a command line will help distvategies that
mark the behavior and course of the organizatiod,vaill also help the decision making process.

Understanding that any company must focus its &ffior create value on the short-, medium- and teng, and one
of the key activities to accomplish this is to dratrategies allowing an effective management ofstiygply chain.
Furthermore, one of the most important activitiesrfing this management is competitive and effecsupplier
management.

In addition, the implementation of corporate goegrce strategies throughout the supplier managepneogéss will
help gain the trust (of all stakeholders), credtpénd transparency (in information and finandissues).

Companies today have to chart their objectivesh witsocial responsibility and awareness in mindrider to
provide significant benefits to the community. Thilfl reflect in better quality of life for humanelings in general.
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