
 

 

 

  

QMI Risk Management Solutions 

Supplier Management and the 
Opportunity for Continual 
Improvement 
How risk assessments can ensure accurate and reliable business 
intelligence—and help foster mutual cooperation and continual 
improvement throughout supply chains 
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SUPPLIER COMPLIANCE IN A GLOBAL ENVIRONMENT  
 

With the growth in offshore sourcing and manufacturing, supply lines have become longer, 
more complex, and more vulnerable to delays and disruptions than ever.   

The intense pressure to cut costs leaves many companies with only enough inventories to 
last short periods of time. Minimal safety stocks—coupled with long lead times and the 
uncertainties of low-cost,  in-country sourcing—translate into an increased risk of missed 
delivery dates that can delay shipments to important customers or leave store shelves bare.  

Therefore, it is more important than ever to have accurate, timely, and reliable supplier 
performance metrics accessible for managers and executives to review—so that they, or 
cross-functional supply chain teams, or independent second parties—can assess risks and 
take precautionary measures to avert problems before they become catastrophes. 

Suppliers also have an inherent interest in accurate and timely information to help them 
preserve their preferred supplier status—because it helps them ensure their products meet 
or exceed acceptable PPM and Corrective Action thresholds set by their clients.  

Hence, monitoring supplier performance is very high on the agenda for both supplier and 
client companies. 

The objective of this paper is to present a flexible, assessment-based supplier compliance 
solution that provides managers and executives with the most accurate and reliable 
business intelligence. Support tools such as supplier scorecards and data analysis will be 
evaluated as potential tools to help make informed business decisions that will lead to 
achieving important strategic objectives. 

Increased layers of complexities make identifying priorities a challenge 

Several years ago it was normal for companies to be concerned with one or two of the 
initiatives below. Now, due to increased reliance on overseas sourcing of materials and 
labor, it is not uncommon for companies to be concerned with all of them simultaneously.  

 Continual Process Improvement 
o Identify, benchmark, and improve processes within an organization to meet 

specific goals and objectives  
 Product Quality 

o Ensure customers receive a superior quality of product that meets their 
satisfaction 

 Occupational Health & Safety 
o Identify real and potential hazards and an organization’s corresponding 

exposure to liability  
 Environmental Standards 

o Minimize the harmful effects of human and corporate activities on the 
environment and the community in which suppliers operate 

 C-TPAT Compliance 
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o Create safer and more expeditious supply chains—ensuring the safety of 
employees and contractors 

 Social Accountability 
o Ensure adherence to accepted standards for trade union rights, the use of 

child labor, working hours, health and safety at work, and fair pay  
 

Another similar area that is seeing increased activity is the creation of unique 
requirements that organizations wish to monitor in their supply chains. Having trouble 
with on-time delivery with product coming from Asia? Or maybe you’re seeing an 
increased need for rework in a particular product line. Companies are continually 
raising the bar on how to meet their standards, and subsequently are looking for a way 
to monitor supplier achievements. 

Whatever your situation, it all boils down to the same age-old question:   

‘With a limited amount of resources, how do executives know they are making the 
best decision about where to allocate expenditures for program improvements?’  

Applied to Supplier Compliance, the question becomes:  

‘With an increasing number of important corporate initiatives, what is the rationale 
for determining which suppliers should be the top priority?’ 

Developing the Components of a Supplier Management Program 

Whether procurement personnel or a supply chain management committee take ownership 
of the initiative, there is a consensus that the critical components of a supplier compliance 
program should include:  

• identifying key suppliers  

• developing strong contract management capabilities  

• introducing supplier performance measurement capabilities with key performance 
indicators,  and  

• standardization and collaboration  

Refer to Table 1-“Key Components of a Supplier Compliance Program”.  
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Key Components of a Supplier Compliance Program 
 
Identification of Key 
Suppliers 
 

The definition of "key" is based on the criticality of the product or 
service provided (e.g. sole source, high percentage of the total 
product cost, critical technology but poor performance, etc.) It is 
imperative to rank suppliers so that your closest attention is paid to 
those suppliers whose products matter most. 
 

Strong Contract 
Management 
 

Procurement Department and Supply Chain Managers work to 
enhance visibility and communications, so that suppliers know 
exactly what the objectives are, and can plan to allocate the 
resources required to meet them.  
 

Key Performance 
Indicators  (KPI’s) 
 

Financial and non-financial metrics used to quantify objectives to 
reflect strategic performance of an organization, and are used to 
assess the present state of the business and to prescribe a course of 
action. Examples of KPI’s are: technical, quality, responsiveness, 
delivery, cost, and environmental management. 
 

Standardization and 
Collaboration 
 

Introduces the notion of intra-company continual process 
improvement on lead-times and total cost of acquisition, 
transportation and possession of goods and services for the benefit 
of both the buyer and seller and as a result provides a competitive 
advantage and improved profits. 
 

Table 1-“Key Components of a Supplier Compliance Program” 

 

Good performance metrics are a direct result of a supplier compliance program that is 
driven by a well-defined plan that is effectively communicated with suppliers, and is a key 
area of opportunity for improvement within most companies.  For example, if your 
company has several suppliers that consistently fail to comply with product quality 
standards, then eventually your customers return the products and/or discontinue 
purchasing anything from you anymore—costing your company time, money, and prestige. 
Or if your company is caught using an overseas supplier that relies on child labor and 
sweatshops, it could lead to a costly and prolonged public relations problem from which 
you might never fully recover.  Both of these, plus many other examples, are avoidable risks 
well worth the investment in a full-service supplier compliance program. 

While metrics vary from company to company, a supplier compliance initiative using key 
performance metrics helps companies monitor and manage results at the supplier level, as 
well as provide critical details for improving supplier performance and operational 
efficiencies.  In addition to measuring and monitoring supplier quality, most companies are 
also concerned with internal non-conformances in manufacturing, shipment,  engineering 
changes, and invoicing.   

Companies are also making extensive use of supplier scorecards to gauge supplier 
performance (See Table 2- “Supplier Scorecards”), as well as manage corrective actions, and 
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verification of non-conformance removal.  The advantage of a scorecard is the creation of 
standardized business metrics that can be used to evaluate all suppliers in the exact same 
way using the the exact same criteria. This allows for precise comparison against one 
another. 

 

Table 2-“Supplier Scorecards”  

Supplier Scorecards are one of the best methods to rank supplier performance, and track 
improvement over time. Scorecards also provide critical information for future negotiation 
of purchase and service level agreements. Following are a few of the key operational 
metrics that leading organizations track in their supplier scorecards: 

• Number of defects per million (PPM) of supplier components  
• Number of corrective actions  
• Average response and resolution time for corrective actions  
• Number of returned material authorizations processed 
• Scrap and rework inventory levels 
• Number of  rework hours due to supplier components  
• Number of customer complaints regarding product quality  

 
Table 2-“Supplier Scorecards rank performance and track improvement over time” 

 

Ensuring the Program Works for Both Your Organization and Your Suppliers 

An area that is often overlooked in supplier management programs is the need for the 
program to also be beneficial for suppliers. The ultimate goal is to build strong relationships 
that will strengthen supply chains. Effective communication that is clear, precise and timely 
will empower suppliers to improve performance. 

When considering relationships with suppliers, it’s also important to determine how data is 
collected for use within the scorecards. Depending on the breadth, depth and/or complexity 
of a supply chain, there are a number of ways this can be conducted, ranging from basic 
surveys to extensive on-site assessments.   

For example, supply chains that include smaller numbers of suppliers can possibly be 
managed very efficiently through supplier surveys that are completed by the suppliers 
themselves to gather data related to your key performance indicators. Since there are fewer 
suppliers to manage, it’s possible to keep close tabs on them through more personal 
relationships and data that’s collected based on trust. 

In contrast, supply chains that encompass thousands of suppliers seem to rely better on a 
several stage approach. First, depending on the organization’s knowledge of the overall 
supply chain, it’s sometimes best to start with a basic survey that focuses on the 
fundamental information required for management, even as basic as contact information. 
For organizations where one department manages a certain set of suppliers, and then so on 
and so forth throughout multiple departments, just getting suppliers under one umbrella 
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can be a challenge. The key benefit of one umbrella is that processes can be streamlined and 
redundancies eliminated. 

 

Supplier risk assessments measure and monitor performance 
 
Once you’ve gotten through the basic steps of establishing who is in your supply chain and 
how to contact them, an excellent way to continue analyzing supplier performance is 
through on-site assessments. These are one of the best ways to ensure that suppliers are 
following the processes and procedures that you agreed upon during the supplier selection 
process.  Assessments can be designed to identify non-conformances in manufacturing, 
shipping, engineering, invoicing, and quality at the supplier level, as well as whatever 
custom metrics your organization would like to monitor.  
 
A key benefit of an on-site assessment is the ability to observe the day to day operations of 
your suppliers. While surveys can give a good initial overview of a supplier’s business, the 
most accurate observations are made by directly observing how that supplier operates. A 
fresh pair of eyes, that are trained to look for critical measureables for your organization, is 
sometimes the key way of clearing the gap to achieveing excellence. 
 
On-site assessments present the opportunity to interview the supplier’s personnel, observe 
the facility’s overall cohesiveness, review documentation and more. Using a supplier 
scorecard that is designed to investigate critical measureables for your organization, you 
can use these opportunities to gather the data needed for assessing each site. 
 
After the assessment, if there are any critical areas that need attention, the client and the 
supplier jointly identify corrective actions which must be implemented by the supplier 
within an agreed-upon timeframe. A follow-up assessment can ensure that successful 
actions have taken place to fix the situation, and verifies that non-conformances have been 
removed. All stakeholders at both client and supplier companies are informed every step of 
the way. 
 
RECAP (make this a Table or Pull out box?): The scope of an assessment program depends 
upon the maturity of a company’s current supplier compliance program, and how well an 
organization understands the scope of its supplier base. If a compliance program is less 
mature, perhaps baseline data is first needed just to establish the present day situation and 
present the facts. Sometimes this can be accomplished through basic supplier surveys. 
Alternatively, assessments can be conducted on-site at the supplier's location to obtain the 
most reliable data. Depending on the size of the supply chain, an assessment team could 
visit each of them on-site, or choose a representative sample.  
 
The key to most successful supplier compliance programs are enhanced visibility and 
communications, and ensuring the supplier has a clear understanding what is at stake for 
continued non-conformance. 
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Analyzing Data to Ensure Continued Improvement 
 
In addition to effectively collecting the data, it’s important that the data is also properly 
analyzed and prioritized. For instance, if your organization has created a scorecard that 
includes 100 key performance indicators, it’s critical to rank those according to importance. 
Perhaps there is a top tier of indicators that are absolutely critical to success, a middle tier 
that are somewhat important, and a bottom tier that are good to know but not necessarially 
imperative to supplier performance.  

The deficiency that many supply chain management programs experience is inadequate 
prioritization. Using the example above, if an assessment using identical comparison criteria 
rendered 10 deficiencies at Supplier A in the top tier versus 10 deficiencies at Supplier B in 
the bottom tier, your approach to corrective actions for each supplier might change 
dramatically. While they have the exact same number of deficiencies, Supplier A is 
exhibiting problems in areas that rank highest in supplier performance, and therefore 
would need the most assistance and monitoring. 
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HOW SECOND-PARTY ASSESSMENTS CAN STRENGTHEN THE PROCESS 
 

Until recently, there has been a tendency for companies to rely exclusively on internal 
resources to develop supplier compliance programs—due to the sensitive nature of 
business performance data.  The main challenge is that most companies do not possess 
internal capabilities to effectively maintain supplier compliance requirements. Significant 
numbers of overseas suppliers, coupled with increased pressure on supplier performance, 
make it a difficult challenge to still provide timely and accurate information that can be 
translated into reliable business intelligence.  

First, take into consideration the following examples: 

• You’re experiencing an increase in supplies received from China. In order to ensure 
proper management of these suppliers, you have a Supplier Manager who is based 
in North America and flies over to China every other month to perform random spot 
checks of these new suppliers. 

• Currently your organization provides one part to the automotive industry, another 
to the aerospace industry, and another to the medical devices industry. While each 
product is different, they require similar components. Each of the three parts is 
managed out of its own respective department, but because they have similar 
components some of your suppliers report into each department individually, 
creating redundancy. 

• Last week your hottest-selling housewares item went out of stock, while the 
shipment to replenish them was sitting on the dock waiting to get through customs 
and border protection. 

Although each situation is different, the root problem remains the same: business has 
outgrown the current internal abilities to manage the situation. A North American Supplier 
Manager has little knowledge of the local Chinese culture, probably uses a translator to 
communicate, and in the end is missing the most important link in supplier management: 
communication. Similarly, the organization that requires suppliers to report into three 
different departments needs to re-organize and jump-start their systems. And the 
housewares distributor needs assistance to get their transportation systems aligned for 
shortened delivery cycles. 

The key is that each situation requires only a temporary boost to get over a time of 
turbulence.  
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• What if the North American manager were able to delegate his overseas visits to a 
local assessment team that’s based in China? She could then focus her energies on 
the overall management of the program for continual improvement. 

• What if the manufacturer could hire a partner that could analyze the overlaps in 
departments and make recommendations on creating one cohesive supplier 
management system? This could significantly reduce overhead, and thus price to 
customers. 

• What if the housewares retailer has assistance in implementing a full-service C-
TPAT program that resulted in shortened delivery cycles? His stockroom could be 
overflowing with items that his customers want, resulting in increased sales. 

The benefit of a second party solution is that organizations control the flow of the faucet: 
turn it on for more assistance when you need it most, then push it back when the systems 
are clicking into place. 

 

Leading companies are recognizing the benefits of partnering with a second party service 
provider to facilitate the collection of accurate, reliable, and timely business intelligence. 
Also key to this data collection is the ability for the second-party to provide analysis on the 
data that will help drive business improvements. This analysis is helping executives make 
better decisions that are based on risk assessments that are applied uniformly throughout 
the supply chain, and there is assurance that targeted program investments are helping the 
company achieve its most important strategic objectives (see Table 4-“Must-haves to make 
the best business decisions’). 

 
Table 4-“Must-haves to make the best business decisions” 
 
Accurate, reliable, and timely business intelligence 
 Where are we getting our information?   
 Is it reliable?       
 How often is it updated?    
 Are we sharing this information with our suppliers? 

 
Rationale for budgeting and spend management  
 Is it a rational plan for spend management?   
 Are we making best use of our resources?   
 Is spending linked with strategic objectives?    
 Do our suppliers understand what is at stake?   

 
Table 4-“Must-haves to make the best business decisions” 
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HOW QMI HELPS FOSTER CONTINUOUS IMPROVEMENT THROUGH THE SUPPLY CHAIN  
 

QMI offers clients a customized and turnkey supplier compliance program to measure and 
monitor supply chains, so customers are better positioned to proactively seek out at-risk 
opportunities—identify root causes of problems, take actions to correct them, and verify 
elimination of the deficiencies.  
 
Using a Six Phase Methodology, QMI will assess suppliers according to your specifications. 
QMI’s competitive advantage is that we take our results one step further than simply 
showing the results of supplier assessments. Our industry-leading program provides an 
Effectiveness Rating Scorecare that cross-references unsatisfactory condictions against the 
location’s effectiveness, providing further insight into the overall system. These services 
ensure that products, processes and documents meet your requirements.  
 
QMI will monitor the results, identifying critical issues as well as providing site 
effectiveness ratings and opportunities for improvement. Through analysis, we will make 
recommendations that support continual business improvement and your corporate goals 
and objectives. 
 
The six phases include: 
 

(1) Determine Scope of Work 
 

Scope of work establishes parameters for engagement based on resources available: 
(1) identify corporate goals and objectives (2) evaluate resources available to 
achieve objectives (3) determine which suppliers to include in compliance program. 
Your QMI service delivery team will conduct a personal meeting to identify the 
scope of your project and how QMI can best serve you. Together, we’ll create a plan 
for action and a timeline for completion. 
 

 
(2) Develop Checklist Criteria 

This phase will focus on collecting baseline data. Checklist development identifies 
the key performance indicators that will measure whether corporate goals and 
objectives are being met. KPIs may be fully-customized by the customer or based on 
a checklist of critical measureables that exist for many leading organizations.  

 

(3) Create the Scorecard 

Scorecard development identifies specific objectives and assigns a weight or an 
importance rating for each key performance indicator (KPI) as it relates to 
organizational goals and objectives for meeting the requirements. 
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(4) Conduct Assessments 

Risk Assessments can be offsite surveys relating to a supplier’s understanding of the 
procurement agreement, or a comprehensive onsite assessment of critical suppliers. 
Depending on the size of your supply chain, you could assess all your suppliers on-
site or choose a representative sample. Assessments will be conducted using a 
standard methodology to determine relative compliance to requirements.  

 

(5) Recommendations 
 
QMI will analyze the data collected during assessments. We’ll assess the overall 
effectiveness of each facility compared to target, specifically analyzing 
unsatisfactory conditions. At the end of this analysis you will receive: 

• Immediate notification of critical issues as they are discovered 

• Competency assessment of each facility 

• Opportunities for improvement based on assessment findings, where 
applicable 

• Recommendations for frequency and duration of future assessments, if 
necessary 
 
 

(6) Ongoing Program Management 
 
Based on your feedback, internal QMI communications, and analysis of effectiveness 
ratings, Qmi will present a plan for continued future management of yoru program, 
as necessary. This will also include internal continual improvement initiatives to 
ensure process improvement and client satisfaction. 
 

 
Supplier Risk Assessments help companies become more nimble—one of the competencies 
of which is to develop quick tactical responses to changes in the operating environment. 
QMI assessments provide a cost-effective solution to reduce or eliminate at-risk 
opportunities. QMI can work with you to enhance your existing program, or customize a 
new risk management solution that covers all the bases.  
 
From Effectiveness Rating Scorecards to our on-line web portal that allows for complete 
electronic management of your account, QMI has the tools in place right now to help you 
make immediate improvements in your supply chain. Our local resources in more than 40 
countries worldwide make us a convenient source for assistance. 
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