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maNagemeNt

Resourceful thinking
KPMG’s Mark Woods advocates less fire-fighting and more planning in the procurement process

pRocuRemeNt

A sk a mining procurement 
professional about a typical 
working day, and she or he  

is quite likely to say much of it has 
involved a race against time to get  
a hold of urgently needed parts for 
different areas of the site. 

This response sums up the 
dilemma of a function that wants to 
bring more insight and value, but, 
more often than not, ends up 
responding to ad-hoc requests.

In recent years, mining companies 
have made considerable strides 
towards strategic sourcing, by cen-
tralising supply functions, standardis-
ing and rationalising equipment,  
initiating category management pro-
cesses, establishing preferred sup-
plier lists and categorising purchases. 

Despite these advances, an inordi-
nate amount of attention still seems 
to be devoted to purchasing, in part 
because procurement has yet to win 
a seat at the executive table in many 
organisations, and is often seen as a 
tactical function charged with react-
ing to short-term problems.

Some of the challenges include:  
a large number of ad-hoc purchases 
that breach procurement rules; a 
lack of official purchase orders, with 
approvals often made after the pur-
chase has been completed; and inci-
dences of loss such as duplicate pay-
ments for the same item.

eNfoRciNg pRocuRe-to-pay
For a procurement protocol to be 
efficient and deliver the planned sav-
ings, users must be encouraged to 
carry out operational demand plan-
ning and be guided to the appropri-
ate supplier contract and price for 
each item, and implement the order 
in the prescribed manner. Suppliers, 
in turn, should meet the specific con-
tractual demands in terms of quality 
and delivery, and provide supporting 
documentation.

By automating the procure-to-pay 
process, mining companies can 
enjoy considerable savings, with 
faster transactions, more efficient 

processes, reducing lead times and 
inventory optimisation leading to 
improvements in working capital.

Although this sounds simple and 
straightforward, much can go wrong 
if either party fails to process infor-
mation and capture data correctly,  
or misinterprets instructions. 

Every stage of the sourcing  
process needs to be monitored, 
recorded accurately and subse-
quently checked, to ensure that buy-
ers are getting full value for money 
from contracts.

Much value is gained in the earlier 
stages of the procurement life cycle: 
demand planning, achieving econo-
mies of scale, category management 
and setting up effective supplier 
contracts plus monitoring supplier 
risks, using early-warning indicators 
and preparing mitigation actions for 
adverse events. 

There is also value to be gained in 
the later phases, through managing 
the inventory and the ongoing sup-
plier relationships, and analysing 
purchasing data to provide insights.

pRotectiNg value
Strategic sourcing for multiple cate-
gories, executed across the entire 
organisation, will help to achieve 
genuine economies of scale, by 
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•  The procurement process should be carefully mon-
itored to ensure that employees are ordering cor-
rectly and suppliers are meeting contractual terms.

•  Closer relationships with suppliers can secure avail-
ability of parts and equipment at optimal prices 
and lead to improved material management.

•  Master data management is a huge challenge, and 
mining companies must enforce good governance 
and standardisation of product names to receive 
the right items at the agrees prices.

Highlights

Supply-chain 
professionals 

have to devote 
less time to fire-

fighting and 
more to 

strategic 
planning
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reducing the range of items pur-
chased and making the most of 
global deals with suppliers. It is 
equally important to engage ‘inter-
nal’ customers and win the buy-in of 
the general business, to gain adher-
ence to procurement processes.

RethiNkiNg RelatioNships
Mining is characterised by a very 
high interdependence between buy-
ers and suppliers. In some categories 
there are only a handful of firms  
that produce certain items, and an 
equally small number of potential 
customers. Both parties must be 
cautious of over-exploiting their per-
ceived power. Mining companies,  
in particular, do not want to be left 
short of vital components; however, 
they also need to find a way to main-
tain supplies without being held to 
ransom, on the grounds that there  
is no alternative source.

Many contracts are chosen primar-
ily on transaction price and cost/
experience of ownership across the 
life cycle, and the subsequent rela-
tionship can become largely transac-
tional, with neither rewards for  
hitting targets, nor penalties for 
under-performance. Not surprisingly, 
suppliers are unlikely to feel part of 
the wider chain, and have little inter-
est in working towards improving 
the quality and efficiency of the 
mine’s operations.

Any supplier contract should, 
therefore, take into account the 
working life of the mine, with the 
aim of securing the right quantities, 
at the right prices for the entire 
period, as well as the flexibility to 
increase or decrease orders accord-

ing to fluctuating market demand. 
This calls for closer, collaborative, 
strategic relationships with suppliers 
that have a vested interest in the 
mine’s operational success, are 
incentivised to meet quality and 
delivery goals, and encouraged to 
come up with creative, innovative 
ideas for raising efficiency and pre-
serving savings. The supplier rela-
tionship should be aligned to the 
category strategy.

stRict coNtRols
Data can be a huge and often hidden 
obstacle. Categories such as pumps 
or bearings are often given different 
names in different sites or countries. 
When it comes to ordering, one 
name might not be recognised on 
the central purchasing register, so the 
item may have to be bought from a 
separate, non-preferred supplier at  
a far higher cost in small volumes. 

Without strong governance, non-
authorised staff could make pur-
chases outside of the agreed proce-
dures, adding to the confusion.

Safety can also be affected. If the 
wrong part is purchased, equipment 
may fail, putting workers at risk.  
A recall of critical parts from a sup-
plier could also be incredibly time- 
consuming, as the components 
could be known by more than one 
name, and may consequently be 
hard to locate. In the most extreme 
instances, this can lead to a costly 
shutdown.

Not only do companies need to 
clean up their data to ensure com-
mon names around the organisation; 
they must also ensure that going for-
ward every employee adheres to the 

standards, and that all suppliers 
check back to confirm that the pur-
chase is indeed correct. Formal  
‘data stewards’ should be appointed 
potentially within a dedicated mas-
ter data-management function, to 
oversee how transactions are imple-
mented and recorded.

By reviewing performance regu-
larly and discussing problems, chal-
lenges can be overcome faster, and 
lessons learned and shared. This 
should maximise supplier perfor-
mance, especially when processes 
become more streamlined.

Competition between suppliers 
can also raise standards, with the 
prize being a higher proportion of 
business vis-à-vis their peers. Ulti-
mately, agreements with suppliers 
should span different operating units 
to maximise economies of scale.

iNveNtoRy maNagemeNt
It is not uncommon for suppliers  
to sell to several operating units of 
one mining company, giving them 
extensive knowledge about the  
client’s overall demand patterns  
and stock levels. By working more 
closely with suppliers, supply-chain 
staff can tap into this valuable infor-
mation, to produce more reliable 
stock forecasts.

Some mining firms choose to give 
suppliers a degree of control over 
the mine’s inventory, such as holding 
consignment stock that is kept 
within the mine, but actually owned 
by the supplier. This avoids tying up 
large amounts of working capital in 
inventory, speeds up delivery and 
gives the suppliers the option of sell-
ing excess stock elsewhere.

Mining is 
characterised by 

a very high 
inter-

dependence 
between buyers 

and suppliers
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wrong  
part is 

purchased, 
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putting 

workers  
at risk”
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secuRiNg the Right taleNt
Much has been written about the 
impending skills gap in the mining 
sector, with many specialised work-
ers approaching retirement and 
insufficient talent to replace them. 

Supply-chain professionals are no 
exception; a situation exacerbated 
by a reliance on short-term contrac-
tors, which leads to high turnover, 
lack of continuity and a leakage of 
key knowledge.

In a highly competitive market for 
people, companies should invest in 
training and development, set-up 
corporate academies and/or partner 
with global institutions or academia, 
and find ways to retain experienced, 
older workers by offering part-time 
positions or other flexible options. 
Raising the profile of the supply-
chain function, and stressing the 
value of qualifications can also help 
attract younger graduates.

With commodity prices plummet-
ing, and costs of labour, equipment 
and parts rising, mining companies 
are under huge pressure to reduce 
their cost base. 

A well-run supply chain that makes 
the most of global scale, consoli-
dates the range of goods purchased 
and the associated suppliers, and 
manages inventory efficiently can 
play a major role in boosting mar-
gins. To achieve this goal, supply-
chain professionals have to devote 
less time to fire-fighting, and more 
to strategic planning and supplier 
relationships.

Mark Woods (right) is the national lead for KPMG’s Energy Supply Chain Practice and a supply chain and operations  
expert. He has over 25 years of experience in transformation projects with major clients across Europe, Russia, South  
East Asia, the US and Australia.
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Introducing the Hy-Pro FSW Wall mounted filtration system. 
Designed to fit anywhere and everywhere, the FSW pulls out all 
the stops to filter even the smallest gearboxes. Compact and 
compatible, the FSW is the perfect dedicated filtration system for 
removing contamination from your systems and making sure they 
remain in peak operating condition.


