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Foreword

I find it truly amazing that it is only in the past decade that key account
management (KAM) has emerged as a major discipline in its own right.
Even more surprising is that most business schools resolutely refuse to
include it in their curriculum, preferring to stick with the perennial four
‘Ps of marketing’, which, whilst still relevant, are totally dependent on
getting the strategy right for the new breed of powerful, global customers,
who now demand seamless service from their suppliers in every country
of the world where they operate.

Cranfield is a shining exception to the rule. In 1996 the first structured
research was done on best practice key account management under the
leadership of Professor Malcolm McDonald and Diana Woodburn. The
current KAM Best Practice Research Club is a sophisticated extension of
those exciting, earlier forays into best practice key account management.

The implications for suppliers of the enormous power of buyers today are
felt across the entire corporate spectrum, and after a decade of research at
Cranfield, we can now truly say that instigating best practice key account
management implies a substantial programme of change management
and simply cannot be achieved by tinkering with the salesforce.

The sequence of events is as follows:
1. Select the correct accounts to be included in the key account

programme.

2. Categorize them according to their potential for helping us to grow
our profits continuously.

3. Analyse their needs.
4. Develop strategic plans for and with each of them.

5. Get buy-in from all functions about their role in delivering the
agreed value propositions. This involves IT, manufacturing, logistics,
HR, finance, operations and R&D. This way, these functions will be
customer-driven.

6. Get the right organization structure to serve the selected key accounts’
needs.

7. Get the right people and skill sets in the key account team.

8. Implement the plans on an annual basis.
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9. Measure the success of the plans, particularly in respect of whether
they create shareholder value added.

10. Reward individuals and teams for their success.

Malcolm McDonald and Diana Woodburn have done a remarkable job in

capturing all their research and practical experience in this excellent book
and I commend it to you.

Martin Lamb

Chief Executive

IMI plc
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The purpose of this book

To help the time-starved reader, we have started each chapter with a ‘Fast
Track’ for those who want a rapid reprise of the content before you delve
deeper into the chapter or, indeed, skip to another chapter that contains
material relating to your immediate priority. All the Fast Tracks have been
compiled into one integrated section at the end of the book, so you can
start or finish with the complete helicopter overview.

As this is a book designed for thinking practitioners, we have avoided fill-
ing the text with academic references, but we have added a list of items for
further reading around each chapter, included at the end of the book.

The expression ‘caveat emptor’ (beware buyer) has been turned com-
pletely on its head during the past 10 years, so that ‘caveat vendor’
(beware seller) is now the norm. Customer power, particularly in over-
supplied Western economies, is here to stay, hence the growing impor-
tance of key account management as a topic on the agendas of all
companies, big or small.

This book represents state-of-the-art best practice, based on a decade of in-
depth research into global best practice key account management from
both supplier and customer perspectives, which has shown that, among
other findings:

e Key account management is a strategic approach distinguishable from
account management or key account selling. It should be used to ensure
the long-term development and retention of strategic customers.

e Key account management is high profile, but difficult to do well.

e Key account management is appropriate to several types of relation-
ships, but is most clearly manifest when supplier and customer have a
mutually recognized partnership and a degree of trust.

® There are often mismatches between the way suppliers and customers
perceive each other and their relationship, so careful communication
and vigilance are vital.

® Regular monitoring of the profitability of individual customers by sup-
pliers provides crucial information, but is quite rare because customer
profitability is difficult to measure.

o Key account managers need a broad portfolio of business management
skills to deal with interdependent or integrated customer relationships.
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e Key account management has structural implications for selling compa-
nies. Interdependence and integration can only be achieved where the
key account manager has a considerable degree of control over resources
and decision making.

This book proposes ways of dealing with these findings, taking the reader
to a level whereby he/she can implement solutions. It is intended to help
key account strategists and key account managers to capture and develop
a scientific basis for their company’s practice. The scope of key account
management is widening and it is becoming more complex. For key
account management to be successfully implemented, there is an urgent
need to develop reliable diagnostic tools and measures of performance that
support strategic marketing decisions. The skills of professionals involved
in key account management at strategic and operational levels need to be
constantly updated and developed. So this book demonstrates how key
account management can be implemented, and describes the elements of
best practice that can be adopted by all types and sizes of organization.

Chapter 1: The crucial role of key account management

This chapter sets key account management in the context of a dramatically
changing business environment where increasingly complex relationships
have altered the nature of marketing, and imposed an urgent need for
greater understanding and more appropriate treatment of key relationships.

Chapter 2: Selecting and categorizing key customers

We explain how to select and categorize the most appropriate accounts to
target for key account management, which arguably means that this chap-
ter is the most important in the whole book. Your KAM programme can be
fatally flawed by making the wrong decisions at this stage.

Chapter 3: Relationship stages

There is a clear hierarchy of key account relationships increasing in com-
plexity and intimacy with the customer. Understanding where you are is
crucial to adopting the right behaviour towards the customer.

Chapter 4: Developing key relationships

Important relationships should not be left to develop on their own.
Application of the right tools and techniques can help you get to the level
to which you aspire with more speed and confidence.

Chapter 5: The buyer perspective

Needless to say, buyers have their own view of key supplier relationships,
and not necessarily the one the supplier would like. Ignorance of their per-
spective leads to complacency, inertia and disappointment, so under-
standing it is mandatory, however unwelcome.
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Chapter 6: Key account profitability

Profitability belongs to customers much more than to products. Since cus-
tomers and customer behaviour cause cost as well as revenue, real customer
profitability must be measured. It is not easy but, again, ignorance is fool-
hardy.

Chapter 7: Key account analysis

This chapter examines how to analyse key accounts in order to establish
and prioritize their needs.

Chapter 8: Planning for key accounts

We introduce the processes for and the tools and techniques of key account
planning. We describe how to set objectives and strategies for each targeted
key account, and how to measure their profitability.

Chapter 9: Processes — making key account management
work

While key account plans are intrinsic to key account management, a plan
is only a plan until it is implemented. Most companies” processes are not
set up to deliver the promises of key account management but, like many
initiatives, the devil is in the implementation.

Chapter 10: The role and requirements of key account
managers

Key account managers can fulfil one of four roles in managing the cus-
tomer relationship, which, depending on the complexity of the relation-
ship, may or may not involve leading a dedicated team. Each role has its
own set of competences and attributes which should be understood in
matching the right key account manager with each key account.

Chapter 11: Organizing for key account management

There is no perfect structure for key account management as it is essen-
tially a cross-boundary activity, though some structures are less KAM-
friendly than others. This chapter looks at how key account management
can be positioned in the organization and some of the issues that arise.

Chapter 12: The origins of key account management

The evolution of the buyer/seller relationships is described. Key account
management and partnership sourcing are seen to provide stepping
stones towards integrated value management.

Innumerable tomes have been written about the importance of customer
focus and getting close to customers. There can be no closer focus than ‘the
segment of one’. Whilst all customers are important, there is a danger in
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spreading scarce resources too thinly and achieving little of the real inti-
macy required by those few customers who can help us make significant
progress towards our long-term objectives. The dilemma, then, is which
customers to include in the key account management programme.

The growing complexity of business-to-business markets, which are in a
state of metamorphosis from chains of value to integrated recipes of value,
presents a great challenge.

All the indications are that in business-to-business marketing, key account
management is not so much an option, but a customer expectation.

This book is designed to provide a route through this most difficult of ter-
rains. Itis a route map that has emerged from the authors’ extensive research
into the practice of global key account management with some of the world’s
leading companies. Although there is still much to learn, we believe readers
will find this book representative of the very best of best practice.

Professor Malcolm McDonald
Diana Woodburn
Marketing Best Practice



Before you read this book!

Just to give you an idea of your start point, try completing the two ques-
tionnaires below before you read further. The first questionnaire is designed
to establish the current position of your organization on key account
management, overall and on the 10 fundamental requirements of a suc-
cessful KAM programme. The score profile will show you areas of existing
strength and areas in need of serious attention. Try it with other people in
your organization and see if they hold the same view.

The second questionnaire is aimed at your individual position, since most
readers of this book will have had at least some experience of managing
key accounts. Be as honest as you can — no-one is looking!

Come back to this page after you finish reading the book and repeat the
questionnaires. Your view may change as you learn more about what key
account management really means, in practice, and your personal scores
may change too, if you have picked up some of the ideas in the book and
implemented them.

1. How well developed is key account
management in your organization?

Score out of 10: 0 = not at all; 10 = best practice.

the book

Does KAM in your organization have: Before reading

After reading
the book

A role in achieving the strategic vision

High profile support from senior management

Buy-in from appropriate organizational framework
inc. teams

Careful selection of appropriate customers

Deep understanding of key customers and their strategies

Well-grounded, analysis-based customer plans

Customised offers, service or costs

Excellent, well-rounded key account managers

Excellent communications

Supportive, effective, dependable processes

Total




xvi Before you read this book!

2. How well do you know your key accounts?

Score out of 10: 0 = not at all; 10 = best practice.

Do you know:

Before reading
the book

After reading
the book

Your key customer’s segments/products and how
you add value to them?

The customer’s strategic plan?

The customer’s financial health (ratios etc.)?

The customer’s business processes (logistics, purchasing,
production etc.)

What the customer values/needs from its suppliers?

Your company'’s proportion of the customer’s spend?

Which of your competitors the customer uses, why, and
how it rates them?

How much attributable (interface) costs should be allocated
to your customer?

The real profitability of the account?

How long it takes to make a profit on a major new
customer?

Total
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The crucial role of key account
management’

Fast track

For a decade, the authors have been researching global best practice in
the domain of account management, sponsored by many of the world'’s
leading companies. The following topics in particular have been the
focus of our research:

1

Key account selection: Only a few selected customers can be
included in the key account programme.

Classification of key accounts: Derogatory labels like A, B, C, or
gold, silver, bronze should be avoided at all cost.

Key account profitability: The power of customers and their
increased purchasing power has led to greater demands on the serv-
ices of their suppliers. Unfortunately, many traditional accounting
systems are incapable of accurately capturing all of the associated
costs of dealing with major customers. Consequently, many suppliers
are acting in ignorance of which customers make or lose them money.

Key account needs analysis: A deep understanding of the cus-
tomer’s business is essential to success.

Strategic planning for key accounts: Just as a three- to five-year
strategy is essential for any business, so strategic plans for selected
customers, signed off by the customers themselves, are also critical
to success.

Roles and skills of key account managers: Selling and negoti-
ation skills are no longer sufficient on their own.

Other issues: Information technology, organization structure and
internal marketing all contribute to creating successful key account
programmes.

The challenges that all organizations face today are:

Market maturity: In most sectors, mature markets have trans-
ferred power from suppliers to customers, as suppliers compete for
a share of a decreasing number of customers.

For readers interested in discovering more about the origins and growth of key

account management, there is a brief history in Chapter 12 of this book.
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o Globalization: Market maturity has led to an increasing number of
industries in which only a handful of truly global companies dominate
the landscape. Hence, any supplier who cannot offer a seamless ser-
vice in every part of the world where the customer operates, will not
win the business.

o Customer power: With their new-found power, customers are
increasingly looking to selected suppliers to give them competitive
advantage by product and process development.

All these developments mean that suppliers have to be much more
stringent in their key account selection criteria. They must allocate
their scarce resources intelligently across their customer base, taking
account of the risks associated with different kinds of customers in
order to build continuous shareholder value added.




In this chapter

Introduction
Selecting key accounts
Categorizing key accounts
Key account profitability
Customer needs analysis
Strategic planning for key accounts
Roles and skills of key account managers
Other issues

1.1 Pressures that have led to growth in customer power
1.1.1 Summary of the pressures
1.1.2 Rapid change
1.1.3 Process refinement
1.1.4 Redefining the marketplace and pleasing the customers
1.1.5 Globalization
1.1.6 Implications

1.2 Why understanding relationships is so important
1.2.1 Relationship risks
1.2.2 Satisfactory return
1.2.3 Implications of joint commitment
1.2.4 Misconception and disappointment

1.3 Increasing complexity of key account relationships
1.3.1 The consolidation of customers into large, multidivisional companies

1.3.2 The consolidation of customers leading to the adoption
of dual roles: the customer may be ‘competitor’ as well as ‘client’

1.3.3 The development of global businesses that demand global supply

1.3.4 The accelerating pace of change, particularly as new
IT reshapes markets

1.3.5 The emphasis on strategic alliances as a fast and flexible,
but less clear-cut, approach to growth

Summary
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Introduction

Back in 1996, the authors started a research club in Cranfield University
School of Management because it was obvious even then that the power had
been transferred from suppliers to customers. Customers were exercising
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For readers interested
in discovering more
about the origins and
growth of key account
management, there
is a brief history in
Chapter 12 of this
book.

their new-found power by dropping suppliers who did not live up to their
expectations and by forcing down prices from other suppliers.

This apocryphal story about the buying director of General Motors was
never denied: He called his suppliers together in Detroit and announced
that they were all to drop their prices by 20 per cent and asked for questions.
One brave chief executive officer of a supplying company told the GM buy-
ing director that his technology was years ahead of any competitor, was
already 20 per cent cheaper than his competitors and that he could not
reduce his prices by 20 per cent. The GM buying director asked his com-
missionaires to escort this supplier out and announced that his company
would never deal with GM ever again. He then asked for further questions!

Whilst no doubt the story has been embellished over the years, you will
instantly recognize this particular type of obnoxious bullying buyer and the
reality is that you sometimes need to deal with them because of their size.
Nonetheless, there is an appropriate way of handling such customers so
that the relationship is still profitable and this will be covered in Chapter 7.

The problem back in 1996 was that no business schools anywhere in the
world had bothered to do any research into the transfer of power from
supplier to customer, so the authors established a research club based in
Cranfield with the sole purpose of researching global best practice in the
domain of key account management. By 2006, this research club has been
going for 10 years and has systematically researched best practice, not just
on the supply side, but also on the customer side. This dyadic research
approach was essential because, even back in 1996, it was obvious that sup-
plier delusions about customer relationships were rife. Over the intervening
years, the following topics have been the focus of our research:

Selecting key accounts

The authors have, as recently as 2005, heard a director of a major telecom-
munications company claim that they had 1000 key accounts! The chief
executive of a health care company claimed that they had 200 key accounts.

Such numbers are, of course, totally ridiculous. A moment’s thought will
reveal that any supplying company has limited capacity to commit cross-
functional resources to selected customers. Each of us has hundreds of
friends, but we only have capacity to devote real quality time and love to a
handful — maybe four or five.

The same principle applies to companies, who must decide extremely
carefully which major customers they are prepared to allocate this scarce
resource to. This issue is expanded on in Chapter 2.

Categorizing key accounts

Even today, the authors hear of suppliers classifying their key accounts
using fatuous labels like A, B, C or gold, silver and bronze. Imagine a call
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centre operator letting it slip that they were dealing with a C or a bronze
customer! The mind boggles over such derogatory, supplier-centric labels.
A more suitable and customer-friendly type of categorization is provided
in Chapter 2.

Key account profitability

Our research reveals that about 85 per cent of Western European com-
panies do not know whether they make or lose money from their biggest
customers. They think they know, but most do not.

One of the authors used to be marketing and sales director of Canada Dry.
Thirty years ago, two major retailers used to each buy about 3 million
dozen bottles of ginger ale each year. One of these customers insisted on
daily, just-in-time, store-by-store delivery, resulting in major stock-holding
and delivery problems. They also insisted that the salesforce called daily
to carry out merchandizing. Finally, they took about 145 days credit. The
other retailer, taking a similar amount of products, asked for stocks to
be delivered centrally to their warehouse for them to carry out their own
deliveries. They did not insist on merchandizing and paid their accounts
in 45 days. Yet, the accounting system calculated that both customers were
equally profitable, as it allocated overhead costs on the basis of volume
bought.

We have enjoyed activity-based costing (ABC) for over 20 years, yet most Most companies still
companies still have not learned the lesson that it is the cost of dealing | do product profitability
with the customer after the “product has left the factory” that causes either the?rn?ixr:j gi??ﬁ
profit or loss. Even today, most companies still do product profitability customers.
and marmalade their fixed costs to customers based on turnover, thus

penalizing customers who are inexpensive to service and rewarding cus-

tomers who are expensive to service.

Customer needs analysis

Readers would surely agree that suppliers must really understand the needs
of their customers and amend their approach accordingly. Alas, this certainly
was not the case back in 1996 and is still largely untrue today. When key
account managers are trained to sell volume and are paid accordingly, they
have little interest in giving up substantial amounts of time and energy in
researching the processes, organizational intricacies, financial details, etc. of
their customers. But without such an investment they will never be able to
align their offers with their customers’ needs.

Strategic planning for key accounts The good thing about

This latter point is obviously related to the issue of preparing strategic not having a strategy
plans for key accounts. The authors were recently running a key account is that failure comes

. . . as a complete surprise
mar}agement (KAM) workshop for a blue-chip suppher of expepswe and is not preceded
equipment for hospitals. On being told that one hospital had a multimil- by a long period of

lion pound budget for such equipment, we asked about the supplier’s | worry and depression!
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The characteristic and
technigques of KAM
were not extensively
explored apart from
the need for a
dedicated salesforce
beyond the 1990s.

strategic plan for this hospital. Alarmingly, we were told that there was
only a one-year forecast and budget. We were reminded of the famous
saying that the good thing about not having a strategy is that failure comes
as a complete surprise and is not preceded by a long period of worry and
depression! Having strategic plans covering a period of at least three years,
agreed with the customer, is a major factor in successful and profitable
relationships, yet even today little exists beyond supplier-centric forecasts
and budgets.

Roles and skills of key account managers

It was surprising to say the least, that little was known in 1996 about the
roles and required skill sets of key account managers. Amongst other
things, we supervised a major doctoral thesis on this topic, so we can speak
with great authority on what world class key account managers should be
doing and what skill sets they require.

Other issues

Other areas for our research efforts included the role of IT, organizational
structures, measuring KAM effectiveness, communications, cultural
issues, all of them covered extensively in this book.

The point we are making is that the material presented in this book is
based on a decade of in-depth research into global best practice KAM and
is, therefore, unlike most other books on the topic, which tend to rely on
anecdotal or second-hand evidence for the assertions that are made. This
is the reason we feel comfortable in describing this book as ‘the definitive
guide for practitioners’, as the research club has been sponsored over
the years by some of the most famous companies in the world and over
2 million euros have been invested in it.

1.1 Pressures that have led to growth in
customer power

1.1.1 Summary of the pressures

As we have indicated in our introductory comments, whilst sales and
marketing strategists have for some time been convinced that effective
KAM leads to increased sales, heightened profitability and improved sales
productivity, the characteristics and techniques of KAM were not exten-
sively explored, apart from the need for a dedicated salesforce beyond the
1990s. The impetus behind this unprecedented interest in the dynamics
and mechanics of KAM comes from an awakening to the need to address
changes in both the context and constructs of marketing.

The marketplace today is a different world from that which we have known
before and the rules of engagement have evolved significantly. Such rapid
and radical transformation warrants attention.
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With hindsight, we can easily recognize those pressures in the business
environment that have led to the ascendancy of KAM as a separate and
significant discipline. These pressures were initially identified in a research
report published by Cranfield and the Chartered Institute of Marketing
entitled Marketing, the Challenge of Change (McDonald et al., 1994) and are
described in the following sections (Sections 1.1.2-1.1.5).

1.1.2 Rapid change

Any company that is
complacent will be
quickly overtaken.

Time has become a major determinant of competitive advantage. The drive
towards lean production systems has increased interdependency in supply
chains. Any company that is complacent will be quickly overtaken. Ironically,
the shorter the opportunity for success, the more important it becomes for
companies to think strategically and for the long term. In so doing, the
potential for minimizing the risks inherent in rapidly changing markets
through supply chain partnerships is often an attractive option. The symp-
toms and challenges in responding to rapid change are listed in Table 1.1.

Table 1.1
Responding to rapid
change

Symptoms Challenge

Compressed time horizons

Time-based competition

Shorter product life cycles

Shorter technology life cycles

Ability to exploit markets more
rapidly

Process excellence and flexibility

More effective new product
development

More investment in skills and

understanding of applications
and technology

Transient customer preferences Flexibility in approach to markets,
accuracy in demand forecasting,

and optimization in price setting

Increasingly diverse business area Cultural sensitivity

Managers understand that, for a product or service to be commercially
advantageous to the provider, value must be added faster than cost. The
concept has been labelled ‘lean supply’ by purchasing professionals. Lean
supply involves the study of the entire supply flow from raw materials to
consumer as an integrated whole.

In theory, effective supply flow is an absolute. In practice, companies just
have to keep applying continuous improvement to be leaner than the
competition. Adopting an approach in which the supplier and customer
are joint guardians of the value in transit is vital. Examination of the value
in transit demands that both the supplier and customer open their ‘books’
and facilitate two-way assessment in order to optimize performance.
There should be no blame and excuses.
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Lean supply practice
also lends itself to
sharing some costs
critical to mutual
success.

Companies must be
flexible, not just to
raise customer
satisfaction but to
avoid waste and loss.

Table 1.2
Refining the process

The output of
process redesign (or
re-engineering)
should be enhanced
customer value.

Lean supply practice also lends itself to sharing some costs critical to mutual
success. Joint research and development, joint merchandizing, integrated
logistic and electronic data interchange (EDI) are just a few examples of the
opportunities available for making things happen better, cheaper and faster.

This concept is equally applicable to service industries.

1.1.3 Process refinement

Company activities have shifted away from producing predefined products
or services towards having the capability to produce creative solutions for
customer requirements. Companies must be flexible, not just to raise cus-
tomer satisfaction, but to avoid waste and loss. The symptoms and chal-
lenges in refining the process are listed in Table 1.2.

Symptoms Challenge

Move to flexible manufacturing Project orientation to deal with
and control systems micro-segmentation

Materials substitution Means to shift from single
transaction focus to the forging
of long-term relationships

Developments in technology More investment in skills to realize
(such as microelectronics and the potential of technology
robotics) innovations

Concentration on core business Embrace opportunities for suppliers

to run non-core aspects of
customer’s business

Quality focus Widespread involvement in quality
initiatives

Collaborative working practices Create greater customer commitment

The prerequisite for process redesign is access to information across orga-
nizational boundaries. Without that exchange of information, no stream-
lining can be achieved. Buyer—seller partners are increasingly sharing
common databases. The obvious example is stock management. If point of
sale data is transferred to commonly held databases of stock information,
the suppliers of logistics services and goods can make sure that retail out-
lets are always fully stocked with the fastest moving lines. That enables
everybody to make more money through the consumers obtaining what
they want when they want it. Buyers and sellers also need to examine
their current activities together in order to explore and optimize processes.

The output of process redesign (or re-engineering) should be enhanced
customer value. Customers want quality through attention to detail. Any
customer wanting to initiate new quality indicators with a supplier is
more likely to do so if there is a strong element of trust and partnership.
The closeness of customer relationships can be greatly enhanced through
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collaboration, both across and between organizations. Joint planning ini-
tiatives and coordinated working practices can be used to create mutual
understanding, benefit and commitment.

Our way of depicting how organizations receive goods and services, add
value and sell them into their end-user markets is Professor Michael Porter’s
value chain. Figure 1.1 depicts the standard Porter value chain model for
a manufacturing organization and Figure 1.2 depicts a value chain for a
service organization.

Company infrastructure

Support iman resou:rce management
activities i

Technoloéy development

Procurement

Inbound |Operations | Outbound | Marketing | Service
logistics logistics | and sales

| ’ . ]
Primary activities

Figure 1.1
The value chain.

Reducing Creating
cost value

Infrastructure — Legal, Accounting, Financial
Management

Human resource — Per |, Pay, Recrui
management Training, Manpower Planning, etc.

Product & Technology = — Product and Process Design,
Development Market Testing, R&D, etc.

Procurement — Supplier Management, Funding,
Subcontracting, Specification

Recognize
exchange
potential
Initiate
dialogue
Exchange
information
Negotiate/
tailor
Exchange
value

Reducing
cost

Creating
value

Figure 1.2
Internal value chain:
service companies.
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A product/market life
cycle is the aggregate
sales at a point in
time of all goods or
services which satisfy
the same or similar
needs in a market.

Table 1.3
Redefining the
marketplace

Within these models, companies will have functional specialists working
together, ensuring a consistent and integrated approach to the development
of value.

1.1.4 Redefining the marketplace and pleasing the
customers

As well as the need to respond to rapid change through the refinement of
processes, there is a need to recognize the changing nature of the market-
place itself (Table 1.3). Many markets today are mature. For example, most
people in Western Europe have cars, washing machines, dishwashers, tele-
visions, calculators and so on, so competitors in these replacement markets
need to innovate and to look elsewhere for growth.

Symptoms Challenge

Commoditization Need for product/process differentiation

Lack of growth and over- Need to achieve growth within key

capacity accounts

Greater and stronger Customer retention more vital than ever

competition

Low margins Greater pressure for cost reduction and
quality improvement

Saturated markets Need for new market creation and
stimulation

Downsizing Need to apply resource where it can

deliver most value to customers

Market maturity

Figure 1.3 illustrates the impact of market maturity on the key elements of
business management. A product/market life cycle is the aggregate sales
at a point in time of all goods or services which satisfy the same or similar
needs in a market. The final column clearly illustrates the danger of allow-
ing products and services to degenerate into commodities, with price
availability and costs representing the only determinants of success. It is
this danger more than any other that forces suppliers to pay more atten-
tion to key customers’ specific requirements as a means of securing effect-
ive differentiation.

The fact that most industry-to-industry product/service markets in the
developed world are mature has clearly propelled the development of
KAM. Suppliers know that they can only grow at the expense of a com-
petitor and the obvious first option is to prise more of existing customers’
business away from the opposition by means of account penetration.
Highly professional KAM can facilitate the achievement of this objective.
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Key . Product Service
characteristics Unique differentiation differentiation

Commodity

Marketing

message Explain Competitive Brand vglaés

Corpo
orporate

Pioneerin Relative benefits Reldtionship
Sales ¢ distribution support based

Availability ~ ||
based

Exclusive Mass

Distribution Direct selling distribution distribution

80: 20

Price Very high High / Medium

Low (consumer
controlled)

C?mpet!tlve None Few Many
intensity

Fewer, bigger
international

Costs Very high Medium/low

Very low

Profit Medium/high /4gh Medium/high

Medium/low

Management

style  Visionary — Strategic Operational

Cost
management

Figure 1.3 The product/market life cycle and market characteristics.

Case study insight

IMI’s response to market maturity

IMI was until recently a “metal bashing’ company based principally in
the Midlands in the UK. Their Board redefined their market bound-
aries into five ‘platform businesses” which they could dominate, put
much of their manufacturing in South America and China, and began
developing close relationships with selected global customers. As a
result, they are now one of the most profitable companies in the world.

When inflation and growth were high in Western economies, companies
enjoyed a comfort zone, which masked inefficiency. Now, most economies
are experiencing low inflation and in many sectors across the world, prices
are falling. In such a climate there is no room for complacency. Business can
only be won by being better than competitors and taking market share from
them. Product, process and people improvements are imperative.

Customer power

The change within the business environment that is having the most dra-
matic impact on the development of KAM is the new-found expertise and
power of customers and consumers in exercising choice (Table 1.4).
Customer empowerment is not just a cultural change emanating from the
growing popularity of adopting a customer focus, it is a consequence of
mature markets. Nowadays, customers know that they can demand more

Business can only be
won by being better
than competitors and
taking market share
from them.

Nowadays, customers
know that they can
demand more from

suppliers because
suppliers must seek
to retain customers.
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Table 1.4
Pleasing the Symptoms Challenge
customer
Customers more demanding and Quality and traceability favour
more knowledgeable supply chain partnerships
Purchase behaviour strategic A strategic and sympathetic
rather than tactical approach to selling is required
Concentration of buying power Selling companies need to add more
value to succeed
Higher expectations A greater investment and closer
relation to the customer is required
Customer identity and role Need to better manage the com-
more complex lexities of multiple market channels

Suppliers who cannot from suppliers because suppliers must seek to retain customers — not just

meet the geographical | - to maintain profitability, but also to stay in business.
scope and consistent

outputs demanded

by global customers Customer power manifests itself in many ways. For example, there is the con-
are rationalized off siderable concentration of industry, most recently on a transnational scale,
lists of preferred which has made big customers even bigger (Figure 1.4). However, bigger cus-
suppliers. tomers do not necessarily mean more business opportunity. Suppliers who

cannot meet the geographical scope and consistent outputs demanded by
global customers are rationalized off lists of proposed suppliers. Customers
want sophisticated solutions, which means that winning customer accounts
can be very costly. It also means that retaining customers, which requires
ongoing investment, is critical in achieving long-term profitability (Figure 1.5).

% of total
supplier
sales

Biscuit Board/ Speciality Metal
manufacturer packaging adhesives bearings
Ot-25 @t.0
Figure 14 Sales to the top five customers as a percentage of total supplier sales over 25 years.
Concentration of Source: Adapted from Wilson, 1998

buying power in
industries.
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15

o
t=15 t.0 t=15 t.0
Top 10% of customers Bottom 10% of customers

Costs of the front line (sales, service, trade promotions, etc. over 15 years).
Interface costs per customer (adjusted for inflation) — supplier to the print industry.

Source: Adapted from Wilson, 1998 .
P Figure 1.5

Cost of servicing
the customer.

Case study insight

Key Industrial Equipment’s response to the danger of
commoditization

Key Industrial Equipment is a specialist distributor of specialist
products offering thousands of categories. In addition to having to
offer a comprehensive range, the company has received industry
recognition for innovation and service. It offers extremely rapid
delivery, electronic data interchange and will take on the assembly of
parts if the customer requires it. In discussions with customers, they
place the emphasis on end-to-end value rather than on unit price.

The customer may have always been hailed as king but, not being a very Consumers will soon
well-informed monarch, the king was often at the mercy of his ‘subjects’ leap-frog any links
(suppliers). The rising power of consumer pressure groups and the popu- n ;tﬁetstlﬁ]ppz dl]ijm
lar media have changed all that. They have wrested power from compa- iot aeé/d ?/Zlueo.
nies and vested it in the ultimate users of their products and services.

End-customers expect a great deal of respect, which is now often contractu-

ally assured in some sort of charter document. The logical extension of this

consumer-driven scenario is cooperation between all organizations deliv-

ering value in the flow of supply from raw materials to the consumer. The

concept of adding value is significant. Consumers will soon leap-frog any

links in the supply chain that they feel do not add value.

Customers need raw materials to be converted into what they can use,
taken to where they need them and presented to them for choice. Which
company in the supply chain does any of these is irrelevant. Consumer
champions are also casting a critical eye over the whole supply chain in
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Consumers today
know more about
supply chains than
might ever have
interested them
10-20 years ago.

Table 1.5
Coping with
globalization

the new millennium for ethical and environmental reasons. Trusted brand
names have to ensure that their values are passed up the supply chain.

Consumers today know more about supply chains than might ever have
interested them 10-20 years ago: they see it as relevant to the end-product
they obtain. The idea of companies working together with their suppliers
in order to deliver more value to the end-consumer is an attractive one, a
matter of common sense. This is particularly pertinent to businesses
which operate across national boundaries where the value chain is exceed-
ingly complex and cultural sensitivities must be respected.

1.1.5 Globalization

The globalization of business has had many side-effects, including a greater
interdependency between global customers and suppliers who have the
capability to meet each other’s increasingly complex needs (Table 1.5). These
suppliers also realize the extent to which they can grow with their key cus-
tomers if they consistently succeed in meeting their customers’ expectations
cost-effectively.

Symptoms Challenge

Industry players Restructuring to achieve wider scope

undifferentiated (restructuring of domestic operations
to compete internationally)

Greater and stronger Customer retention more vital

competition than ever

Lower margins Greater pressure for cost reduction
and quality improvement

Greater customer choice Need to customize offers

Larger and more complex Need to become customer-focused in

markets larger and more disparate markets

Figure 1.6 shows that as industries mature, the end-result is often only a
handful of truly global companies dominating an industry. Hence, there
are only 10 car companies in the world and four firms of accountants,
whilst in the UK, for example, four supermarkets account for about 80 per
cent of all fast-moving consumer products.

1.1.6 Implications

The impact of all these changes — the imperative of keeping pace with
rapid change, the requirement of refining processes, the necessity of redefin-
ing the character of the marketplace, the need for satisfying increasingly
sophisticated customers/consumers and the obligation of facing the grow-
ing scope and scale of competition — has reverberated through the business
relationship itself. It has encouraged KAM away from the traditional
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New global leaders
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Leaders

2nd tier
New guerrillas

Guerrillas

Hlinss

Embryonic markets Growing markets Mature markets

Figure 1.6
Evolution of market
maturity.

construct of a single relationship between salesperson and buyer, and
towards the concept of strategic customers, where key customers com-
mand attention on vital statistics measuring more than simply their size.

CHECKPOINT

Pressures on businesses today

® Do you know how the pressures described above affect your company?

We see an increasing number of companies starting to build models of
account attractiveness, matching their resources to the profit and status
of any potential given customer or prospect. We also witness increasing
professionalism among purchasers and decision-making units in buying
companies as they evaluate the longer term value offered by suppliers
(the quality of products, processes and people) rather than solely the
price deal.

1.2 Why understanding relationships is so
important

The relationship between two organizations has an existence beyond the The intercompany
: : : ; ; relationship is the
obvious types of interaction, such as product and service adaptation, e _

. . . . glue’ that binds
operational delivery and underlying strategy. All of these contribute to the companies together.
nature and development of the relationship as well as depending on it
(Figure 1.7). The intercompany relationship is affected by these interfaces
and may also buffer turbulence arising from them. It is the ‘glue’ that
binds companies together more or less closely and the medium through
which interactions take place to deliver action.
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Figure 1.7
The relationship
as a medium.

Strategic
intent

Customized
value
proposition

Operational
delivery

Clearly, understanding the nature and potential of the customer relation-
ship is critical in assessing opportunities and managing business develop-
ment. We need to know where we stand now with our customer and
what further engagement might entail. We will also need a sound appre-
ciation of their market position, and internal strengths and constraints (see
Chapter 7).

Understanding key relationships is both important and challenging
because:

@ the risks are ambiguous and the stakes are high,

® supplier-buyer interactions are already complex and lie at the heart of
major change, and

® key relationships operate at different levels which require different
behaviours.

1.2.1 Relationship risks

One of the primary reasons for developing relationships is risk reduction.
There are risks associated with building close relationships with key cus-
tomers as well as risks associated with not building them. In theory, there
should be less chance of relationship breakdown where there is joint com-
mitment, barriers to exit and mutual understanding and trust (see Chapters
3 and 4). However, while these attributes may appear highly desirable, they
actually carry risks of their own. For example:

® The risk of being vulnerable to opportunism and not obtaining a satis-
factory saving or return on investment in the relationship.

® The risk of committing to one partner at the exclusion of others and
‘backing the wrong horse’.

® The risk of misunderstanding the relationship and failing to achieve
reciprocal security.
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1.2.2 Satisfactory return

The major question must be ‘If we put time, effort and money into develop-
ing closer relationships with our trading partners, will they be more prof-
itable?” The answer is not clear-cut, though it may be summed up as “Yes,
possibly, but not automatically’.

There is ample evidence from numerous sources indicating that suppliers | Traditionally, customer
have great difficulty in measuring the real profitability of their customers. cost accounting has
Traditionally, accounting systems have used a geographical or business been rudimentary.
unit and/or product basis of analysis and customer cost accounting has

been rudimentary. Substantial costs such as special customized develop-

ments, high-level, intercompany contacts and various additional services

are very rarely allocated to individual customers. Thus, real customer

profitability is difficult to analyse in practice and these intrinsic difficulties

are compounded by inherent challenges to internal vested interests.

Alarmingly, although few suppliers can assess the profitability of individ-
ual key accounts accurately, many suspect that, ultimately, they lose
money on them. While Chapter 6 explores this problem in greater detail,
the issue is introduced here to highlight some fundamental points.

@ Close relationships with key accounts have substantial cost implications.

e The mismanagement of just a few large accounts can be potentially
(disastrously) loss making.

e Customer relationships should be carefully selected and prioritized for
the prudent investment of scarce resources (see Chapter 2).

CHECKPOINT
Customer profitability

® Do you know the profitability of individual customers?

The cost of building close, sophisticated, groundbreaking, new relation- All too often the cost
ships should not be underestimated. Frequent, multilevel, multifunction of pursuing a closer
communication alone represents a considerable expense. Further, rela- rel:gt?cnisf;& cljs :r%
tionships development usually entails investment in initiatives such as properly qpu antified.
joint marketing, new restructuring, electronic commerce, staff retraining

and stockholding. All too often the cost of pursuing a closer relationship is

not anticipated and properly quantified.

Firmness can pay off handsomely: one loss-making company, admittedly
with dominant shares in its core markets, implemented ‘an aggressively
upward pricing policy” with great success and achieved a return to excel-
lent profits within two years.
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At this level of
relationship, there may
not be any room for
parallel relationships,
even for the selling
company.

1.2.3 Implications of joint commitment

In many cases, the commitment of the buying company is greater than that
of the selling company (although the latter would not see it this way). Where
it does not make sense to multisource a product or service, the buying com-
pany may be obliged to adopt a sole supplier. Meanwhile, the selling com-
pany will continue to supply other customers. The buying company must
ensure that it has made the right choice, not only in relation to the matter at
hand, but also because its decision will be a statement to other suppliers.

Similarly, a selling company’s key customers may demand supplier exclu-
sivity, preventing the supplier from broadening its customer base by serving
the customers’ competitors. The practice of exerting such pressure has gen-
erally been accepted by advertising agencies, for example, while other sec-
tors have resisted it. However, the growth in the number of customers of
considerable size has meant that this practice is increasingly tolerated.

The range of functions and initiatives involved in the relationship may
reach a point where significant company-level backing is required which
cannot be satisfied simply by allocating more resources, people and time.
At this level of relationship, there may not be any room for parallel rela-
tionships, even for the selling company. For example, if two competing
companies were developing similar new products at the same time using
a shared supplier, the supplier would find it exceedingly difficult to work
with both customers in the same way. Confidentiality might be hard to
guarantee, as might be the origins of a research breakthrough. If the sup-
plier and each of the buying companies were to approach the marketplace
together, the fact that the company is offering products together with two
different partners might confuse consumers.

However, by choosing to work with a single business partner, both supplier
and buyer are consciously excluding others and declaring that the decision is
right for them. Both companies want a partner they can work with and ben-
efit from. ‘Backing the right horse” for a strategic-level relationship need not
be as much of a gamble as backing a real horse if the pre-existing relationship
is well understood and well managed.

1.2.4 Misconception and disappointment

There is a common misconception that closer relationships will automati-
cally bring greater profits. The reality is not so simple. The inability of com-
panies to measure profitability accurately or realistically gives cause for
confusion. However, it would appear that relationship stage, maturity and
business success are linked: closer key relationships are widely considered
more successful than relatively distant key relationships according to a range
of accepted success and financial indicators (Figure 1.8). Nevertheless, a sub-
stantial minority of relationships do not conform to this ‘rule” and it would
be a mistake to assume that developing any relationship will automatically
bring success or that relationships which are not developed to closer levels
are failures. This was clearly demonstrated in the Cranfield/Financial Times
research report (McDonald and Woodburn, 1999).



1 — The crucial role of key account management 19

Relationship stage

Close Less close

Excellent or
relatively good

)
]
o
o
o
3
7]

2

£
7]
c
o

=
©
]
o

Relatively
neither good
nor bad

A number of these non-conformists represent successful relationships that
are not particularly close for good reasons. For example, if the product or
service purchased is not a core item and does not offer opportunities for
deriving differential benefit, the customer may naturally decide that a
simple purchase with minimal support is adequate. Any extra attention or
additional services lavished on the customer might be accepted, but not
necessarily valued. From the supplier’s perspective, an attempt at forced
intimacy would be a mistake in this case and the business should be serv-
iced with efficiency and a positive attitude, but not much more.

Case study insight

‘I do not think suppliers would benefit from getting any closer to us:
quite the reverse. We are a very “taking” company and it would not
do them any good.” (Retailer)

It is not uncommon for some key relationships to be close, but to be consid-
ered unsuccessful and /or unprofitable. They may be intransigent situations
into which companies have been cornered, perhaps by a determined buyer,
optimistic key account manager or poorly written contract.

The fact that relationships can reach higher levels of intimacy and still prove
unsuccessful should make companies wary of selecting the right relation-
ships to develop in the first place as well as managing them extremely care-
fully (see Chapter 2). Part of that selection process should be an assessment
of the relationship’s current stage of development and the buyer’s and sup-
plier’s respective degrees of commitment.

There is yet a further danger: that of sliding imperceptibly, by numerous
smaller steps, into a relationship that the company has failed to anticipate,

Figure 1.8
Relationship
closeness versus
relationship success.

From the supplier’s
perspective, an
attempt at forced
intimacy would be a
mistake.

Customer
relationships, whether
key accounts or
otherwise, should be
examined objectively
and developed
deliberately in line
with company aims

and capabilities.
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The situation in
which a customer is
also a competitor and
sometimes a supplier
as well arises more
frequently.

which has implications that they are unprepared for or cannot recognize.
Logically, the development of key customer relationships should be a strat-
egic process linked into the design and implementation of overall business
strategy. Surprisingly, this critical connection is often overlooked. Customer
relationships, whether key accounts or otherwise, should be examined object-
ively and developed deliberately in line with company aims and capabilities.

1.3 Increasing complexity of key account
relationships

Relationships with key customer are not only complex, but increasingly so.
For top customers, the simple model of ‘I, salesperson, sell; you, buyer, get’
only applies in certain circumstances. Few, if any, major business initiatives
are now developed on this axiom. So why have things changed and how
has this made key account relationships more complex?

1.3.1 The consolidation of customers into large,
multidivisional companies

Key customer relationships often involve major corporations as both sup-
pliers and customers. Because an amorphous mass is impossible to moti-
vate and measure, most large companies introduce subdivisions into their
businesses and the larger these companies become, the more entities they
will contain. In many cases, a supplier will do business with more than one
entity within the client company. While such a multiple interface offers
potential benefits in terms of developing an inside track to new business
with other parts of the organization, it may also incur undesirable costs. For
example, there may be an obligation to service uneconomical parts of the
business, involvement in internal competition, downward price levelling
and additional communication costs.

1.3.2 The consolidation of customers leading to the
adoption of dual roles: the customer may be
‘competitor’ as well as ‘client’

As companies consolidate, the situation in which a customer is also a com-
petitor and sometimes a supplier as well arises more frequently. Obviously,
this intertwining of relationships and roles complicates behaviour. Takeovers
that juxtapose competitors inappropriately are a common cause of termin-
ated key account relationships. However, some companies struggle on and
learn to live with ambivalence, perhaps because industry consolidation
leaves them with very little choice of customer or supplier. The potential for
internal and external conflict is heightened and management of the relation-
ship becomes evidently more strained.

1.3.3 The development of global businesses that demand
global supply

Global customers requiring global supply and service add additional com-
plexity to the task of managing relationships effectively. Problems which are
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easily identified but not easily resolved originate from differences in terms of
language, culture, zone and geography, making the servicing of pan-global
operations a tough challenge for even the fittest of suppliers. The prevalence
of knowledgeable and powerful country managers helps somewhat, but the
scope and size of the task remains formidable. In addition, new infrastruc-
ture may be required to service markets previously outside the supplier’s
sphere of activity which now fall within its global contract, meaning more
new partners, languages and cultures to assimilate into the relationship.

1.3.4 The accelerating pace of change, particularly as
new IT reshapes markets

Information technology, in particular electronic commerce, is forcing huge It is already evident
changes in the way companies work and how their markets operate. As | that many companies
always, there is a lag between the availability of the new technology will have to make
which is possessed by the enlightened few and mass uptake with full- huge adjustments

. . . . very quickly as
scale revision of the basic practices and processes. While it is not yet clear customers adapt to
what the ultimate impact of IT development will be for business, it is electronic commerce.

already evident that many companies will have to make huge adjustments
very quickly as customers adapt to electronic commerce and demand simi-
lar immediacy and intimacy from their existing suppliers.

1.3.5 The emphasis on strategic alliances as a fast and
flexible, but less clear-cut, approach to growth

New needs may be satisfied on both sides of the relationship by the creation
of a strategic alliance with another company, which has strength in a specific
area rather than through the development of existing internal expertise and
physical assets. Selling companies may find themselves supplying third-
party associates of their customers instead of their customers directly. They
may also be supplying customers alongside other suppliers who may
have been selected by them or by the customer. As supply chain manage-
ment reaches further up- and downstream, more complex relationships
are being formed involving more participants. Communication is likewise
complicated and, because strategic alliances are often forged as a fast and
flexible response to market change, opportunities for misunderstanding
and confusion abound.

Case study insight

Customer perspective
‘We deal with our suppliers on product development, marketing and
ordering, but our warehouse is managed for us by Tibbett & Britten,
so suppliers deal with them on inbound logistics.”

With today’s flattened management structures, cross-functional teams are
encouraged to take part in the activities traditionally allocated to lower
levels of responsibility, including direct customer contact and decision
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making. Key customer relationships put more people and more functions
in direct contact with the customers or supplier than ever before.

While the internal interactions required to drive the machine which actu-
ally delivers the customer promise are discussed later in Chapters 3 and 4,
it is already abundantly clear that relationships and, in particular, key
account relationships are undoubtedly complicated by the increased
quantity and variety of contact with the customer.

Summary




Selecting and categorizing
key customers

Fast track

Choosing the customers that your company wants to treat as key
accounts ought not to be too hard, certainly when compared with
some of the difficult cultural and structural issues that arise from key
account management. However, many companies approach the task
in a rather casual fashion first time around, and only later realize how
many onward decisions are driven by their selection of key customers,
and how awkward it may be to unpick inappropriate choices.

The key customers you seek should be those that are aligned to your
corporate strategy and will therefore make a major contribution to its
achievement. If they do not, who will? So your portfolio of key accounts
should contain these customers, and only these customers. If you
dilute it with customers with dissimilar agendas, which will not respond
particularly favourably to your strategies, you will be unable to demon-
strate sufficiently positive results from the key account management
programme, and you risk sinking the whole initiative. Undoubtedly,
there will be pressures to include unsuitable accounts, but they must be
resisted. Counter such pressures by adopting an objective criteria-based
process, and applying it rigorously.

Whatever the size of the organization, there seems to be an almost uni-
versally appropriate number of key accounts, which is probably between
15 and 35, with 5 and 50 as the outer limits. Certainly, anything with
three digits is too many. In fact, the process of selection and categoriza-
tion starts with deciding, more or less, how many key accounts your com-
pany can handle.

The identity of the customer deserves careful attention. It not only
determines how the customer will score against the criteria, and
hence how much resource it should receive, but it also has implications
about how it should be managed. Customers should be identified in
their terms, not carved up according to the supplier’s structure, unless
it is well matched with the customer’s.

Selection criteria should be chosen and their importance weighted by
a senior management group, and then rolled out to be scored to peo-
ple who know the customer. These criteria are applied to assess the
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customer’s attractiveness to
your company, and the data

v relative busi are then used on the vertical
" as seen by the customer axis of the key account selec-

o o tion/categorization matrix to
ﬁic build a picture of your port-

z 8 @ ol folio of customers.
g,g o To complete the pictur.e, you
ers need the customer’s view of
you as a supplier, in their
@ Key customer's spend terms. Obviously, that will be

different for each customer,
and you must resist the urge
to apply a standard set of cri-
teria on the horizontal axis. If
you did that, it would only be a reflection of what you think of your-
selves, and would not represent their views and differences at all. You
would also, in effect, be saying that these customers are all the same and
all want the same things, which is contrary to the whole philosophy of
key account management, apart from being patently untrue.

The matrix identifies four kinds of key customers, to which it is appro-
priate to offer four generic strategies that should guide the specific
strategies that are developed for each customer individually:

1. Star key customers — investment for growth

2. Strategic key customers — strategic investment

3. Status key customers — proactive maintenance

4. Streamline key customers — management for cash.

The systematic assessment approach described in this chapter enables
suppliers to build a portfolio view of their customers that drives many
further insights, decisions and expectations about them, which is much

more realistic and powerful than the key customer lists that many sup-
pliers use. We will refer to it frequently in the rest of this book.
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Introduction

The selection of key customers that a company makes has a crucial effect
on the success of its key account programme and the perception of its suc-
cess. Unless the key customer portfolio performs better than groups of
customers not receiving the same level of investment, why would a com-
pany continue with it? Any customers who do not respond positively are
diluting the results and endangering the whole programme.

The task of categorizing customers needs to be carried out methodically
and thoroughly. It will probably take more effort than suppliers expect, but
the importance of getting it right cannot be overestimated. All kinds of
onward decisions depend on it, from what resource the customer receives,
to who should be appointed to manage them, and what expectations may
be set for them. Companies failing to tackle the task of selection and cate-
gorization properly should expect to fail at key account management.

This chapter gives clear guidelines on how to go about the process, to be
applied carefully and systematically.
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Key customers must
be those that will
make a substantial
contribution to the
fulfilment of your
strategic vision.

Choosing key
customers is one of
the most important
decisions in KAM,
and also one of the
earliest.

2.1 Why is choosing the right customers so
important?

2.1.1 Fulfilling corporate strategy

Key customer selection is one of the most important decisions that sup-
pliers face in key account management (KAM). Whether key customers
currently represent 20 per cent or 80 per cent of your business, they should,
by definition, be business leaders — leaders in your business, and/or lead-
ers in their own sectors as well. The key customers to which you give
special attention must be those that will make a substantial contribution
to the fulfilment of your strategic vision, so making the right choices is
critical.

If you fail to choose appropriately, your portfolio is likely to contain a
mixed bag of big names, old friends and difficult/over-demanding cus-
tomers which is not going to take your business anywhere, never mind the
vision of the future that you have mapped out. Your other customers are
typically smaller and more often driven by their markets than leading in
them, and it is very unlikely that they can fulfil both their own part in your
strategy and make up for what the key accounts fail to deliver. So to achieve
corporate objectives, you must select the right key customers.

Although choosing key customers is one of the most important decisions in
KAM, and also one of the earliest, some companies believe that their key cus-
tomer portfolio is a ‘given’, and appear to avoid making the decision at all. In
essence, they are saying that their biggest customers now are also their best,
and will always be so. This is a very dangerous assumption, and should be
challenged and investigated objectively. Look for phrases like “We don't
need to do that — our key customers choose themselves” and ‘It’s obvious —
we all know who they are anyway.” Check your selection process against the
list below.

CHECKPOINT

Is your key account selection process:

1. Focused on current results rather than the longer term?

. Selecting too many customers?

. Based on poor and/or largely internal information?

Opaque, unaudited and easily manipulated?

. Succumbing to internal political pressure to include unsuitable accounts?
. Producing an unbalanced portfolio (see Section 2.3.1)?

. Not differentiating enough between customers?

0 N o U AW N

. Not helping to assess potential new key accounts?
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Given the importance of selecting the right key customers, it is something
of a puzzle to work out why many suppliers make such a poor job of it.
Although enlightened companies understand the need for rigour and care
in making their choices, the selection process is still, in many companies,
approached rather casually and intuitively. It is only further down the
line, when some of the consequences begin to bite, that suppliers realize
their mistake. Numerous companies have had to backtrack with some
very large customers when they realized that they could not — or did not
want to — deliver on their promises of special treatment.

Real key account management requires suppliers to deliver customized, | Choosing all the right
innovative strategies to individual customers, and that capacity is ser- | onesand none of the
iously limited in any company, however large. Obviously, if there are not | "©"9 Oni;'zucgggs'zl
going to be many key accounts, then choosing all the right ones and none '
of the wrong ones is crucial to success.

2.1.2 Selecting for superior returns

It quickly becomes clear that KAM and key customers will be a major pull
on resources. If they are not, then it will be just a cosmetic programme,
soon to be discredited by customers and your own organization alike.
However, when your company is investing in customers, it will be expect-
ing better performance from these customers than it receives from the rest
of its customer base, whether in terms of growth, increased margins or
some other contribution to profit.

The customers picked out for special treatment should be those who will
give a superior yield in the future. Ultimately, that is how your Board will
judge whether the approach is successful, and more worthy of their
investment than, say, buying more equipment, more staff training or more
advertising. Otherwise, why bother?

It follows that including any customers in your selection who do not Including any
respond to KAM could bring down the whole initiative, because the overall customers in your
return on investment will be the poorer because of them (see Chapter 6 on | selection who do not
key account profitability). In fact, while you are working hard with the respond to KAM
‘right’” accounts to increase shareholder value, the ‘wrong’ accounts can could \?vrflwg?ecigivt\ilgtwee
destroy shareholder value just as fast, by taking all they are given and doing '
exactly what they would have done anyway. BOC described these cus-

tomers as the ones that ‘want-it-all-but-don’t-want-to-pay-for-it’ (or can't).

Even if you did a good job on selection at the outset, unless you have a
process for deselecting key customers as well as choosing them, then your
company will inevitably have accumulated some poor performers a few
years into KAM. The portfolio should be reviewed with relegation and
promotion in mind on an annual basis. Obviously, performance will be
examined more frequently, but customers should not be selected, deselected
and reselected on a quarterly basis. They do not appreciate this kind of fickle
behaviour and are inclined to respond negatively.
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There is a ceiling to
any supplier’s
capacity for intimacy.

CHECKPOINT
Make sure that the selection process is:

® based on valid, forward-looking criteria
® objectively applied
® resistant to political pressures

® dynamic.

Sensibly, underperforming customers should be identified at a regular,
annual review, and then put ‘on probation’ for the next 12 months. Whether
you decide to tell them in advance, or just observe what happens during
the year, depends on your relationship with the account. Some companies
are quite clear with their customers about what they have to do to become a
key account, and therefore what they will have to do to stay as a key account.
Others find this approach uncomfortable, and apply a mix of more subtle
hints and negotiations.

Nevertheless, if no response is received, or you see that none is achievable,
then restrictions should be placed on the resources accessible to the cus-
tomer. Of course, you need to remember that these customers probably
still give your company substantial business, so resource restriction needs
to be accomplished with tact — but nevertheless, it must be done.

2.1.3 How many key accounts?

Why would key customers spend their time with you if they did not expect
significantly special treatment from their key relationships? Genuine KAM
reaches deep inside a company to come up with the kind of breadth of offer
and innovation that these customers seek. It requires a considerable change
from traditional ways of working and, even if that is achieved, the capacity
of a supplier to deliver this kind of treatment profitably is not infinitely
expandable. There is a ceiling to any supplier’s capacity for intimacy, which
needs to be recognized. Hiring an extra bunch of key account managers to
go out and be nice to customers does not shift the ceiling — but it may bring
the house down!

Big companies with big customer databases often talk about their key cus-
tomers as the ‘top 100" or ‘top 200’, or even the ‘top 300". We can assume
these have been badly chosen (usually just on past sales volume) and are
inadequately served, certainly below the level expected by a key customer.
As suppliers realize the limitations on their capacity to support key cus-
tomers properly, they invariably tighten up on the numbers admitted to the
portfolio.

Numbers of genuine key customers may range from about 12 to 50 (Figure
2.1). They may stretch from extremes of 5 to 75, but usually those at the
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Extreme
Acceptable

Optimum

number

Acceptable

Extreme

Too many

Figure 2.1
Key account
numbers.

upper end of this range are actively working to reduce the number. In fact, | The optimum number
about 50 key customers seemed to be the ceiling for successful KAM in of ke;r/] custhmers 1S
even the largest corporations. The optimum number of key customers, i.e. somewhere between

- . . 15 and 35.
that most commonly observed in companies running successful KAM
programmes, is somewhere between 15 and 35.
Your company should balance the number of key customers it can handle Your company

should balance the
number of key
customers it can
handle with number
that represents

with a number that represents enough business potential to make the initia-
tive and the effort involved worthwhile. Adopt too many key customers, and

Case study insight enough business
potential to make the

Controlling numbers in the portfolio initiative and the
effort involved

A global company started with a portfolio of 18 key accounts, which
crept up to 34 over time. Results were outstanding — growth was
double that of the rest of the customer base at no loss of gross margin.
As the programme had been so successful, a decision was taken to
roll out the programme to the ‘top 250’. Unfortunately, the company
could not cope with individual treatment for this number of key cus-
tomers. Not only were the expectations of the new key accounts disap-
pointed, but delivery of value to the existing portfolio began to break
down as well. The supplier had to back-track on the status of most of
the new key customers (who were nonetheless big and valuable cus-
tomers) and was eventually left with 72 on its list, still more than it
could handle well. The episode left a legacy of cynical customers and
staff that will take some time to overcome.

worthwhile.
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you risk falling down on internal and external commitments, with a strong
chance that the KAM programme will die a messy death. Adopt too few, and
KAM will be seen as a marginal activity and not given enough attention and
resources to be successful. Alternatively, if this few represents a major part of
the business, then while you are reducing the risk by strengthening your
relationships with these critical customers, you are also exacerbating the situ-
ation by growing your company’s dependency on them. You should increase
your portfolio by growing some other customers into key accounts and/or
attracting segments of smaller customers to your business.

Nevertheless, it makes sense for novices to err on the side of caution until
they have some experience to use as a benchmark. Somewhere between
15 and 35 is often about the right number, but it will finally depend on the
particular company and the sector in which it operates.

Curiously, some companies do not seem to know exactly how many cus-
tomers they count as key. In that situation, it is hard to believe that KAM
is a real, living strategy in the organization. If you cannot even name and
count your key customers, it is highly unlikely that you are genuinely
managing them as key accounts, or that they will know and believe that
they are key accounts.

2.2 Selection criteria
2.2.1 Identifying customers

Obviously, the potential of customers is fundamental in selecting them to
be key accounts and, equally obviously, you cannot assess their potential

Case study insight

Clarifying a key customer’s identity

Here is a discussion about the identity of a customer at the beginning
of a customer selection workshop:

‘So which key customer are we talking about here?”’

‘Nokia.’

‘Is that all of Nokia?’

“Yes.’

‘All of Nokia, including televisions, mobile phones, and any other
divisions.’

‘Oh no, not all that, it’s the mobile phone division. Our sister com-
panies deal with the rest.”

‘So it’s all of Nokia mobile phones, worldwide.’

‘No, because we only deal with Western Europe. We have companies
in Asia Pacific and the Americas which deal with those areas.’

‘OK, so the customer as far as you are concerned is actually all the
business units of Nokia mobile phones that buy in Western Europe?’
“Yes.’
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until you have described the identity of the customer you are considering,
which includes defining its boundaries. The identity of the customer is
often simply assumed to be self-evident, but that can be dangerous.

In that case, the real identity of the customer was quickly clarified, but

often this simple question provokes a lot more debate, either because it

has never been clearly defined, or because it challenges the status quo in

terms of who ‘owns’ various parts of the customer. Quite often, suppliers

cut up the ‘carcass’ of the customer and hand out a limb to everyone in the Beware of making

family, but each separate piece is never going to have as much potential as artificial divisions of

the whole and, besides, maybe the arms and legs work together! In sum- the customer ahead
4 4 of rating them as a

mary, beware of making artificial divisions of the customer ahead of rating potential key

them as a potential key customer; you can do that later, if you must. customer.

Consider the case above: if Nokia moved manufacturing from Finland to
Malaysia, it would inevitably result in a decline in business for the
Western European part of this supplier. So, if Nokia is identified as the
Western European part only, and if such a move were expected, it is
unlikely to be accorded key account status by its current ‘owner’. But
treating the segment leader accordingly would be most unwise for the
global supplier as a whole. Figure 2.2 illustrates the need for clarity when
defining the customer. It can have a major impact on the extent to which
you see true key account potential.

One region,
all divisions one division one division .
£500m £300m £100m Figure 2.2
The importance of
defining the

customer clearly.

In fact, defining a customer in such a way is a figment of the supplier’s
organization, and often does not reflect the customer in its own terms. Some-
times suppliers justify the arrangement in terms of the customer’s supposed
purchasing history: “They only buy from their office in this region, so it fits
well with our structure.” But is that true? Do they buy in this way because
you made them? When did you last check?

So even identifying key customers can be a complex issue, and because it
can have far-reaching implications, it should receive proper consideration at
an early stage in a KAM programme. Failure to do so can, at worst, result in
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Your selection criteria
should identify the
customer’s potential
... not just what they
are delivering today.

Case study insight

Revealing a customer’s true identity
One company saw limited potential in a customer who had been on
their books for six/seven years, with fairly regular levels of business
handled by a regional salesman. When he researched the customer
properly he discovered:

® The customer was a global market leader in its field.

e It had 19 other sites in the UK which the company had not
recognized.

o All of the other sites were buying from the supplier’s competition.

This customer can be defined as one site with minimal growth poten-
tial (following on from the last six/seven years) or as 20 sites with
huge potential, albeit with a strongly entrenched competitor. The for-
mer is not a key account, the latter may well be.

some very wrong and costly decisions and, even at best, it may mean that
work done on evaluation and planning will have to be repeated when it is
realized that the wrong customer identity and scope has been used.

2.2.2 Choosing selection criteria

Your selection criteria should identify the customer’s attractiveness in terms
of its potential for your company, not just what it is delivering today. Best
practice companies work with a three-year timeframe, and some with
longer. If you overemphasize current size or even current profit, you will
put too much resource into those whose life cycle with you is maturing, and
you will under-resource those who can grow. This is all too common, but
under-resourcing growth is a serious problem when most companies (and
their investors) quite rightly judge their performance on growth.

CHECKPOINT

Avoid overemphasizing current performance by:

® Thinking about cases where you have grown customers and look at
what it was about those customers that enabled success — did they
have anything in common?

® Focusing on the customer — their potential, their position in their mar-
ketplace, their strategy — more than on your company and its current
yield from the customer.

® |ooking for customer characteristics and strategies that are aligned
with your strategy — you will be investing in strategies that support their
needs, and your alignment should win customer preference.
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Try to involve a range of senior managers in arriving at your selection cri-
teria, not key account managers themselves: these customers represent the
future of your company, so you need a balanced, strategic and unbiased
view. Indeed, the debate they will have is itself invaluable in uniting cross-
functional views of what makes a ‘good” key customer.

Having collected a large number of sets of selection criteria, we observed
that they fall into three main categories, as shown in Figure 2.3. These all
relate to specific, individual accounts. However, there is also a fourth,
rather different, category, which contains criteria that represent character-
istics of customers that are deemed to be ‘for the good of the company’,
such as ‘reference point’ or ‘innovation partner’. Such criteria are valuable
if they are applied with caution and restraint, but often they seem to be a
proxy indicator or excuse for customers who are particularly unrewarding
financially. Suppliers may need reference customers and innovation part-
ners, but only a few and, even then, they should not have to lose money
on them.

‘Hard’

‘Soft’
» qualitative

quantitative
criteria

criteria

Outcomes

Financial
outcomes/profit

Customer
needs

Opportunities for
product/service
differentiation

Customer
attributes

Risk reduction:
working
together

Potential
for profit

Potential
spend

Figure 2.3
Three types of
selection criteria.

Suppliers should aim to have a balanced spread of criteria which will reflect
not only how much business the customer could offer (outcome-based crite-
ria), but how much business the customer is likely to offer (needs-based cri-
teria), which is another matter, and how profitable it could be
(attribute-based criteria), which is another matter again, as illustrated in
Table 2.1. For each criterion, from any category, two important questions
remain.

o How important is each in the view of your company and how should it
be weighted to represent its relative importance?

@ How can you measure customers against your criteria: what metrics
should be collected?
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Table 2.1
Characteristics of
three types of cate-
gorization criteria

1. Customer outcome-based criteria
These are the criteria that come to mind first. They are generally:

@ 'Hard’ or quantitative factors, i.e. they can be unambiguously defined
and objectively measured

® Outcomes that represent the business which suppliers like you could do
with the customer; like:

purchases

margin

contribution

profit

@ Factors that reflect the customer, independent of your company:
— customer size/turnover
— growth in customer’s markets
— spend with any supplier on goods and services from the category
into which they put your company

2. Customer needs-based criteria
Customer needs-based criteria suggest the likelihood that your company
in particular will retain the business, and are therefore:

® Aligned to your company strategy specifically

® Representative of the chance of your company securing and retaining
the business (because your strategy will be aligned with the customer
and you will be differentiated and supportive of their strategy)

@ Qualitative but should be quite specific and are still measurable

® Factors that reflect your strategy, and are therefore different for each
supplier; examples are:
— global presence
— dedication to compatible platforms
— importance of low customer churn in their business

3. Customer attribute-based criteria
Customer attribute-based criteria represent what the relationship might
be like and are therefore:

@ Indicators of whether the business will be successful and profitable

® Perhaps ‘softer’ than either of the other two categories, but can still be
quantitatively assessed

® Factors about how the customer may behave in relationships (which is
not necessarily the same as in the relationship you have with them
currently), like:
— central decision-making structure
— right attitude to relationships
— prepared to pay for value
— prepared to invest in relationships
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CHECKPOINT

Review your selection criteria:

Do they differentiate between customers?

Are they stated clearly and unambiguously and can they be consistently
interpreted by others?

Are they measurable?

Do they include a mix of ‘hard’ factors and ‘soft’ factors?

Are there between four and seven in number?

2.2.3 Applying selection criteria

Rating and scoring customers in this way allows suppliers to compare
customers who may be quite different, through bringing each back to a
numerical score that reflects their differences, but still enables valid com-
parisons to be made. One customer may score well on potential size, but
its attractiveness is genuinely reduced by its attitude to relationships,
which will have an impact on the business. Another customer may be
smaller, but is better to work with, and its overall score may turn out simi-
lar to the larger customer. Indeed, the profit each delivers to the supplier
in the end may well be similar, which is what the score should represent.

Figure 2.4 shows how selection criteria are applied. Suppliers should aim
to have no more than seven, and preferably fewer, which are chosen,

Account Relative Account A Account B Account C
attractiveness | importance

criteria weighting

Rating | Score | Rating | Score Rating Score
(0-10) | (weight | (0-10) | (weight (0-10) (weight
X rating) X rating) X rating)

Figure 2.4
Account
attractiveness
assessment for
selection as a key
customer.
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Table 2.2

How to scale and
score selection crite-
ria: examples

defined and weighted by senior management. These criteria are then
rolled out to other staff who will rate the customers against them. Poten-
tial key customers are rated against the criteria and their ratings multi-
plied by the weighting to arrive at a score on each criterion. The total of
the scores is the customer’s overall attractiveness score. At an early stage,
run a reality check with a few likely candidate customers, to see whether
the relative scores turn out as expected. If they do not, do not necessarily
make changes to the criteria or the weightings; establish whether,
although the results are surprising, they also make good sense on closer
examination.

In order to get as much consistency in rating as possible, the criteria will
need to have measurements and scales attached to them. Ratings should
be drawn up on a linear, 10-point scale:

® From the least acceptable for any key account, rating zero

o To the best that is anticipated, anywhere, in three years’ time (or what-
ever time horizon is appropriate), rating 10 points.

Table 2.2 shows two examples, one of a quantitative criterion and one of a
qualitative criterion rated against short scenarios. Each of your criteria
needs to be supplied to the people scoring the customers with a definition
and scale like these.

Example of quantitative criterion Example of qualitative criterion
‘Potential relevant Rating ‘Approach to risk and Rating
spend in three years’ value sharing with
time’ suppliers’
<£25m 0 Takes win/lose approach 0
£25-49 m 1
£50-74 m 2 Prepared to work outside
contract 2
£75-99 m 3
£100-124 m 4 Prepared to consider
innovative solutions 4
£125-149 m 5
£150-174 m 6 Partnering: risk equally
shared 6
£175-199 m 7
£200-224 m 8 Risk and reward equally
shared 8
£225-249 m 9
£250 m+ 10 Trust-based open-book
partnerships 10
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The process of key customer selection should be as objective and informed as Senior management
possible — that is one of the main reasons for using a clear and criteria-based should not choose
approach. So, while senior management should certainly be instrumental the customers.
in determining the selection criteria, they should not rate and choose the

customers. They rarely have a sufficiently close involvement to have the

extensive, balanced and current knowledge required — but they might

think they do!

At the same time, although key account managers should not misrepre-
sent their customers in order to squeeze them into the portfolio, the temp-
tation is there and many fall into it. To combine customer knowledge and
objectivity, roll out the task of rating customers against the criteria to sev-
eral people in each case, not just the key account manager. Other functions
that have customer contact, like customer service, logistics and accounts,
should be included.

However, arriving at a set of relative attractiveness scores does not yet
confirm the identity of your key customers: their views need to be taken
into account as well. The next section describes how.

2.3 Categorizing key customers

2.3.1 The key account selection matrix

Listing the customers that your company finds most attractive is not
the end of key account selection — it is more like the beginning. Whether
the customer will respond to KAM depends on their view of your com-
pany, and it would be ridiculous to ignore it. It is also dangerous to
assume you know what that view is, without even talking to the customer
about it.

The matrix in Figure 2.5 effectively captures these two views: yours of the
customer (on the vertical axis), and theirs of you (on the horizontal axis),
expressed in terms of your relative business strength with them (see
Section 2.3.2). The size of the shaded circles can be used to represent the
volume of business — either the customer’s potential spend on the cate-
gory of goods or services you supply (in three years’ time) or their current
spend with your company. A simple software package, Key Account
Selection Matrix (KASM) can produce this matrix view from your data.

The key account selection matrix is, in fact, a four-box adaptation of the
matrix developed by GEC, which is normally applied to markets rather
than individual customers. It suggests that different customers, at differ-
ent stages of their life cycle with the supplier, will therefore require and
respond to different approaches. In managing these key accounts, it is use-
ful to group them according to the way you intend to treat them and what
you can expect from them, as well as understanding them as individual
customers. The matrix identifies four groups, all of which are nevertheless
key customers, and deserve complimentary titles.



38 Key Account Management

Figure 2.5
The key account
selection matrix.

Supplier’s relative business strength
as seen by the customer
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' Key customer’s spend

Star customers

Attractiveness: high

Relative business strength now: low

Life cycle stage: start-up/development

Strategic approach: invest for growth

Expectation: substantial growth in
volume/sales

Net free cash outflow: present neutral/negative

These are the strategic customers of the future. They probably do not do a
lot of business with you at the moment, but analysis shows that they are
the kind of customer that is aligned with your strategy and has good
potential too. They do not rate your company highly, because: (a) they do
not know what you have to offer, (b) they do know what you have to offer,
but it does not actually suit their needs. If the reason is (a), you have a job
of communication to do, but if it is (b), you have serious development and
change work on your hands, and you will need to investigate the business
case carefully before taking it on. In both cases, investment is required to
change your position: probably more to change the offer than to execute
the communication required.
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Strategic customers

Attractiveness: high

Relative business strength now: high

Life cycle stage: deep, close relationship

Strategic approach: strategic investment

Expectation: growth in volume/sales and profits

Net free cash flow: positive, optimized rather than
maximized

The most innovative and important projects should be developed with
these customers. Your company has a large amount of their business, but
you continue to find ways of developing it further together. You make
money from the customer, but you should also be investing on an on-going
basis to bring new value to them, and even to expand the market through
what you can offer together. Suppliers need a deep and multilevel relation-
ship with such customers, requiring multiskilled key account managers to
handle the relationship and the business.

Status customers

Attractiveness: low

Relative business strength now: high

Life cycle stage: maturing

Strategic approach: proactive maintenance
Expectation: stable profits

Net free cash flow: very positive

These are very likely to be your strategic customers of the past: you have a
great relationship, but you judge that their market or their business is not
going to grow, so while they form a hugely important role in paying every-
one’s salaries and dividends today, they cannot deliver your strategic vision of
the future. You need to treat them well, without lavishing your most innova-
tive and exclusive ideas on them. At the same time, manage the cost base care-
fully to make sure profits are maximized, and that the excellent relationship
you have does not allow them to draw down resources that they cannot repay:.

Streamline customers

Attractiveness: low

Relative business strength now: low

Life cycle stage: mature

Strategic approach: manage for cash
Expectation: low price, low gross margin
Net free cash flow: positive
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Second-guessing the
customers’ views is
only the first step
towards finding out
what they really
think.

It is the essence of
KAM that each
customer is different,
which includes
understanding that
each has different
criteria for suppliers.

These customers are the ones who constantly query the price, who negoti-
ate on everything. Indeed, there may be less polite names you would like
to call them. However, they are key customers because they give you a lot
of business, and your company may feel that it needs the volume, or
something else these customers can give you. Otherwise, why do it? There
may come a time when you feel that you are prepared to resign the busi-
ness, but until then suppliers should manage the costs very carefully, and
make sure that the gross margin is positive, even if it is not large.

The position of the customer in the matrix suggests the outcome of some
important decisions about them: on investment, management and pricing,
for example. But as one key account manager commented on the exercise of
constructing the matrix, ‘It’s an objective and transparent process. It should
get better buy-in from everyone. There won’t be any disputing that some
customers aren’t worth the effort.”

2.3.2 Relative business strength

Relative business strength represents the customer’s view of your com-
pany as a supplier relative to the best competitor, whoever that may be
in its view, and however it may view the merits of that competitor
(rather than how you would see them). Since this evaluation is designed
to capture the customer’s point of view, it is important that the customer
decides:

o the criteria
e the importance of the criteria
e how your company is viewed against the criteria

® how your best competitor is viewed against the criteria.

In order to take a first cut of candidate key customers, however, you may
decide to second-guess the customers’ views, but this is only the first step
towards finding out what they really think. However, it is legitimate to
make a preliminary attempt at the customers’ view based on the best analy-
sis and evaluation you can do, in order to identify the customers whose atti-
tudes should be explored further.

Try putting yourself in their position and considering what you, as this
particular customer, would seek from a supplier for your kind of business.
There will some essential performance requirements, and there will be
some ‘softer’ factors, which will probably be to do with the customer’s
strategy and how you might help them (or not); what your company is
like to work with; and what added value you bring them. However,
research (Woodburn and McDonald, 2001) has shown that suppliers fre-
quently mistake what customers care about and the extent to which they
care about it, so you should realize that nothing is better than asking them.
That will take time and money, hence the reason for a preliminary assess-
ment to identify which customers should be investigated in depth.
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It follows, therefore, that each key customer will have a different set of cri-
teria, even compared with others in the same sector. Indeed, it is the
essence of KAM that each customer is different and is worthy of being
addressed on an individual basis, which includes understanding that each
has different criteria for suppliers, and dealing with these differences.
While applying a uniform set of criteria is entirely appropriate on behalf
of one company (e.g. as in your account attractiveness criteria), it is entirely
inappropriate on behalf of any more than one company (e.g. as in the cus-
tomers’ relative business strength criteria for suppliers).

Yet suppliers do exactly that, rationalizing it as ‘keeping things simple’ or,
in reality, ‘making life easy for ourselves’ (even at the expense of common
sense and success). In spite of that, many suppliers impose criteria sup-
posedly representing the customer’s view, which usually represent their
own ideas of what worthwhile performance looks like, and apply it to all
key customers. At a stroke, they have eliminated the opportunity to
understand the customer’s unique set of requirements. There seems little
excuse for this nonsense (especially when there is uncomplicated software
to help). Figure 2.6 shows an example of one customer’s supplier criteria,
which will clearly differ from another customer’s.

Headline criteria Breakdown

Assured supply Product quality management
Supply management

Values/trust-based Teamwork
business relationship Openness, honesty, fair play

Management excellence Quality management
Environmental management
Management depth

Low cost — best value Competitive validation
Process optimization
Financial strength

System player Communication
Best practices
Customer satisfaction

Technical competencies Health & safety
Product consistency

Overall score

To complete your preliminary assessment of key customer candidates:

o Identify the set of criteria that each customer would use, taking into
account its pressures, its markets, its strategies, its performance require-
ments and its expectations of suppliers.

Figure 2.6

One global
customer’s statement
of its requirements
of its suppliers.
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This table alone,
completed for each
customer, provides
excellent guidelines
on what to do to
make progress with
the customer.

Figure 2.7

Relative business
strength for compa-
rative supplier
evaluation.

e Give the criteria the weighting you think the customers would, bearing
in mind that customers generally rate soft factors like ‘easy to do busi-
ness with” higher than suppliers rate them.

e Estimate their rating of your company against each criterion, based as far
as possible on their current perceptions, not what you think they ought to
be. You may think they misunderstand, or are ignorant or unfair, but the
score should still reflect what they themselves would put down in real
research.

e Estimate their rating of the best competitor on the same basis, and on
any competitors who have distinctively different approaches. If you
have no direct competitor in this customer, rate the best supplier of any
goods or services that the customer is using.

e Complete the table in Figure 2.7.

Customer:

Suppliers’ | Relative Your company Best competitor:
business | importance
strengths | weighting

Rating | Score Rating Score
(0-10) | (weight (0-10) (weight
X rating) X rating)

Total
Difference:

This methodology brings customers” appraisals of your company to a series
of scores that, while based on different criteria, can nevertheless be com-
pared on a numerical basis. Obviously, a high score and a positive difference
versus the best competitor says that as far as that customer is concerned,
your company is excellent compared with the options available to it. A low
score and a negative difference versus the best competitor indicate a poor
perception from the customer, which has a better alternative supplier avail-
able. This table alone, completed for each customer, provides excellent
guidelines on what to do to make progress with the customer.
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The results of this exercise should be matched with the results of the cus-
tomer attractiveness exercise and plotted in the matrix in Figure 2.5, which
is then used as the basis for the provisional selection of key customers.
However, before finalizing the key account portfolio, you must go and
verify your assumptions with the customer, ideally through neutral third
parties. In fact, best practice companies go and ask customers for their
point of view even though what they hear may be uncomfortable at times,
but poor companies just go on guessing.

2.3.3 Rebuffs and exits

Rebuffs

Only reciprocated relationships are real relationships. So you may want to Only reciprocated
put “desire to have a relationship” with your company as an account attract- relationships are real
iveness criterion. However, ‘desire to have a relationship’ is more like a relationships.

killer ‘make-or-break’ clause than an account attractiveness criterion. Used
as a criterion in account attractiveness assessment, the customer could score
low on that count but still score high overall if it performed well on most
other criteria. It could look like a company that must be in your key cus-
tomer portfolio, being treated as a development or strategic account. That
would be a nonsense, though, if it refused to have a relationship with your
company. The best way to treat the issue is to rate the attractiveness of the
customer independently of its ‘desire to have a relationship” with your com-
pany, and then consider afterwards whether it wants the relationship, or
could be persuaded to want it, as a final decision on how to deal with it.

Ultimately, however wonderful you think a customer is, if it does not
want a relationship, and is most unlikely to change in the foreseeable
future, there is no point in selecting it as a key customer. It may be that it
is perfectly aware of what you have to offer, but is highly satisfied with a
competitor which suits it very well, and has no intention or need to make
any changes. Alternatively, it may be that its company philosophy keeps
suppliers at arms’ length. For whatever reason, if ‘prepared to trade, no
closer relationship allowed’ is its settled view, including it in your key
account group is futile.

The judgement would be different from that in which the customer does not
have much relationship with you now, but would potentially be prepared to
have a closer relationship if you positioned your company correctly. In the
former case, it is assumed that you will get no opportunity to work towards
that situation: in the latter, it is believed that it would respond, given the

right approach.

Exits

In order to manage a customer portfolio, it must be possible to retire accounts Most suppliers end
as well as adopt them. Most suppliers find this difficult, and end up with up with

unmanageable portfolios because inappropriate customers have never been unmanageable
portfolios because

cleaned out. But while these customers sit in the customer portfolio, they inappropriate
take up resources without making the level of response that justifies their customers have never
staying. been cleaned out.
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Figure 2.8
Reducing numbers
of key customers.

There are a number of reasons why customers may be inappropriately
labelled as key:

They are often very good customers who have been included because
the supplier did not recognize its limitations in capacity for KAM and
has simply selected too many (see examples in Figure 2.8).

The supplier has overrated the customer’s performance against selec-
tion criteria, and found out its mistake later.

The customer over-represented its ability or willingness to respond to
KAM treatment, whether inadvertently or by design, and is not deliver-
ing value to the supplier now nor will do in the foreseeable future.

-—
-

Year Year Year Year Year Year Year Year
1 2 3 4 1 2 1 3

Global logistics Automotive Industrial
chemicals

However the situation has arisen, it cannot be left unaddressed. There are
two options for customers who should leave the portfolio: exit to the next
tier down, or complete exit and loss of the business to the supplier.

e Exit to next tier down: Some companies opt not to tell the customer

about its change of status, but carefully and slowly withdraw resources.
Others are clear about it, in order to give the customer the chance to
respond if it wants to remain a key account. The choice probably depends
on relative power positions.

Complete exit: Most suppliers find it difficult to let go of a major cus-
tomer, even when it is clearly making a loss for them, and even when
there was no other good reason for continuing to do business with
them that gave any alternative value to the supplier. Sometimes letting
such customers go can make a significant improvement to the sup-
plier’s profitability, but it should be regarded as a last resort, if the prof-
itability cannot be turned round.
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Whether a step down or a total separation, careful management of exits is Whether a step

an essential part of customer portfolio management. down or a total
separation, careful

management of exits

.. is an essential part of
Case StUdy ms'th customer portfolio

When losing customers put a stop to losing money management.

Having had to make a major change in pricing strategy forced upon it
by the marketplace, one supplier feared that it would lose some of its
key customers. In fact, only a few of them walked away. The combina-
tion of the new pricing strategy and the disappearance of those few
large, loss-making customers did wonders for the supplier’s profitabil-
ity, and over a fairly short space of time it moved up to the number two
spot in the industry, from being number eight.

2.3.4 Categorization vs selection: portfolios vs lists

Treating your key customers as a list is a lot less appropriate than viewing
them as a portfolio, as in the matrix shown in Figure 2.9. First, it is often
assumed that once they are ‘on the list’, they have passed some kind of test
and should now all receive the same approach and resource: an idea
which this chapter hopes to have dismissed by now. Second, lists are gen-
erally seen as having a top and a bottom, so the notion creeps back in that
there are customers at the top of the list who are the ‘best’, and almost
inevitably, they are those with the biggest current turnover. Thus your
carefully applied criteria-based process is bypassed and frustrated, and in
so doing, your company loses a lot of good KAM practice aimed at opti-
mizing the return on effort. Third, decisions about key customers on a list
are commonly made on a case-by-case basis, often on individual contracts
rather than via a proper view of the key customer group. As a result, there
is a danger that the performance of the group will depend on a series of
unconnected decisions and hence is likely to be suboptimal. In particular,

Figure 2.9

List view of key customers Portfolio view of key customers Unidimensional list
vs multidimensional
portfolio.
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A supplier should be
focused on the
performance of its
portfolio of key
customer
relationships, like a
share portfolio.

the longer term is likely to be traded off against the short term, and the
short term may be compromised as well.

Suppliers should focus on the performance of their portfolio of key customer
relationships, like a share portfolio. When the customer is seen as a member
of a portfolio, temporary shortfalls in some customers can be consciously
balanced against returns from others. Managing key customers as a portfolio
ensures that the supplier maintains a balance between those making a con-
tribution through net cash outflow now, and those who will in the future.
When customers are managed as individuals only, there is more pressure to
maximize returns from each of them at any given time, which may be inap-
propriate and even detrimental to their growth in the longer term.

CHECKPOINT

To have real portfolio management in place you need:

1. Customer categorization: a view of key customers as a group, subcat-
egorized according to their potential.

2. Forecasting: an ability to forecast outcomes and model the responses to
different levels of resource, given the customer’s position in the portfolio.

3. Value-based prioritization: a process that compares the potential values
of customers, and agrees customer priorities based on strategy and bal-
ance in the portfolio.

4. Resource allocation: a process of allocating resources in line with strat-
egy and the optimization of the portfolio.

Some companies claim to manage their key customers as a portfolio but,
digging deeper, they have none of the essential processes in place to achieve
it. They have a view of the portfolio as a picture, but no more than that: they
have not operationalized that view, so they cannot benefit from it.

2.3.5 Allocating scarce resources

In any sensibly managed company resources are made scarce, in order
that those available should be used most economically. Key customers
have the potential to eat up huge amounts of resource, so any resource
within their reach needs to be managed very carefully indeed. In fact, their
reach goes well beyond the key account manager, who is, effectively, the
conduit through which the customer accesses the supplier’s resources.

Even when customers have passed the first hurdle and been admitted to
the portfolio of key accounts, their consumption of resources should not
be standardized, but should be determined by their anticipated potential.
Choices still have to be made about who does, and who does not, get
resource-intensive solutions and tailoring. Failure to make clear distinc-
tions between key customers according to where you expect to get the best
return results in inappropriate allocations.
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In our research (Woodburn et al., 2004), we discovered that misallocation
of resources occurred for several reasons, mainly:

e Lack of individual customer strategy: No customer policy guidelines
existed to indicate whether there was, or was not, an accepted desire to
develop with that particular customer, against which the merits of spe-
cific proposals could be decided.

e Lack of commitment to strategy: In spite of having clearly categorized
the customer, its treatment in practice might be quite different from that
identified as strategically appropriate. One supplier said, “We throw
more at our worst key account than we do at any of the others, in spite
of the relationship.”

® Poor implementation: No process existed to link together individual
decisions into a consistent customer treatment. Resource allocation was
a series of separate submissions decided on their individual merits.

We should add ‘application of key account managers’ powers of persua-
sion and influence’ to that list. It is the responsibility of all employees in a
supplier to use its resources as wisely as possible, but one key account
manager’s words, “You have to fight for your customer, don’t you?’,
represent a very common view. However, you should not be ‘fighting for
your customer’. If it has been objectively decided and agreed that invest-
ing in your customer is not the best use of your company’s resources, then
you should not be trying to gain more than allocated. You will be destroy-
ing shareholder value and might reasonably be accused of acting in your
own best interests rather than those of your company.

So you should not expect applause for engaging in that kind of battle. If you
won it, you would then have put yourself in the position of having effectively
guaranteed a performance superior to that of selected customers — not just a
good performance — and even then, you might not be congratulated for rob-
bing your company’s strategic customers of resource. So it may be tempting
to massage the figures to get your customer into the programme, or to grab
resources if it remains outside, but consider very carefully before you do so.

Case study insight

Allocating resource selectively in hi-tech

A global hi-tech supplier was renowned for the quality of its R&D
people. As creative, blue-sky thinkers, they liked to pursue exciting
ideas wherever they appeared. However, the supplier discovered that a
lot of its R&D time was being spent with start-up companies, which had
bright ideas but were poorly positioned to exploit its innovations com-
mercially. Meanwhile, key customers were being starved of R&D
resources, so they were not getting the innovative products they needed
to feed their well-developed markets. The supplier introduced a policy
that major R&D projects would only be offered to key customers in the
future.

‘We throw more at
our worst key
account than we do
at any of the others,
in spite of the
relationship.’

It may be tempting
to massage the
figures to get your
customer into the
programme, but
consider very
carefully before you
do so.
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Figure 2.10
Adding the
customer dimension
to project approval.

Some companies have good, objective, criteria-based processes for evalu-
ating projects, contracts or requests for tender that they might attempt to
win (although surprisingly many do not), but relatively few bring the cus-
tomer dimension into the evaluation, even in the simple manner shown in
Figure 2.10. As a result:

e Important information is not considered, which would be indicative of
the chance of winning the bid and/or its success in terms of profitable
fulfilment.

® Resources are tied up by less important customers and are not available
to strategic customers when required.

Clearly, as Figure 2.10 suggests, good projects in good customers are ideal
and, just as clearly, suppliers should avoid poor projects in poor customers.
However, an apparently good project in a poor customer should be chal-
lenged because it may easily not turn out as well as expected with a difficult
customer; equally, an apparently poor project in a good customer may be
explored and improved within the kind of relationship that allows that to
happen.

Customer

Not good

9

Not good
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Summary
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3 Relationship stages

Fast track

Key account management (KAM) is very much concerned with managing
the relationship with the customer, but remember that the relationship
is @ means to an end, that is, business development, and not an end in
itself. Nevertheless, it is important to understand these relationships,
which vary from simple, transactional forms to intimate and complex
liaisons. There is a distinct hierarchy of relationship levels which describes
the progression from the simple trading stage right up to a configur-
ation that is only a short step away from a merger. Whatever level of
relationship is reached, the requirements for efficient fulfilment of basic
transactions remains, although a good relationship might allow a greater
period of tolerance and assistance with poor performance than a simple,
easy-to-exit relationship. Ultimately, however, a customer will have to buy
from the supplier who gives them the offer they need, however good the
relationship.

Both the key account manager and the supplier organization need to
know what kind of relationship they have with each customer, and
therefore what they can and cannot do with it. Suppliers generally have
delusions of intimacy with the customer, and believe that they are one
stage closer than the customer does. Since the essence of a relationship
is reciprocation, then the supplier can only work with the level of rela-
tionship that both parties agree on.

Exploratory relationships
Suppliers need to recognize
Selling company Buying company potential key accounts from
the outset and treat them as
such. The bigger the cus-
tomer, the longer it takes. Be
prepared to be patient and
manage internal expectations.
Monitor the signals sent out
rigorously.

|0
4 key| 18| 3
2 S 3
8 gl g
5] ala




52 Key Account Management
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Basic relationships

This simple, transactional rela-
tionship has benefits of effi-
ciency, clarity and resource
control alongside its disadvan-
tages of vulnerability to com-
petition, fragility to change,
potential for bias, limited
understanding of each other
and limited opportunity.

Cooperative relationships

To be regarded as a transi-
tional stage, this stage is
hard to control and likely to
be losing money. It may be a
necessary rite of passage, but
not a stage to prolong. Key
account managers are still
‘out in the cold’ and ‘in the
dark’, and the supplier is not
yet trusted, so the more posi-
tive feel has yet to be trans-
lated into real advantage.

Interdependent relationships
This is the stage to which sup-
pliers developing KAM nor-
mally aspire with the right
kind of customer. These rela-
tionships involve trust, much
more exchange of informa-
tion, proactive strategies
based on a much deeper
understanding of the cus-
tomer and opportunities for
joint strategic planning lead-
ing to substantial business
growth.

Integrated relationships

These relationships are just
short of a merger. Boundaries
between the two companies
are dissolved, since a high
degree of trust eliminates the
need for protection. Inte-
grated relationships are few
in number because they take
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a lot of dedicated resource, are not easy to put together, and tend to
repel other customers in the same marketplace.

Even close relationships do not necessarily last forever, although there
are some that have worked for decades. Disintegration may be driven
by changes in the ownership or market position of either company, or
by the supplier’s failure to develop the relationship. Ultimately, the sup-
plier has to be able to offer the customer what it wants, so a relation-
ship, however good, cannot compensate if the supplier’s product or
service fails to meet the customer’s needs.
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Introduction

Not surprisingly, relationships between complex suppliers and complex cus-
tomers are likely to be complex too. They are made up from a web of people
interacting with other people in the partner organization, which is not easy
to manage. In addition, those relationships need to be supported by a web of
internal relationships in order to respond to an ever-moving picture of the
customer’s needs, and to achieve effective and timely implementation.

Inevitably, these relationships will not be uniform, and quality and cooper-
ation will vary with different people in different functions and different parts
of the customer’s organization at any given time. Nevertheless, it is possible
to identify characteristic stages of relationship between two organizations
that takes this variation into account. Several research groups have been able
to describe levels of relationship, which the companies involved can also
recognize.

Clearly, the way a relationship between two organizations works is differ-
ent from the way a relationship between two people operates. A great deal
has been written about interpersonal relationships elsewhere, so we have
taken it as our job to discuss the relationship between two organizations.
Parallels between person-to-person relationships and business-to-busi-
ness relationships can certainly be drawn, but there are also major differ-
ences in how they should be managed and developed. This chapter
describes the stages relationships can reach with key customers, while the
next chapter discusses more specifically how they may be achieved.
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3.1 Understanding key relationships
3.1.1 Why do you need to know?

In personal relationships, you behave differently towards different people
according to how well you know them and what they mean in your life. If
you treated your oldest friend with distant formality, he or she would be
puzzled and upset: old friendships should be warm and relaxed, frank
and open to new ideas. Similarly, if you treated an acquaintance like your
postman or your child’s teacher as an old friend, they would be equally
puzzled and upset, or even offended and enraged by your familiarity. It is
the same with intercompany relationships. If you have just started trading
with a customer in a limited way, trying to involve the chief executive in a
strategic planning workshop would be seen as unnecessary at best, and
presumptuous at worst. Asking for inside information about the business
may be greeted with suspicion, if yours is seen as a simple trading rela-
tionship, but it may be welcomed and even expected if you have a highly
collaborative liaison with the customer.

You need to understand when you do not yet have the kind of relationship
that entitles you to call on that amount of attention. Many customers have
thousands of suppliers, so they have to prioritize their time very carefully
(see Chapter 4). Your best plan is to:

e understand your current position in the relationship hierarchy,
® decide how far this relationship can go and how far you want it to go, and
e make a plan to move forward, matching your strategies to the stage you

have reached.

Be aware of the fact that customers do not usually see the relationship in the Suppliers suffer from
same way as the supplier, particularly the key account manager (Figure 3.1). delusions of intimacy

When we asked suppliers what level of relationship they had with a key much cq}sc.)troerfwke]?sn
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Figure 3.1
The relationship
perception gap.
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Only the reciprocated
part of a relationship
is effective. It follows
that the rest is either
an investment or a
waste.

customer, and then asked their customers the same question, we found that
the answers were almost always different. The supplier usually rated the
relationship one level higher than the customer. But only the part of the rela-
tionship that is agreed by both sides can be real. If you think about it, you
cannot be closer to me than I am to you. Of course, the reverse is true too, that
your customer cannot be closer to you than you think you are to them but, in
general, it is suppliers that suffer from delusions of intimacy much more
than customers. In fact, only the reciprocated part of a relationship is effec-
tive. It follows that the rest is either an investment or a waste.

Investing resource
It may be right to behave as if the relationship were more advanced than
it is currently, in order to develop it to that higher level, provided that:

e you have calculated that the customer can and will respond,
@ you are intentionally investing in the customer,

e you monitor the development of the relationship and the return from it,
and

@ you take action if progress is not achieved.

Wasting resource
If you have somehow slipped into a stage of relationship which is one-
sided and not moving forward, you should stage a cautious retreat:

e consider what you are doing that is not appreciated by the customer

o withdraw resources carefully to a more appropriate level.

The following sections describe the different stages of relationship in some
detail to help you identify at what level you cooperate with your cus-
tomers currently, and what that indicates in terms of your behaviour and
opportunities.

3.1.2 The hierarchy of key relationships

For some time now, researchers have been aware of a hierarchy or ladder of
relationships between suppliers and key customers (Scott and Westbrook,
1991; Dunn and Thomas, 1994; Millman and Wilson, 1996). Each group
gave the stages slightly different names, but they are all clear that the focus
of relationships of the lowest order is on transactions between the compa-
nies, while at the high end the focus shifts towards a highly collaborative
approach to the relationship, in which the companies concentrate on com-
bining their strengths to develop new, joint business initiatives that challenge
existing boundaries.

Of course, the development of key relationships is a continuum rather than
a series of step-changes, but different levels with different characteristics can
usefully be identified. They can effectively be described as a pyramid, as in
Figure 3.2. This way of looking at key account relationships suggests that each
layer of the pyramid is built on the one below. As the relationship develops
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Complex

A

Figure 3.2
Hierarchy of key
relationships.

to a higher, more intimate and more complex level, it still depends on the
sustained satisfaction of needs at the lower levels and does not ignore those
elements. They continue to form the base of the pyramid and of the relation-
ship. A buying company, however closely involved with its supplier at a
strategic level, still expects that its transactions will be carried out efficiently.
Two characteristics define a watershed in supplier/customer relationships.
Try the litmus test below for a quick check on where your relationships are.

CHECKPOINT

For each of your key customers

1. Trust
— Do they and their company trust you and your company?
— Do you and your company trust them?

2. Mutual importance
— Do both sides consider that they need each other and are important
to each other, and are prepared to state that explicitly?

Trust implies that both companies believe that the other would not Trust implies that
indulge in opportunism. Opportunism means taking advantage of the _ both companies
other, for example, maintaining or even increasing prices, assuming that t\)/sgi\llg ;Ziﬂ;giftg?r:
the customer is ignorant of a cut in raw material costs which would actu- opportur?ism.
ally enable a price cut. Trust, at least on the customer’s side, does not
really appear until the interdependent stage of relationship, which is the
most common aspirational level beyond the basic stage. In addition, at
lower levels of relationship the customer still sees that it can exit the
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The basic relationship
requires the
fulfilment of normal
sustainable trading.

relationship quite easily (although suppliers are rather shocked by this
view and often do not share it), and only at the interdependent stage would
it acknowledge its need for the supplier. These two questions therefore
give you a quick idea of whether your relationships have reached the
higher levels of collaboration or are still on the other side of the water-
shed, at a transactional or transitional stage.

Portrayal of key relationship stages as a pyramid is reminiscent of Maslow’s
hierarchy of human needs (Maslow, 1943). Stated very simply, Maslow sug-
gested that the needs of an individual could be positioned in a hierarchy
according to the order in which they must be satisfied. At the lowest level,
the individual has fundamental physiological requirements, such as food,
water and warmth, and unless these are adequately fulfilled, the individual
will show no interest in fulfilling other, less urgent needs.

At a slightly higher level, people have a need for safety and freedom from
threat. If they are preoccupied with protecting themselves, then they are
unlikely to be motivated by more esoteric issues, such as self-image, for
example. At a yet higher level, people have a need for relationships that
give them love and esteem from their fellows, and if this requirement is
satisfied, they can proceed to develop themselves to their fullest and most
creative potential. In other words, the motivation of individuals towards
achievement at the higher levels of their capabilities requires underpinning
by the satisfaction of more basic needs.

The development of key account relationships seems comparable with
Maslow’s scheme (Figure 3.3). At the lowest level, which can be compared

Needs of individuals Needs of key relationships

Achieves self-actualization, Realization of fullest potential
fulfils personal potential of both organizations

Receives love and esteem Confidence in relationship,
from fellow human beings stable, valued by both sides

Figure 3.3 Needs of the individual compared with the needs of key relationships.
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with the individual’s physiological needs, the basic relationship requires
the fulfilment of normal sustainable trading as a minimum; i.e. the efficient
handling of transactions (orders, deliveries, payments and so on). If your
company cannot manage ordinary transactions adequately it will, quite
rightly, have little success in developing the business further.

At the cooperative stage, equivalent to Maslow’s need for safety, relation-
ships reach a point where the parties are, at least, no longer in constant
fear of losing the relationship. Supplier and customer act in a cooperative
way, rather than being constantly suspicious of or threatening towards
each other. As the companies get to know each other better, they begin to
understand each other’s modus operandi and can predict the future, up to
a point. It becomes possible to discuss forecasts of demand.

The interdependent stage is perhaps equivalent to Maslow’s need for ‘love
and esteem’. Both companies recognize their on-going relationship and this
is reflected in their confidence and high regard for each other. Since neither
company anticipates or considers termination of the relationship, both can
adopt behaviour appropriate to longer term business development.

At the highest or integrated level, the relationship is so close that the two com-
panies act as a single entity without internal barriers although, by definition,
it stops short of being an actual, legal merger. The companies trust each other
and do not feel the need to operate protective measures against oppor-
tunism. The relationship can now be at its most creative, using the potential
of both partners to develop innovative, mould-breaking strategies.

Relationships may start at the bottom of the pyramid and work their way
up, but not always. Some will begin at a higher level, although it is hard to
imagine companies entering into an integrated relationship without prior
experience of each other. However, a fairly close relationship may exist
from the outset if the product/service is very complex or customized, or
particularly important to either or both companies. In those cases, the rela-
tionship may well spend longer at the pre-trading, or exploratory, stage.

Even among the elite group of customers selected by companies as ‘key’
accounts, the number of relationships that can be maintained at each stage
becomes fewer as the level of complexity and collaboration increases.
Logically, there is a limit to the number of close relationships that any com-
pany can sustain (see Chapter 2). Such relationships require the adaptation
of standard offers and services, and the investment of time, money and
people, especially people with sufficient seniority — and the supply of all of
these is constrained.

Notably, integrated relationships are relatively rare, not just because of the
resources they require. An integrated relationship with one customer in a
marketplace, with all the commitment and joint activity that it implies, is
likely to deter others from trading with the same supplier, as they, not unrea-
sonably, fear that the best ideas, the latest developments and any exclusive
offers will go to the customer with the integrated relationship. They suspect

At the cooperative
stage, the parties are
no longer in constant

fear of losing the
relationship.

The interdependent
stage reflects

both companies’
confidence and high
regard for each
other.

At the integrated
level, the two
companies act as a
single entity without
internal barriers.

An integrated
relationship with one
customer is likely to
deter others from
trading with the
same supplier.
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Increasingly,
companies linked
together in integrated
supply chains are
appearing as the unit
of competition.

Where the potential
importance of the
relationship qualifies
the customer as a
future key account, it
should be treated as
such from the start.

they will receive second best, added to the danger of their commercial
secrets leaking to their competitor. Major players are therefore likely to look
for alternative suppliers with whom they can develop a similar position.
Increasingly, rather than individual companies competing independently
with each other, companies linked together in integrated supply chains are
appearing as the unit of competition (Christopher, 2005).

CHECKPOINT

What kind of relationships do you have with your key
customers, and how many of each kind do you have?

Response Score

Strongly agree 4

Agree 3

Disagree 2

Strongly disagree 1

To what extent does this statement apply to Score

the relationship?

Both companies would find ending our relationship difficult and
complicated

There is a real spirit of partnership and trust between our two companies

Together we have produced long-term strategic plans for the
development of our relationship

Both companies have set up cross-functional teams of people dedicated
to meeting the customers’ needs

People at all levels in the organization are in constant communication
with each other

Both companies acknowledge that the other is important to them

Total

Score Relationship stage
6-10 Basic

11-16 Cooperative

17-22 Interdependent

23-24 Integrated

NB: Remember, suppliers tend to overstate the relationship reached by
one stage.

3.2 Stages in key relationships
3.2.1 Exploratory relationships

The exploratory stage is the earliest stage of relationship development, before
trading begins, so it could be described as a stage of investigation and devel-
opment of understanding. Where the potential importance of the relationship
qualifies the customer as a future key account, it should be treated as such
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from the start, and distinguished from the handling of the general run of new
leads and prospects.

Failure to recognize potential key accounts early enough is a sad waste of
opportunities. Unfortunately, some companies do not adapt their response
to the potential, so they burn up resource in a relentless tendering process
that delivers a uniform standard of mediocre bids, which are unnecessarily
rich for straightforward customers and nothing like good enough for poten-
tial key accounts.

Needless to say, current key accounts can be lost, so the recruitment of
replacements is critical. As major openings are few and infrequent, it is essen-
tial to approach promising prospects in the right way from the first contact, so
exploratory KAM should be operated with those customers selected as ‘key’,
and only those. Selection methods are described as part of the categorization
approaches in Chapter 2. Ideally the same criteria should be used for selection
as for categorization, but sometimes suppliers analysing their customers
include criteria which can only be satisfied where there is actual business.

To decide whether a prospect qualifies for an exploratory relationship, the
supplier should concentrate on customers which will support the achieve-
ment of its corporate strategy. For example, if the supplier’s aim is to enter
a new market segment, then it may target a well-regarded participant in
the sector. Failing that, it should target a company which operates in a sec-
tor with similar issues, in order to tap into their knowledge of tackling
those issues. If the supplier is attracted by the opportunity to learn from
leading-edge customers, they should build their desires into the criteria
they use for evaluating prospects, as in the example shown in Table 3.1.

Table 3.1
Key account selection criteria Weight | Potential key account Criteria-based quali-
fication of a poten-
Rating Score tial key account
(0-10) (weight X
rating)
Size: spend on products we offer 35 8 280
Strategic alignment: potential to use 25 7 175
our planned product innovations
Rate of growth in their market(s) 20 5 100
One of top three suppliers in their 10 8 80
marketplace
Has long-term relationships 10 6 60
with suppliers
Total 100 695

Minimum score to qualify as key account = 650
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In an exploratory KAM relationship, the key account manager and the pur-
chasing manager tend to keep the process of exploration very focused. They
tightly control the amount of interaction with others in their organizations
until a decision to work together has been reached. Typically, all communi-
cation will go through these two people so that they can monitor and con-
trol each exchange. They may interact on a regular basis, possibly over a
long period of time, in order to bring the two organizations closer together.
The exploratory relationship is represented diagrammatically in Figure 3.4.

Selling company Buying company

Key
Customer
Contact
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sJ0y0a1Iq
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Figure 3.4
Exploratory KAM
relationship.

On both sides,
managing the signals
transmitted and their
implications needs to
be a deliberate,
conscious process
and one supported
by the whole of the
organization.

Trust is a slow-
growing and fragile
seedling, which
must be cultivated
with care.

At this stage, the companies have very little history of interaction or ex-
perience of each other, so they will be trying to form an opinion of each other,
probably both on objective and subjective grounds. Like bats in the mating
season, both seller and buyer are sending out signals and exchanging mes-
sages prior to the decision to get together. They will make judgements object-
ively based on the information they are given and, more subjectively, on
‘signals’ that may be generated directly by the other company, or indirectly
by third parties. Reputations and signals are examined very carefully, and
the impact of any event, communication or rumour can be magnified, some-
times disproportionately so.

On both sides, managing the signals transmitted and their implications
needs to be a deliberate, conscious process and one supported by the whole
of the organization. If the key account manager claims that his or her organ-
ization is flexible and responsive, then the purchasing manager will look for
signs to support the truth of that assertion. Naturally, the claim will be dis-
counted if, for example, instead of the tailored version promised, a standard
service specification arrives with just a few suggestions as to how it can and
cannot be changed to meet the specification.

At this initial stage of the relationship, the selling company will be courting
the customer in order to explore its particular needs and aspirations; deter-
mine the size and scope of the opportunity; identify how it might differen-
tiate itself from the current supplier; and understand how the decision on
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supplier selection will be made. Selling skills will be important, but care
should be taken that pushing for short-term sales results does not destroy a
larger, longer term relationship.

At the same time, the customer with an unfulfilled or underfulfilled need will
be exploring the supplier’s offer, capabilities and credentials, and quite possi-
bly doing so with more than one supplier simultaneously. It is unlikely that
either party will disclose truly confidential information at this stage, for trust
is a slow-growing and fragile seedling, which must be cultivated with care.

The key account manager and the purchasing manager have to manage a At this investigative
difficult balancing act between investing enough to secure the business and stage, the major
using up too many resources speculatively. At this investigative stage, the share of |n\;estmter:1t
major share of investment comes from the selling company, as the buyer asks sce(ﬁmgsc Cg;)nrg an;
for inspection visits, evidence of organizational capability, samples made to

their specification, costings and other information which may not be readily

available. All too often, the key account manager’s requests for assistance in

complying with these demands are seen by colleagues as an irritation and a

secondary priority. Rather than being aligned supportively behind the key

account manager, colleagues are busy pursuing other objectives.

CHECKPOINT
For exploratory relationships
Does the customer potentially qualify as a key account?
Have you identified what you need to explore?

Are all the signals the customer receives properly managed? By whom?

Have you planned how to promote and back up your company’s
reputation?

® Has your company agreed how long it may need to work on develop-
ing this relationship and allocated resources to it?

® Have appropriate progress-tracking milestones been set?

Case study insight

The consequences of misaligned views

The supplier’s production manager saw his priority as hitting targets
for a high volume of output and a low reject rate. He saw no good rea-
son to compromise his targets by switching production equipment to
developing samples for people who were not even customers yet. So
production-quality samples promised to a prospective key customer
were late: more than one deadline was missed and when the delivery
eventually arrived, the supporting data were absent. By this time, the
prospective customer had become sceptical about promises that real
orders would be treated differently, and placed its business elsewhere.
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The basic KAM stage
implies a relationship
with a pronounced
transactional
emphasis.

Figure 3.5
Basic KAM
relationship.

Channelling
interaction through a
single point of
contact should be
efficient.

Overcoming a lack of cooperation from other managers is one of KAM's
greatest problems. The key account manager must have high-level status
and/or top-level backing, and the implications of KAM must be made bla-
tantly clear throughout the supplying organization. The stakes are too
high to risk any unnecessary gaffes or avoidable mishaps that may pre-
vent the relationship from ever getting beyond the exploratory stage.

3.2.2 Basic relationships

Buasic relationships are most like a traditional sales relationship, but they are
still appropriate for a great many key customers. The basic stage implies a
relationship with a pronounced transactional emphasis, in which the key
account manager and purchasing manager are now in regular contact,
although their organizations are still aligned behind them rather than along-
side them. The standard trading management approach that both companies
normally adopt will be applied, and no customized arrangements have been
set up. The key account manager and the purchasing manager still expect all
communication and exchanges to be channelled exclusively through them,
so as yet no one else on either side has really developed a relationship with
his or her opposite number. Figure 3.5 depicts a basic KAM relationship.
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The interest level on both sides is limited, so the relationship is managed as
efficiently as possible and, indeed, channelling interaction through a single
point of contact should be efficient, even if it has other downsides.
Responsibilities are normally clear, and communication and control simple,
so overhead costs should be contained because the constriction of inter-
action between the two companies naturally curbs the amount of manage-
ment time that each party can take up. Key account managers handling such
relationships can have about five of them in their portfolio, so they have
enough to do just responding to ordinary customer requests, without raising
the activity level further. With everything going through the key account
manager as the single channel of communication, he or she does not have the
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time to use up a great deal of extra cost or develop resource-hungry projects
for the customer.

At the basic stage, neither party feels particularly committed to the relation- At the basic stage,
ship. The business is based on a stripped-down, simple exchange of money neither party feels
for goods and services that is not surrounded by extra systems and services particularly

committed to the

valued by the customer which it would find awkward and inconvenient to relationship.

surrender. The perception is that barriers to exit are low, especially on the
buyer’s side, and the key account manager is well aware of this. After all,
the buyer is probably sourcing from a competitor simultaneously, so switch-
ing is not a big problem. The buying company may also use other suppliers
of the same product/service in order to play one off against another.

In basic relationships the customer tends to be very focused on the price,
which features heavily in discussions, negotiations and measurements of
success. The key account manager is equally focused on his or her reward
package, which is generally based on short-term volumes. With strong, With strong, short-

short-term financial drivers in place on both sides, there is little room or term financial drivers
in place on both

appetite for relationship development and therefore for major growth. sides. there is [ittle
Supplier organizations do not seem to recognize the limiting effect of the room or appetite for
incentives they commonly operate. relationship

development and
therefore for major
growth.

There is not a great deal of information shared in a basic relationship,
partly because the emphasis on transactions limits the topics discussed,
and partly because a foundation of trust between the two companies has
not been established. If neither side is sufficiently well informed to be
more proactive, then both parties will behave reactively, simply respond-
ing to situations as and when they arise. The level of exchanges is likely to
be low generally, in terms of both quantity and quality. The volume of
communication on operational subjects may be high, but this ‘noise” level
may be obscuring the fact that discussion on more important issues is not
happening, and the supplier should not be misled into thinking this indi-
cates a closer relationship than is really the case. The characteristics of a
basic relationship are as follows:

Transactional, emphasis on efficiency
Driven by price, success measured by price
Probably one of several suppliers

Seen as easy to exit

Single channel of communication

Business relationship only

Very little information sharing

Reactive rather than proactive

Driven by personal reward structures

Standard organization.
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Table 3.2
Advantages and dis-
advantages of basic
relationships

The most pressing
problem is the
vulnerability created
by having only a
single point of
contact.

Turnover of key staff
is often cited as the
reason for relationship
breakdown.

A basic relationship is
indicated for large
accounts that are
aggressive price-
fighters with no
interest in added
value, or no intention
of paying for it.

Advantages Disadvantages

Efficient Seen as easy to exit

Simple Driven by price

Clear objectives Very little information sharing
Easier to control: standard approach Reactive rather than proactive

single channel of communication Gt epenelam o e =

Easier to measure ship between two people
Key account manager skills Open to biased view: coloured
more readily available by principal contacts

Easy to break up

Hard to grow

A basic relationship has its advantages and disadvantages (Table 3.2). It may
deliver goods and services efficiently, but it is not robust, nor is it likely, for
example, to create new opportunities in the marketplace or find major cost
savings through process re-engineering. However, the most pressing prob-
lem is the vulnerability created by having only a single point of contact that
may easily be opened up by the competition. This is a fairly superficial busi-
ness relationship, devoid of any deeper commitment that might persuade a
buyer to be tolerant of a mistake or to warn of impending threats.

Even if there were some kind of personal chemistry between the key account
manager and the purchasing manager, should either person leave his or her
job, that bonding would be lost. The successor might not be able or willing to
continue the relationship and, indeed, successors often make a point of
changing ‘old” suppliers and bringing in those with which they are familiar.
Turnover of key staff is often cited as the reason for relationship breakdown.

A basic relationship is clearly not all bad, and in some circumstances it is
the most appropriate. Because of its potential for efficiency, a basic relation-
ship is indicated for large accounts that are aggressive price-fighters with
no interest in added value, or no intention of paying for it. Some companies
should always be treated in this way, because they adopt this stance in all
their purchases. However, there are others who build closer relationships
when purchasing their core inputs, but not when the product is not critical
to them. Suppliers need to be able to recognize the difference, although it
may be right to work within a basic relationship anyway.

However important the customer may be to the supplier, a genuinely
closer relationship will not develop with a customer who is not prepared
to reciprocate. In such circumstances, there is a ceiling to the level of rela-
tionship that can be attained, and any attempts to take it beyond this point
are doomed to fail (see Chapter 4). Suppliers are wise to recognize this fact
and avoid the fruitless investment of time, money and ‘free gifts’ in terms
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of extra services. Although the customer may happily accept an enhanced
offer, it remains uncommitted, buying on price as usual. The supplier
should only develop the relationship further if the customer meets strate-
gic selection criteria, including a propensity to reciprocate.

A relationship can be very successful at the basic level, but it still may not
be possible or advisable to develop it further, for a number of good reasons:

® The length of life of the relationship may be limited by changes pend-
ing in the environment in terms of legislation, technology, market, com-
pany ownership and so on.

® The buying company may be low-price focused and unresponsive to
added value.

® The buying company may be known for supplier-switching behaviour.

In summary, a basic relationship is indicated when the overall lifetime
value of the relationship is not expected to repay investment in terms of
time, resources, customization and so forth. In order to decide whether
and how the account should be developed and what objectives it should
have, a deep understanding of the customer and the markets in which it
competes will be needed.

If the relationship is at a basic stage just because it is new, then it may be
effectively a trial time during which the selling company has to prove its
ability to deliver its offer in an efficient manner. Buyers will obviously pre-
fer to develop business with suppliers who have demonstrated that they
can live up to minimum operational requirements. However, trial experi-
ence is not always possible, as in the case of major one-off contracts. As in
the exploratory relationship, the supplier should be very aware of the sig-
nals it sends: even at this stage, it must always look like a supplier that has
the potential to take on a greater role in the customer’s business.

3.2.3 Cooperative relationships

The cooperative relationship becomes something akin to a network, albeit a

fairly loose one. The key account manager and the purchasing manager work

more closely together and now, in addition, the relationship involves a wider

range of people and a wider range of interaction than before. Indeed, the

people in the front line of transaction handling, that is to say, order pro-

cessing and customer service, are generally in much more frequent contact

with their counterparts than is the key account manager with the pur-

chasing manager.

The growing web of

More people have an understanding and appreciation of the business than involvement means

in basic KAM, though their contact may not be regular or frequent. that the relationship

Nevertheless, the growing web of involvement means that the business is s better protected

better protected against the departure of the key account manager or the against the departure
of the key account

purchasing manager, but the major thread of the relationship still runs manager or the

between the original two key players. Although the relationship begins to purchasing manager.
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Figure 3.6
Cooperative KAM
relationship.

Cooperative
relationships are
messy and hard to
manage.

draw in more people and harness more resource, it is not a highly organ-
ized state, so there are many things that can go wrong. The multifunction
links of a cooperative relationship are represented in Figure 3.6, although
they are shown in a much tidier way than they would be in reality.

Selling company Buying company

Directors Directors

Operations Operations

]

Marketing Marketing

Service Service

Cooperative relationships are messy and hard to manage. Clear lines of
communication, responsibility and authority have not been established in
cooperative relationships, and activity is at least uncoordinated, or even out
of control. For example, you may find that just as you have sealed a sensi-
tive deal with some people in the customer organization, your accounts
receivable department has put the customer on ‘stop” because they have
exceeded their credit limit. Perhaps you did not tell accounts that this cus-
tomer had a acquired a new status with the company and should be given
a higher limit; or perhaps they do not know who is the key account man-
ager, or even that one exists, and did not think of consulting you first.

At this stage, the supplier is looking for opportunities to add value for the
customer, in order to develop the relationship, and the buyer adopts a pos-
itive and communicative attitude towards the supplier. The buyer may
identify further opportunities to do business together or help you to solve
operational problems that arise, rather than just passing them on. The
underlying shape of the organization on either side does not change. The
customer is still handled within the supplier’s existing structure, and no
significant organizational adaptations are normally made.

However, a social context begins to appear, often fostered by the selling
company through organized events like golf days and trips to sports fix-
tures, or through smaller events like lunches and dinners. In the beginning,
some of the most valuable gatherings are the more casual lunches or after-
work get-togethers where people get to know each other in a more relaxed
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CHECKPOINT

Visualizing cooperative relationships

Draw a model based on Figure 3.6 for each of your cooperative relation-
ships. Put in the actual people and functions involved on both sides.

® Draw the central core of the relationship and the people on both sides
who work together in it.

® Add the functions/people who have occasional contact as boxes round
the outside of each organization.

® Draw lines between the boxes to show the links between them.

® Have you decided whether this relationship should move forward
towards interdependent or backwards towards basic?

® Have you developed a plan to get this relationship under control and
move it to the desired stage?

setting, having set work aside for a short period. This network brings new
strength to the relationship. Participants become driven by a desire not to
let personal contacts down, which is a far more effective motivation than
formal statements of intent or customer charters. The key characteristics
you might expect to see in a cooperative relationship are as follows:

Selling company adds value to relationship

May be preferred supplier

Exit not particularly difficult

Multifunction contacts

Relationship still mainly with buyer

Organization mainly standard

Limited visits to customer

Limited information sharing

Forecasting, not joint strategic planning

Not really trusted by customer.

Suppliers have more access to their key customers than they do in basic
relationships, and that gives them more information with which to work.
You may still feel that the amount of contact you get is not quite as much
as you want (see Figure 3.7), and you know that there are other suppliers
(possibly, but not necessarily, competitors) who get a much greater share
of the purchasing manager’s time. Like a climber reaching the first peak of
a mountain range, the realization dawns that there are further, higher
peaks to climb which were simply not visible before.
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Figure 3.7
Contact between
selling and buying
companies.

The key account
manager remains
somewhat ‘out in
the cold’ and ‘in
the dark’.

Exit is still not
regarded as
particularly difficult:
inconvenient, possibly,
but certainly not
unthinkable.
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Visits to the customer continue to be limited by the time the purchasing
manager is willing and able to devote to the type of product and supplier
concerned. While information is shared across a broader range of topics
than before, it is still confined to material that is fairly readily available. The
supplier is not trusted sufficiently for the buyer to volunteer highly confi-
dential information, and the key account manager remains somewhat ‘out
in the cold” and ‘in the dark’. Joint strategic planning is not really possible
and does not develop much beyond simple forecasts of price and volume.
However, even forecasting constitutes useful progress compared with basic
KAM, which may not offer medium term demand visibility, never mind
demand security.

Even at this stage, exit is still not regarded as particularly difficult; incon-
venient, possibly, but certainly not unthinkable. The selling company has
not achieved sole supplier status, and the buyer continues actively to scan
the competitive landscape to make sure it is getting best value for money.
The business is still very vulnerable to competitors, and another supplier
with the inside track might gain advance information, for example, on new
customer sites or new strategic directions, which is denied to a selling com-
pany at only a cooperative stage of relationship development. A competing
supplier who has inside knowledge can work out an interesting and
innovative proposition, long before the latter gets the same information.

So although a cooperative relationship has a positive feel, and is less defensive
and more open than a basic relationship, some reserve remains; doors are



3 — Relationship stages 71

opened, but not flung wide. More useful information is made available, but
this does not include sensitive material, because the supplier is not really
trusted by the customer. It is often at the cooperative stage that the real poten-
tial to progress the relationship is grasped, or lost. It is still an uphill task to
break out of the cycle of limited information and limited capability to make
better and more exciting offers to the customer.

Cooperative KAM can be a difficult stage, having lost the efficiency and
control of basic KAM, but not having gained the benefits of openness and
joint activity of interdependent KAM. Indeed, we believe many of the rela-
tionships with key customers that lose money for suppliers are at the co-
operative stage (see Figure 3.8). At this stage, the supplier is probably
spending a lot on the relationship, as the number of contact points and
activities grows, but the customer is not yet ready to respond with a really
substantial uplift in volume.
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While making a loss on these relationships is not inevitable, they should
certainly be challenged and their profitability be properly investigated
and monitored. This view strongly suggests that sticking at a cooperative
stage is not a good idea, so you should work to move the relationship for-
ward as quickly as possible, or carefully take it back to basic.

3.2.4

In an interdependent relationship, the organizations collaborate across a range
of functions. Interactions are orchestrated and managed by, rather than
channelled through, the key account manager and the purchasing manager,

Interdependent relationships

It is still an uphill task
to break out the
cycle of limited
information and
limited capability to
make better and
more exciting offers
to the customer.

Many of the
relationships with key
customers that lose
money for suppliers
are at the cooperative
stage.

Figure 3.8

Customer
profitability and the
relationship trap.
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Figure 3.9
Interdependent

KAM relationship.

Buyer and seller
acknowledge the
importance of each
to the other.

whose role is now to oversee the interfaces and ensure that nothing occurs
which will discredit the partnership. The companies are locked into each
other, not inextricably, though if the relationship were to end, retreat would
be difficult and inconvenient. They may have set up various initiatives
together, such as common working practices, shared product specifications
and joint marketing activity, which would take considerable time and effort
to unravel. Figure 3.9 shows how the two companies have become closely
aligned, with direct function-to-function communication at all levels.

Selling company Buying company

bli=leielis1 | Directors

FlaEess | Finance
Key Key
Account Service Customer
Manager Contact
©loclzniloisl | Operations

VETGHT/I Purchasing
Sales

Remember, two characteristics of the relationship are critical in establish-
ing the existence of an interdependent relationship:

e Buyer and seller both acknowledge the importance of each to the other.

® They trust each other.

If either of these is missing, then this is not an interdependent relationship.
You need to bear in mind the optimism that generally leads key account
managers to overestimate the relationship, because customers generally
do not rate their commitment and trust at the same level as you do.

The management of this relationship is not at all like managing a basic or
normal selling relationship. Instead of getting on and doing things him or
herself, the key account manager needs to consider how to work through
other people in the business, how to coordinate what they do, and how to
gain an appropriate level of visibility of activity without drowning in com-
munication and tasks. Often, this is unfamiliar and uncomfortable territory,
but it is nevertheless what is required to do the job in these circumstances.
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CHECKPOINT

Visualizing interdependent relationships

Draw models based on Figure 3.9 for each of your interdependent rela-
tionships. Put in the actual people and functions involved on both sides.

® Have you explicitly stated how this relationship will be operated and
managed?

® Have you aligned your company’s functions and the people in them with
the customers’ functions and people, so they all know their counterparts?

® Does everyone know their role in this relationship?

® Do they understand what decision-making remit they have, and when
it is and is not necessary to contact you?

There is a lot going on in this kind of relationship that cannot be left to
casual, ad hoc contacts. We would expect that the selling company has now
become the sole or first option supplier, at least, and the customer now
regards the supplier as a strategic external resource. The two will actively
share sensitive information and engage in joint problem solving. There is
also a tacit understanding that experience and skills will be shared. The
expertise of either, or both, companies may be directed towards product
improvement, quality control procedures or administrative systems that
underpin commercial transactions. A current focus will be the deployment
of new e-commerce systems to streamline processes. The characteristics of
interdependent relationships are as follows:

Both acknowledge importance to each other

Principal or sole supplier

Exit more difficult

Larger number of multifunctional contacts

Developing social relationships

Deep understanding of customer

High volume of dialogue

Streamlined processes

Exchange of sensitive information

Proactive rather than reactive

Both sides prepared to invest in relationship

Wider range of joint and innovative activity

Joint strategic planning, focus on the future

Development of trust.
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The whole web of
interaction and
communication draws
the two companies
even closer together,
like a positive
gravitational pull.

Figure 3.10

Extent of
information
exchange between
selling and buying
companies.

The volume, quality and scope of information exchange increases consider-
ably in an interdependent relationship, as more people in the selling company
are talking to more people in the buying company. Strategic and sensitive
material will be added to the information previously shared, which would
have been more transactional and tactical in a cooperative relationship, and
just transactional in a basic relationship. This new level of communication
and interaction is a key driver at this stage of the relationship. The two com-
panies develop a better understanding of each other in a business and orga-
nizational sense, and individuals build closer social relationships with
people in the other company.

The whole web of interaction and communication draws the two com-
panies even closer together, like a positive gravitational pull. The two com-
panies are reaching further into each other’s internal environments and
touching more points in the internal value chains. Team members from both
companies often work together to lobby or gain senior management approval
for a project. A selling company in an interdependent relationship is ‘inside
the magic circle’, in contrast to the ‘out in the cold” position those in cooper-
ative relationships have to accept. Figure 3.10 shows the difference in infor-
mation exchange between the two stages.
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Source: McDonald and Woodburn,1999

Such is the level of maturity and understanding of both parties that each
allows the other to profit from the relationship. Consequently, pricing
should be long term and stable, perhaps even fixed, or varied to a formula
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that allows both sides to plan and removes the need for constant hag-
gling /negotiating. Setting the expectations of both sides clearly and real-
istically at the outset is key to the building of successful relationships.

It is at this stage that what is arguably the most important benefit of excel-
lent relationships with key accounts emerges: the opportunity for mutual
cost reductions. At previous stages of relationship development the major
opportunity for the selling company has been business development, but
now, in addition, genuine cost savings also become available to both sides.
In an interdependent relationship the companies are sufficiently well informed
and familiar with each other to be able to work together closely to achieve
those savings. Hence the emphasis on seriously nurturing a relationship
that has reached the interdependent stage.

Companies in an interdependent relationship can focus on the medium and
longer term future, rather than just the present and short term, and can adopt
a more proactive than reactive approach to business development. Jointly
conducted strategic planning begins to appear, though not in all cases. Where
strategic planning is not collaborative, it is often due to the fact that the indi-
vidual companies are still rather poor at strategic planning anyway.

A different attitude towards the relationship now exists. Senior managers
have more confidence in the relationship’s sustainability and value. They
look more favourably on requests for investment into the development of
the business, and are prepared to wait longer for the payback. Normally,
financial managers demand a quick return on investment into customer
accounts. They are much less comfortable about investing in a situation
where they have little control over the use of funds (i.e. a customer) than
they are with investing in their own people, plant or equipment. However,
investing in a stable relationship should begin to look comparable with some
of these other investments, especially if presented in appropriate terms, like a
business case.

CHECKPOINT
Talking to finance

® Do you know how to put together a business case for customers and
customer projects?

® Did you put your last customer proposal to finance in terms of a
discounted cash flow/net present value?

Mutual trust begins to develop, provided that, of course, each company
has proved itself trustworthy. The key account manager and the purchas-
ing manager must be vigilant and watch out for any opportunistic behav-
iour on the part of anyone in their own companies that might breach that
trust. Trust must be nurtured at all times; it is hard won and easily lost.

The level of maturity
and understanding of
both parties allows
the other to profit
from the relationship.

Arguably the most
important benefit of
excellent relationships
with key accounts
emerges: the
opportunity for
mutual cost
reductions.

Trust must be
nurtured at all times;
it is hard won and
easily lost.
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The two parties come
together to operate
as a single entity to
create value over and
above what either
could achieve
individually.

Case study insight

Making the business case for finance in a global services
company

One company reckoned it took a year to assemble and agree a pro-
posal for investment with a customer. It took another year to deploy
the money, making it at least two years before any return could pos-
sibly appear. In the initial stages of the KAM programme it was hard
work to gain approval for such investment and little was granted.
Then one key account manager worked closely with an accountant to
put his proposals in sound financial terms and, with some reluctance,
the proposal was accepted. After several projects with key customers,
prepared in appropriate financial terms, the company was more com-
fortable with such projects and the key account managers were more
comfortable with making them in the language of finance.

For example, if the selling company gains a raw material cost reduction, the
production manager or product manager may decide to maintain prices to
improve the profitability of the line, at least until the competition appears to
be reducing their prices. That may be fine for the bulk of customers, but if
key customers in an interdependent relationship are not informed of the cost
reduction, they would see exclusion from sharing in the cost savings as
opportunism on the part of the selling company, and react adversely.

Care must be taken to avoid breaches of trust inadvertently as well as delib-
erately, and to ensure that everyone is aware what constitutes a breach of
trust in the customer’s eyes. It is critical that all those involved with the rela-
tionship, in any respect, are aware of the way in which the particular cus-
tomer should be treated in order to ensure that any action or decision will
build, and not undermine, the position of trust achieved. Interdependent rela-
tionships are too precious to break accidentally.

3.2.5 Integrated relationships

In a few cases, it may be possible for the seller /buyer relationship to advance
beyond a separated, albeit interdependent, partnership. In an integrated rela-
tionship the two parties come together to operate as a single entity, while
maintaining their separate identities, to create value over and above what
either could achieve individually. External boundaries as well as internal
boundaries now fall away as the two companies realize that together they
can accomplish feats previously unimaginable to either.

Integrated KAM involves working together in cross-boundary functional or
project teams, as depicted in Figure 3.11. By this means the organizations
become so intertwined that individuals may feel more affinity with their
focus team than with their official employer. The borders between buyer
and seller have become blurred. The teams, rather than either organization,
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Case study insight

Outsourcing a vital function

Fashion is a fast-moving and fickle industry that lives or dies by its
latest collection. In order to concentrate on designing and producing
new clothes, a leading fashion brand decided to focus its own people
and resources on the supply side and to outsource the management
of its warehouse and delivery logistics to a specialist company. This
company employs the logistics director, although he is treated as if he
were head of one of the manufacturer’s own functions. He sits on the
board and has the same access to information as any other director.
The two companies keep very few secrets from each other, and the
service is run on a completely open-book basis.

Selling company Buying company
Operations
Focus Team
R&D Finance
Focus Team Focus Team
Key Key

Account Customer

Mgr g Service LA
Focus Team Focus Team
Marketing
Focus Team

Figure 3.11
Integrated KAM
relationship.

run the business, making decisions about their interactions with other
teams according to the strategy they are implementing. Staff may even be
based at the partner’s premises, though not necessarily. If it came, exit
would be traumatic at both personal and organizational levels.

The roles of the key account manager and the purchasing manager have
fundamentally changed. The appearance of competent teams to handle
day-to-day processes and develop specified projects enables these two
people to assume a more strategic role, ensuring that the whole business is
moving in a profitable and sustainable direction. Troubleshooting should
have become a very minor part of their activity.
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The number of
companies who have
even one integrated
relationship appears
to be small.

It would be difficult
to operate two such
relationships in
parallel within the
same market area.

The focus teams may be functional, issue based or project based. They will
meet regularly, or have their own communications networks if meeting is
difficult, as in global relationships. Data systems will be integrated, infor-
mation flow streamlined and barriers removed. A single business plan can
now be produced, linking back into the planning processes of the two
organizations. Integrated relationships are characterized by openness and
transparency that allows everyone to get on with the job of creating new
value for the relationship, rather than defending themselves against the
other party.

More of the benefits that start to flow from an interdependent relationship
can be realized now. There is greater confidence in the trustworthiness
and commitment of both parties, which allows further disclosures such as
transparent costing and openness on even the most sensitive subjects. The
feeling shared by both companies that ‘we are in this together’ transcends
normal defensive business behaviour. The characteristics of an interde-
pendent relationship are as follows:

Real partnership: complementary, mutually dependent

Few in number

Sole supplier, possibly handling secondary suppliers

High exit barriers, exit is traumatic

Individual organizations subsidiary to team socially

Dedicated, cross-boundary functional/ project teams

Open information sharing on sensitive subjects

Transparent costing systems

Assumption of mutual trustworthiness, at all levels

Abstention from opportunistic behaviour

Lowered protection against opportunism

Joint long-term strategic planning

Better profits for both.

Each integrated relationship requires the dedication of considerable resource
from both sides, and the number of customers with whom a company can
have this kind of relationship must therefore be very few. In fact, the num-
ber of companies who have even one integrated relationship appears to be
small.

It would be difficult, in most cases, to operate two such relationships in par-
allel within the same market area. In fast-moving consumer goods espe-
cially, advertising agencies work closely with their major clients, often for a
very long time, but they can only work with one such client in each sector.
Top clients are unwilling to trust an agency that is working with a competi-
tor, however much it claims to operate sealed cells inside its business.
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Since both parties work so closely together in an integrated relationship,
any opportunistic behaviour would be spotted very quickly. In fact, as the
relationship will have established itself within both companies and its
value will be generally accepted, the chances of anyone taking inappro-
priate decisions should be much less than at the lower level of relationship
development.

Mutually transparent costing in this kind of relationship should not be mis-
taken for the approach used in some sectors, such as retail and car manu-
facturing, where powerful buyers have demanded open-book accounting
from suppliers in a weak position, in return for continuing to do business at
all. A liaison between unequals, in which certain aspects of a relationship
are dictated by the more powerful partner, should not be confused with a
genuinely open and collaborative relationship with a key account.

Overall, an integrated relationship offers the best chance of maximiz-
ing opportunities to cut costs, develop a broader business base, enhance
expertise, make creative and innovative approaches to the market, and
secure a long-term future. As relationships at the integrated stage cannot be
numerous, they should be especially well chosen and very well managed.

3.2.6 Disintegrating relationships

At any time and at any stage, the relationship can fall apart. Breakdown
may occur for one or more of a number reasons (Table 3.3), for example, a
takeover of either company, that changes its position in the marketplace and

means that it now competes with the other company in some way. Changes Price or product is
of key people, especially the principals engaged in the relationship; changes rarely the reason
in structure, so that production is moved to another country; changes in cul- for relationship
ture, from added-value to lean; and indeed, many other changes, are poten- breakdown.
tially dangerous.
Table 3.3
Change Relationship Performance Causes of disinte-
grating relation-
Key personnel Key account manager’s Prolonged poor ships
ket Tesitrs ap_proach or lack of performance against
skills agreed programme
New culture, .
P Failure to forge
organization . .
. multilevel links
ownership

Breach of trust
Complacency

Price or product is not that often the reason for relationship breakdown.
Ultimately, however, a customer will have to buy from the supplier who
gives them what they need, however good the relationship, so suppli-
ers cannot afford to be complacent about their core offer. Relationships
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The business
developer who was
ideal at the growth
stage is unlikely to be
the right person to
manage a
disintegrating
relationship.

facilitate business: they are not an end in themselves, and you should
remember that they are not what the customer is buying.

Poor performance is much less often the cause of disintegration than
might be supposed, at least, not from an interdependent relationship. In
fact, if a supplier has built up a good relationship, then it may get a surpris-
ing amount of tolerance for poor performance, provided that the customer
understands what the supplier is planning to do to remedy the situation,
and sees that it is making every effort to implement the remedy.

More commonly, disintegration is caused by failure at the heart of the rela-
tionship, which depends very much on the key account manager. Some
customers are quite clear with their supplier if they do not like their key
account manager, and get a replacement, but others would rather give up
on the relationship without explaining why. Customers are frequently
frustrated by the inability of the key account manager or supplier organiza-
tion, or both, to appreciate the vision of what they are trying to achieve and
to be prepared to play a part in it, rather than just sell goods or services. In
some cases this is a limitation of the key account manager, but in other
cases it is the fault of a ‘deaf” and complacent supplier.

So a failure to forge multilevel links with the customer may be the key
account manager’s fault, but it may equally be the fault of the supplier,
which does not have and is not prepared to develop an interesting pro-
position for the customer that would warrant the attention of anyone
other than the buyer.

Disintegration can be sudden and followed by exit, or it may be prolonged
through a return to a lower level of relationship where the companies con-
tinue to do business together, but on different terms. In any case, disinte-
grating KAM is a purely transitional stage, not a stable state, as any of the
other stages can be. Given the complexity of some relationships and the
variety of links involved, disengagement may take some time, so disinte-
grating KAM may last for quite a long while.

The key account manager’s role may change to one of damage limitation.
The business developer who was ideal at the growth stage is unlikely to be
the right person to manage a disintegrating relationship.
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Summary




Table 3.4 Summary of development stage characteristics

Ease of exit

Information
sharing

Contact

Access to
customer

Adaptation of
organization
and processes

Relationship
costs

Level of trust

Planning

Relationship
potential

Easy: not started
trading

Careful, as necessary

Channelled through
individual KAMgr

Customer request
only

Standard

May be small or
large. Speculative
investment

Exploring reputation
and ‘signals’

Variable

Important, to qualify
as key account

Easy

Very little, based
around transactions

Channelled through KAMgr
and Buyer

Limited

Standard

Limited

Neither trusted nor
mistrusted

Little or none, probably
only short-term forecasts
if any

Limited

Not difficult, slight
inconvenience

Limited

Close: KAMgr and
Buyer, Logistics and
Order Processing.
Occasional: others
More, but not quite
enough

Mainly standard

Increasing for selling
company, few savings
if any

Not wholly trusted

Forecasting rather
than planning

Could be good, but not
easy to win from here

possibly managing
secondary suppliers
Difficult

High volume, some
sensitive

Close: all functions
as necessary

Much more, enough

Streamlining of
processes, some
organizational
adaptation

Major running costs
and investment,
offset by savings
and more business

Real trust developing,
protective barriers
lowered

Joint strategic
planning, though
not all cases

Very good

Relationship Exploratory Basic Cooperative Interdependent Integrated

feature

Relationship Research, reputation Transactional and price Mainly transactional Mutual and Open and

emphasis but positive developmental strategically focused
Supplier status One of several/many May be one of several Preferred Principal or sole, Sole, possibly primary

High exit barriers,
separation traumatic

Open, even on
sensitive subjects

Intimate: focus
groups and teams

Constant, both sides

Joint processes,
new organization

As for
interdependent:
probably larger
sums but easier
to identify

Trustworthiness
assumed at all
levels

Joint strategic, long-
term planning

Very good/excellent
in revenue and profits




4 Developing key relationships

Fast track

Most companies embarking on key account management (KAM) are
hoping to develop their customer relationships. We hope you will do
so having first decided, very carefully, which ones are suitable for
development — because some are not.

But what does deciding to develop a relationship mean? How do you
know where to start? Charm has very limited leverage in corporate
purchasing today and, indeed, the procurement department will
make sure that it does not count for much. If you want to be a key sup-
plier, much more tangible value is expected.

In fact, the way to a customer’s heart is through its business — not your
business. As a minimum, the customer expects its key suppliers to
understand:

e Its marketplace

e Its strategies

o What its customers want

e How it adds value in its business

o Where it makes its money.

There are no shortcuts that are likely to last, so Chapters 7 and 8 give
you a systematic process to gain the deep customer understanding
you need, plus a process to help you come up with strategies that add
value to the customer’s business. Added value (for the customer, not
necessarily for you) is what gains commitment. Your company is
expected to bring an on-going stream of value propositions to the cus-
tomer, and you cannot possibly do that without a real understanding
of what adds value and why, where and when.

Customers classify suppliers according to the potential they have to
bring value to their business, in terms of the supply-side market risk
and their purchasing power. If what you have to offer is, in the cus-
tomer’s eyes, a commodity product delivered in a commoditized way,



84 Key Account Management

you are wasting your time trying to build a relationship. What would
they gain? Customers, like suppliers, have a limited capacity for intimacy,
and they will use what capacity they have where it gives them most
advantage.

Given a strong foundation of customer understanding, relationship
development can be accelerated through doing a good job of map-
ping the people inside the customer who matter to you, and deciding
with whom you want to have your relationships. You should also decide
who, in your organization, will be the ‘owner’ of that relationship -
no key account manager can or should ‘own’ them all. Rather, it is the
key account manager’s job to encourage and build a balanced set of
relationships from top to bottom of both organizations, supporting
the supplier’s staff in working out strategies to help their counterparts
in the customer organization. Rather than responding to purely per-
sonal needs, ideally, they will be adding value to the contact’s working
life and area of the business, which is a more robust way to build a
relationship anyway.

Many people seem to believe that relationships ‘just grow’, but if you
have good business development strategies and adopt a process of
applying them through good relationship development strategies,
you should really be a winner with your customers. Try picking the fea-
tures of an interdependent relationship and working on those along-
side your business development strategies. The synergistic effect of
the two together should give the relationship and its outcomes some
real acceleration. Having achieved the relationship your company wants,
there are a few traps to be avoided. They may seem obvious when sim-
ply stated but, sadly, they appear quite frequently:

e complacency

e lapses in integrity

e leaking profitability.

Relationships with key customers can and should be developed with

purpose and with process (see Chapter 9). These relationships are too
valuable and too risky to leave to any less focused approach.
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Introduction

Suppliers are keen to push their key account managers out of the office to
develop relationships with customers, frequently overlooking the obvious
fact that customers have a strong point of view of their own on whether it
is worth spending time with your company or not. Not surprisingly, cus-
tomers do not care whether the conversation would add value to your
business. They are as short of resources as any other company, and they
cannot afford to waste them in conversations that add no tangible value to
their business.

So when key account managers do get in front of a customer, they need to
have something interesting to say, which means they need a real and deep
understanding of the customer’s business, just as a beginning. This chap-
ter describes what customers now expect from their key suppliers, while
Chapter 7 explains how to analyse a customer to gain the level of under-
standing required. Chapter 8 goes on to show how to create worthwhile
strategies that keep the customer interested.

Running alongside the development of those business strategies, how-
ever, there should also be relationship development strategies. While not
enough on their own, suppliers can apply some useful tools and tech-
niques to develop their relationships more quickly and more successfully.
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4.1 The customer’s point of view

4.1.1 What do customers want?

The kind of customer that is attractive to your company is probably seen
as equally attractive to your competitors. They are likely to be the market
leaders, the innovative companies who succeed and go on succeeding,
year in and year out. Either they already have a very substantial business
which is still growing, or they have great potential and are on a steep
upward path. Such companies have plenty of choice in suppliers, and if
your company is not giving them what they want, they will be welcomed
with open arms by your competition. Having said that, most customers
do not want the upheaval and cost of changing suppliers unless they have
good reason to change.

Obviously, if customers are getting what they want from a relationship, then
they will stay with it. However, suppliers often fail to recognize all the
potential benefits of the relationship to the customer, so they overestimate
the value of a few of elements of support they offer, and oversupply them
too, while underestimating the importance of some of the other things they
can do.

Some worthwhile initiatives might appear from seeing a broader list of
benefits, such as that below, which was collated from the advantages cited
by customers in our research:

Trust — always behaving appropriately

Leverage — something unique, and not always price

Unique competitive advantage/customization — or else why bother?
Cost reduction — without sacrificing value targets

Simplicity — reducing their complexity

Continuity — being around in the future as well as the present

Supply chain integration — smoother, cheaper

Global consistency — the same offer, anywhere

Consultancy — calling on the supplier’s expertise

Strategic concentration of resources and investment - where
worthwhile.

Above all, customers want suppliers they can trust and with whom they
can build open, trusting relationships. Trust may be defined as: “The expect-
ation that a company will behave in a predictable and mutually acceptable
way.” That works up to a point, but a customer expects more from a sup-
plier with which it has substantial business and a close relationship than it
does from one from which it buys a modest amount of commodity prod-
ucts. Indeed, the customer looks for different minimum levels of trust-
worthiness at different stages in the relationship, as Figure 4.1 shows.
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Essential in: Customer expects supplier to:

Contractual Keep promises (written and oral)

Trust

— Trust

All relationships )
Abide by accepted rules of

business practice and behaviour

Perform competently (technical,

All, except possibly managerial etc.)

basic relationships

Competence
Trust

— Trust

Goodwill
Trust

Operate in accordance with
professional standards

* Show ‘open’commitment, willing to
do more than formally required

Interdependent and
integrated relationships
Potentially accede to partner
requests or to any observed
performance- improving opportunity

Refrain from opportunistic
behaviour

Most customers have thousands of suppliers, and if the bulk of them ful-
fil the terms of their contracts, that will be seen as quite adequate in trans-
action-focused relationships and is, indeed, the least that is expected in
any trading relationship. Relationships would not reach a cooperative stage
unless the customer believed in the supplier’s competence, but even that
is not enough for a key supplier at an interdependent stage of relationship.
Key customers interpret trustworthiness differently at this level, and they
look for a flexible response within the spirit of the relationship which is
known as ‘goodwill trust’, when the customer expects that, however cir-
cumstances change, the supplier will endeavour to deliver what is best to
meet new needs.

Trust may be the first thing that customers want from a key supplier, but it is
not the last thing, by any means. As David Heede, Director of Purchasing at
Coors Brewers said, “We want a key supplier who shares our vision and is a
competitive weapon for us! We expect tangible, measurable, substantive evi-
dence of (suppliers’) short-term contribution toward our long term vision.’

In common with many other key customers, Heede looked for suppliers
who anticipated his company’s needs. He wanted proactive suppliers
who would spot supply chain weaknesses, point them out and help come
up with solutions. Some suppliers still say, “We’ll do anything the customer
asks us to do’, without realizing that the customer sees innovation in the
supplier’s offer as the supplier’s job, not theirs. After all, the customer is
not an expert in your business, so how can you expect them to know what
to ask for? However, if you are an expert in their business, and also under-
stand your own, then you should be able to suggest some new and relevant
ideas to them.

Figure 4.1
Customer
expectations of
minimum levels or
trust and
relationship.

Key customers expect
a flexible response
within the spirit of

the relationship, not
the letter of the
contract.

"We want a key
supplier who shares
our vision and is a
competitive weapon
for us!”’

The customer sees
innovation in the
supplier's offer as the
supplier’s job, not
theirs.
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Key account
managers’ ‘value-
added strategies’ add
a lot more value to
the supplier than to
the customer. Not
surprisingly, they
often fail.

In the past, suppliers could just explain their products, negotiate price and
fulfil the deal, but clearly that is nothing like enough now. Some are still
trying to take the short cut to the sale but, without a far deeper under-
standing of the customer’s business, they will not build the relationships
they seek.

4.1.2 A deep understanding of the customer

Customers are aware that salespeople’s expressions of interest in their
business are mostly only skin deep. The perception is that they will collect
just enough facts to sprinkle through their selling arguments, but that
they do not make the effort to understand the customer’s marketplace or
its position and strategies in its marketplace. Whether that is because the
salesperson does not have the time or the inclination or the intellectual
capacity is immaterial: the customer perceives that the supplier is only inter-
ested in what it can extract from the relationship, without trying to add value
to it, and responds accordingly.

Case study insight

A retailer’s reaction to superficial approaches

A major retailer clearly recognized the surface-deep approach of most
of its suppliers. The purchasing director said, ‘Last January they came
in here in their droves, with their PowerPoint presentations and their
flipcharts — I think they’d all been on the same course —but it was just
the same as usual. They called it ‘strategic planning’ but it was all
about how much more we were going to buy from them. They didn’t
bother with what we wanted, so we just ignored it all.”

Best practice suppliers realize the importance of understanding the cus-
tomer and put real resource behind it. EDS, for example, has sector spe-
cialists that form part of the team that works with individual key
customers. Other companies put resource into hiring market analysts who
collect, interpret and distribute the information required by their key
account managers. The understanding of the customer’s world and the
customer’s business cannot be outsourced by the key account manager,
but it can be made more accessible and easier to acquire.

As one purchasing director said, “We want our key suppliers to help us
realize our objectives. To do that, they have to understand our business,
understand our marketplace and understand how we accumulate value:
how we add value to our customers, and how we make money in our busi-
ness.” This is a long way from ‘Seven Steps to Closing the Sale’, but it is the
way forward in developing relationships with key customers.

We have heard a lot of talk about key account managers” ‘value-added
strategies’, but even a cursory examination shows that these strategies add
a lot more value to the supplier than to the customer. Not surprisingly, they
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often fail, because the ‘what’s in it for me?’ is missing for the customer — so
why should they disturb what they already have in place? But if you under-
stand how your customer adds value to their customers, you will see many
more ways of really adding value to your customer than you did before.

IBM was one of the earliest adopters of key account management (KAM)
and among the first to appreciate what best practice should look like. Every
year, it tasked its global account managers with building on their in-depth
understanding of their customers to identify or create at least one strategy for
each customer that did not involve selling more IT equipment or services —
as a purely added-value contribution to the customer. Not only did it
demonstrate how well they knew their customers, it also showed that IBM
would support them without expecting any direct return. Figure 4.2 illus-
trates the layers of understanding that suppliers need to consider when
analysing a customer and its market.

The customer’s
marketplace

The customer’s
business

Culture and
power structure

Concerns of
individual contacts

Figure 4.2

Layers of
understanding of
the customer.

Case study insight

IMI Cornelius: developing a relationship through
aligning strategy
IMI Cornelius specializes in drinks dispense systems. When it first
started working with Bass (later bought by Coors Brewers) it focused
on providing excellently engineered equipment. As the company began
to understand the customer and the beer business better, it realized
that its equipment represented the brand at the point of sale and
played a very important role in the consumer experience. The key
account manager studied the beer market and consumer behaviour,
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It is astonishing that
something as obvious
as analysing the
customer’s
marketplace is still so
neglected.

Customers generally
do not explicitly tell
suppliers which
generic supplier
management
strategy has been
selected for them,
but that does not
make it any less real.

and changed IMI Cornelius’s mission for the customer from maxi-
mizing its own sales to supporting the customer in developing beer
consumption. Together the two companies came up with some excel-
lent ideas, including Arc — beer frozen at the point of pouring. The
relationship survived and indeed thrived after the takeover by Coors,
and the business grew substantially over five years.

To gain a deep understanding of the customer’s business:

@ collect and analyse all the information you have and all the information
you can get about the customer and its marketplace,

o work out what that means in terms of its likely issues and strategies,

@ sit down with the customer and see what is correct, what needs to be
amended, and confirm what the analysis means in terms of its strategies,

o clarify what the customer expects of your company.

At Cranfield School of Management, we have shown a large number of
key account managers how to approach this exercise, starting with the
customer’s defining reality — its marketplace — the importance of which is
often overlooked. We have had many reports that such engagement in
understanding the customer’s business, even on its own, has helped
immensely in developing their relationships, and developing them into
territory they had never reached before. It is astonishing that something as
obvious as analysing the customer’s marketplace is still so neglected.

If your relationship with your customer is already close and interdepend-
ent, then you should have much of the information that you need, and you
can go on to work to develop strategies for building the business you have
together. If your relationship with your customer is at a more transactional
stage, at a basic or cooperative level, then try ‘putting yourself in the cus-
tomer’s shoes” and carry out a strategic analysis of the customer as if you
were yourself in the customer’s position. You will be able to understand
not only the pressures that its people face, but also how they are likely to
respond (see Chapter 7 on how to analyse a customer).

In addition, suppliers should understand the customer’s supplier manage-
ment strategies (see Section 5.2), in order to understand how the customer
sees them and whether they will want to develop a relationship. It should
come as no surprise to learn that buyers operate strategies for working with
suppliers that run parallel to those that selling companies use. That view
governs the attention they get and the treatment they receive. Customers
generally do not explicitly tell suppliers which generic supplier management
strategy has been selected for them, but that does not make it any less real.
Buyers are more inclined to ‘let them work it out for themselves’. The prob-
lem is that many suppliers have clearly failed to work it out for themselves,
maybe because they do not want to face up to that task and its implications.
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Customers may apply different strategies to different products, and they
may apply different strategies to the same products at different times. For
example, their strategy may depend on the stage in the product’s life cycle,
which will affect the choice of suppliers. The relationship with you as a
company will largely be managed by the prevailing strategy for your prod-
ucts, with some variation if they are buying a range of items from you.

KAM will not compensate for an inadequate marketing strategy and undif- KAM will not
ferentiated, commoditized offers, and applying it against all the indications . compensate for an
that the customer is ‘agog with indifference’ will only result in misdirected, madequatsetrr;taeg(fggg
wasted' resources. You .will 1j1eed to und.erstand your customer’s buying undifferentiated,
strategies as well as their business strategies. commoditised offers

4.2 Developing relationships
4.2.1 Choosing the right relationship stage

Before you start to develop a relationship, you should first decide what
stage of relationship you want to reach and believe is achievable with the
customer. That choice will govern how you approach the relationship, even
in the early stages, and how much your company invests in it. The coopera-
tive stage should not be seen as an ultimate choice, but as a transition stage
not to be prolonged unnecessarily.

The relationship you want to have with the customer should depend on
the category into which the customer falls (see Section 2.3.1). What would
be the point in aiming for an interdependent relationship with a customer
you intend to manage for cash because of their relentless pressure on prices?
Similarly, it would be impossible to apply strategic investment to a cus-
tomer with whom the relationship was still at the basic level: the initiative
would be hampered by the lack of contacts, limited understanding of the
customer, and limited interest from the customer’s side.

The matrix that categorizes customers by strategy, together with a version What would be the
that overlays the portfolio with appropriate levels of relationship, is point in aiming for
shown in Figure 4.3. an interdependent

relationship with a

Many people make the mistake of thinking that KAM means the develop- C;‘gﬁ?ﬁ;gg%pg;ﬁ

ment of close relationships with all selected customers. We would say that because of their
all of the customers in the portfolio are key accounts defined by the sup- relentless pressure on
plier’s categorization criteria, but that they should be recognized as being prices?
different in nature and hence different in their treatment. That includes

choosing the ‘right” level of relationship to have, which will often not be

interdependent or integrated. The matrix should drive the relationship

stages targeted, although they do not fall exactly into the four boxes. How-

ever, it indicates that:

® Busic relationships are for:
— ’‘streamline’ customers (see Section 2.3.1) offered a ‘manage for cash’
treatment
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Figure 4.3 Matching relationship level with key customer strategies.

— declining ‘status’ customers
— ‘star’ customers with whom not much progress has yet been made.

o Cooperative relationships are for:
- growing ‘star’ customers
— ’status’ customers where the relationship is being scaled down from
interdependent.

® Interdependent relationships are for:
— the majority of ‘strategic’ customers.

® Integrated relationships are for:
— a few, exceptional ‘strategic’ customers.

CHECKPOINT

Targeting relationship stages
® Have you categorized your customers?

® Have you matched your relationships appropriately with each customer’s
type?

It is not at all a good

idea to give key Taking into account the limited number of interdependent and integrated
account managers

free rein to develop relationships that any supplier can handle (see Section 2.1.3), it is clearly
any of their customers important to consider very carefully how many of this kind of relationship
as they see fit. can be sustained, and which companies will be targeted. It is not at all a
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good idea to give key account managers free rein to develop any of their
customers as they see fit, because the company will be unable to support
all of them. Indeed, the relationship level targeted should be included in
the strategic account plan and formally approved.

4.2.2 Contact mapping

Of course, you need to understand the people in your customer’s com-
pany and their positions in it, particularly those who affect your business.
As early as you can in developing the relationship, build up a structured
picture of them in a way that allows you to add more information as you
find it. At the least, you will need a chart of the customer’s formal organ-
ization so that you can see who reports to whom.

You can improve on this kind of chart in a number of ways. For example,
consider building up a picture of the informal information-sharing net-
works that operate within the customer, so you can best decide how to
spread the messages that you want transmitted inside the company. This
will take some time, investigation and experience. Meanwhile, you can
make better use of the organization chart by superimposing onto it two
critical pieces of information for each person/position; first, how impor-
tant are they to your business with the customer, and second, what is the
status of your relationship with them currently? Figure 4.4 shows how this
would look, together with scales for these two pieces of information,
importance and relationship.

Logisti Project Mgr

I:1 R:0

Importance
[] 0 None
1 Little

0 2 Significant
B 3 Reasonable
W 4 High

M 5 Crucial

Relationship
[] 0 None

1 Poor

2 Significant
[l 3 Reasonable
W 4 Good
B 5 Excellent

Figure 4.4 Customer organization chart overlaid with contact importance and relationship.
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‘Importance’” here means relevance and influence in your business with
the customer, not the individual’s seniority within their own company.
You can assign importance on a simple, intuitive scale of 0-5, or it may be
more objectively evaluated by using criteria; like the extent of the posi-
tion’s involvement in activities relating to your area of interest, or the
position’s role in innovation, or the power of the position in making deci-
sions on choosing between suppliers, etc.

Similarly, ‘relationship” may be judged directly, or through drawing up a
scale of thumbnail sketches of the relationship against each score. Avoid
assessing the relationship in terms of how they feel about you personally:
you should be assessing their relationship with your company, rather than
you as an individual.

CHECKPOINT

Customer contacts

® Do you have an up-to-date copy of your customer’s organization
chart?

® Do you understand the relevance and importance of each person/posi-
tion to your business?

® Do you know how each feels about your company?

® Have you looked at the overall picture and identified relationship gaps
that need to be addressed?

Case study insight

The right relationships in the wrong places

One company reported that it had excellent, level 4 and 5 relation-
ships in one of its key customers. However, when it added impor-
tance and relationship to the customer’s organization chart, it became
apparent that these relationships were mostly with people they worked
with day-to-day, but that relationships with key decision makers were
few and weak. At about the same time, they received the news that a
director of their main competitor had been appointed as a non-executive
director on the customer’s Board. Their best relationships were in the
wrong places, not with people who really mattered.

If this company had seen the gaps in its relationship sooner and more
clearly, it might have been able to target senior people in the customer and
itself achieve a closer rapport that might have pre-empted the competition
winning a seat on the Board. It was now faced with accepting a position as
an ‘also-ran’, or a very tough task to regain parity.
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CHECKPOINT

Are your relationships with the right people?

® Are your strong relationships with people who are really important, or
are they with nice, friendly, but less important people?

® Do you have any poor or weak relationships with people who are
important?

® Are your relationships balanced across relevant areas of the company,
or are there gaps in certain functions?

® Do you cover all levels in the customer or are you over-concentrated in
one level? Are you missing certain levels like the Board, or the user
level?

Visual representations of the situation are invaluable in making diagnoses
and decisions, but you are likely to need software to help you coordinate and
keep information up to date on all customer contacts as well. Make sure that
you keep within the Data Protection Act if you are operating in the UK or in
another country with similar legislation, and be careful if you are sharing
information with subsidiaries in other countries that may not operate under
the same restrictions. Very broadly, you should have no problems if you save
information which relates to the post but not to the individual who holds it.
Consider whether you would be comfortable if the customer demanded to
see the information, and check your company’s policy.

In large organizations there is constant change of personnel, as people Updating your
enter and leave the company and, in many cases, people move on to new contact map needs
jobs internally every two years as well. Add to that the regular restructur- to be a regular and
ings which seem to be a feature of corporate life, and you will see that frequent exercise.
updating your contact map needs to be a regular and frequent exercise.

In interdependent and integrated relationships, and also in cooperative rela-
tionships which are being managed towards interdependence, the links
with customer contacts need to be shared out to the key account team and
beyond, to ensure that each receives the attention he or she deserves.
In order to manage the intercompany relationship, the key account manager
needs a structured view of these interactions, such as that shown in Figure
4.5. This table is a simple way of capturing who (in your company) has links
with whom (in the customer), and how good those relationships are. A
similar scale can be used here as well as for the organization chart at the
beginning of this section, reflecting the relationship between the individ-
ual in the customer and the supplier as a company. It also allows targets to
be set for the individuals in your company to develop that relationship to
a higher level, not just on a personal basis, but on behalf of the company.

Furthermore, the ‘owner’ of the relationship, or principal contact, can be
identified by simply highlighting the relationship (e.g. with a blue box, as
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Figure 4.5
Mapping team-

based relationships.

If building
relationships is at the
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job, should it be left
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in the example in Figure 4.5). It should tell anyone who wishes to talk to a
contact in the customer, that it will be a good idea to have a word with the
relationship ‘owner’ first, to understand how his or her approach might fit
in with other activity and communication.

Just giving people a target does not necessarily help them understand how
to develop a relationship, so most fall back on dinner and golf, which are not
the only ways of doing it, nor even welcome in many cases today. Alternative
strategies and ideas are needed, and discussed in the next section.

4.2.3 Relationship-building strategies

Asked about how his company’s key account managers went about build-
ing relationships, one sales director said, ‘I can’t tell you. We just assume
they know how to do it". Well, often they don’t. His attitude is common
enough, if rather curious. How often in other parts of the company are
people appointed to do a very specific job and then left to do it without
training, guidance or even observation? If building relationships is at the
core of the key account manager job, should it be left to the individual’s
intuition and luck? Or would their efforts stand a better — and earlier —
chance of success if they were supported with structured approaches and
visible processes?

Relationships between complex companies are about much more than the
chemistry between two people. The range and nature of the links is poten-
tially large and varied. However, many key account managers still believe
in the overriding importance of ‘people bonds’ to the exclusion of many
other levers that they could and should operate, if they want to build robust
relationships with customers. Professor Ivan Snehota (Hékansson and
Snehota, 1995) identified three layers in intercompany relationships (see
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Activity links

Resource ties

Figure 4.6
Intercompany
relationship layers.

Figure 4.6). While people bonds are important, they are not an end in them-
selves, just as customer satisfaction is not an end in itself: it is an intermedi-
ary objective in delivering a sustainable stream of business. Your objective
should be to develop such links with the people who can help put into place
the other perhaps more robust and valuable elements of the relationship,
which might involve better coordination through activity links, or investing
in change through resource ties. This is likely to mean approaching people
outside your normal sphere of operations who are therefore outside your
‘comfort zone’, but it is the route to lasting relationships.

The three layers identified by Snehota are:

® Activity links: Broadly, these are based around activities your com-
pany and your customer do together — like joint training, joint market-
ing campaigns, joint planning — which are often aimed at coordination
of effort.

® Resource ties: These may be considered as investments — such as R&D
projects, a jointly owned warehouse, or a new IT system used by both —
which indicate and require a commitment between the two parties.

e People bonds: Only through interacting with people do any of the
above get agreed and implemented, so people are the facilitators of all
these other links, hence their importance.

It is easy to lose your way in relationship development. Everyone finds it
more congenial to be welcomed by a friendly face in the buying company
than to push forward to meet new people who speak unfamiliar lan-
guages, like finance and IT, who are not convinced that they want to meet
suppliers anyway. However, you should focus firmly on your purpose,
which is, after all, the development of the intercompany relationship, not
a comfortable socializing.

Some key account managers believe that getting close to their contacts
means meals and entertainment. This kind of approach has its place in
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Figure 4.7
Combining
organization and
individual levels in
relationship-

building strategies.

developing relationships but it is often overemphasized. It is not the only
way of developing relationships and, increasingly, not the most appropri-
ate. Many customer staff, for example, those in the public sector and quite
a few big companies, are not allowed to accept hospitality, and others sim-
ply do not have the time or inclination for it. They may work long days and
have to fight to preserve their private space, so they do not really want it
taken up by suppliers. Certainly, key account managers need to under-
stand the customer’s attitude to hospitality before offering it. Acceptance
of hospitality from suppliers is often a cultural issue, which may stem from
the national culture, the industry or sector, or the culture of that particular
organization.

However, remember that the customer’s staff are always representing the
company that employs them. Very often, delivering a benefit to their area
of the business is a better way of satisfying their objectives. In fact, deliver-
ing a business benefit might satisfy more than one individual’s agenda, as
well as having a more visible and enduring effect than any dinner or sport-
ing event. Consider how you might add value in their business life: if you
can save them hassle or make them business heroes, you will be building
a strong relationship.

Of course, the intercompany relationship will necessarily be achieved
through relationships with individuals. As Figure 4.7 suggests, both types
of relationship have to be considered in determining strategies: the
organizational level determines the overall nature, depth and opportunities

Individual contacts
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Understand customer’s
supplier relationship
management

Map contacts in customer’s
organization

Assess importance of each

Assess current inter-
company relationship

contact and current
relationship

Decide desired inter-
company relationship

Decide desired relationship
with each contact

Research selected individual
objectives, needs, ambitions

Select relationship features
to develop

Generate ideas for responses
to individual needs

T
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of the relationship, but understanding and working at the individual level
is crucial in facilitating it.

Suppliers talk a lot about ‘added-value’ strategies. However, the cus-
tomer’s view of what it perceives as adding value is somewhat different.
They expect product support, training for their people about your prod-
ucts, providing accessible information about your products and services
etc. as part of the package, and do not regard them as ‘value-adding’ serv-
ices, even though they cost your company money to deliver. From the cus-
tomer’s point of view, these are all things that promote or support the
sales of your product, which they see as adding value to your business at
least as much as, or more than, to theirs. Such services may be useful, but
they often see them as something they pay for in the price of the product.
Consider the definition of value expressed in the following equation:

Value = Perceived benefit — Perceived sacrifice (price/cost)

The value calculated by this equation must be greater than 0 in order to
gain a perception of added value in the customer’s eyes. So, to build the
relationship through adding value, you need to increase the customer’s
perception of the benefit received without increasing their price/cost.

CHECKPOINT

Do you add value to your customer?

Which of the following or similar initiatives have you put into practice for
your key customer in the last year?

® Help with solving glitches in their processes?
® Saving cost for their department?

® Providing useful information from your organization that is not readily
available to them: market research data, for example?

® |ending them an expert to advise on something which is new to them?

® Supporting training for their staff to develop their skills (not training on
your products)?

Added-value strategies are excellent relationship developers, which work
really well when fitted to the needs of the company and the needs of the
individual at work as well. In particular, those activities that involve inter-
action between people in your company and theirs, and have practical
benefits, are very effective at building bridges that can come into play on
other occasions as well.

4.2.4 Building an interdependent relationship

Most commonly, the aspirational level of relationship in key account man-
agement is interdependent, since basic relationships are not hard to achieve,
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Figure 4.8
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and the cooperative stage is best regarded as a transitional level. Interdependent
relationships generally demonstrate the features shown in Figure 4.8. If you
want to develop an interdependent relationship, try working on developing
these features specifically. However, as Figure 4.8 suggests, there is, to some
extent, an order of development: for example, you should map the people in
the customer’s organization and understand their positions before you
spend too much time developing relationships. You may be using your time
on people who are ultimately irrelevant. Similarly, you should facilitate an
exchange of information that allows you to understand the customer very
well before you embark on a joint strategic planning exercise, when you
want to make a contribution through your knowledge of the customer’s
business, rather than exposing your ignorance of it. Table 4.1 contains some
ideas on how to go about developing these features.

Ideally, strategic planning should be carried out jointly. Our original
research showed that joint strategic planning (longer term than straightfor-
ward action planning) was found in only about a third of even the most
important relationships (based on the top two or three in each case), so it
was even more rare with key customers as a whole. However, best practice
is spreading and more companies are adopting joint strategic planning as a
regular part of the way they do business with their key accounts.

The relationship is the all-important medium that facilitates business
growth, and deserves its own development strategies. Key account strate-
gic plans should contain not only business strategies, but also statements
of how the relationship itself will be developed.

A healthy medium is needed to support the interactions that will translate
the agreed strategic intent into customized value propositions, and the
interactions that will facilitate their delivery as part of regular operations.
Everything will move forward faster and better when facilitated by a good
intercompany relationship while if, on the other hand, the relationship is
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Table 4.1 Building relationships through developing specific features

Relationship feature Aim Hints
Awareness of All relevant contacts in the Increase quantity of contacts
relevant contacts customer organization identified, (number of people)

mapped andiresearched Increase quality of contact

(contacts’ importance to your
company) (see Section 4.2.2)

Strong interpersonal Strong relationships with Pair contact with designated
relationship relevant contacts developed member of staff (see Section
4.2.2)

Develop specific relationship
strategies for each (see
Section 4.2.3)

Varied exchange Two-way sharing of a range Assess existing inventory of
of information range of information, knowledge and gaps

sometimes confidential Create a need to know and

address requests to
information holders

Range of joint Joint participation in activities Develop list of value-adding
activities outside simple buying and options (see Section 4.2.3)
selling, possibly joint
marketing, IT projects,
R&D projects, training, etc.

Propose those with most
benefit for both parties

Joint strategic Joint analysis of the market Identify worthwhile outcome
planning situation and formulation of investment of time for senior
of a joint strategy for people on both sides

business development,

Clarify process and schedule
annually at least yp

well in advance

Create some kind of
innovation (see Chapter 7)

Acknowledgement Explicit recognition by both Develop and manage
of mutual sides of their importance to individual and organizational
importance each other trustworthiness

Encourage public expressions of
relationship, at the right time

poor, the process will be slow, difficult, expensive, fraught with misunder-
standing, and likely to have a disappointing outcome.

4.3 Managing relationships

4.3.1 Multilevel relationships

Healthy, close relationships with customers should function at all levels in
the supplier. Each participant should have a role assigned, even the most
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Figure 4.9

Mapping
relationship links
with the customer
at different levels of
management.

senior, and the operation of those roles should be coordinated by the key
account manager. Indeed, that is what a large part of the job becomes at an
interdependent level. Different levels have different roles to play:

® Senior management may only meet each other occasionally, but the links
are there to confirm strategy, iron out any difficult issues, especially
cross-boundary problems, and act as the last resort point of recourse.

e Middle management does the work of keeping the relationship mov-
ing forwards and bringing in a flow of new developments that make
adding value changes for the customer.

e Operations/transactions keeps the wheels turning and ensures that
delivery is as promised and hassle-free.

Furthermore, the key account manager is the person to monitor and adjust
the balance in the relationship.

Mapping the links between people on the two sides of the relation-
ship at different levels in both organizations can be very illuminating
(Figure 4.9). Internal relationships can be added as well, if the resulting
picture does not become too confusing. Figure 4.9 shows a network of
relationships involving all levels and a variety of functions on both sides
(the example shows abbreviated functions, but individual positions can be
used instead). Provided that the key account manager has the internal
relationships that allow him or her to gain and manage a full view of
these interactions, then the picture should indicate a healthy, well-balanced
relationship at the interdependent stage.

Senior
management

Middle
management

Operations/
transactions

Supplier Customer

Try charting the links between staff in your company and your customer,
and compare that picture with those shown in Figure 4.9. It will help you
to understand the contact map you currently have, and how you might
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change it to what you want. Is the relationship balanced as in the figure
above or, if not, in what way is it skewed? Figure 4.10 shows four variants,
but there may be others too.

A. Balanced contact profile: Indicates an interdependent relationship, if the
key account manager is managing, briefing and coordinating the internal
relationships as well. If not, it could indicate a cooperative relationship with
insufficient coordination and control. There could be many more contacts
than shown, but this kind of number is probably the least necessary for an
interdependent relationship. Good coordination and management required.

B. Limited contact: Indicates a basic relationship, possibly a new one. To
develop the relationship, appropriate contacts need to be identified on
both sides and at all levels. People need to understand how the key
account manager will run the relationship, what it is trying to achieve,
what is their role in it, and what others will be doing as well.

C. Transaction-weighted contact profile: This also indicates a basic rela-
tionship, albeit an older one, in which more links have been estab-
lished. However, links are all focused on people concerned with the
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short term and transactions. To develop this relationship, efforts need
to be made to form links higher up the organization.

D. High contact ratio: The ratio of customer staff involved in the relation-
ship to supplier staff involved is a good diagnostic measure. Here the
key account manager is holding on to almost all the links, although
there is a substantial number of them. Nevertheless, relationship and
business development will be hampered in this situation, and the key
account manager needs to delegate and encourage others to act as prin-
cipal contact in some of these links, while retaining overall manage-
ment of the customer.

4.3.2 Avoiding relationship traps

Maintaining a relationship is a different job from developing it. New cus-
tomers seem more interesting than the customer you already know, and
driving towards an achievable goal is a natural human instinct, so develop-
ment is not so hard to keep on track. Once a relationship has become estab-
lished, however big the business, the excitement may go out of it, and it is
easy to take the customer for granted. However, these customers have plenty
of other suppliers for comparison, and they are still the most important, so
they are unlikely to settle for second best. Suppliers need to guard against
three dangers in particular:

o Complacency
® Lapses in integrity

e Leaking profitability.

Complacency

Warning against complacency seems so obvious that it should not even be
necessary to say it, like those announcements, ‘Please take your baggage
with you when leaving the plane’. Of course, you have no intention of
being complacent. Nevertheless, companies often do take some of their
oldest and best customers for granted and give them a poorer treatment
than newer or more difficult and demanding customers. There is a danger
that the individual key account manager will become casual in his or her
dealings with the customer, but there is also a danger of institutional com-
placency which requires even more vigilance.

Lapses in integrity

Over a long period of time, one or other party in a relationship may want
to change the original commitments and understanding on which the rela-
tionship was built. Indeed, as people move in and out of jobs, the original
understanding may just get ‘forgotten’. However, changing the parameters
of a relationship without the full knowledge and consent of the other party
will generally be seen as a lapse in integrity. Even if it is with the know-
ledge of the customer, then ‘moving the goalposts” will be seen, not unrea-
sonably, as a lack of integrity and result in a loss of trust if the customer is
too enmeshed in the relationship to withdraw without great difficulty.
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We have seen this pattern repeated many times over. Suppliers sometimes
have to make tough decisions for the business, and in extremis they may
have little choice. However, too often the decision to change the way cus-

tomers are managed seems to be a more individual and personal choice, The fact that the
or one driven by non-customer-facing functions like finance or supplier has stayed
operations, which has been taken without a real understanding of the within the letter of

long-term damage that is wrought by such U-turns. The fact that the sup- imm;qgricsr?}riicﬁgz

plier has stayed v.v%thm the lettgr of .the contract is immaterial if it has reneged on the spirit
reneged on the spirit of the relationship. of the relationship.

Case study insight

Taking a customer for granted

One supplier had a long-term close relationship and steady business
with one of its key customers. During a restructuring/cost-cutting exer-
cise the decision was taken to reduce its resource from a full-time key
account manager to just 10 per cent of her time. The supplier wrongly
assumed that the business was ‘theirs’ in spite of the reduction in sup-
port. In fact, the relationship deteriorated to the point where the busi-
ness was close to being lost.

To reclaim the business, the supplier had to reinstate the key account
manager, reallocate her other customers, and dedicate a taskforce to
retrieve the position. The relationship began to improve although the
customer was not likely to forget the episode. In the end, the supplier
had spent just as much on the relationship as it would have done any-
way, if not more, had lost the trust of the customer and caused long-
lasting damage to the relationship.

Case study insight

‘Once bitten, twice shy’

Strongly sponsored by its sales director, a hi-tech company had
developed a good key account programme and excellent relationships
with clients. However, the sales director left the company and was
replaced with a new sales director with a ‘back to basics” philosophy.
Service and support levels were reduced and a number of joint cus-
tomer projects were dropped. When later on, the supplier wanted to
reinstate KAM, customers were sceptical and unresponsive. They felt
the support was part of the deal and that the supplier had gone back on
its promise.

Opportunism is also seen by the customer as a breach of integrity. For exam-
ple, customers in collaborative relationships expect that if a supplier receives
an unexpected windfall that cuts its costs, like a fall in raw material prices,
then the customer will be informed and some or all of the benefit will be
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Failure to share the
benefit of a cost
saving is seen by the
customer as a breach
of trust.

Suppliers make a lot
of assumptions about
customer profitability
that have never been
even tested in some
companies, let alone
properly monitored.

passed on. Both research and experience show that failure to share the bene-
fit of a cost saving is seen by the customer as a breach of trust. Presumably,
suppliers” finance directors who refuse to realign prices do not share this
view, or perhaps they do not realize that, in making such a decision, they are
not acting with the integrity expected by the customer. Key account man-
agers must take conscious and special care to manage their company’s
integrity as well as their own.

Leaking profitability

In theory, profitability improves through the ‘learning curve’ effect as you
work with a customer and get to understand the best way of dealing with
their business. However, it can also decline over a period of time, through
successive rounds of negotiations in which the customer squeezes down
prices and wins new and incremental service concessions with significant
costs attached (see Chapter 5). In fact, suppliers as well as customers are
responsible for leaking the profits.

Suppliers make a lot of assumptions about customer profitability that
have never been even tested in some companies, let alone properly moni-
tored. One key account director investigated one of his company’s top
three accounts to test his assumptions, and found the result was 100 per
cent different from his expectation. Where there is substantial business the
stakes are too high to leave profitability to guesswork, so the first task
must be to get genuine profitability measurement in place.

CHECKPOINT

Preventing profitability leakage

® Do you know what the real profitability of each key customer is, not
just sales revenue or gross margin?

® Have you carried out a wide-ranging price and service review with the
customer?

® Do you identify and clear out obsolete costs and anomalous prices
from time to time?
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5 The buyer perspective

Fast track

As buying companies seek new routes to competitive advantage and
value for their customers, they now look to key suppliers to help them.
Naturally, customers are far more likely to act according to their own
perceptions and aspirations than to any view or objective that selling
companies might wish to impose on them. A buying company has its
own set of strategic decision support tools to help it select the sup-
pliers who are important to the fulfilment of its aspirations.

First, a selling company needs to understand whether it has the oppor-
tunity of being a key supplier. The chances are small if it is one of many
competitors, or it is in a weak position relative to the customer, or it
supplies a product or service which does not contribute to the cus-
tomer’s critical path. If analysis reveals that this is the selling company’s
situation with this customer, the supplier should look elsewhere for its
own key relationships or possibly reposition itself through developing
its offer. It should not waste money and effort on trying to develop a
relationship that is unlikely to succeed and bear fruit.

At the same time, the supplier should decide what this customer can
contribute to its own strategic objectives, using the methods described
in the following chapters. These methods require an in-depth under-
standing of the customer’s situation, needs and strategies and, indeed,
successful key account managers are those who really know how their
customers operate and why.

Generally speaking, only if buyer and seller strategies are complemen-
tary in terms of products, their approach to business and to the relation-
ship between them will it be possible to develop the relationship beyond
a fairly simple level towards an interdependent or integrated stage.
However, if all these elements are in place and closer involvement is
achieved, the flow of benefits to both parties can be very exciting.

At less-developed stages of the relationship the cost of nurturing the
relationship can easily outweigh the benefits. The range and extent of
cost savings increase on both sides as trust between the two parties
grows and barriers are reduced. In some situations, reducing risk by
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working with a known partner can allow costs to be cut, for example
by eliminating duplication of processes. In other situations, reduction
of costs may increase risk, for example by moving to just-in-time supply
and eliminating buffer stocks. Clearly, reduction of costs and reduction
of risks are closely linked and need to be managed jointly from a foun-
dation of a thorough understanding of the partner and its concerns.

Trust is a mediator through which most interactions pass and activities
will be interpreted. Care should be taken to manage the partner’s per-
ceptions, as reserves of trust may be crucial in carrying a supplier
through any difficult patches in performance or in the relationship. In
the end, powerful customers still call the shots.
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Introduction

Books on selling and account management, and suppliers as well, often
make the mistake of assuming that the customer is bound to fall in with a
well-developed, well-presented plan. This is, of course, quite untrue. Cus-
tomers have their own agendas, their own strategies and their own priori-
ties. If, and only if, the selling company’s plans fit the customer’s plan, are
they likely to succeed.

It follows that understanding the customer is fundamental to the selling
company in adopting the right strategy and making acceptable offers. Yet
suppliers generally devote remarkably little time and effort to gaining this
crucial knowledge about their customers. In order to understand the cus-
tomer’s perspective fully, this chapter considers the buyer’s standpoint
and looks at the world and the supplier through the buyer’s eyes, rather
than viewing the customer from the buyer’s standpoint.

We will look at the circumstances which provide fertile ground for close,
cooperative relationships and at the circumstances which suggest that
attempts at greater intimacy will fall on stony ground. However, even if
intimacy is not an option, being very good at what you do still is.
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An intelligent
supplier achieves its
objectives by helping
the customer achieve
theirs.

5.1 The purchasing context

The companies in a modern supply chain are more closely connected
together than ever before. The market environment of one becomes a fac-
tor in the market environment of the next. Pressures felt by one are passed
on to the next. To understand its own business, each company needs to
understand the business of the others to a far greater extent than it has in
the past.

Within companies too, the aim is now cross-functional integration. Trad-
itionally, buyers were quite remote from their own company’s cus-
tomer strategy and therefore operated to a different agenda. Suppliers
responded to that agenda and sold on specification and price. Now that
buyers are generally much more in tune with the concerns of their whole
company, the key account manager can make more creative offers and
business propositions to them. That kind of applied creativity can only
come from a deeper and more extensive knowledge of the customer’s
business.

Even when a supplier is working with a deep understanding of the
customer, this is still only one side of the equation: the receptiveness of the
customer is also critical in achieving relationship success. Key account rela-
tionships do not generally exist at the higher levels discussed in Chapter 3
unless they are reciprocated. Selling companies are liable to delude them-
selves about the favourability of their position with the customer. In fact,
close business relationships are constructed from two-way linkages wrought
by frequent operational interactions, dedicated resources, shared assets, joint
planning and other business-based bonds between buying and selling com-
panies. Such linkages will not exist unless the buying company as well as
the selling company chooses to participate actively in the relationship
(McDonald and Woodburn, 1999).

There is a tendency for selling companies to view their relationships with
buying companies in isolation as if buyers do not have relationships with
other suppliers or with other kinds of organization. This is obviously not
the case, and understanding the network of relationships within which the
buying company operates can be very illuminating as a way of identifying
what drives buyers to behave one way and not another.

Figure 5.1 illustrates the different types of organization with which any
company might have a relationship. As the buyer and supplier and, indeed,
every other body represented in Figure 5.1 will each belong to a similar
network, the business reality is exceedingly complex.

For suppliers competing in increasingly challenging business environments,
understanding the purchasing context can provide valuable insight into
buyer behaviour. Knowing, for example, what are the buyer’s resources,
motivations, pressures and sources of information can provide a supplier
with a lucrative competitive edge. An intelligent supplier realizes that the
best route to the achievement of its own objectives is by helping customers to
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Figure 5.1 Business relationship network.

achieve their objectives. In summary, it is a simple three-step process:

1. Acquire an in-depth understanding of the customer environment and
the customer drivers.

2. Discover or deduce the customer’s objectives and strategic response in
relation to suppliers.

3. Develop solutions to match the customer’s strategy and needs.

Let us next examine the common customer drivers and the strategies cus-
tomers adopt in relation to their suppliers. The actual processes by which
companies deliver solutions are described later in Chapters 7 and 8.

5.1.1 Customer drivers

Often, the information held by a supplier about a buyer is either rudimen-
tary and confined to contact details, purchase history with the company
and sometimes wider purchasing activity, or it is more extensive but dif-
fused around the company. However, the data do not attempt to identify
the forces which are really driving the customer’s business. These under-
lying influences are a combination of factors exclusive to the buying com-
pany, its business, its relationship network, and its environment. Some of
the major forces that affect customers and, therefore, influence customer
purchasing behaviour are as follows:

@ Speed of change and flexibility

e Fast innovation and shorter product life cycles
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Nowadays, buying
companies are less
confident of the
shape of the future,
and so they prefer to
secure their needs
through supplier
partners, rather than
through wholly
owned assets.

Turmoil at the
product end is now
amplified by
upheaval in the
marketing and
distribution channel.

Emerging and collapsing routes to market
Supply chain integration and customization
Globalization

Longer reach competition

Geography - independent prices
Downsizing, upsizing, merging

Cost reduction

Risk reduction.

Arguably, the business world is changing faster now than it ever has
before: certainly it is more interconnected across the globe than ever before.
Companies of every kind are fighting to deal with the new forces in order
to manage this new speed of change. Managing and exploiting this esca-
lating rate of change requires new creativity and competencies. Businesses
need additional flexibility in order to respond in the timeframes available
and they are seeking resources and allies to help them. Speed is of the
essence in maximizing opportunities. Nimble competitors catch up very
quickly, so ‘windows’ of profit-taking and competitive advantage are get-
ting smaller all the time.

In the past, buying companies were reasonably confident about anticipat-
ing the future and were prepared to commit to assets which could be
expected to provide a good return in the longer term. Nowadays, how-
ever, buying companies are less confident of the shape of the future, and
so they prefer to secure their needs through supplier partners, rather than
through wholly owned assets. Buyers are willing to trade off some of the
margin they might have made themselves in order to maintain their flexi-
bility and speed of response.

One of the most important components of the rapid pace of change is faster
innovation, which leads to faster product obsolescence and, hence, shorter
product life cycles. As a result, companies which have developed a product
or service innovation must capitalize on their lead very quickly before it is
overtaken by the next development. This means that they need to get to
market quickly, achieve wide penetration quickly and amortise the costs
quickly. Traditional trial, production and launch processes do not work well
enough at high speed, so companies are trying out all kinds of new
formulas, such as concurrent engineering, modular design, electronic com-
merce and strategic alliances for every stage of the value chain. Suppliers
who do not keep up with their customers will very soon be left behind.

This turmoil at the product end is now amplified by upheaval in the market-
ing and distribution channel. Not very long ago, companies could concen-
trate on the development of new products and concepts and then simply
release them through the value chain via well-understood processes. Today,
with the arrival of electronic commerce, new routes to market are emerging
while traditional routes are collapsing. Companies are no longer able to make
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standard assumptions about the most effective way of reaching their markets.
They will be trialling new routes to market at the same time as they launch
new products. Until electronic commerce has ceased to be a revolutionary
force and a different pattern of doing business has established itself, and this
will take some time, businesses will be multiplying their risk because they are
venturing into the relatively unknown on two fronts simultaneously.

Some customers are making a late start on supply chain integration. Others
are well advanced and have achieved smooth-running, robust processes,
while others are only now discovering the pitfalls along with the benefits.
Selling companies need to engage with the integration process and to work
with the buying company in order to achieve the goals of the supply chain
as a whole. Those who simply supply what they are asked for are likely to
find themselves divorced from their original customer and managed by a
primary supplier. However, closer collaboration is bound to demand cus-
tomization rather than the provision of standardized offers, and suppliers
need to be geared up to respond appropriately.

Many blue-chip companies, and some smaller ones as well, now operate as
global suppliers and/or in global markets. Nevertheless, almost all suppli-
ers struggle to match the needs of customers who are involved in global
markets. In fact, globalization is probably not as ubiquitous as we sug-
gested in Chapter 1. It is a dominant factor in some markets, such as com-
puter software and high-technology business-to-business products, which
are driven by short product life cycles and a need to maximize sales in the
least possible time. In other markets, particularly where services are con-
sumed as they are produced, it is generally not so important.

Advances in information technology and telecommunications, which have
culminated in the arrival of electronic commerce technology, have enabled
customers to extend their reach to encompass the globe. Equally, competi-
tors are lengthening their reach and are moving into yet more markets.
Competitors who were previously confined to serving home markets by
the costs of attracting customers overseas are joining the global arena, now
that they can market from their base country and no longer need an expen-
sive marketing infrastructure. This lowering of entry barriers opens the
field to smaller companies as well, so that customers are not only facing an
incursion of good competitors from elsewhere in the world, they are also
facing an explosion in the range size and quality of competitors. As long as
these new competitors can deliver, or hold out a reasonable expectation of
delivery, prices will inevitably come under pressure.

In some markets the Internet acts as a 360-degree periscope on pricing.
Buyers can surf the Web looking for best prices. Although they then return
to the supplier they know, it will be with new targets for price decreases.
Where the products they seek are made by well-known brands with global
guarantees, the premium they will pay for using a familiar distributor will
be minimal. Now that internal constraints have been removed, many selling
companies inside the European Community are fighting a rearguard action
on geography-independent pricing and may not succeed in maintaining
differentials. Thus, suppliers and customers operating in high-cost areas

Selling companies
need to engage with
the integration
process and work
with the buying
company in order to
achieve the goals of
the supply chain as a
whole.

Suppliers who are
focused on
maintaining their
prices are likely to be
abandoned.
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Underlying all these
customer drivers are
the two most
enduring ones: cost
reduction and risk
reduction.

such as Western Europe will have to work much better in order to maintain
margins. The pressure will be felt all the way up the supply chain. Buying
companies will seek to work with suppliers whose objective is to maintain
margins on an equitable basis, while suppliers who are focused on main-
taining their prices are likely to be abandoned.

Inevitably, the current turbulence will affect organizational structure. The
rate of downsizing, upsizing and merging taking place has reached new
highs as companies jostle to reposition themselves in growth markets and to
escape from mature and declining markets. Second-tier companies are gen-
erally no longer viable and many have been subsumed into larger or more
resourceful companies. The big and the bold are getting bigger and bolder
still. The turbulence contains a mix of dangers and opportunities. Companies
operating in the expectation of a takeover or acquisition are obviously
limited in the commitments they can make and this presents difficulties for
buyers as well as suppliers. A buyer in such a transitional situation needs a
‘safe pair of hands’, flexibility and understanding from its suppliers as it
undergoes radical change. In the meantime, a supplier will want to protect
the robustness of its buyer contact base in case some of its key contacts
become casualties. Threats may appear from competitors who supply the
other company in a takeover, while outsourcing opportunities may emerge
from downsized companies. In short, uncertainty is increasing.

Underlying all these customer drivers are the two most enduring ones: cost
reduction and risk reduction. As the pressure to reduce costs features so
strongly in customer purchasing behaviour, it is imperative that suppliers
appreciate why customers pursue cost savings and what cost savings are
potentially available. Suppliers also need to understand how customers per-
ceive the risk in their relationship and how it might best be managed.

Case study insight

Understanding customers’ needs

A public sector organization was merging several buying functions
from very different parts of the organization. The buyers would have
to move locations, deal with cultural issues, understand their new
role and develop strategies to match. Meanwhile, if services to cur-
rent users were not maintained, they would get off to a bad start with
their customers. The supplier could have stood back until the situ-
ation became more settled. Instead, it aimed to increase support dur-
ing the transition to gain commitment from the newly integrated
buying function when it emerged from this period.

CHECKPOINT

Pressure on customers
Can you identify the main forces pressuring your key customers?




5 — The buyer perspective 117
5.1.2 Cost reduction

While suppliers concentrate on customer value and profitability, the priority
for buying companies is often cost reduction. Figure 5.2 shows the dramatic
impact of cost savings on a customer’s net profits. The authors were present-
ing to over 50 buying directors from some of the world’s biggest multi-
national companies and most confirmed that cost reduction is indeed their
number one priority. Indeed, in Time magazine, 1 August 2005, it was
reported that most European corporations are doing spectacularly well, their
profit growth being driven by cost-cutting.

Double your money: cut spend on purchases

Other costs
(44%)

Purchases
(50%)

Profit (6%)

Other costs

(44%) Purchases
(45%)

Profit (11%) Figure 5.2
Impact of cost
savings on net
profits.

This section examines the financial aspects of key account relationship
management in terms of cost savings, which are not necessarily limited to
the buying company. Some of the cost savings that are potentially available
to companies when two links in the supply chain work closely together are
as follows:

Better information and reduced uncertainty

Reduction of protective measures

Elimination of duplicated processes

Better flow of supplies

Routinized transactions

Tighter quality control

Improved supply chain efficiency
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On both sides of the
relationship, an
openness and
willingness to share
information is
important, both in
itself and as an
indicator of the
closeness of the
relationship.

® Reduced production costs
® Better, more cost-effective design of new products
o Cost sharing on research and development

® Lower sourcing/business development costs.

Undoubtedly, this list is not complete, nor will all of these savings be avail-
able in a single trading relationship. How much cost saving is available will
clearly depend on the nature of the product or service and the environment
in which it is used. It will also depend on how well the two parties know
and trust each other. In a basic relationship (see Chapter 3) the parties may
well enjoy a degree of familiarity, but very little trust and, therefore, stan-
dard processes should be employed wherever possible. Efficiency is charac-
teristic of a basic relationship.

The level and nature of cost savings in cooperative relationships will vary. If
the relationship has been singled out by the selling company as appropriate
for development, then the selling company should be expecting to invest in
it. The two companies will decide together how that investment can be used
to deliver mutual cost savings and enhanced customer value. If, on the other
hand, the selling company’s strategy is only to maintain its business and
competitive position (see Chapter 8), then the opportunities for reducing or
saving costs will be limited, which will place constraints on enabling invest-
ment and underlying trust.

In an interdependent relationship, however, much more becomes possible.
Buyer and seller will identify the cost elements most important to them
and both parties will have the commitment and confidence in each other
to make major changes in order to achieve savings in those costs. Where a
high proportion of the cost savings listed above are achieved, this may sig-
nal arrival at the integrated stage of relationship development.

Better information and reduced uncertainty can save costs for buyers and
sellers alike in all kinds of ways. Whether or not this is achieved through a
better understanding of the market through making commitments, accurate
demand forecasting can save substantial costs. Finance, staffing, use of plant
and premises and marketing resources can all be optimized if requirements
can accurately be predicted. Inputs can be bought at good rates rather than
high, emergency prices. Strategies can be more useful, more effective and
more likely to succeed. Shareholder expectations and share prices can be
managed better. On both sides of the relationship, an openness and willing-
ness to share information is important, both in itself and as an indicator of
the closeness of the relationship.

When companies do not trust each other, they will install protective meas-
ures in order to prevent their trading partners from damaging their business.
Vertical integration is one example of how buying companies protect them-
selves against unreliable or opportunistic suppliers. Upstream integration is
designed to ensure continuity of supplies of a key input to core processes
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(Ellram, 1991). For example, oil and chemical companies own mining oper-
ations which feed their refineries and plants. In fact, they may not always be
the most efficient producers and they may be able to buy in at lower prices
than the cost of their own production. However, since the companies must
run their plant continuously in order to achieve competitive costs, they could
not surrender their own sources of raw materials unless they had cast-iron
and entirely credible guarantees from their suppliers that deliveries will be
made on time.

Although vertical integration is clearly appropriate in certain sets of cir- Substantial savings

cumstances (Williamson, 1985), companies are now more inclined to ques- can be made even
tion whether their funds are invested in strategically valuable assets or through partial
outmoded supply formats. There are many other examples of expensive reductions in

protective measures for buying companies, including large buffer stock- protective measures.

holdings, advance payments for shipments, legal fees and contract policing,
quality checks on goods inwards, constant competitor monitoring and
‘mystery shopping’. While buying companies may not be prepared to dis-
mantle all barriers, substantial savings can be made even through partial
reductions in protective measures.

The elimination of duplicated processes is an obvious candidate for cost
savings. For example, the selling company counts goods out as they leave
the factory and the supplier counts them in to confirm delivery in full.
Quality is also checked by the producer and again by the receiver. Accounts
departments in both companies are engaged endlessly in the reconciliation
of purchase orders, delivery notes and invoice payments. These procedures
cost money and cause delays, so many companies have gone part of the
way to reducing the costs incurred in checking everything by operating spot
checks. Some companies have gone one step further and reconfigured the
whole process on the assumption that a check conducted by either party
will be acceptable to the other.

This case is a good example of how the better flow of supplies and routinized
transactions can affect efficiency and cost savings. Here, users receive their

Case study insight

Reducing procurement costs
The buying function of a major international company now only
involves itself and its warehouses in purchases where it can add
value to the process. Office supplies have been taken out of the goods
received-store—internal requisition order sequence. Users manage
their own budgets and orders direct, and their materials are delivered
to their desks. The buying function sets up the supplier contract,
receives a single monthly report which is automatically generated,
and pays one monthly invoice for everything received. Substantial
time and effort is saved by the buying company, while the supplier’s
costs balance out and prices remain competitive.
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supplies the following day, whereas previously, availability varied from
immediate delivery for a select few items to two to three days for most items.
A transaction procedure was established, specifically tailored to the buying
company’s specification. It operated to a very regular and efficient routine
because it was slimmed down exactly to the services required and omitted
any ‘frills’. Cutting out superfluous handling is one way of improving the
flow of supplies. Other ways of streamlining processes include combined
process engineering, joint forecasting and improved management gained
from a better understanding of requirements, which is achieved through
greater information sharing.

Case study insight

Valued-added pricing
A multinational components company has developed a systematic
approach to price negotiations with customers. Discussions focus on a
matrix based around Porter’s (1985) value chain, which identifies
sources of cost. Together, the parties concerned identify which elements
are valuable to the customer, and which are not, and derive an appro-
priate price from this resulting menu of tailored and standard elements.

Waste of material as reject product and waste of time in services are both
regularly targeted sources of cost. However, reject product is a relatively
minor part of the real cost of poor quality and, hence, the constant atten-
tion to tighter quality control is driven by the wider implications. For
example, substantial amounts of time and money can be absorbed in han-
dling and remedying complaints if a customer receives poor service or a
defective product. Further, losing customers to the competition as a result
of poor quality can result in substantial loss of earnings, with further
repercussions if disappointed customers spread their disenchantment by
word of mouth.

Today, after more than a decade of concentration on quality and the adop-
tion of Japanese methods, quality standards have reached new highs: some
companies are even committed to zero-defect production. However, quality
is not cheap for suppliers. In addition, buying companies are always seek-
ing to achieve tighter quality control at lower cost. In order to concentrate
on the quality of their own processes, buyers want to be able to assume the
quality of inputs. Suppliers who can meet buyers’ stringent standards are
saving costs for the buying companies, but they must equally control the
costs for themselves.

These last three elements are major contributors to the improvement in sup-
ply chain efficiency overall, where the aim is the creation of a lean, mean,
low-cost supply machine. Efficiency has been defined as ‘doing things right’
and effectiveness as ‘doing the right things’. In fact, by working closely with
a supplier, a buyer can significantly improve supply chain effectiveness as
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well as efficiency. Improvement of effectiveness in supply chain terms will
mean identifying the critical pathways on both sides and ensuring that these
processes in particular are seamless and robust.

Traditionally, suppliers would encourage customers to buy as much as pos-
sible from them and, if customers were using more of the product than was
really necessary, so much the better. However, this kind of opportunistic
behaviour generally meets with disapproval from buyers. Buyers expect
trusted suppliers to point out over-specified products, unnecessary wastage
or inefficient usage and to reduce production costs, even if it means lower
revenue for the supplier. High production costs will make the buying com-
pany uncompetitive in the marketplace and, ultimately, the supplier will lose
out as well. Suppliers (not necessarily the key account manager) should
therefore have a high degree of technical understanding of their own prod-
ucts and be able to offer their expertise in order to support the customer’s
production function in various ways, including reducing the consumption of
other inputs. To make gains beyond the normal levels, the buying company
may have to give the supplier access to closely guarded production secrets,
in the confidence that such critical information will not reach competitors.

However, information from the European Institute of Purchasing and
Supply shows that, in many cases, as much as 90 per cent of the final unit cost
of a product is determined before it reaches full production, most of which is
committed in the design stage (Figure 5.3).

"‘
-

-7 ’Cost generated by decisions

Increase of expenses

S~—_ _| Potential saving

Design |Industrial prototype Production

Time
Source: Bernard Gracia, European Institute of Purchasing, 2001.

Thus, the major opportunity of achieving low unit costs for the manufac-
turer lies in the design stage. Research at Cranfield has shown a large dif-
ference between cooperative relationships and interdependent relationships

Buyers expect trusted
suppliers to point
out over-specified

products, unneces-
sary wastage or
inefficient usage.

The major
opportunity for
achieving low unit
costs for the
manufacturer lies in
the design stage.

Figure 5.3

Progress of product
development
compared with
commitment of
final unit cost.
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Figure 5.4
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on this point (Figure 5.4): a substantial proportion of suppliers in interde-
pendent relationships are admitted to the buying company’s development
process and can therefore contribute to better, more cost-effective design of
new products, while suppliers in cooperative relationships are largely
excluded from product development activity.

If the buying company trusts the selling company and involves it in new
product development activities, this can potentially lead to the creation of a
new role for the supplier in the buyer’s long-term research and develop-
ment (R&D) effort. Participation may mean contributing expertise and/or
project funding. Much mutual benefit can be gained from such collabor-
ation, including cost sharing on R&D, particularly where programmes are
long-running and expensive. Further, pooling resources in order to secure
the input of experts who may be scarce and costly can help to avoid the pit-
falls of entering into projects with insufficient vision and directional guid-
ance. Figure 5.4 also depicts the degree of information exchange on product
development compared with other subjects.

Buyers can also achieve lower sourcing costs and suppliers will benefit from
lower business development costs through involving trusted trading part-
ners in development activity. They can work together in helping develop
specifications and sourcing criteria and, if the supplier can then fulfil the
need, the buying company may decide to look no further. If the buyer believes
that the selling company is a good source for the product required and will
not make opportunistic profits, then the working processes and widespread



5 — The buyer perspective 123

familiarity which already exist represent a real bonus: the buyer can avoid the
effort, delays and costs involved in evaluating alternatives.

The public sector seems reluctant to take this pragmatic approach and gen-
erally insists on compulsory competitive tendering, which not only incurs
huge bid costs for suppliers, but also means that buyers ultimately carry the
costs of implementing the process through higher prices. In the private
sector the supplier’s unique expertise and competence may prove so invalu-
able to the buyer that, even where the selling company itself may not repre-
sent an attractive source for the product or service required, the partnership
may grow to the point where the supplier takes on the sourcing and ongoing
management of the supply as a primary contractor managing smaller, sec-
ondary contractors. This arrangement is increasingly common as buying
companies seek to reduce their supplier base.

Clearly, close relationships between buying and selling companies have Both sides will have
the potential for saving a substantial amount of cost for both sides. to invest significantly
However, both sides will have to invest significantly in order to secure in order to secure
these cost savings, in relationship building, communication and commit- these cost savings.

ting time to joint projects, and also in new facilities, equipment, staff or
whatever is needed for implementation. Expenditure on the less tangible
activities, such as relationship building, is as real as expenditure on tangi-
bles, though often the systems applied to accounting for it are very poor or
non-existent.

It is important for business success that expectations are set correctly and Many cost-saving
that the timescales used for evaluation are of a suitable length. In basic or opportunities are
cooperative relationships, both sides realize that exit is quite easy and either barred if only those
company will look for a quick return on any investment it makes because with rapid payback

it cannot be sure that the relationship will last. Obviously, many cost- are acceptable.

saving opportunities are barred if only those with rapid payback are
acceptable. Therefore, the value of cost savings which can be made at these
relationship stages is limited and may not even exceed the costs of running
the relationship. In contrast, in interdependent or integrated relationships
there is an expectation of durability and trustworthiness which lowers the
perceived risk and allows longer term investments to be considered.

In effect, reducing risks leads to lower costs and, indeed, risks and costs
are closely linked. Sensible companies and, in particular, companies in
their buying capacity are extremely concerned about risk. Risk reduction
is therefore worthy of a separate discussion and this follows in the next
section.

CHECKPOINT

Cost-saving opportunities

Can you identify any strategies that could achieve cost savings benefiting
both a key customer and your own organization?




124 Key Account Management

'Protective’ measures
cost buyers money
and flexibility.

5.1.3 Risk reduction

Reduction of risk is one of the major drivers that cause companies to seek
closer relationships and encompasses the following:

e Areduction of uncertainty generally
@ Protection against pressures from the business environment
e Protection against opportunism by powerful trading partners

@ Protection against losing the business altogether.

If buyers or sellers were to articulate the main reason why they strive so
hard to make closer relationships work, it would be because they seek the
security of retaining trading partners who will be critical to their long-
term business future.

The value of risk reduction to both parties can easily be overlooked in the
day-to-day management of the relationship. It is therefore a worthwhile
exercise for companies to understand what risks their partner perceives and
to deconstruct them to see how they might be diminished and/or be seen to
be diminished. The model developed by the International Marketing and
Purchasing (IMP) Group (see Figure 5.5) provides a useful framework from
which to view sources of risk.

Business risks derive from two dimensions: external to the relationship (envi-
ronment in the IMP model) and internal to the relationship (atmosphere of
relationship in the IMP model). External risks originate in the marketplace or
the wider environment, but have an impact on the market, for example gov-
ernment legislation. A wide range of external factors potentially have impli-
cations for both parties, such as new technology (for example substituting for
current products), economic recession (downturn in demand), competitor
activity (downturn in demand and pressure on prices) and many more.

Buyers perceive plenty of internal risks as well. The buying company’s first
concern is always opportunism on the part of selling companies (Williamson,
1985). Will suppliers pass on any lower costs to the buyer? Will they hold
the buyer to ransom for higher prices if they have the advantage? Will they
respect confidential information? Will they provide continuity of supply?
Buying companies can and do protect themselves against such behaviour in
all sorts of ways, such as broadening their supplier base, playing one sup-
plier off against another and insisting on contracts being fully specified to
every last detail. However, these “protective’ measures cost buyers money
and flexibility, and tend to reduce their leverage with suppliers. Nor do
buying companies which carry such ‘sandbags’ stand up well today against
leaner competitors who have taken calculated risks in order to work with
suppliers and who have opted for speed and adaptability rather than secu-
rity and safety.

Assuming the supplier is indeed ethical, honest, committed and currently
competent, the buyer’s second concern is the long-term orientation and
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Figure 5.5 The IMP model.

The buyer’s second
concern is the long-
term orientation and
capability of the
selling company.

capability of the selling company. Does the supplier represent the best avail-
able partner? After all, an honest fool is not necessarily more valuable as an
ally than a talented knave. The buying company is likely to be looking for a
partner who is at the leading edge of current products and practice and
looks certain to stay there. If they have to make investments in assets dedi-
cated to a particular supplier’s products or systems, buyers want to be sure
that they are making prudent purchases. They do not want to be obliged to
write off the costs of such equipment and systems in the event that they
need to change their supplier in order to stay ahead. Figure 5.6 shows some
examples of risks and the ways in which they can be tackled.

There will be people inside the buying company, particularly those who are
not normally in contact with the selling company, who are uncomfortable
about lowering their protective barriers against suppliers. Unfortunately,
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Risk Mechanism for risk reduction
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Downturn in demand
External | pturn/downturn in demand
Price pressure

New technology

Sharing information on market

Asset sharing (lower break-even costs)
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Joint R&D

Internal

Opportunism of partner: price increase
Opportunism of partner: withdrawal
Commitment to inappropriate assets
Commitment to inappropriate strategy
Commitment to inappropriate partner
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Interdependence

Increased flexibility vs vertical integration
Future orientation with joint planning
Strategic investment
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Figure 5.6 Risks and risk reduction mechanisms.

Selling companies
believe that
compatibility of
strategies is
necessary to the
fulfilment of their
own corporate
objectives and,
indeed to the
development of an

intimate relationship.

they may well be people who can maintain the barriers and effectively pre-
vent the desired development of the relationship. The structure in Figure 5.6
can be used to expose the kinds of risks that are of real concern from their
point of view. The mechanisms that could address those specific areas can
then be identified. An audit of the relationship’s current exchanges and
structure will show whether new action is required in order to reduce the
risk itself or whether the need is really for internal communication in order
to show more clearly how risk is already being managed.

Key account managers need to ‘get inside the skin’ of their customers in
order to piece together the concerns that kindle further commitment to the
relationship, as well as the underlying strategies that together determine the
buying company’s behaviour. In fact, many selling companies list ‘a desire
to partner’ (with acceptance of the risks involved) and ‘strategic fit" as two
of the most important criteria in selecting key accounts and developing
close relationships with them. They believe that compatibility of strategies
is necessary to the fulfilment of their own corporate objectives and, indeed,
to the development of an intimate relationship.

5.2 Buying company strategies
5.2.1 Strategy independence

It should come as no surprise to learn that buyers operate strategies for work-
ing with suppliers which run parallel to those that selling companies use. The
most successful buying companies, and particularly those focused on achiev-
ing drastic reductions in their supplier base, develop specific strategies for
their key suppliers individually. However, many buying companies take a
more generic approach and work to simple strategies such as ‘cut supplier
numbers’, ‘reduce prices by 10 per cent all round” or “use ISO 9000 suppliers
only’. Even if these generic strategies are not entirely and explicitly exposed to
suppliers, they are very real and suppliers need to understand them.
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Selling companies are rarely good at acknowledging and responding to the | Selling companies are
customer’s strategy. At one level, selling companies know that their cus- rarely good at
tomers have some kind of strategy and yet, at another, they are capable of acrl;rs]g\cl)vrlw%?r?én% i?]cej
ignoring it comp}ete}y and developing their own strategy to be applied to the customer’s strategy.
key account, quite independently of the customer’s strategy. Not surpris-
ingly, customer buy-in is poor and the exercise tends to get swept to one side.

When selling companies do not understand what causes their customers to An appropriate
respond to them in the way that they do, they have little chance of develop- strategy is one which
ing an appropriate strategy, in other words one that is likely to succeed. is likely to succeed.
Ideally, strategic planning should be carried out jointly, but research has

shown that this is still not the norm (McDonald and Woodburn, 1999). Joint

strategic planning was found in only approximately one-third of even the

most important relationships (the top two or three in each case) and it is pre-

sumably even more rare at the next level down.

5.2.2 Strategy direction matrix

If the selling company’s relationship with the customer is not close enough
for joint planning, then the next best approach is to carry out a strategic analy-
sis from the customer’s point of view and to deduce an appropriate strategy
on the basis of the findings. To do this, selling companies may find it helpful
to employ the strategy direction tool commonly used by buyers to determine
how they should manage their suppliers (Figure 5.7). This is the equivalent of
the selling company strategic direction matrix shown earlier in Figure 2.5.

Nurture Client Cosset Client

Expand Business Defend Vigorously
Seek New High Level of Service
Opportunities High Responsiveness

Drive Premium Price
Seek Short Term Adv.
Risk Losing Customer

Give Low Attention
Lose Without Pain

A E————
>

Figure 5.7

Buying company’s
strategy direction
matrix.

Buzzell and Gale, 1987
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The horizontal axis ‘Supplier preference’ is self-explanatory. The quantity
purchased will obviously be the most important factor, but others may
also be taken into account, such as stability of demand, product quality
and competitive position in the marketplace. The vertical axis “Attract-
iveness’ is a proxy for market risk and refers to the supply position.
Market risk will include factors such as the number and quality of suppli-
ers, capacity to cope with demand, market turbulence and price stability.
Stability and plenty of choice for the buying company will give a low mar-
ket risk assessment. Unpredictable fluctuations and few suppliers to
choose from will result in a high market risk assessment. Each buying
company will define the criteria by which it wants to measure its pur-
chasing power and the market risk for itself, largely depending on the sec-
tor in which it operates.

If the buying company has low purchasing power in a low-risk market sit-
uation (bottom left box), then it will simply seek efficiency and a transac-
tional relationship. The purchase will not be deemed sufficiently important
to warrant further engagement with the supplier and the buyer will not be
in a strong bargaining position anyway.

If, on the other hand, the product market is high risk, then there is a chance
that supplies could be interrupted (top left box). The buying company is
not in a strong enough position to apply leverage and protect itself. Buyers
in this situation may react by increasing buffer stocks, seeking a substitute
product or finding a more reliable source.

In situations of high purchasing power and a low-risk market (bottom
right box), the buying company can use its muscle to play one competitor
off against another in order to secure a better price or some kind of add-
itional value. However, in a high-risk market, where buyers purchase large
quantities and, thus, have high purchasing power (top right box) and
where the product is important to them, they may seek a strategic relation-
ship with their supplier in order to reduce risk and uncertainty. Here the
buying company is more likely to look at the value or the total cost of
acquisition rather than just the price.

The authors have spent many years working with the buying directors of
some of the world’s biggest companies. On many occasions, buying direc-
tors have admitted that many of their suppliers think that they are ‘strate-
gic’ suppliers, when the reality is that they are in the low-price, commodity,
exploitable, leverage-price category. Consequently, they play their sup-
pliers along and, when it comes to the crunch, they drive prices down
relentlessly.

Indeed, looking at Figure 5.8 (provided by a global buying director), it can
be seen that it is highly unlikely that more than a handful of suppliers will
be considered to be strategic suppliers. Also, for those suppliers who
really want to be considered as strategic suppliers, the same global buying
director provided the set of criteria shown in Figure 5.9.
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Criteria Criteria

f'First mover' advantage B VP lead
B Channels to market B Business strategy driven
B Reverse revenue generation B A team on both sides

Strategic
Suppliers

B Point-to-point solution B Relationship manager
Preferred B Technology access B Strategy from CatMan

¢. 20% of all Suppliers B Operational advantage B SLA scorecard
suppliers

Commodity B Cost improvement B Managed locally
Suppliers B Superior service levels B Performance monitored
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Figure 5.8 Supplier relationships as a source of business advantage.

» Sharing of long-term vision and orientation.
* Global focus and commitment with service & support capability.
* Defined but yet flexible boundaries.

e Similar or complementary values.

* Understanding of the process to deal with differences.

¢ Flexibility in approach since circumstances may change over time.
An exit route needs to exist.

* Maximum economic and strategic leverage, i.e. product/market
differentiation.

* Attainment of time to market, quality & productivity objectives.

* Shareholder value creation.

* Blending core competencies, leadership capabilities & complementary
strengths (allowing outsourcing of non-core capability).

¢ Adding real productivity & value (significant cost savings & revenue
potential).

* Globally focused, linkages to new business opportunities & capable of
complementing the business focus.

 Attainment of high performance, low cost & strategic objectives
(producing unique design, integration & marketing capabilities).

* Readiness to share ideas & information.
* Not overly locked into a competitor.

5 * An element of demonstrated commitment from both sides.
Balance * Readiness for risk taking and sharing of costs.
* Building trust and, thereby, moving to intimacy.

Figure 5.9 Strategic supplier criteria.



130 Key Account Management

Buying companies,
like selling
companies, have a
limited capacity for
intimacy.

A need for strategic
product development
should not be
mistaken for a need
for relationship
development.

Determination of
strategy should be a
collective process.

Figure 5.10
Development of
supply chain
management.

Of the four options in Figure 5.7, only in the top right box is a high-involve-
ment relationship with the supplier likely to take root. Buying companies,
like selling companies, have a limited capacity for intimacy and they cannot
squander it on situations and suppliers that are not important. It therefore
follows that, if the supplier’s product/service falls into one of the other
boxes of the matrix, however important that customer is to the supplier, the
selling company is unlikely to succeed in developing a close relationship.

This conclusion suggests that the selling company should not waste its
resources on such a relationship. Investment would be better employed in
becoming super-efficient in order to operate effectively in either of the two
boxes on the bottom than in developing a different offer which is designed
to fall into the top right box of the matrix. If the matrix indicates a need for
strategic product development, it should not be mistaken for a need for
relationship development. Key account management (KAM) will not
compensate for an inadequate offer and misapplication will only result in
misdirected, wasted resources.

5.2.3 Supply chain integration

Supply chain management and integration strategies, which are often
accompanied by supplier base reduction, have had a major impact on many
selling companies in recent years. New electronic commerce capabilities
will drive this trend forward and few companies are likely to be unaffected.
Figure 5.10 shows the development of supply chain management from the
baseline of traditional management to current advanced practice in which
companies are operating cross-boundary integration.

Stage 1: Baseline

Material Production Distribution
Control

Stage 2: Functional integration

Materials Manufacturing

Management Management — ( Distribution

Stage 3: Internal integration

Materials  /Manufacturing Distribution
Management \ Management

Stage 4: External integration

Internal
supply chain
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Figure 5.10 charts the change from a traditional manufacturing approach,
which keeps the supplier on the doorstep, to one in which the supplier has
become part of an extended enterprise. The boundary between one com-
pany and the next in the chain is breached and may even be dissolved.
Processes and strategies must be integrated. As the organizations are so
closely linked, they cannot operate to different strategies successfully and,
therefore, determination of strategy should be a collective process, not a
process owned by an individual member of the chain.

The roles played by the supplier, its customer and other members of the
extended enterprise are clearly different from the role played in the other
configurations. Some companies are very uncomfortable with the loss of dis-
tinction between ‘us’ and ‘them’. Other companies, such as Amazon, the
Internet bookseller, can operate the model with equanimity. It is undoubt-
edly easier to start a company in a new mode than convert an existing one,
which will have innumerable functions and processes orientated in a differ-
ent way. However, the arrival of electronic business in force, which we are
now witnessing, will oblige many companies to adapt to cross-boundary
activity. The contrast between single-company, boundary-confined thinking
and extended-enterprise, cross-boundary thinking is shown in Table 5.1.

Single company thinking Extended enterprise thinking
Focus on the customer Focus on the ultimate consumer
Increase own profits Increase profits for all

Consider own costs only Consider total costs

Spread the business around Team with the best

Guard ideas, information and Share ideas, information and
resources resources

Improve internal process efficiency Improve joint process efficiency

The external context in which buyer—seller relationships exist is becoming
increasingly extensive and complex. Change drivers include the rapid
pace of change, the refinement of processes, market maturity, heightened cus-
tomer power and the globalization of business. At the same time, the
internal, organizational context is also changing, removing traditional delin-
eations of remit and responsibility. Conditions are more conducive to “part-
nering’ between suppliers and customers and, hence, the nature of marketing
has altered. Marketers are moving away from a traditional transaction focus
towards a customer focus. Thus, there is a pressing need to find ways to
describe relationships as a basis from which to understand them better and
build them stronger — and this has led to the ascendancy of KAM.

Supply chain integration is probably the strategic development that is most
critical for suppliers. A selling company that is not selected as a dependable

The arrival of
electronic business in
force will oblige
many companies to
adapt to cross-
boundary activity.

Table 5.1

Single company
thinking versus
extended enterprise
thinking
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A selling company
which is not selected
as a dependable ally
in a newly integrated
core supply chain is
likely to end up as a
secondary supplier.

In many cases
suppliers have found
the new partnering
philosophy to be little
more than skin deep.

The customer’s
propensity to partner
must be a criterion
for admission to a
supplier's KAM
programme.

ally in a newly integrated core supply chain is likely to end up as a second-
ary supplier, dealing with the original customer through an intermediary.
Being separated from the customer limits the supplier’s access to informa-
tion and restricts its ability to demonstrate added value. The supplier
becomes much more vulnerable to the agenda of the intermediary.

Most opportunities for cost reduction and value enhancement are currently
seen to lie at the interface between members of the supply chain. Much has
therefore been written about this subject and it cannot be adequately covered
here. Clearly though, understanding the position and strategy of neighbour-
ing members in its supply chain is fundamental to the buying company’s
strategy and the management of the relationship between itself and its
upstream suppliers and its own downstream customers.

5.2.4 Matching strategies

The climate and culture of purchasing has changed in recent years and
supply chain partnerships have become more acceptable and, indeed,
popular. Even so, in many cases suppliers have found the new partnering
philosophy to be little more than skin deep. Customers have promised a
partnership approach with a focus on added value and mutual benefit
and then have forced prices to the floor anyway, resulting in the sorry state
of customer profitability described in Chapter 6.

Of course, buying companies are not absolutely bound by the strategic
direction indicators discussed here: they can choose to adopt different
approaches and behaviour. However, buyers will readily revert to type if
that strategy is not founded on sound logic and sense, so selling com-
panies should beware of a customer promising a strategy which is out of line
with that indicated by analysis.

Companies naturally seek to work with other companies whose strategies
and goals match theirs. If the selling company has adopted a strategy of
developing high-involvement partnerships with key customers, then it
will look for buying companies whose strategies mirror its own and who
will reciprocate. The customer’s propensity to partner must be a criterion
for admission to a supplier’s KAM programme. Some companies have
managed to be fairly ruthless in wielding that criterion and have excluded
any customer who, however huge, operates a price fighter strategy and
plays competitors off against one another. Key account managers are often
horrified at the thought of excluding this type of customer but, of course,
there is no obligation to tell the customer of the decision.

KAM programmes restricted to customers who offer genuine opportunities
for mutual and committed relationships have shown excellent growth in
revenues and margins, even astronomical in some cases. Pressure from key
account managers and buyers to include other types of large customer is
often considerable, but the temptation should be resisted. As emphasized
elsewhere in this book, a company’s capacity for close business relation-
ships is limited and expansion of the customer base will inevitably detract
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from the focus on the most important customers. Inclusion of other, less-
suitable customers will add plenty of cost and probably not much growth.
Of course, these customers are still very important to the selling company.
They probably represent a large part of its current cash income, but they
should be managed in a different way, with a focus on efficient transactions.

Case study insight
Managing intimacy (Hewlett Packard)

Hewlett Packard started their global account programme in 1993
with 26 global key accounts. By 1996 it had grown 10-fold to 250. The
following year, Hewlett Packard cut the number back to 95.

5.2.5 Supplier delusions

A relationship is intrinsically reciprocal: you cannot be married to some- | Ol theelreegggczgigfg

one unless they are married to you. Only the reciprocated elements of a relationship are
relationship are relevant and real. If there is a mismatch of perceptions, the relevant and real.
relationship is defined only by the elements that are matched. Figure 5.11

illustrates this point: the genuine extent of the relationship is represented

by a square, which defines an equal and shared perception. Anything out-

side the square is delusion.

Determining what stage of development a relationship has reached Beware the pitfalls of
depends on the views of both of the parties involved. Research has shown, supplier delusion.
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Trust plays a major
role in buyer
behaviour.

perhaps not surprisingly, that key account managers tend to overestimate
the stage relationship by approximately one development stage (McDonald
and Woodburn, 1999). From the buyer’s perspective, the two parties are
not as close as the supplier probably imagines. Selling companies need to
be aware of this phenomenon if they are to avoid engaging in inappropriate
behaviour and embarking on premature strategies.

5.2.6 Trust

Trust, or confidence in a partner’s reliability and integrity, is one of the
most important elements in high-involvement relationships. A signifi-
cant body of research supports the notion that trust plays a major role in
buyer behaviour. Buying companies rated ‘integrity /honesty” as one of
the two most important attributes of a good key account manager (equal
with ‘product knowledge’) (McDonald et al., 1996). Interestingly, when
selling companies were similarly questioned, they selected completely
different attributes and scarcely rated integrity at all. This difference in
opinion suggests that selling companies might be wise to re-evaluate
their priorities if they want to align themselves more closely with their
customers.

Trust can be regarded as a mediator through which many of the interactions
between buyer and seller pass. Interactions potentially increase the level of
trust but, as in a game of snakes and ladders, they also have the potential to
damage it. Suppliers would do well to manage interactions with a view to
how the buyer might perceive them and whether they build or destroy trust.
Activities such as improving performance, sharing more information,
improving communications and even admitting mistakes should all help to
build trust if they are handled sensitively. In addition, trust will, according to
the degree to which it pre-exists, either add to or detract from the perceived
value of these activities.

Achieving a high degree of trust has numerous positive outcomes. There will
be more readily offered cooperation between the two sides, less uncertainty
when sensitive information is shared, more commitment to the relationship
and a lower probability that one or other will exit. Trust can also bridge a
patch in the relationship where something is going wrong. However, if the
problem persists for too long, then it will eat away at the ‘reserves’ of trust
and, eventually, relationship breakdown will occur. In effect, a dynamic bal-
ance exists in the relationship between past experience of performance and
behaviour and current perception of performance and behaviour, which is
buffered by trust.

Trust is certainly more than an abstract concept in buyer—seller relation-
ships. Lack of trust has significant cost implications for buying and selling
companies at both the strategic and tactical levels. At the strategic level,
there are many initiatives that a customer could undertake jointly with a
supplier to their mutual benefit. However, if the supplier is not trusted
sufficiently, the customer may pursue the opportunity alone or with a
more appropriate and trusted partner.
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At a tactical level, the existence of trust can open up a range of processes for
the examination of cost-cutting opportunities. For example, a selling com-
pany undertakes an internal environmental audit. Meanwhile, a buying
company looking to do business with the selling company requires assur-
ance that the supplier complies with certain environmental standards and
proceeds to conduct its own audit of the supplier. Obviously this duplicate
auditing adds extra cost. Much of the cost could be avoided if the buying
company trusted the selling company to carry out the audit objectively and
if the selling company trusted the buying company to respond sensibly to
the audit’s results.

Aretailer formalizes the degree of trust it places in its numerous suppliers.
On the arrival of deliveries, the retailer may quality check 100 per cent, 10
per cent or 1 per cent of the goods. Suppliers are effectively penalized for
being “untrustworthy’ by being charged for the cost of checking deliveries
at the level deemed appropriate. In a very few cases of trusted suppliers,
0 per cent of the goods are checked (saves handling costs) and the retailer
invoices itself (saves ‘paperwork’).

It is not by accident, or course, that these costs are widely incurred.
Naturally, many companies feel a need to guard themselves against the
opportunism of other companies. Indeed, in innumerable cases companies
have been shown to be right in dealing cautiously with other profit-seeking
entities. So, although there has been a cultural shift over the last five years
towards closer relationships with trading partners, the shift has not been
universal. Many companies have not bought into the idea and, even where
they have in theory, they may not have done so in practice.

In contrast, where trust exists between two companies, a considerable
range of cost savings become available, as shown in Section 5.1.2. As a fur-
ther incentive, greater profits may be achieved through tackling opportun-
ities together.

Companies should

Companies should therefore adopt a policy of scepticism, but stop short of therefore adopt a

cynicism. Treating all-comers with universal suspicion is, ultimately, policy of scepticism
rather limiting. Trustworthy partners do exist, either because they have but stop short of
cynicism.

Case study insight

Defining ‘trust’

Customer managers in a commercial banking organization were asked
to predict whether their key customer relationships would survive
another two years at least. The results were analysed against a number
of relationship parameters. The research concluded that holding a
favourable ‘balance of power” or the previous ‘duration of the relation-
ship” did not affect expectations of the continuation of relations,
whereas ‘trust’ was strongly linked to expected relationship life (Perrien
et al., 1999).
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Power is linked to the
perceived degree of
dependency on the
partner.

enshrined ethical principles or because they see it as being in their long-
term interest to behave in a trustworthy manner. It is important that com-
panies first choose their strategic trading partners carefully and then work
concertedly to develop a productive, mutually beneficial relationship with
them. They can continue to work with other companies more cautiously.

5.3 Balance of power

It is abundantly clear to practitioners of KAM that, although the balance of
power between a supplier and a customer might not affect the duration of
a relationship, it certainly makes a huge difference to its nature. However,
to date, little academic attention has been given to studying the role of
control and influence in trading relationships, perhaps because it is not an
easy subject to research.

Power is obviously linked to the perceived degree of dependency on the
partner. In fact, the one is the reverse of the other. Dependency increases
as the size of the business with the trading partner increases and as its
share of the company’s turnover grows. Dependency also increases if loss
of the business would damage either company’s reputation and trigger
the defection of other partners, or if finding a substitute would be difficult.
For a selling company with high fixed costs, the consequences of losing a
major customer can be devastating, but where most costs are variable the
effects are more manageable.

Table 5.2 outlines the sources of power in a buyer—seller relationship as
identified by a group of practitioners from blue-chip companies. Whether
the company is buying or selling, most of the sources of power are poten-
tially mirror images of each other. What differs is the list of them possessed
by each organization in a given relationship at a given point in time. For
example, the balance of power may favour a selling company over a small
buying company in need of its advanced technological support.

Suppliers can be just as powerful as buyers, although that is not the every-
day perception of their key account managers, who usually feel that buy-
ers have the upper hand.

Power may be thought of in terms of the overall ‘quantity” of power, as
well as the balance of it in a relationship. The framework shown in Table
5.2 can be used to audit the power position in a particular relationship.
First, identify the actual sources of power for each side using Table 5.2 as
a preliminary checklist. Then give each source of power a score that
represents its relevance and strength in the relationship and total scores
afterwards. This exercise will help to clarify the nature of the power that
may be leveraged. It will also indicate the direction and degree of any
imbalance in an objective way.

Regardless of the relative power positions, companies with the balance of
power in their favour can still choose how they exercise their advantage.
Power can be used constructively or destructively. For example, a buying
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Nature of source

Buyers’ sources of power

Sellers’ sources of power

Size/importance

Competitor
options

Buying/selling
skills

New strategies

Threat of exit

Leverage of
contacts

Big

Consolidation: bigger

Globalization: even bigger

Share of total supplier
business

Supply excess

Commodity markets

Globalization: cherry-pick
suppliers

Globalization: pick
currency and prices

Access to information
Leverage market knowledge
Higher expectations
Competent buyers

Supply chain management
Supplier rationalization
Globalization

E-commerce

Low cost of switching for
customer

High cost of switching
for supplier

Effect of loss on supplier
cost base

Within supplier

Within markets/ability to
damage reputation

Within regulatory bodies

Criticality to buyer

Capacity to meet
demand

Share of purchases

Supply shortage

Key differentiation

Access to innovation

Patents and monopolies

Brand/demand pull

Erect barriers to new
competitors

Access to information

Leverage market knowledge

Easy to work with

Competent key account managers

Recognized relevant expertise
Track record and reputation
Global competence

Flexible

High cost of switching
for customer

Low cost of switching
for supplier

Limited availability of
alternatives

Within customer
Within markets

Within regulatory bodies

company in a very powerful position could demand very low prices and
stand a good chance of obtaining them. However, the selling company’s
profits may be depressed to the point where it cannot invest in innovation
which would ultimately benefit its customer, or it might go out of business.
Alternatively, the customer could decide that its long-term interests lie
more in imposing specific strategies or higher standards of practice on the
supplier because it would make the supplier a better trading partner, to the
benefit of both companies.

So, while the balance of power is clearly important in determining the
nature of a relationship, it does not provide sufficient explanation on its
own. Linking the balance of power with the concepts of common interest/
mutual benefit does, however, offer further insight into relationships
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Figure 5.12

Balance of power
versus common

interest.

(Krapfel et al., 1991). Common interest may be defined as the compatibil-
ity between the goals of the companies that are trading together.
Companies that approach the business between them in the same manner
and share the same aims and objectives are said to have a high degree of
common interest. A good example is to be found where both supplier and
buyer are dedicated to the same industry sector and have evolved similar
responses to the environmental forces at work in that sector. Figure 5.12
plots the balance of power against the degree of common interest and
summarizes the different situations to be found in each of the six sets of
circumstances shown.
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volume

The research behind the development of this matrix showed that, in situ-
ations of a low degree of common interest (bottom three boxes), the vol-
ume of communication is generally not high, and information is only
exchanged as necessary. The volume of communication is much higher
where a high degree of common interest exists. However, this volume
does not necessarily indicate information sharing: a large part of it may be
directive, more like a one-way ‘lecture’ than a two-way ‘conversation’.
Chapter 3 highlighted the important roles that communication and infor-
mation exchange play in key account relationships. Clearly, the quality
and nature of each as well as the quantity need to be taken into consider-
ation in understanding the relationship.

The matrix suggests that the only situation in which a collaborative, coop-
erative relationship will exist is where the two parties have the same
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amount of power and a high degree of common interest. In fact, even The only situation in

where the balance of power lies in favour of one of them, a collaborative | Which a collaborative,

relationship could exist if the company with the upper hand chooses to __ cooperative
. . . relationship will exist

behave in a cooperative manner. Nevertheless, the weaker side should is where the two

always be wary of the possibility that a policy of cooperation which is not parties have the same

backed up by necessity is liable to change. For example, a selling company amount of power

might agree to investment in equipment dedicated to a powerful cus- and a high degree of

tomer, on the understanding that the price of the product will yield a mar- common interest.

gin sufficient to give a return on the investment in, say, two years. In a

relationship based on balanced power and mutual necessity, the agree-

ment might safely be quite flexible and relatively informal. In a relation-

ship based on the benevolence or enlightenment of a powerful partner, a

sound contract might be wise protection against the chance of a change in

the partner’s policy.

Case study insight

Identifying the balance of power (NHS Supplies)

NHS Supplies divided its contracts into eight major product groups.
The organization held meetings with its most important suppliers in
each group in order to promote dialogue with them. The organization
noticed that, although the meetings had the same agenda and were
held in the same kind of environment, each meeting had a very dif-
ferent atmosphere in terms of the suppliers” expressed willingness to
participate and cooperate with NHS Supplies. The turnout at some
meetings was almost 100 per cent while for others it was relatively
low. Afterwards, the organization mapped the balance of power
between itself and each group against the evident degree of common
interest. The predictions matched the actual responsiveness of the
suppliers and the degree of cooperation offered.

The most important point to be made in this chapter is that suppliers need to understand
where they currently sit in the buying company’s classification matrix of its suppliers.
Some suppliers will be seen by the customer as truly strategic and will want an interde-
pendent or integrated relationship with them by dint of their crucial importance to their
organization’s success. Such suppliers, however, are few in number and if a supplier is
merely one of many who can offer similar products or services, success is likely to accrue
to the supplier with the lowest prices. In such cases, the supplier should either seek to get
its own costs down, or strive to develop a business model that adds value to its selected
customer’s operation.
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Fast track

Marketing as a discipline has failed during the past 50 years by con-
centrating on promotion rather than on developing world-class mar-
keting strategies. The result is that in most companies, marketing has
been relegated to running promotional campaigns and designing
T-shirts and does not deserve a place at the high table, that is, the board
of directors.

The result of this sad lack of marketing leadership is the demise of many
of our erstwhile famous organizations. Most of the highest earning
Return on Investment plcs during the decade up to 1990 have gone into
liquidation or were acquired in desperate circumstances, whilst many of
the leading companies in different sectors up to the year 2000 also got
into financial difficulties or were acquired.

All of this happened against a background of three major challenges
that industry was facing during this period and still faces — market
maturity, globalization and customer power.

The most dramatic challenge has been the massive shift of power to
customers away from suppliers. Today, customers are destroying old
make/sell business models, whilst technology has empowered customers
to have more information about their suppliers than they have about
them. Meanwhile, a new wave of business metrics and new pressures
from institutional shareholders to report meaningful facts about cor-
porate performance, combined with demands from other stakehold-
ers for exemplary corporate behaviour, have resulted in a need for
strategies other than downsizing and cost-cutting as a route to increased
profitability.

Never before has the need for real marketing professionalism in rela-
tion to key account management been greater.

This raises the question of what marketing is. It is a function, just like
finance, with its own professional institute and body of knowledge.
The challenge is to understand the needs of customers, then to for-
mulate strategies for meeting these needs in a way that enables the
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company to create long-term net free cash flows which, having taken
account of the associated risks, represent a financial return over and
above the cost of capital, thus creating shareholder value. This strate-
gic imperative is quantitatively measurable using the body of existing
marketing knowledge and CEOs must demand of their chief market-
ing officers that their strategic forecasts for their key account per-
formances are subjected to the same rigorous due diligence as other
initiatives, such as acquisitions.

Some key accounts will inevitably reduce shareholder value, but pro-
viding these are managed to increase net free cash flows and to
reduce risk, this is acceptable. Overall, as long as the aggregate of the
net forecast value from all key accounts is positive, having taken account
of the risks and the cost of capital tied up in servicing them, then it is
possible to prove to the Board and to shareholders that the key account
performance is creating shareholder value continuously.
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Introduction

Marketing accountability has become one of the burning issues facing
boards of directors today. Given the increasing power of a small number
of major customers in many sectors, key account profitability has risen to
the top of the agenda as part of this movement towards marketing due
diligence, which is why a whole chapter has been devoted to this topic.

This chapter puts key account profitability within the context of market-
ing accountability and goes on to explain a state-of-the-art method for
proving to the Board that the key account programme as a whole is creat-
ing shareholder value added.

6.1 Sustainable competitive advantage and key
accounts

Marketing has a central role in creating sustainable competitive advan-
tage. In fact, the overall purpose of strategic marketing is the creation of
sustainable competitive advantage.

Typically, stock exchanges scatter the shares of companies in a graph
according to return and according to their own estimates of risk. The diag-
onal line (the line of best fit) is known as the beta. Figure 6.1 shows a typi-
cal array from any stock exchange of the relationship between risk and
return. Any firm on the line will normally be making industry-average
returns for its shareholders — in other words, making returns equal to the
weighted average cost of capital (WACC). Firms making consistent returns
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Figure 6.1
Financial risk and
return.

greater than the WACC are creating shareholder wealth, known generally
as shareholder value added, economic value added, positive net present
value, super profits, sustainable competitive advantage and so on.

Figure 6.2 shows diagrammatically how sustainable competitive advantage
can be achieved. This shows that, when an organization has state-of-the-art
operations, has its cash flows firmly under control and, more importantly,
when its offers are sufficiently differentiated by being matched to the specific
needs of market segments, these all combine to create positive net free cash
flows (positive net present value, having taken account of the risks inherent
in future strategies, the true value of money and the cost of capital) or share-
holder value added.
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Modern finance is based on four principles:

@ Cash flow (the basis of value)
® The true value of money
® The opportunity cost of capital (other investments of a similar risk)

® The concept of net present value (the sum of the net cash flows dis-
counted by the opportunity cost of capital).

Also, it is well known that, whilst accountants do not measure intangible
assets, the discrepancy between market and book values shows that investors
do. Hence, expenditures to develop marketing assets make sense if the sum of
the discounted cash flow they generate is positive.

A little thought will indicate that every single corporate activity, whether it
be R&D, IT, purchasing or logistics, is ultimately reflected in the relative
value put on a firm'’s offer by its customers. The marketing function is cen-
tral to this, as every one of the four (or five, six or seven Ps) can only be
improved by the whole organization focusing its attention on its customers.

The crux of the matter is failure to align marketing with the fundamental
shareholder value objective. Marketing objective setting is, in practice, murky
or, at worst, downright wrong. Increasing sales volume, the most widely
cited marketing objective, can easily be achieved by sacrificing profitability,
for instance. Increasing profit, another commonly cited marketing objective
can be also attained in the short term by relinquishing investments for
future growth.

Perhaps more worrying than comments about lack of alignment between
marketing strategies and corporate objectives are charges of poor marketing
professionalism. There is widespread evidence from research that very few
marketing professionals actually understand or know how to use the
widely available strategic analysis tools that would help them to dovetail
their plans with what is going on in the wider marketplace, and elsewhere
in their organizations.

There are numerous tried and tested tools that can be of immediate
value in improving marketing’s contribution to the main board agenda.
For example:

e Financial rigour in appraising marketing objectives would be a useful
start. Financial managers have used tools such as shareholder value
added for at least 10 years now to support investment appraisal and
resource allocation. However these methods are mainly applied to cap-
ital projects and mergers and acquisitions. Although discounted cash
flow is occasionally used to calculate brand valuations, it is not widely
used to support marketing decision making. Now frequently referred
to as NPV (net present value), it is still in widespread use by account-
ants for capital projects.
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Figure 6.3
Customer retention
by segment (answers
to a Cranfield
questionnaire using
an audience
response system to
guarantee
anonymity. The
question was “We
measure customer
retention by
segment’).

® Marketing planning methods should be more strategic. Unfortunately,
the annual budget cycle has a stranglehold over marketing objective set-
ting. Studies of the marketing planning processes reveal that less than
20 per cent of marketing professionals use strategic objective-setting
methods. Objectives are predominantly short term and have little con-
nection with wider corporate plans for growing shareholder value.

® Resource allocation to support customer projects needs to be aligned
with business growth. Yet there is a widespread disconnect between
customer-related objectives, and corporate cost-cutting objectives.
Symptoms of this disconnect can be observed in the exceedingly poor
service provided by the majority of call centres, and the inadequate cus-
tomer response from many Internet business ventures, which are very
often set up as corporate cost-cutting ventures. Again the treatment is
conceptually easy. Surprisingly few marketing plans adequately assess
their resource implications (especially not cross-functionally).

e Customer profitability is also known to be a key driver of shareholder
value, according to academic studies. Again the state of marketing prac-
tice is poor. Remarkably few organizations use this vital tool.

e Customer retention analysis and root-cause customer defection analy-
sis are widely written about, yet our research at Cranfield shows that
few companies bother to measure them (Figure 6.3).
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Notatall " Totally
49% 12% 10% 9% 7% 6% 3% 3% 1%

The low value that marketing places on measurement is brought home by
looking at what marketing spends today on market research — about 700
million euros annually in each of the major Western European economies.
Compare this with the amount one oil company recently spent on a new
financial information system — 700 million euros — the same figure that each
Western European market spends on marketing information.

It is in response to the challenges outlined above that the authors have
developed a process for auditing the main elements of marketing invest-
ments and for linking these investments to shareholder wealth. We have
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named this process ‘marketing due diligence” in order to indicate that mar-
keting should be treated in exactly the same way as, for example, an orga-
nization’s financial audit, with the board, through their marketers, held
accountable for the investments made in building shareholder value. This
process has been developed in this book to cover investments made in key
accounts and will be described in detail later in this chapter.

The purpose of a financial audit, which is a legal requirement, is to ensure The time has come
financial due diligence and, whilst the ENRON scandal demonstrates that it for a due diligence
does not always work as it should, in the main, the financial audit process procerssatrcl)(gf r\:ge;r

ing.

has served the business community well. It is clear, however, that the time
has come for a similar process of due diligence to be initiated for marketing
processes and this includes key account management (KAM).

Aswehave already indicated, in capital markets success is measured in terms
of shareholder value added, having taken account of the risks associated with
the proposed strategies, the time value of money and the cost of capital. This
is totally different from what is commonly referred to as “profit’. The problem
with this approach is that it is backward looking. Later in this chapter we will
show how to calculate shareholder added value for the future.

The following simple calculation shows the principle of shareholder value

added:
Operating profit after tax £2000
Capital employed £15000
Cost of capital 10%
Operating profit after tax £2000
Less cost of capital £1500 (15000 X 10%)
Economic profit £500

Figure 6.4 illustrates how intangible assets have become the major pro-
portion of an organization’s assets. Brand Finance estimate that for the
FTSE top 350 and the Fortune 300 companies, about 75 per cent of their
value is in intangibles. Indeed, the recent takeover of Gillette by Procter
and Gamble showed that they bought £27 billion of intangible assets out
of the total price of £31 billion. Thus, £4 billion of their purchase was for
tangible assets (Table 6.1).

There are four main types of marketing asset:

® Marketing knowledge (skills, systems and information)

e Brands (strong brands often earn premium prices and can be enduring
case generators)

e Customer loyalty (loyal customers buy more, are cheaper to serve, are
less price sensitive and refer new customers)

@ Strategic relationships (channel partners provide access to new prod-
ucts and markets).
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Figure 6.4
Intangibles are the
key driver of
shareholder value.

Table 6.1

Intangible assets
acquired by Procter
and Gamble when
they bought Gillette
for a total price of
£31 billion
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Gillette brand £4.0 billion
Duracell brand £2.5 billion
Oral B £2.0 billion
Braun £1.5 billion
Retail and supplier network £10.0 billion
Gillette innovative capability £7.0 billion
Total £27.0 billion

Source: Haigh, 2005

It will be seen from this that customers are a significant part of these intangi-
ble assets and it is to this aspect of value that the remainder of this chapter is
devoted, because just as certain markets can either create or destroy share-
holder value, so can major customers. Later in this chapter, we will give a
‘step-by-step process for valuing key accounts.

6.2 Customer retention and profitability

It has been suggested by international consultants Bain and Company that
it costs up to five times as much to win a new customer as it does to retain
an existing customer. Despite this finding, many organizations have trad-
itionally focused their marketing activity on acquiring new customers rather
than retaining existing customers. The costs of capturing market share are
not always easy to gauge, but there are many companies who now regret
earlier strategies based upon the blind pursuit of sales volume. While strong
evidence exists to suggest a link between market share and profitability
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there is equally strong evidence to show that it is the quality of the market
share that counts. In other words, does our customer base comprise, in the
main, long-established, loyal customers or is there a high degree of cus-
tomer turnover or ‘churn’? If the latter is the case, then the chances are that
we are not as profitable as we might be.

Bain and Company have suggested that even a relatively small improve-
ment in the customer retention rate (measured as a percentage of retained
business from one defined period to another) can have a marked impact
upon profitability. They have found that, on average, an improvement of five
percentage points in customer retention can lead to profit improvements of
between 25 and 85 per cent in the NPV of the future flow of earnings.

So why should a retained customer be more profitable than a new one?
According to Reichheld and Sasser (1990), there are several reasons. First,
the costs of acquiring new business may be significant and, thus, it may
take time, even years, to turn a new customer into a proﬁtable customer.
Second, the more satisfied customers are with the relationship, the more
likely they are to place a larger proportion of their total purchase with us,
even to the extent of single sourcing. Third, as the relationship develops,
there is greater mutual understanding and collaboration which serves to
reduce costs. Retained customers become easier to sell to and economies
of scale produce lower operating costs. These customers are also more
willing to integrate their IT systems (for example, their planning, schedul-
ing and ordering systems) with ours, leading to further cost reductions.
Fourth, satisfied customers are more likely to refer others to us, which pro-
motes profit generation as the cost of acquiring these new customers is
dramatically reduced. Finally, loyal customers are often less price sensi-
tive and less inclined to switch suppliers because of price rises.

These factors collectively suggest that retained customers generate con-
siderable more profit then new ones. Figure 6.5 summarizes this connec-
tion between customer retention and profitability.

Case study insight

Customer retention in the car industry

A study of the North American car industry found that a satisfied
customer is likely to stay with the same supplier for a further 12 years
after the first satisfactory purchase and during that period will buy
four more cars of the same make. It is estimated that, to a car manu-
facturer, this level of customer retention is worth $400 million in new
car sales annually.

There is a direct linkage between the customer retention rate and the aver-
age customer lifetime, meaning the lifetime of a customer relationship. For
example, if the customer retention rate is 90 per cent per annum (meaning
that we lose 10 per cent of our existing customer base each year), then the
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Retaining customers is extremely profitable
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average customer lifetime will be 10 years. If, on the other hand, we man-
age to improve the retention rate to 95 per cent per annum (meaning that
we lose 5 per cent of our customers each year), then the average customer
lifetime will be 20 years. In other words, a doubling of the average cus-
tomer lifetime is achieved for a relatively small improvement in the reten-
tion rate. Figure 6.6 illustrates the relationship between the retention rate
and customer lifetime.
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An important statistic that is not always measured is the lifetime value of
a customer. Put very simply this is a measure of the financial worth to the
organization of a retained customer. If customers are loyal and continue to
spend money with us into the future, then clearly their lifetime value is
greater than that of a customer who buys only once or twice from us and
then switches to another brand or supplier.

Measuring the lifetime value of a customer requires an estimation of the
likely cash flow to be provided by that customer if he or she achieves an
average loyalty level. In other words, if a typical account lasts for 10 years,
then we need to calculate the NPV of the profits that would flow from that
customer over 10 years. We are now in a position to calculate the impact
that increasing the retention rate of customers will have upon profitability
and also what the effect of extending the customer lifetime by a given
amount will be. This information provides a sound basis for marketing
investment decision making, indicating how much it is worth spending
for either improving the retention rate or extending the life of a customer
relationship. The key question is who to retain and who to invest in.

Let us revisit the hierarchy of key relationships model (Figure 6.7). The
development of profitable key accounts begins with the development of
the key account relationship. Having qualified ‘prospective’ key accounts

and selected certain accounts for investment strategies, the next step is to
implement the marketing planning process.
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KAM Strategic intent of buyer
Source: Adapted from a model developed by Millman and Wilson,
1994, in McDonald and Woodburn (1999)

Once a sale has been made, then we have a basic customer. For many com-
panies, the closing of a sale is regarded as the culmination of the
marketing process. However, smart marketers realize that this is only the

If customers are loyal
and continue to
spend money with us
into the future, then
clearly their lifetime
value is greater than
that of a customer
who buys only once
or twice from us and
then switches to
another brand or

supplier.

Figure 6.7

The relationship
development
model.

For many companies,
the closing of a sale
is regarded as the
culmination of the
marketing process.
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The integrated
customer relationship
reaches the ultimate
rung on the ladder of
customer loyalty.

Figure 6.8
Financial risk versus
business risk.

beginning of a process of building customer loyalty leading to potentially
lucrative, long-lasting customer relationships.

To convert the customer into a cooperative client requires that we establish a
pattern of repeat buying by making it easy for the customers to do business
with us. However, being a cooperative client does not necessarily signal com-
mitment. For example, banks have regular customers who might be termed
cooperative clients. However, many of those customers may express high lev-
els of dissatisfaction with the service they receive and, if it were possible to
move accounts easily, would defect to another bank. What is required is for
us to develop such an effective customer-oriented approach that these coop-
erative customers become interdependent customers, meaning they are
pleased with the service they receive. In fact, if they are really impressed
with the quality of the relationship, they may become integrated customers
who are moved to tell others about their satisfaction with our offer. Given
the power of word of mouth, this type of advocacy can be worth more than
any amount of advertising.

The integrated customer relationship reaches the ultimate rung on the ladder
of customer loyalty. It marks the achievement of a mutually rewarding rela-
tionship where neither party intends to leave the other. Increasingly, the
idea of ‘partnership” is being accepted as a desirable goal of business rela-
tionships. This is particularly the case in industrial marketing and business-
to-business marketing.

The relationship development model, while a simple idea, can provide a
practical framework around which to build specific customer-retention
strategies. The first of these strategies concerns financial risk and business
risk, as represented in Figure 6.8. The top left quadrant in the matrix
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denotes high financial risk combined with high business risk, an often
lethal combination. Experience and logic dictates that where the business
risk is high, financial risk should be low and vice versa.

Case study insight

High risk in the airline market

Consider the late Sir Freddie Laker’s Sky Train venture in the 1980s.
With a very high financial gearing, given the high cost of entering the
airline business, he entered the most competitive market in the world —
the London—North Atlantic route. Furthermore, his strategy against
the mighty global airlines was one of low price, which, given Laker’s
high break-even point, became unsustainable in the long run against
special price promotions mounted by the top airlines to counteract
the impact of Sky Train.

Case study insight

Low risk in the airline market

Turning now to the top right quadrant (low financial risk /high business
risk), compare this situation with Richard Branson’s market debut with
Virgin Airlines. He entered the market with very few planes and low
financial gearing, initially leasing his aircraft. Like Sir Freddie Laker, he
also entered the lucrative North Atlantic route, but his strategy was one
of differentiation, something he has very successfully sustained ever
since. There is no doubt that Virgin’s service is fundamentally different
from that of other airlines, particularly Virgin Upper Class, which the
younger travellers find particularly appealing. Virgin Airlines contin-
ues to go from strength to strength.

A similar impact was experienced in the UK housing market of the
late 1980s and early 1990s. As homeowners borrowed more and more
money against the hope that property values would continue to rise, mil-
lions of people were left with negative equity when house prices plunged
dramatically.

Now consider the bottom right quadrant (low financial risk /low business
risk). Any organization in this delightful position would be ill-advised to
hoard the cash! For many years, Marks & Spencer adopted this type of
strategy until the company cleverly invested in higher business risk ven-
tures and repositioned itself in the top right quadrant. On the other hand,
in situations of low business risk, it seems sensible to opt if necessary, for a
higher financial risk (bottom left). A low business risk, high financial risk
position would describe organizations such as Olympia and York before
the property market fell through the floor in the late 1980s.
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Table 6.2

Example of market
growth perform-
ance: InterTech’s
five-year
performance

Having briefly examined the concept of business and financial risk, we
can now begin to appreciate why some businesses do better than others
over extended periods of time. The world’s stock exchanges as represented
by the line of best fit shown in Figure 6.1 earlier in this chapter shows
financial return plotted against financial risk. Successful organizations
produce either the same return for a lower perceived risk or a higher
return for the same risk or both. Being north-west of the line of best fit year
after year is the mark of organizations whose shares continuously outper-
form the sectors to which they belong. Taking the cost of capital and using
this as a discount rate against future earnings to produce a positive NPV
is indicative of super profits or sustainable competitive advantage.

This is not to be mistaken for producing super profits in one single year,
which can be achieved relatively easily by cutting costs, limiting capital
expenditure or even by selling off some of the company’s assets. The trouble
with short-term strategies such as these is that financial markets today are
much too sophisticated to be taken in by this, so it is a common phenome-
non to see the capital value of the shares fall after an increase in a single
year’s profits and an increased dividend.

The following two examples illustrate the tenuous nature of the future
profitability of many organizations. Table 6.2 shows the performance of a
fictitious company which appears to be excelling on virtually every busi-
ness dimension. Table 6.3, however, shows the same company’s perform-
ance compared with the market as a whole. Here the performance figures
reveal severe underperformance, indicating that the company is heading
for disaster when market growth slows down.

Performance Base 1 2 3 4 5}
(£ million) year
Sales revenue £254 £293 £318 £387 £431 £454

Cost of goods sold £135 | £152 £167 £201 £224 £236
Gross contribution £119 £141 £151 £186 £207 £218

Manufacturing £48 £58 £63 £82 £90 £95
overhead

Marketing and sales | £18 £23 £24 £26 £27 £28
Research and £22 £23 £23 £25 £24 £24
development

Net profit £16 £22 £26 £37 £50 £55
Return on sales (%) | 6.3% | 7.5% 8.2% 9.6% 11.6% | 12.2%
Assets £141 | £162 £167 £194 | £205 £206
Assets (% of sales) 56% 55% 53% 50% 48% 45%
Return on assets (%) | 11.3% | 13.5% | 15.6% | 19.1% | 24.4% | 26.7%
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Table 6.3
Performance Base 1 2 3 4 5 Example of market-
(£ million) year (%) (%) (%) (%) | (%) based performance:
o :
(%) InterTech’s five-year
market-based
Market growth 183 | 234 17.6 | 344 | 240 | 179 performance
InterTech sales growth 128 | 17.4 11.2 27.1 16.5 | 10.9
Market share 20.3 | 19.1 18.4 17.1 16.3 | 14.9
Customer retention 88.2 | 87.1 85.0 82.2 80.9 | 80.0
New customers 11.7 12.9 14.9 241 225 | 29.2
Dissatisfied customers 13.6 | 143 16.1 17.3 | 189 | 19.6
Relative product +10.0 | +8.0 +5.0 | +3.0 [+1.0 | +0.0
quality
Relative service quality +0.0 | +0.0 | —20.0 | -3.0 |-5.0 | —8.0
Relative new product +8.0 | +8.0 +7.0 | +5.0 |+1.0 | -4.0
sales

Table 6.4 is taken from Hugh Davidson’s book, Even More Offensive
Marketing, and is reproduced here with his kind permission. The table shows
two companies making the same return on sales on the same turnover, but
even a cursory glance at the two sets of figures clearly shows that Dissembler
plc is heading for disaster. Financial institutions around the world are rarely
fooled by so-called “successful” annual results.

The Cranfield/Financial Times research report into KAM (McDonald and
Woodburn, 1999) concluded that there is much supplier delusion about
the stage of development customer relationships have reached and that
much of the profitability of key accounts is leaked away through the pro-
vision of levels of service which are not justified by the revenue.

This is perfectly in order if it is done deliberately as an investment strategy
in key accounts selected as having the best potential over, say, a three-year
planning horizon. However, where there is no such proactive strategy,
money is being lost without justification.

Let us examine Figure 6.9. The line of best fit indicates a perfect match Supplier delusion
between the strategic intent of both the supplying and buying companies. about relationships
In Figures 6.10 and 6.11, however, we see an obvious mismatch and it is leads t? plic?f'tab'“ty

eaking away

likely that both companies are losing money unnecessarily. This judge- throuah uniustifi

. . . L gh unjustified
ment of the situation of course presupposes that supplying organizations levels of customer
have systems that can measure attributable costs, that is to say those costs service.
which are directly related to a particular account. Alas, our database at
Cranfield shows that a very substantial majority of Western European
companies do not measure attributable costs. Figure 6.12 — from a Cranfield
database of over 500 leading European companies over a five-year period —
illustrates this point. The figure shows the spread of answers to the
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Table 6.4 Quality of profits

% Virtuous plc (%) Dissembler plc (%)

Sales revenue 100 100

Cost of goods sold 43 61

Profit margin 57 39

Advertising 1 3

R&D 5 -

Capital investment 7 2

Investment ratio 23 5

Operating expenses 20 20

Operating profit 14 14

Key trends Past five year revenue Flat revenue, declining volume
growth 10% pa No recent product innovation,
Heavy advertising little advertising
investment in new/ Discounted pricing, so high cost
improved products of goods sold

Premium priced
products,new plant, so
low cost of goods sold

The make-up of 14%
operating profits
Factor

Profit on existing products 21 15
over three years old

Losses on products recently (7) (1)
launched or in development

Total operating profits 14 14

Note: This table is similar to a profit and loss with one important exception — depreciation, a standard item in any
profit and loss has been replaced by capital investment, which does not appear in profit and loss statements. In the
long term, capital investment levels determine depreciation costs. Capital investment as a percentage of sales is an
investment ratio often ignored by marketers, and it has been included in this table to emphasize its importance
(Reichheld and Sasser, 1990).

Source: Davidson, 1998

question: ‘How well do you know the real profitability of your top 10
accounts, having taken into account attributable costs” (1 = not at all,
9 = totally).

Yet suppliers still persist in using operating systems that spread the over-
heads across the customer base according to turnover, in effect penalizing
customers who are easy to serve and rewarding customers who are diffi-
cult and costly to serve.
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A match between
buyers and sellers.

Figure 6.10
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Figure 6.11
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Figure 6.12
Cranfield survey on
key account
profitability.
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Figure 6.13 The widening rift between profitable and unprofitable customers.

Figure 6.13 shows the current profitability of the top 10 per cent of cus-
tomers of a major European print company as compared with 15 years ago.
This comparative example is taken from Charles Wilson’s excellent book,
Profitable Customers: How to Identify, Develop and Keep Them (Wilson, 1998),
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and confirms the Cranfield research finding highlighted in Figure 6.12 that
most companies today fail to keep a prudent check on key account prof-
itability. This disturbing trend must be of particular concern to chief execu-
tives and also to financial directors. To understand and measure key account
profitability is to direct/define the destiny of your customer relationships
and, thus, your business future!

CHECKPOINT

Partner level relationships

® Are you able to measure the real profitability of your key accounts?

® How has the level of profitability changed over the past three years?

6.3 The impact on business of this lack of
customer focus

On top of all the pressures referred to earlier, a new wave of business met-
rics such as shareholder added value and balanced scorecards, together
with pressure from institutional shareholders to report meaningful facts
about corporate performance rather than the traditional, high-level finan-
cial reporting that appears every year in corporate accounts, are forcing
business leaders to re-examine tired corporate behaviours such as cost-
cutting, mergers and downsizing as a route to profitability.

Finally, business leaders are under intense pressure to deliver against
stakeholder expectations; customers are demanding greater levels of cus-
tomization, access, service and value; shareholders are expecting to see
continuous growth in earnings per share and in the capital value of shares;
and pressure groups are demanding exemplary corporate citizenship.

The result is that, at long last, the world has genuinely moved from caveat At long last the
emptor to caveat vendor. No longer can we continue to hammer into the world has genuinely
soggy brains of erstwhile supine customers the messages that we want moved from caveat
them to receive. No, the world has changed forever and ‘marketing’ (in emptor to caveat
the sense that the world contains the word ‘market’) must now be taken vendor.
seriously.

Some evidence of the results of a lack of a robust strategy towards markets
follows.

What better place to start than with In Search of Excellence: Lessons from
America’s Best-Run Companies (Peters and Waterman, 1982)? According to
Richard Pascale, of Tom Peters’ original 43 excellent companies, 14 were still
excellent five years later and only six were still excellent eight years later!
(Pascale, 1990).
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Table 6.5
Performance of
selected companies
1979-1989

Year Company? Market value | Return on Subsequent
(fm) investment® | performance

1979 MFI 57 50 Collapsed

1980 Lasmo 134 97 Still profitable

1981 Bejam 79 34 Acquired

1982 Racal 940 36 Still profitable

1983 Polly Peck 128 79 Collapsed

1984 Atlantic 151 36 Collapsed
Computers

1985 BSR 197 32 Still profitable

1986 Jaguar 819 60 Acquired

1987 Amstrad 987 89 Still profitable

1988 Body Shop 225 89 Still profitable

1989 Blue Arrow 653 135 Collapsed

2 Where a company has been top for more than one year, the next best company has

been chosen in the subsequent year, e.g. Polly Peck was related top 1983, 1984 and

ll?’srzitax profit as a percentage of investment capital.

Source: Professor Peter Doyle, Warwick University

Table 6.5 shows clearly that many of Britain’s best-performing companies
during the decade up to 1990 subsequently collapsed and Table 6.6 shows a
selection of leading companies in different sectors during the decade up to
2000 and what happened to them.

Table 6.7 shows the retention rate of a real company by segment.
Other unpublished research from the Cranfield University School of
Management research club that looks at marketing measurement shows
that, almost 16 years after the famous Reicheld and Sasser (1990) article,
very few companies have learned the lesson about retaining profitable
customers.

To summarize this section, we conclude that short-termism — in the
sense of maximizing profits in a single fiscal period to the detriment of
long-term profitability — is a ‘disease’ of management rather than of the
financial investment community, who fully understand that the two are
not mutually exclusive. Indeed, it has always been those companies
such as Procter and Gamble, 3M, General Electric and Tesco which
grow their short-term profits annually, whilst investing in a long-term
profitable future, that have been continuously successful financially for
many years.
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Table 6.6 Performance of sector leaders 1990-2000

Year Company? Market value Return on investment Subsequent
(£m)P (%)° performance

1990 Maxwell 1.0 5 Collapsed
Communications
plc

1991 Imperial Chemical 8.6 13 Collapsed
Industries plc

1992 Wellcome plc 8.3 40 Acquired

1993 ASDA Group 1.6 7 Acquired

1994 TSB Group plc 3.7 20 Acquired

1995 British Telecommunications 22.2 17 Not profitable
plc

1996 British Steel plc 3.3 19 Collapsed

1997 British Airways plc 6.1 7 Not profitable

1998 National Westminster 19.6 14 Acquired
Bank plc

1999 Marconi plc 29.8 22 Acquired

2000 Marks & Spencer plc 5.3 7 Not profitable

@ Each company was a FTSE100 when selected.
b Market values as of 31 December of each year.
¢ Pre-tax profit as a percentage of equity and long-term debt.

Table 6.7 Retention of customers by segment

Total market | Segment

1 2 3 4 5 6
Percentage of market represented | 100.0 14.8 | 9.5 271 18.8 | 18.8 | 11.0
by segment
Percentage of all profits in total 100.0 7.1 4.9 14.7 21.8 | 28.5 | 23.0
market produced by segment
Ratio of profit produced by 1.00 0.48 | 0.52 | 0.54 1.16 | 1.52 | 2.09
segment to weight of segment
in total population
Defection rate 23% 20% | 17% | 15% | 28% | 30% | 35%
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6.4 How to measure risk and return and how to
estimate whether key accounts are creating
or destroying shareholder value

First, it is necessary to understand the concept of net free cash flow in rela-
tion to key accounts. This is the total sales revenue generated from a cus-
tomer, less all the costs that are incurred in servicing that account. As
already stated, overhead costs include a proportion of overhead costs in
relation to their use in servicing the account. Activity-based costing (ABC)
can be used to determine how much this should be.

Knowing key account profitability in terms of net free cash flow:

@ assists in deciding whether to keep the customer and on what terms,

® helps in strategic decisions about the allocation of scarce company
resources and

® enables informed decisions to be taken in negotiations and in pricing.
A basic profitability model is shown in Figure 6.14.

Related to these calculations, the following kinds of questions need to be
discussed:

How much does the customer buy in a year?

What is the direct cost of those goods?

Are the products standard or bespoke?

Is it steady work, or seasonal peaks?

How many orders do they place in a year? By what mechanism? How
many of these are ‘emergency’ orders? Are they small quantities or
large?

How many times do sales people have to visit them?
Do you have to maintain stock for them, or do you make to order?
How many delivery sites are there? Where? What delivery terms?

How many invoices do you raise to them? How many credit notes?

Do they pay promptly? What are your credit control costs? How much
does it cost you to finance their debts?

How much after-sales service do they need?

o What is likely to change in the future?

It is worth remembering that in the early stages of dealing with a major cus-
tomer, cash flows may be negative whilst a position of strength is estab-
lished, so it is important to calculate cash flows over a planning period of at
least three years.
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Figure 6.14 A basic profitability model.

Other customer
related costs

* Only in certain circumstances

Customer related costs (direct)

Transportation
Packaging utilization
Stockholding*
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Refusals
Backorders
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Order processing and progressing
Stock holding
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Figure 6.15

How organizations
build value from
key accounts.

However, these cash flows need to be reduced using a probability assessment
based on the risks associated with particular accounts, such as the risk of:

Defection or migration

Volatile purchasing patterns

[ ]

[ ]

® Negative word of mouth

o Default, fraud, or litigation
[ ]

Slow payment.

Professor Lynette Ryals of Cranfield University School of Management,
established a tentative method for such a probabilistic quantification of risks
during a five-year doctoral study into key account profitability (Ryals, 2002).
The factors considered and shown in the methodology that follows in Section
6.5 can be easily amended to suit a company’s particular circumstances.

First, however, Figure 6.15 shows that key accounts can be positioned on a
risk/return graph in the same way that companies or markets can. Those
below the line are destroying shareholder value; those above are creating
shareholder value. The reality, of course, is that there will always be some
key accounts that are not creating shareholder value, but as long as these
are managed appropriately (i.e. trying to increase revenue and reduce
costs) and as long as the aggregate of key accounts are creating sharehold-
ers value over the strategic planning period, this is acceptable.

Return

Super profits — creates shareholder value Required

return

Destroys shareholder value

6.5 Valuing key accounts

In this section we provide a step-by-step method for calculating whether
key accounts create or destroy shareholder value.
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6.5.1 Background/facts

@ Risk and return are positively correlated, that is, as risk increases,
investors expect a higher return.

o Risk is measured by the volatility in returns, that is, the likelihood of
making a very good return or losing money. This can be described as
the quality of returns.

@ All assets are defined as having future value to the organization. Hence
assets to be valued include not only tangible assets like plant and machin-
ery, but intangible assets, such as key accounts.

® The present value of future cash flows is one of the most acceptable
methods to value assets including key accounts.

@ The present value is increased by:
- increasing the future cash flows,
— making the future cash flows ‘happen’ earlier and
- reducing the risk in these cash flows, that is, improving the certainty
of these cash flows, and, hence, reducing the required rate of return.

6.5.2 Suggested approach

e Identify your key accounts. It is helpful if they can be classified on a
vertical axis (a kind of thermometer) according to their attractiveness to
your company. ‘Attractiveness’ usually means the potential of each for
growth in your profits over a period of between three and five years
(Figure 6.16).

@ Based on your current experience and a planning horizon that you are con-
fident with, make a projection of future net free cash in-flows from your
key customers. It is normal to select a period such as three or five years.
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® These calculations will consist of three parts:
— revenue forecasts for each year,
— cost forecasts for each year and
— net free cash flow for each key customer for each year.

e Identify the key factors that are likely to either increase or decrease
these future cash flows. These factors are risks.

@ These risks are likely to be assessed according to the factors shown on
the relationship risk scorecard shown in Table 6.8 (used here with the
kind permission of Professor Lynette Ryals of Cranfield University
School of Management).

Table 6.8 Relationship risk factors

Relationship risk factors Minimum | Maximum | Assigned
value value probability

Overall relationship
with the company

1. Number of relationships 0 3 0 =40%, 1 =60%, 2 =280%, >2 =90%
with other business units

2. Number of business lines 3 10 1=40%,2 =50%, 3 =60%, 4 =70%,
within this business unit 5-10 = 80%, >10 = 90%

3. Longevity of relationship 0.5 16 <3 =40%, 3 =60%, 4 =70%,
(years) 5 =80%, >5 = 90%

Account relationship

4. Company’s relationship 1 5 1=40%, 2 =60%, 3 =70%,5 = 80%,
with broker? 5=90%

5. Quality and warmth of 1 5 1=40%, 2 =60%, 3 =70%, 4 =80%,
company/client relationship?® 5=90%

6. Number of relationship 2 8 1=50%, 2 =60%, 3 =80%, >3 =90%
contacts company has at client

7. Number of relationship 3 10 1=50%, 2 =60%, 3=280%, >3=90%

contacts client has at company

Understanding of client

8. How good was our under- 1 5 1=40%, 2 =60%,3 =70%, 4 =80%,
standing of their company? 5=90%

9. How good was our 1 5 1=40%,2 =60%, 3 =70%, 4 =80%,
understanding of 5=90%

their industry?

@1 = very poor, 2 = poor, 3 = fair, 4 = good, 5 = excellent.
Source: Ryals (2002). Reproduced with her kind permission.

® Now recalculate the revenues, costs and net free cash flows for each year,
having adjusted the figures using the risks (probabilities) from the above.

® Ask your accountant to provide you with the overall strategic business
unit (SBU) cost of capital and capital used in the SBU. This will not con-
sist only of tangible assets.
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® Deduct the proportional cost of capital from the free cash flow for each
key customer for each year.

® An aggregate positive NPV indicates that you are creating shareholder
value — that is, achieving overall returns greater than the weighted
average cost of capital, having taken into account the risk associated
with future cash flows.

CHECKPOINT

Partner level relationships

® Are you able to measure the real profitability of your key accounts?

® How has the level of profitability changed over the past three years?

Summary
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7 Key account analysis

Fast track

Correct market definition and market segmentation are essential pre-
requisites of successful key account management. A market is the
aggregation of all goods and services that can satisfy a particular need
or set of needs. Drawing a map of how goods and services flow through
the value chain helps a key account manager understand the customer’s
business, as well as revealing ways in which you may be able to add
value as a supplier.

Market segmentation is the process of breaking a market down into
smaller groups of customers who share the same or similar needs. It is
important at two distinct levels. First, key accounts in one segment
may have different needs from those in another segment. Second,
understanding how your customer’s market is segmented provides
much potential for helping them to succeed.

The total process of preplanning prior to producing a strategic plan
for your customer is shown in the following diagram.

Steps 1, 2 and 3 should, ideally, be completed centrally to avoid duplica-
tion of effort by key account managers. Step 3 is about understanding in
depth the forces that are being brought to bear on competitors in an
industry. These are: customers, supplies, substitutes, potential entrants
and, of course, industry competitors. A PEST analysis (political, economic,
sociological, technological) is also an extremely useful way of under-
standing more about the customer’s trading environment.

Each key account manager can now use this information to delve fur-
ther into each customer’s specific business processes. This includes
understanding the customer’s objectives and strategies, their financial
ratios, how their business processes work, their buying processes, their
sales history and their dealings with competitors.

One extremely useful vehicle for summarizing much of this is the trad-
itional SWOT analysis (strengths, weaknesses, opportunities and
threats), completed as if it were the customers themselves completing it.
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All the CSFs (critical success factors) for the customer can now be
sorted into those categories that merely help them to avoid disadvan-
tage and, crucially, those that can create advantage for them, for clearly
it is this latter group that will encourage a key customer to prefer
dealing with you rather than with one of your competitors. You now
have everything you need to approach the customer with your pro-
posals for how you can help them increase sales, reduce costs, avoid
costs or add value in other ways. They are usually so impressed that
they are prepared to give you additional confidential information.
You are now ready to prepare a strategic plan for the customers.
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Introduction

One of the objectives of this chapter is to place key account management
(KAM) in the context of market segmentation, for it is creative market seg-
mentation which is universally recognized as the key to sustainable com-
petitive advantage. Another is to spell out how to understand in depth the
environment in which key accounts operate. Finally, it explains in detail
how to understand how key accounts run their business as a route to reveal-
ing ways in which you can help them to increase sales, avoid costs, reduce
costs or add value.

7.1 Market segmentation and key account
management

7.1.1 Understanding markets

Most organizations’ different market segments will contain a number of
key accounts. Before proceeding to analyse the needs of key accounts and
set objectives and strategies for them, it is necessary to ensure that you
have the clearest understanding of how your own market works, what the
key segments are and where you can exert the most influence on decisions
about what is bought and from whom. It is equally important to under-
stand your customers’ segmentation and how their market works. This is
essential knowledge, for it will provide the backcloth against which plans
for key accounts are evaluated and eventually controlled. Indeed, it would
be fair to say that an appreciation of market segmentation is an essential
criterion for effective KAM. Before explaining a little more about market
segmentation, however, here are some introductory comments by way of
background.
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It is intensely irritating
when the questioners
know so little about
their markets.

A segment is a group
of customers with the
same or similar needs.
Companies still
persist in confusing
sectors with segments.

‘The good thing about being mediocre is you are always at your best.”
Someone once said this about corporate life. Imagine getting your sales-
force up at five every morning to go out and kill for “We are really mediocre!”
Everyone has heard of Alexander the Great. Had he been mediocre, he cer-
tainly would not be in our history books. So what makes any of us think
that making mediocre offers to our customers is ever going to have any-
thing but mediocre results?

Taking this theme a stage further, we can ask ourselves what sort of company
would make a commodity out of bread, fertilizer, glass, chlorine, potatoes,
mobile phones, etc.? By way of an answer, ask whether anyone can ‘“taste’ the
difference between Castrol GTX or any other manufacturer’s oil, or between
Alfa Laval Steel, SKF Bearings, Intel Microprocessors and so on. Yet these
great companies, dealing with low differentiation products in mainly mature
markets, are perennially successful. So, what is the secret of success?

A review of the work of a number of gurus, such as Sir Michael Perry
ex-chairman of Unilever, Tom Peters and Phillip Kotler, reveals a striking
similarity between what they consider to be the key elements of world-
class marketing.

1. A profound understanding of the market

2. Market segmentation and selection

3. Powerful differentiation, positioning and branding
4. Effective marketing planning processes

5. Long-term integrated marketing strategies.

While this is not the complete list, it is interesting to note the order of the elem-
ents listed here. We find it remarkable that, even in the new millennium, so
many companies are changing their brand strategies without really under-
standing their market and how it is segmented or their competitive position.
Indeed, ‘What shall we do with our brand?’ is one of the most recurrent
questions and, while it is easy to understand why it is asked, branding being
the glamorous part of marketing, it is intensely irritating when the question-
ers know so little about their markets.

Let us explain what we mean. We frequently run workshops for the Boards
of strategic business units. Before we start the workshop, we ask the direc-
tors to write a list, in order of priority, of their key target markets. Often they
write down their products, such as pensions or mainframe computers.
Rarely is there any sensible grasp of the meaning of the word ‘market’. So,
they fail the first test. The second part of the exercise is to write down their
sources of differential advantages against each key target market listed.
When these senior people fail such an elementary test, it is clear that their
organization is either in or heading towards trouble.

We recently came across one insurance company which prided itself on its
market segmentation. On questioning, however, its segments turned out
to be sectors, which explained why it had little or no differentiation and
was competing mainly on price. Indeed, this is one of the most commonly
observed misconceptions about market segmentation. Everyone knows
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that a segment is a group of customers with the same or similar needs and
that there are many different purchase combinations within and across
sectors, yet companies still persist in confusing sectors with segments.

Perhaps the most frequent mistake however is a priori segmentation, which
is largely the result of the vast amount of prescriptive literature on the subject
of segmentation. All books state that there are several bases for segmentation,
such as demographics, socioeconomics, geography, usage, psychographics,
geo-demographics, lifestyle and so on, and the literature is replete with pro-
ponents of one or more of these. However, this is to miss the point completely,
for in any market there is only one correct segmentation. One hundred per
cent of goods and services are ‘made’, distributed, influenced and used and
the purchase combinations that result are a fact not a figment of someone’s
imagination. The task is to understand the market structure, how it works
and what the actual segments are at different junctions in the market.

This brings us to the starting point in market segmentation — market
definition and market structure. Correct market definition is crucial for
measuring market share and market growth, identifying relevant com-
petitors and, of course, the formulating of marketing strategies in order to
deliver differential advantage.

The general rule for defining a ‘market’ is that it should be described in
terms of a customer need in a way that covers the aggregation of all the
alternative products or services which customers regard as being capable of
satisfying that same need. For example, we would regard the in-company
caterer as only one option when it comes to satisfying lunchtime hunger.
That need could also be satisfied at external restaurants, public houses,
fast food outlets and sandwich bars. The emphasis in the definition is
therefore clearly on the word ‘need’.

Figure 7.1 is an example of a complete ‘market map’, showing how goods
move from originators through to final users, with volumes, values and
market shares all adding up in a manner not unlike a balance sheet.
However, few companies give sufficient intellectual thought to market
definition — witness Gestetner, who thought it was in the duplicator mar-
ket, and IBM, who thought it was in the mainframe market. Hence few can
draw anything approaching an accurate market map and have little
chance of doing any kind of sensible segmentation at the key influence
points of junctions along the market map.

7.1.2 Market segmentation

At each of these key junctions, segmentation is not only possible, but neces-
sary. It is here that the process becomes quite complicated, for the trick is to
make an exhaustive list of all the different purchase combinations that take
place at each junction. This entails listing what is bought (to include appli-
cations, features, where, when and how products or services are bought),
together with the associated descriptors (who buys what). This will often
produce somewhere between 30 and 50 different purchase combinations, or
what we term micro segments. A micro segment is one of a large number of
different purchase combinations that take place in a market. However,
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at the junctions to be segmented.

Figure 7.1

Example of a market map including the number of each customer type.

the reality is that these micro segments do indeed represent what actually

happens in the market.

The next step is to specify the benefits that each of these micro segments
seek by buying what they buy in the way they do. This is crucial. It is often

here that external market research is necessary.

It is now simply a question of using one of the many software packages
available to cluster micro segments with similar requirements; clusters are
given a dimension of size by adding the volumes or values represented by
each micro segment. It is our experience that most markets can be broken
down into 10 or fewer segments. The only remaining task is to ensure that
our offers meet the requirements of each segment and that we, as suppliers,
are organized to sell, deliver and support the appropriate value propositions.

Faced with a plethora of options for segmentation, as illustrated in Figure
7.2, it is not difficult to understand why most organizations take an overly
simplistic approach to segmentation and end up with little or no differen-

tial advantage.

One thing is abundantly clear from our detailed segmentation work: price
is rarely the prime motivator in the way people buy. The following case

history will illustrate the point.
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Cooking appliances
Is it a single market or several separate markets?

Volume (units)
Value
Domestic/commercial
Fuels (gas, electricity, coal, oil, etc.)
Cooking methods (heat, radiation, convection)
Cooking function (surface heating, baking, roasting,
charcoal, etc.)

Design (free standing, built-in, combination)
Prices

Product features
OEM/replacement
Geography
Channels (direct, shops, wholesalers, mail order)
Why bought
Others (promotional response, lifestyle,
demographics)

Figure 7.2
Determining the
presence of market
segments.

Usage

Case study insight

How ICl used market segmentation to its advantage

ICI Fertilizers went through a severe loss-making period during the
late 1980s as the market matured and foreign competitors entered the
market with cheap imports. Prices and margins fell to disastrous lev-
els. However, the company had the perspicacity to go through the
segmentation process described here and discovered seven relatively
distinct segments of farmers, only one of which was price sensitive.
This segment represented only 10 per cent of the market, not 100 per
cent, as had been previously thought. One segment was highly tech-
nological in its approach, while another was more influenced by the
appearance of crops. Yet another was loyal to merchants. Yet another
was loyal to brands. Each segment was given a name and the needs of
each were researched in depth. Products were developed and offers
made to match the precise needs of the individual segments, while
the company and its processes were reorganized in order to ensure
that the appropriate value could be delivered. ICI Fertilizers became
an extremely profitable company in an industry whose own govern-
ing body had officially designated fertilizer as a commodity!

Hopefully, this heartening story of creative segmentation leading to sus- Price is rarely the
tained profitability in a mature and generally unprofitable industry will prime motivator in
encourage readers to rethink their approach to segmentation. The market the way people buy.
segmentation process described here is summarized in Figure 7.3.



Market mapping

1.

Market definition — ‘A customer need that can be
satisfied by the products or services seen as
alternatives’. It is based around what the customers
perceive as distinct activities or needs they have
which different customers could be satisfying by
using alternative products or services.

. The distribution and value added chain that exists

for the defined market.

. The decision makers in that market and the amount

of product or service they are responsible for in
their decision making.

Who buys

1. Recording information about the decision
makers in terms of who they are — customer
profiling, demographics, geographics etc.

2. Testing a current segmentation hypothesis to
see if it stacks up — preliminary segments.

What* is bought

1. Listing the features customers look for in their
purchase what, where, when and how.

2. Focusing in onto those features
customers use to select between the
alternative offers available — key discriminating
features (KDFs.)

Who buys what*

1. Building a customer ‘model’ of the market —
based on either the different combinations
of KDFs customers are known to put
together, or derived from the random
sample in a research project. Can be
constructed by preliminary segment. Each
customer in the model (sample) is called a
micro-segment.

. Each micro-segment is profiled using
information from the data listed in ‘Who
buys’.

. Each micro-segment is sized to reflect the
value or volume they represent in the
market.

Segment checklist

Forming segments Why

1. Is each cluster big enough to 1. By attributing a ‘score’ to all the

1. As customers only seek out features regarded as key because of
the benefit(s) these features are seen to offer them, the benefits
delivered by each KDF should be listed. For some customers it is
only by combining certain KDFs that they attain the benefit(s) they
seek — benefits should also be looked at from this perspective.
These benefits are critical purchase influences (CPls).

. For thoroughness, benefits can be looked at from the perspective
of each preliminary segment.

. Once the CPIs for the market have been developed their relative
importance to each micro-segment is addressed (by distributing
100 points between the CPIs).

justify a distinct marketing CPlIs for each micro-segment, the
strategy? similarity between micro-

. Is the offer required by each segments can be determined.
cluster sufficiently different? . Micro-segments with similar
requirements are brought together
to form clusters.

. Is it clear which customers
appear in each cluster?
If all ‘yes’, clusters = segments. . Clusters are sized by adding the
volumes or values represented by

. Will the company change and *
each micro-segment.

adopt a segment focus?

Figure 7.3 Market segmentation process.
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7.1.3 Why market segmentation is vital in key account The product has not

planning yet been sold that
someone, somewhere,

In today’s highly competitive world, few companies can afford to com- cannot sell cheaper.
pete only on price, for the product has not yet been sold that someone can-

not sell cheaper — apart from which, in many markets it is rarely the

cheapest product that succeeds anyway. What this means is that we have

to find some way of differentiating ourselves from the competition, and

the answer lies in market segmentation.

The truth is that very few companies can afford to be “all things to all peo- Few companies can
ple’. The main aim of market segmentation as part of the marketing plan- | afford to be ‘all things
ning process is to enable a business concern to target its effort at the most to all people”.
promising opportunities. However, what is an opportunity for firm A is

not necessarily an opportunity for firm B. So a firm needs to develop a

typology of the customers or segment it prefers, for this can be an instru-

ment of great productivity in the marketplace.

The whole point of market segmentation is that a firm must either:

e define its markets broadly enough to ensure that its costs for key activ-
ities are competitive or

@ define its markets in such a way that it can develop specialized skills in
serving them to overcome a relative cost disadvantage.

Both strategies have to be related to a firm’s distinctive competence and to
that of its competitors.

To summarize, the objectives of market segmentation are as follows:

@ To help determine marketing direction through the analysis and under-
standing of trends and buyer behaviour.

® To help determine realistic and obtainable marketing and sales
objectives.

@ To help improve decision making by forcing managers to consider the
available options in depth.

A clear and comprehensive understanding of their market, how it works,
how it breaks down into natural segments and the specific nature of the
unique value sought by each of these segments will obviously give key
account managers a significant advantage in building long-term relation-
ships with their customers within these segments.

CHECKPOINT

Market segmentation

® Has your organization developed a segmentation that meets the cri-
teria described in this section?

® How many segments are there in your market?
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7.2 Key account analysis

We saw the basis on which key accounts should be defined and selected in
Chapter 2. This was summarized diagrammatically in Figure 2.4. Another
version of the portfolio is shown here in Figure 7.4.
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Figure 7.4 A four-box directional policy matrix.

We now provide a set of specific and detailed procedures for key account
analysis prior to producing a strategic marketing plan for each key
account selected as being worthy of focused attention by the key account
team. An overview of the total process, which we have called the business
partnership process, is given in Figure 7.5.

Step 1 in Figure 7.5 has just been described and step 2 was dealt with in
Chapter 2.

7.2.1 Industry driving forces and PEST analysis (step 3)

Step 3 is known as Porter’s industry five-forces analysis. It is taken from
Porter’s book Competitive Strategy (Porter, 1980) and has been of enormous
value to generations of managers since its first publication. It is shown in
summary form as Figure 7.6.
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Figure 7.5 Business partnership process.

Forces driving Potential entrants
industry
competition

X ‘ Industry competitors
Suppliers Customers

Intense rivalry if:

Powerful if: Numerous or similar sized competitors Powerful if:

Few suppliers Slow industry growth Large proportions of seller’s sales
No substitutes High fixed costs High proportion of buyer’s costs

Lack of differentiation
Customer of supplier group D!verse natu.re of competitors
. i High strategic stakes ; .
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Industry not important Undifferentiated products
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Threat of substitu oducts or services
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Figure 7.6  Forces driving industry competition.
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Put simply, any industry has a number of competitors (located in the centre
of the figure) and the relative performance of these competitors is deter-
mined by recognizable forces:

e Potential entrants
o Customers
e Potential substitute products and services

® The power of suppliers.

The words in Figure 7.6 aptly describe the implications of each of the four
outside forces on the competitors and it is clear that all competitors in a
sector or industry will be affected by these driving forces.

It is worth repeating that this analysis is obviously best done by someone
in central support services, perhaps marketing, as there is little point in a
number of key account managers in the same industry all spending their
time conducting the same analysis. If this is not practicable, then the job
will indeed have to be done by individual key account managers for their
own sectors.

It must be stressed, however, that such an analysis is a prerequisite to the
individual account analysis described later in this chapter, as it provides
key account managers with a deep analysis of their customers’ industry
and how it works and affects their performance.

In Tables 7.1 and 7.2 there are checklists of areas that should be investi-
gated as part of the process of understanding your customers’ business
environment. This is analysed in greater detail in Table 7.3. The first sec-
tion is about the business and economic environment in which your cus-
tomer operates (PEST). The second part is about understanding your
customer’s market. The third part is about understanding your customer’s
internal operations (Table 7.4). The second and third parts (the customer’s
market and their operations) should be carried out by each key account
manager for specific customers.

The next section of this chapter expands on how the information and data
should be used. It is fully appreciated that this long list is an ideal and you
will be unable to find some of it. Nevertheless, by knowing what you need
to know you can continuously search for answers.

Operations and resources

® Marketing objectives: Are the marketing objectives clearly stated and
consistent with marketing and corporate objectives?

o Marketing strategy: What is the strategy for achieving the stated
objectives? Are sufficient resources available to achieve these objectives?
Are the available resources sufficient and optimally allocated across
elements of the marketing mix?
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® Structure: Are the marketing responsibilities and authorities clearly
structured along functional, product, end-user and territorial lines?

o Information system: Is the marketing intelligence system producing
accurate, sufficient and timely information about developments in the
marketplace?

Is information gathered being used effectively in making marketing
decisions?

@ Planning system: Is the marketing planning system well conceived and
effective?

e Control system: Do control mechanisms and procedures exist within
the group to ensure planned objectives are achieved (e.g. meeting over-
all objectives etc.)?

Table 7.1 External audit

Business and economic environment
® Economic Competition

@ Political/fiscal/legal ® Major competitors

@ Social/cultural ® Size

® Technological ® Market shares/coverage

® Intracompany ® Market standing/reputation
® Production capabilities

The market ® Distribution policies

® Total market, size, growth and trends (value/volume) ® Marketing methods

® Market characteristics, development and trends ® Extent of diversification

® Products ® Personnel issues

® Prices ® International links

® Physical distribution ® Profitability

® Channels ® Key strengths and weaknesses

® Customer/consumers

® Communication

® Industry practices

Table 7.2 Internal audit

Marketing operational variables Marketing mix variables
® Own company ® Product management
® Sales (total, by geographical location, industrial type, ® Price
by customer, by product) @ Distribution
® Market shares ® Promotion
® Profit margins/costs
® Marketing procedures
® Marketing organization
® Marketing information/research
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Table 7.3 PEST analysis and market factors — external (opportunities and threats)

Economic

Political/
fiscal/legal

Social/cultural

Technological

Intracompany

The market
Total market

Market
characteristics,
developments
and trends

Competition

Business and economic environment

Inflation, unemployment, energy, price, As they affect the
volatility, materials availability, etc. customer business
Nationalization, union legislation, human rights As they affect the
legislation, taxation, duty increases, regulatory customer business

constraints (e.g. labelling, product quality, packaging,
trade practices, advertising, pricing, etc.)

Education, immigration, emigration, religion, As they affect the
environment, population distribution and customer business
dynamics (e.g. age distribution, regional

distribution, etc.), changes in consumer lifestyle, etc.

Aspects of product and/or production technology which  As they affect

could profoundly affect the economics of the industry the customer business
(e.g. new technology, the Internet, cost savings,

materials components, equipment, machinery, methods

and systems, availability of substitutes, etc.)

Capital investment, closures, strikes, etc. As they affect
the customer business

Size, growth, and trends (value, volume).
Customers/consumers: changing demographics, psychographics and
purchasing behaviour

Products: principal products bought; end-use of products; product
characteristics (weights, measures, sizes, physical characteristics packaging,
accessories, associated products, etc.)

Prices: price levels and range; terms and conditions of sale; normal trade
practices; official regulations; etc.

Physical distribution: principal method of physical distribution

Channels: principal channels: purchasing patterns (e.g. types of product bought;
prices paid, etc.); purchasing ability; geographical location; stocks; turnover; profits;
needs; tastes; attitudes; decision makers, bases of purchasing decision; etc.

Communication: principal methods of communication, e.g. the Internet, sales
force, advertising, direct response, exhibitions, public relations, etc.

Industry practices: e.g. trade associations, government bodies, historical
attitudes, interim comparisons, etc.

Industry structure: make-up of companies in the industry, major market
standing/reputation; extent of excess capacity; production capability;
distribution capability; marketing methods; competitive arrangements; extent
of diversification into other areas by major companies in the industry;

new entrants; mergers; acquisitions; bankruptcies; significant aspects;
international links; key strengths and weaknesses

Industry profitability: financial and non-financial barriers to entry; industry
profitability and the relative performance of individual companies; structure of
operating costs; investment; effect on return on investment of changes in price;
volume; cost of investment; source of industry profits, etc.
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Table 7.4

Sales (total, by geographical location, by industrial type, by customer by Internal factors

product) (strengths and
weaknesses)

Market shares Marketing organization

Profit margins Sales/marketing control data

Marketing procedures Marketing mix variables:

® Market research ® Samples

® Product development ® Exhibitions

® Product range e Selling

® Product quality ® Sales aids

@ Unit of sale ® Point of sale

® Stock levels ® Advertising

® Distribution ® Sales promotion

® Dealer support ® Public relations

@ Pricing, discounts, credit ® After-sales service

® Packaging ® Training

o Functional efficiency: Are internal communications within the group
effective?

o Interfunctional efficiency: Are there any problems between marketing
and other corporate functions? Is the question of centralized versus
decentralized marketing an issue in the company?

e Profitability analysis: Is the profitability performance monitored by
product, served markets, etc. to assess where the best profits and biggest
costs of the operations are located?

o Cost-effectiveness analysis: Do any current marketing activities seem
to have excess costs? Are these valid or could they be reduced?

It should also be stressed here that steps 4-9 in Figure 7.5 are all concerned
with the analysis/diagnosis stage, which must be completed by each key
account manager before preparing a strategic plan for each key account.

The remainder of this chapter explains how the data and information col-
lected by the key account manager should be used.

7.2.2 Key account analysis preplanning

Before it is possible to plan for key accounts, a detailed analysis of each key
account must be undertaken by each individual key account manager and
their team, somewhat in the manner of conducting a marketing audit. First,
however, steps 1, 2 and 3 in Figure 7.5 should be completed. The reason
steps 1 to 3 are separate from the next six steps is that it is recommended that
if you have a marketing department, these first three steps should be carried
out by them, otherwise individual key account managers may consume
their valuable time by repeating analysis already completed elsewhere.
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Step 4 (Figure 7.5): Client's objectives analysis

The exercise given in Figure 7.7 should be completed for each key account
being targeted. It can be seen that the intention is to take the industry driv-
ing forces analysis and apply it specifically to any individual account in
order to understand better what advantages and disadvantages it has. The
main reason for doing this is to help you to understand ways in which
your products or services may enable the customer to exploit advantages
and minimize disadvantages.

Customer Name Industry Driving Forces Situation Analysis

(Key success factors) For those factors which make a difference, where does
What makes the difference my customer stand?

between success and Market: Opportunities
failure in this business? Strengths Weaknesses Threats

Competitive Advantage Objective
Does my customer or their competitors have any How can my customer most effectively employ the
unique competitive advantage? advantages they have, counter those of their competitors and
develop or acquire future competitive advantage?

Present: Potential: Exploit Current Advantage, | Develop Future Advantage,
Advantage Disadvantage | Advantage Disadvantage Minimize Disadvantage Counter Potential Disadvantage

Figure 7.7 Objectives analysis exercise (industry driving forces).

It is not the intention to complete this document as if it were a proforma.
Each heading is intended merely to act as a trigger for some powerful con-
clusions about your customer’s competitive situation. This information
will be used along with the further information to be gathered in steps 5-9.

Step 5 (Figure 7.5): Client's annual report summary and financial
analysis

Figure 7.8 enables a summary to be made of the analysis referred to in the
previous section and of a careful reading and analysis of a customer’s
published annual report. Even if there is not a formal report published for
the shareholders (say, for example, if your customer is a subsidiary or
division of a larger company), the directors do nonetheless tend to pro-
duce internal reports and newsletters that can be used instead.
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1. Major achievements

2. Major problems/issues

3. Objectives

4. Strategies

5. Conclusions/opportunities

Figure 7.8
Annual report
summary.

Such documents can be a major source of information on what your cus-
tomer believes to be the major issues facing them, their achievements and
their objectives and strategies — in other words, their hopes for the future.

It is always possible to extract valuable information which can be used in
helping you understand how your organization might be of assistance.
This information can now be put alongside the information gleaned from
the previous objectives analysis summary.

Figure 7.9 focuses on the financial affairs of your customer and concerns
information which can also be obtained from annual reports and other pub-
lished sources. At first sight, this might appear to be some way removed
from the reality of selling goods and services to a major account. However,
a little thought will reveal that most organizations today are acutely aware
of their financial performance indicators:

Current ratios Most organizations
today are acutely
Net proflt margins aware of their

[ ]
[ ]

financial performance
® Return on assets indicators.
[ ]
[ ]

Debtor control

Asset turnover.

The purpose of the analysis contained in Figure 7.9 is to help you focus on
the financial issues faced by your customer and to encourage you to
explore whether any of your products and services could improve any of
these ratios.

It will be obvious that any supplier who has taken the trouble to work out
what impact its products and services have on the customer’s bottom line
will be preferred to a potential supplier who focuses only on product
features.
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Source Does it appear

Company | Industry as though

standing | standing | IMProvementis
needed?

Yes No

Financial Formula
ratio
indicator

Annual report;

Current

Current assets
ratio Current
liabilities

Net profit Net profit
margin Net sales

Return on Net profit
assets Total assets

Debtors
Collection | less bad debt
period Average day’s
sales

Cost of

Stock goods sold
turnover Stock

Description Current ratio Measures the liquidity of a company — does it have
of indicators enough money to pay the bills?

Net profit margin Measures the overall profitability of a company
by showing the percentage of sales retained as
profit after taxes have been paid. If this ratio is
acceptable, there probably is no need to calculate
the gross profit or operating profit margins

Return on assets Evaluates how effectively a company is managed
by comparing the profitability of a company and
its investments

Collection period Measures the activity of debtors. A prolonged
collection period means that a company’s funds
are financing customers and not contributing to
the cash flow of the company

Stock turnover Evaluates how fast funds are flowing through cost
of goods sold to produce profit. If stock turns over faster,
it is not in the plant as long before it is saleable as a product.

Figure 7.9 Financial analysis.

Step 6 (Figure 7.5): Client’s internal value chain analysis

Figure 7.10 illustrates an organization’s internal value chain as popularized
by Professor Michael Porter in his book Competitive Strategies (Porter, 1980).
It is assumed that readers are familiar with this concept. The value chain
is introduced here as an invaluable tool in understanding how a major
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Firm infrastructure

Support iman resource management
activities :

Technoloby development

Procurement

Inbound |Operations| Outbound |Marketing | Service
logistics logistics [and sales

— Primary activities —

Figure 7.10
The value chain.

account actually functions. The bottom level shows bought-in goods or
services entering the organization, passing through operations and then
moving out to their markets through distribution, marketing and sales and
service. Sitting above these core processes are organizational support activ-
ities such as human resource management, procurement and so on.

Figure 7.11 is a very simple illustration of some of these issues and how
they could be improved, thus representing sources of differentiation in the
value chain. All information emanating from this analysis can be usefully

Handling that Unique product features High salesforce coverage

minimizes Conforms to specs Superior technical literature

damage Low defect rate Best credit terms
Responsiveness to Personal relations with buyers
design change

v Al

Inbound Outbound Marketing

logistics Operations logistics and sales Service

Rapid and timely delivery Rapid installation
Accurate order processing High service quality
Careful handling to reduce Wide service coverage
damage

Figure 7.11 Sources of differentiation in the value chain.
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summarized using a format similar to that shown in Figure 7.12. From this,
it will be seen that there are four general headings of customer benefits:

@ Possibilities for increased revenue for the customer
@ Possibilities for cost displacement
@ Possibilities for cost avoidance

e Intangible benefits.

Tangible benefits Product solution Analysis and comment

Increased revenue
Increased sales volume
Enhanced product line

Cost displacement
Reduced labour costs
Reduced equipment costs
Reduced maintenance costs
Lowered stock costs
Reduced energy costs

Cost avoidance
Reduced new personnel requirement
Eliminate planned new equipment

Intangible benefits
Customer goodwill
Improved decision making

Figure 7.12 Value chain analysis summary.

Another way of looking at this is to identify the methods of gaining com-
petitive edge through value in use:

e Reduce the life cycle/Alter the cost mix: Customers are often willing to
pay a considerable higher initial price for a product with significantly
lower post-purchase costs.

e Expand value through functional redesign: For example, a product
which increases the user’s production capacity or throughput, a prod-
uct which enables the user to improve the quality or reliability of his or
her end-product, a product which enhances end-use flexibility or a
product which adds functions or permits added applications.

o Expand incremental value by developing associated intangibles: For
example, service, financing and “prestige’.
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Case study insight

Value chain analysis for a packaging company
An international chemical company undertook this investigation process using a novel
method. They organized a two-day event for eight very senior people from different functions
in a large packaging company. These executives included marketing people, a health and safety
executive, an environmental specialist, a logistics manager, a manufacturing manager and a
couple of directors! These executives were matched by equivalent managers and directors from
the supplying company. An independent consultant was asked to chair the two-day event.

The purpose of the event, which was held in a neutral location, was to investigate ways in
which the several goods and services of the supplying company were received, used and per-
ceived by the customer. This inquiry was obviously only possible because of the good rela-
tionships already enjoyed by the supplier.

While it took a few hours for the independent moderator to break down the natural barriers to
honest and open communication, the event had a major impact on the processes and attitudes
of the supplier. For example, at one stage the customers were asked to go into a syndicate room
and write down all the things they did not like or found inadequate in the supplying company.
The sheer size of the list and the contents so shocked the supplier that it immediately agreed to
set up a number of functional and cross-functional working groups comprising executives
from both sides in order to study how cost-effective improvements could be made.

All issues were investigated openly and honestly, ranging from the strategic issues faced by the
customer in its industry, to very tactical issues concerned with processes. The end-result was a
dramatically improved relationship, which led to substantial benefits to both sides.

It is not suggested that this is the only way to discover the kind of detailed
information outlined in Figure 7.12. In many cases, much patience is required
over considerable periods of time and the effectiveness and efficiency
with which this investigative task can be carried out will be a function of
how good and deep the existing relationships are. Nonetheless, it is diffi-
cult to see how improvements can be made without a thorough under-
standing of the customer’s systems and processes.

The list of possibilities for improvement for the supplier is now growing
quite considerably. However, there are still more aspects of the business
which need to be analysed.

Step 7 (Figure 7.5): The customer’s buying process

Figure 7.13 outlines the buying process for goods and services. In the
remainder of this section it will be assumed that you are selling a product,
although the same process applies equally well to services.

Selling to an organization can be a complex process because it is possible
for a number of different people to become involved at the customer end.
Although theoretically only one of these is the buyer, in practice he or she
might not be allowed to make a decision to purchase until others with tech-
nical expertise or hierarchical responsibility have given their approval.



Customer Analysis Form Customer
Salesperson Address
Products Telephone number
Buy class new buy straight rebuy modified rebuy

Date of analysis
Date of reviews

Member of Decision-Making Unit Production Sales & Research & Finance & Purchasing Data
(DMU) Marketing Development Accounts Processing
Buy Phase

1 Recognizes need or problem
and works out general solution

2 Works out characteristics and
quantity of what is needed

3 Prepares detailed specification

4 Searches for and locates potential
sources of supply

5 Analyses and evaluates tenders,
plans, products

6 Selects supplier

7 Places order

8 Checks and tests products

Factors for consideration 1 price 4 back-up service 7 guarantees and warranties
2 performance 5 reliability of supplier 8 payment terms, credit or discount
3 availability 6 other users’ experience 9 other, e.g. past purchases, prestige, image, etc.

Adapted from Robinson et al., 1967.

Figure 7.13 Buying process for goods and services.
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he personal authority of the buyer will to a large extent be governed by

the following factors:

The cost of the product: The higher the cost, the higher up in the organ-
ization will the purchasing decision be made (Table 7.5). (Please note
that, although the level of expenditure figures will have increased sub-
stantially during the past 22 years, this table is included because it is
indicative of a hierarchy of purchasing authority.)

The ‘newness’ of the product: The relative novelty of the product will
pose an element of commercial risk for an organization. A new and
untried proposition will require support at a senior management level,
whereas a routine, non-risky service can be handled at a lower level.

The complexity of the product: The more complex the product offered,
the more technical the implications which have to be understood within
the client company. Several specialist managers might be required to
give their approval before the transaction can be completed.

All those involved in the buying decision are known as the decision-mak-
ing unit (DMU) and it is important for the key account manager to
identify the DMU in all current and prospective customer companies.
Table 7.6 provides some research findings which demonstrate how rarely
salespeople reach all component members of the DMU.

Level of Level at which decision is taken
expenditure
Board Individual | Departmental | Lower
(collective) | director manager management
or clerical
Over £50000 | 88% 11% 2% -
Up to £50000 | 70% 25% 4% Less than 0.5%
Up to £5000 29% 55% 14% 2%
Up to £2500 18% 54% 24% 4%
Up to £500 4% 31% 52% 14%

Source: 'How British Industry Buys’, a survey conducted by Cranfield School
of Management for the Financial Times, January 1984.

Number of Average number of Average
employees buying influences (DMU) number of contacts
made by salesperson

0-200 3.42 1.72
201-400 4.85 1.75
401-1000 5.81 1.90

41000 plus 6.50 1.65

All those involved in
the buying decision
are known as the
decision-making unit

(DMU).
Table 7.5
Responsibility
for financial

expenditure

Table 7.6
Buying influences
by company size
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A useful way of working out who would be involved in the decision-
making processes in a company is to consider the sales transaction from
the buyer’s point of view. It has been recognized that the process can be
split into a number of distinct steps known as ‘buy phases’. These buy
phases will be followed in most cases, particularly for major purchases.
It will be obvious that at stages beyond the cooperative KAM stage, the
incumbent supplier will have an inside track and, hence, an advantage,
throughout the process. In many cases, customers do not even bother to
put their proposed purchase requirements out to tender, preferring to deal
with their current trusted partner.

Buy phases relate to the stages through which organizations go when
making major purchases. The phases can be listed as follows: (This section
of the text owes much to the original research conducted by the Marketing
Science Institute in the USA under the guidance of Patrick ] Robinson.)

1. Problem identification: A problem is identified or anticipated and a
general solution worked out. For example, the marketing department
finds that it has inadequate information about sales records and costs. It
needs better information made available on the computer.

2. Problem definition: The problem is examined in more detail in order to
grasp the dimensions and, hence, the nature of the ultimate choice of solu-
tion. Taking our earlier example of the international chemical company
further, investigation shows that the supplier’s original software system
was not devised with the customer’s current marketing planning require-
ments in mind. A new system is required which can also provide the
option for the inclusion of other new data.

3. Solution specification: The various technical requirements are listed and
a sum of money is allocated to cover the cost of investing in new software.

4. Search: A search is made for potential suppliers, in this case those with
the capability of devising a ‘tailor-made’ system to meet the above
requirements.

5. Assessment: Proposals from interested suppliers are assessed and
evaluated.

6. Selection: A supplier is selected and final details are probably negoti-
ated prior to the next step.

7. Agreement: A contract/agreement is signed.

8. Monitoring: The service is monitored in terms of meeting installation
deadlines and performance claims.

If we happened to be running a computer programming service to indus-
try, we could deduce from the buying process that the DMU at this com-
pany might well contain the following people: a marketing planner, a
sales director, a sales office manager, the company computer specialist, the
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company accountant, the company secretary and perhaps even the man-
aging director, depending on the nature of the contract and the buyer.
Sometimes the buyer might be one of those already listed and not exist as
a separate role.

We could also speculate with some certainty that each of these people The person with the
would need to be satisfied about different aspects of the efficiency of our title of blgier 1S Oﬁin
service and we would need to plan accordingly. For now, it is enough to unable to make

important decisions
recognize that, when selling to an organization, the person with the title of P on their own.

buyer is often unable to make important decisions on their own. Although
he or she can be a useful cog in the company’s purchasing machine, he or
she is often not a free agent.

There are also many pressures on the buyer. We know from our own expe-
rience — when we purchase something for the home, for example — how
difficult it can sometimes be. Even if we are only buying a carpet, we have
to agree whether or not it should be plain or patterned, what colour, what
price, what quality and so on. Even seemingly straightforward considera-
tions like these are clouded by issues such as whether the neighbours or
relatives will think we are copying them or whether we are being too chic
or too outrageous. The buying decision makers in a typical company are
faced with a greater multitude of pressures coming from two directions:
from outside the company and from inside the company.

External pressures can be many and various and may involve important
issues such as the following:

® The economic situation: What will be the cost of borrowing? Are inter-
est rates likely to rise or fall? Is it a good time to invest in a new service
now? Is the market decline really over or should we wait for more sig-
nals of recovery?

e Political considerations: How will government fiscal policy affect our
business or that of our customers? Will proposed legislation have an
impact on either us or our markets?

e Technology: How are we as a company keeping up with technological
developments? How does this new proposal rate on a technologi-
cal scale? Is it too near the frontiers of existing knowledge? How long
will it be before a whole new phase of technology supersedes this
investment?

e Environmental considerations: Will this new service be advantageous
to us in terms of energy conservation or pollution control? Does it pres-
ent any increase in hazards to our workforce? Will we need more room
to expand? Is such room available?

® The business climate: How do our profit levels compare with those of
companies in general and those in our type of business in particular?
Are there material cost increases in the pipeline which could reduce our
profits? Is the cost of labour increasing?
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Any one of these external issues could put pressure on the buying deci-
sion maker — and this is only half the picture. There are also many internal
pressures on the buyer:

e Confused information: It is often difficult to obtain the correct infor-
mation to support a buying decision. Either the information does not
exist or it has not been communicated accurately from the specialist
department. Sometimes it is not presented in a convenient form and
leads to confusion and misunderstanding.

e Internal politics: The relative status of individuals or departments can
sometimes hinder the buying process. Personal rivalries or vested inter-
ests can create difficulties about priorities or standards. The ‘politics’
might entail non-essential people being involved in the decision-making
process, thereby elongating the communication chain and slowing down
decision making.

e Organizational: How the company is organized can affect the effi-
ciency of its buying process. It is essential for everyone within the com-
pany to be aware of their role and level of authority if they are to
perform effectively.

Finally, there are a number of personal pressures on the buyer. Buyers can
be pressurized by a number of personal matters, some real, others imag-
ined. They might be unsure about their role and how their colleagues
accept their judgement. They might lack experience in the buying role and
be unsure of how to conduct themselves. They might prefer a quiet life
and therefore be against change, preferring to continue transactions with
tried and tested suppliers — even if it can be clearly demonstrated that
there are advantages in changing them. They might be naturally shy
and not enjoy first meetings. They might find it difficult to learn new
information about technical developments or the special features of your
particular service.

All of these pressures, both external and internal, have a profound bearing
on the behaviour of the buyer and, if the account manager is to relate to
the buyer, he or she must try to understand them.

By way of summarizing this section on business-to-business selling, it
can be demonstrated that the successful account manager needs to be
aware of all these things when approaching a buyer acting on behalf of
an organization. All of the following elements need to be known and
understood.

® The relative influence of the buyer in the context of the particular prod-
uct or service being offered.

o What constitutes the DMU in the buying company.

o How the buying process works.

e The pressures on the buying decision maker.
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With this information, the account manager is in a better position to plan
his or her work and to adopt appropriate conduct when face-to-face with
the buying decision maker(s). Exactly how this information should be
used will be covered later in the chapter.

CHECKPOINT

Buying pressures

Can you compile a list of pressures that are particular to the procurement
function in one of your key accounts?

Some explanation is needed of the ‘buy classes” shown in Figure 7.13. There are three types
Whether the account manager is selling to an individual or to an organi- of buy class: new
zation, the decision-making processes of the prospects can be divided into buy, straight rebuy

, , and modified rebuy.
what are termed ‘buy classes’. There are three types of buy class:

o New buy: In effect, all the foregoing discussion has focused on the new
buy category. It is here that those people who make up the DMU are fully
exercised as the buy phases unfold. In the new buy class, the needs of all
decision makers must be met and influenced by the key account manager.
Not surprisingly, this takes time and so it is not unusual for a lengthy
period to elapse between the initial discussion and contract closure.

@ Straight rebuy: Once the key account manager has had the opportunity
to demonstrate how the service can help the customer, further purchases
of the service do not generally require such a rigorous examination of all
of the buy phases. In fact, should the customer merely want a repeat
purchase of the same service, then their only questions are likely to be:
Has the price been held to the same level as before? Will the standard of
the service be unchanged? Can it be provided at a specific time? Such
issues can generally be resolved by negotiation with the buyer.

® Modified rebuy: Sometimes a modification of the product or service
might be necessary. It might be that the supplier wants to update the
product or service and provide better performance by using different
methods or equipment. Alternatively, it could be the customer who calls
for some form of modification from the original purchase. Whatever the
origin, all or some of the buy phases will have to be re-examined and
again the key account manager will have to meet with and persuade and
satisfy the relevant members of the DMU.

There are often advantages for an account manager in trying to change a
straight rebuy into a modified rebuy. They are twofold:

e A modified rebuy reactivates and strengthens the relationship with the There are often
various members of the customer’s DMU. advantages for an
account manager in

® The more closely a supplier can match its service to the customer’s trying to change a
needs (and remember this matching only comes about as a result of straight rebuy into a

a mutual learning, as communication and trust develop between the modified rebuy.
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The higher the
commitment the
customer has to

the particular product
for service and the
supplier, the more
difficult it becomes
for competitors to
break in.

If you are not
reaching the key
decision maker then
all your efforts could
well be in vain.

supplier and the customer), the more committed the customer becomes
to the product or service.

The higher the commitment the customer has to the particular product or
service and the supplier, the more difficult it becomes for competitors to
break in.

Finally, the ‘decision maker” in Figure 7.13 needs to be identified. Recogniz-
ing that there is a DMU is an important first step for the account manager but,
having done this, it is essential to identify who actually has the power to
authorize the purchase. No matter how persuasive the arguments for buying
your products, if you are not reaching the key decision maker, then all your
efforts could well be in vain. Identifying this person is too important to be left
to chance and yet many account managers fail to meet with them. Sometimes
they just have not done enough research about the company to obtain an
accurate picture of its character and key concerns. It is important that the
account manager research the company sufficiently in order to obtain a thor-
ough understanding of its operations, personnel and priorities.

Alternatively, many account managers prefer to continue liaising with
their original contacts in the client company, the ones with whom they feel
comfortable and have come to regard as friends, rather than to extend
their network to include more influential client representatives. Because
many purchase decision makers will hold senior positions, the thought of
meeting them somehow seems a daunting prospect, particularly to com-
placent or ill-prepared account managers.

Yet many of these fears are groundless. There is no evidence that senior
executives set out to be deliberately obstructive or use meetings to expose
the account manager’s possible inadequacies. In fact, quite the opposite
appears to be true.

Certainly, the decision makers will be busy people and so will want discus-
sion to be to the point and relevant. At the same time, they will be trying to
get the best deal for the company and it is only natural that they should.

Step 8 (Figure 7.5): Your sales history with the client

Figure 7.14 is a very simple analysis of your sales over a designated period
of time working with the customer. The purpose is merely to summarize
your business history, share and prospects with this customer.

Step 9 (Figure 7.5): Competitive comparison and competitor

strategy

Figure 7.15 shows one of a number of possible ways of establishing how
well you are meeting the customer’s needs in comparison with your com-
petitors. It is obviously better if this is done using evidence obtained from
independent market research, but providing the analysis suggested in this
chapter is carried out thoroughly and with diligence, it should be possible
to complete this part of the analysis internally with sufficient accuracy.
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Your sales history with the client
Products

Customer volume (Total)
YOUR volume

YOUR share volume
YOUR share value
Sales analysis

Products

Comments

Figure 7.14 Sales analysis and history.

Some people prefer to carry out this analysis using a more traditional
SWOT (strengths, weaknesses, opportunities and threats) format as given
in Figure 7.16. The main point, of course, is that any organization hoping
to get and keep business with a major account needs to provide superior
customer value and this can only be achieved by comparisons with the
best that competitors have to offer.

7.3 Next steps

The painstaking key account analysis is now complete and a number
of customer critical success factors will have been accumulated, together
with specific ways in which your products or services and processes
can help.

Figure 7.17 shows an applications portfolio, which is a useful way of cate-
gorizing your business solutions and approaches to your client prior to
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Competitive comparison

Importance Competitor Implications
rating 123

Product quality
Product range
Availability
Delivery
Price/discounts
Terms

Sales support
Promotion support
Other

Importance rating Rating
(by customer) (customer view)
A — very important (essential) 1 — consistently/fully meets needs
B — important (desirable) 2 — meets needs inconsistently
C — low importance 3 — fails to meet needs

Competitors’ strategy
Competitor Strategy

Figure 7.15 Competitive comparison and competitor strategy.

producing a strategic marketing plan for your customer, which will be
explained in the next chapter.

The applications portfolio comprises four quadrants. The quadrants at the
bottom left and right are labelled avoiding disadvantage. While the mean-
ing of this label might be self-evident, it is nonetheless worth providing an
example of this category. Take, for instance, a bank considering buying
automatic teller machines (ATMs) for use by customers outside bank
opening hours. Not having ATMs would clearly place the bank at a disad-
vantage. However, having them does not give the bank any advantage
either. The majority of commercial transactions fall into this category.

The bottom left quadrant represents key operational activities, such as
basic accounting, manufacturing and distribution systems. The bottom
right quadrant might include activities such as producing overhead slides
for internal presentations. In contrast, the top two quadrants represent a
real opportunity for differentiating your organization’s offering by creat-
ing advantage for the customer. The top right quadrant might be beta test-
ing a product, service or process prior to making a major investment in
launching it for the customer.
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Strategic marketing planning exercise — SWOT analysis

1. SEGMENT DESCRIPTION 2. CRITICAL SUCCES!
It should be a specific part of FACTORS

the business and should be In other words, how do
very important to the customers choose?
organization

S 3. WEIGHTING 4. STRENGTHS/WEAKNESSES ANALYSIS
(How important ~ How would your customers score you and each of
is each of these  your main competitors out of 10 on each of the
CSFs? Score CSFs?
out of 100) Multiply the score by the weight.

You [Comp A|Comp B|Comp C|Comp D

5. OPPORTUNITIES/THREATS
What are the few things outside your
direct control that have had, and will
have, an impact on this part of your

business? THREATS

Total 100

5

OPPORTUNITIES

6. KEY ISSUES THAT NEED

TO BE ADDRESSED

What are the really key issues
from the SWOT that need to be

addressed?

Source: McDonald, 2007

Figure 7.16 Strategic marketing planning exercise — SWOT analysis.

Strategic

High potential

Applications which
are critical to
achieving future
business strategy

Creating
advantage

Applications which
may be critical in
achieving future

business strategy

Applications upon
which the
organization
currently depends
for success

Avoiding
disadvantage

Applications which
are valuable but
not critical
to success

Key operational

Support

Figure 7.17 The applications portfolio.
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Case study insight

Gaining advantage
A classic example of a high potential application was Thompson’s
computer systems in the leisure/holiday market where the company
was able to place its own holidays at the head of all travel agents’ list.

The reality of commercial life is that most of what any organization does
falls into the avoiding disadvantage category. However, leading companies
adopt a proactive business approach. They work hard at developing prod-
ucts, services and processes designed to deliver advantage for their major
accounts, for it is clear that creative, customer-focused suppliers will always
be preferred over those who merely offer ‘me too” products and trade only
on price.

The KAM Best Practice Research Club at Cranfield has strong evidence to
suggest that, once such an audit on a key account has been completed, if it
is presented formally to senior managers in the account, the response is
extremely favourable and, further, that additional confidential informa-
tion is likely to be provided by the customer to enable the supplier to pre-
pare a strategic marketing plan. This is the main topic addressed in
Chapter 8.

Research at Cranfield (McDonald and Woodburn, 1999) has shown that organizations that
invest resources in detailed analysis of the needs and processes of their key accounts fare
much better in building long-term profitable relationships. We have termed this stage pre-
planning. Armed with a detailed knowledge of your customer’s business, it is more likely
that you can discover ways of helping them create advantages in their marketplace.
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Fast track

Marketing planning is a logical sequence of events leading to the set-
ting of marketing objectives and the formulation of plans for achiev-
ing them. The sequence is:

1.

2
3.
4

© N oW

10.

Th
1.

0 N oo o1 A WN

Mission statement
. Set corporate objectives
Conduct marketing object

. Conduct SWOT (strengths, weaknesses, opportunities and threats)
analyses

Make assumptions

Set marketing objectives and strategies
Estimate expected results

Identify alternative plans and mixes

Set the budget

Establish first-year implementation programmes
e plan itself contains:

Mission statement

. Financial summary

. Market overview

. SWOT analyses

. Portfolio summary

. Assumptions

. Marketing objectives and strategies

. Forecasts and budgets

All companies need to have a longer term (strategic) marketing view

as

well as a short-term (tactical) marketing operation. Often the most

potent short-term tactic is the use of the salesforce. These can com-
bine as shown in the matrix below.
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From this it can be seen that
being good at implementa-
tion of the wrong strategy can

S :
trategy lead to a very quick death!

Poor Excellent
Excellent

ey Exactly the same philosophy

must be applied to planning
for key accounts, as sophisti-
cated customers will only
Survive build integrated relationships
with suppliers who under-
stand this business and can
help them to increase sales,
reduce costs, avoid costs and
create value for them on a
continuous basis. As this involves committing resources to such suppliers,
they insist on well-researched strategic plans which are agreed jointly.

Even in cases where suppliers do not enjoy integrated relationships, it
is still essential to prepare strategic plans designed to capture the
inherent value planned for customers.

In this chapter a template is provided for preparing a strategic plan for
a key account. Finally, a format used by customers for preparing strate-
gies for their key suppliers is provided.
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The purpose of this chapter is threefold: to explain the key elements of
marketing planning, to position key account planning within this context
and to provide a step-by-step approach to putting together a strategic plan
for a key account. These themes are set out in three sections. The first section
describes the nature of marketing planning and outlines the main steps
involved in the marketing planning process. The second section locates
key account planning within this process and explains its fundamental char-
acteristics. The third section provides a step-by-step process for completing a
strategic plan for a key account.

No matter where a key account is positioned in the relationship develop-
ment model (RDM) (Figure 8.1), if a supplier has aspirations for building
a relationship with a customer over time, then some kind of plan setting
out a strategy for how this is to be achieved will be necessary. The problem
with this is that most organizations are not very good at or even very
knowledgeable about planning. Thus, this chapter will also explain how
to prepare a strategic plan for a key account. However, key account plan-
ning must be placed firmly in the context of strategic marketing planning,
otherwise it will not be effective.

8.1 Strategic marketing planning

Marketing planning contributes to business success both by providing a
detailed analysis of opportunities for meeting customer needs and by pro-
moting a professional approach to making available those products or ser-
vices that deliver the benefits customers are seeking to well-defined market
segments.

The problem with

this is that most
organizations are not
very good at planning.

Key account planning
must be placed firmly
in the context of
strategic marketing
planning, otherwise it
will not be effective.
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Figure 8.1

The relationship
development
model.
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Marketing planning should not be confused with budgets and forecasts.
Marketing planning is specifically concerned with identifying what and to
whom sales need be made in the longer term to give revenue budgets any
chance of succeeding.

There is no such thing as a ‘market” — only people with needs and money.
An organization must offer something to prospective customers that will
make them want to buy from it rather than from any other supplier. Nowa-
days, markets are generally over-supplied and customers have a wide
choice. So, if an organization is to persuade people to part with their money,
it has to understand their needs in depth and to develop specific ‘offers’
with a differential advantage over competitors’ offers. These offers are not
just physical products or services, they are to do with the totality of the rela-
tionship between supplier and customer and include the organization’s rep-
utation, brand name, accessibility, service levels and so on.

In the less complex environments of the 1960s and 1970s, which were char-
acterized by growth and the easy marketability of products and services, a
‘production’ orientation was possible, largely because demand seemed
limitless. During the late 1980s, when demand was less buoyant, financial
husbandry began its ascendancy. Indeed, it seemed to work for a while:
profits continued to rise as costs and productivity increased. Alas, the ratio-
driven, cost-cutting, margin-management mentality persisted. Every prod-
uct had to make a prescribed margin over what it cost to produce it,
otherwise prices were raised or it was taken off the market. Too little atten-
tion was paid to the number of times products were turned over, so low
margin products were sacrificed. However, overheads either remained or
were rationalized as organizations drove themselves towards fewer, more
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profitable products. Eventually ‘anorexia industrialosa’ (an excessive
desire to be leaner and fitter, leading to emaciation and death) set in.

Companies went bankrupt at an unprecedented rate and even the
innovative approaches developed in the 1990s (total quality management,
balanced scorecards, business process re-engineering, relationship mar-
keting, knowledge management, customer relationship management and
so on) were unable to halt the rot that had set in.

Indeed, as described in Chapter 6, over a 20-year period up to 2000, most of
Britain’s highest return on investment public limited companies either dis-
appeared, downsized or got into severe financial difficulties. Nor was the
contagion confirmed to Britain. According to Richard Pascale, author of
Managing on the Edge: How Successful Companies Use Conflict to Stay Ahead
(Pascale, 1990), only six of the 43 excellent companies named in Tom Peters
and Robert Waterman’s In Search of Excellence: Lessons from America’s Best-
Run Companies (Peters and Waterman, 1982) would have been considered
excellent a mere eight years later.

It became increasingly clear that, sooner or later, corporations were going
to have to turn their attention to addressing their markets and their cus-
tomers instead of tinkering with their own internal processes, and this is
where strategic marketing planning comes into its own.

There is now a substantial body of evidence to show that requisite mar-
keting planning not only results in greater profitability and stability over
time, but it also helps to reduce the friction and operational difficulties
which arise within organizations.

Marketing planning is a logical sequence of activities leading to the setting of | Marketing planning is

marketing objective and the formulating of plans for achieving them. It is a a logical sequence of
management process which is conceptually very simple. As a planning sys- ?gt't\;]'gisegﬂcg r;gf
tem, it is a way of identifying options, of making them explicit, of formulating marketing objective
marketing objectives which are consistent with the organization’s overall and the formulating
objectives and of scheduling and costing out the activities most likely to | of plans for achieving
achieve the objectives. them.

Marketing planning is a managerial process, from which there are two
outputs:

® The strategic marketing plan, which covers a period of between three
and five years.

® The tactical marketing plan, which is the scheduling and costing out of
the specific actions necessary to achieve the first year’s objectives in the
strategic marketing plan.

The process itself and the output of the process are shown Figure 8.2.

The marketing planning process begins with an identification of the orga-
nization’s mission and financial objectives, which serves to confirm the



The Strategic Plan
(Output of the Planning Process)
Mission Statement
Financial Summary
m Market Overview
SWOT Analyses
Phase One L c Obiecti | Assumptions
Goal Setting | 2. Corporate Objectives Marketing Objectives and Strategies
3 Year Forecast and Budgets

3. Marketing Audit |<—

L‘r 4. SWOT Analyses |

Phase Two 15 Bl - |
Situation Review . Assumptions

| 6. Marketing Objectives and Strategies

“:l 7. Estimate Expected Results |

Phase Three
Strategy Formulation

E 8. Identify Alternative Plans and Mixes

9. Budget Measurement
and

Phase Four - ; eview.
Resource Allocation & Monitoring 10. 1st Year Detailed Implementation Programme I—)R

© Professor Malcolm McDonald, Cranfield School of Management

Figure 8.2 The 10 steps in the strategic marketing planning process.
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organization’s purpose and outline its aspirations. The next phase embodies
a comprehensive situation review or marketing audit in order to establish
inherent problems and potential. This involves summaries in the form of
SWOT (strengths, weaknesses, opportunities and threats) analyses for main
products/markets, leading to the making of assumptions and the setting
of draft marketing objectives and strategies for a three- to five-year period.
At this stage, other functional managers get involved in order to ensure
that the organization is capable of resourcing marketing’s requirements.

Alternative plans and budgets are then finalized and, eventually, tactical
marketing plans prepared. Company headquarters will often consolidate
both the strategic plans and the tactical plans into business or corporate
plans. At the start of the organization’s fiscal year, the tactical marketing
plan is implemented and monitored via the management information sys-
tem, until the whole process begins again in the next fiscal cycle.

This strategic and operational planning system can be represented as a cir-
cle (Figure 8.3), which obviates the question about whether the process is
top-down or bottom-up for, clearly, it is continuous.

Headquarters consolidation of Implementation of current
operational and strategic plans year’s operational plan

Issue of strategic planning
briefings or chief executive’s
‘kick-off’ meetings

Preparation of
short-term
operational plans

(open loop point 1)

and budgets * Management audits

(1 year) * Marketing audits

* SWOT analyses
 Objectives, strategies

* Budgets (proposed) long term

Headquarters review
Revise and agree long-term
objectives, strategies, budgets F|g ure 8.3

(open loop point 2) .
Strategic and

operational

planning.

The contents of a strategic marketing plan are listed in Table 8.1. The plan
can be made as formal or informal as necessary according to the particular
circumstances. The main point is that it should combine thoroughness
with creativity.

Over 20 scholarly research studies have identified hostile corporate cultures
and financially driven systems and procedures as the main barriers to
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Table 8.1
Contents of a strate-
gic marketing plan

How can any
organization achieve
customer focus

while it continues to
organize itself around
what it makes rather
than around its
customers or its
markets?.

1 A mission or purpose statement
2 A financial summary

3 A market overview
® What the market is
® How it works
® What the key segments are

4 A SWOT on each segment
® What value does each require?
® What value can we create to persuade customers to buy from us?

5 A portfolio summary of the SWOT
@ This classifies segments according to our relative strengths and
the potential of each for growth in profits over the next three years

6 Assumptions

7 Marketing objectives and strategies
® Prioritized in accordance with the portfolio summary

8 A budget
® For three years

implementing effective marketing planning. It is clear that until organiza-
tions learn to grasp the nettle of customer orientation, financial husbandry
will dominate corporate life, despite the fact that it has caused so many
casualties during the last 25 years and will continue to do so well into 2007
and beyond.

Another endemic problem in business is the depth of ignorance about
what marketing actually is. This is graphically illustrated by the comment
of one managing director, who announced aggressively at a public seminar
that “There is no time for marketing in my company until sales improve!’

The simple truth is that, while it is the marketing people who work out the
value required by customers, it is the whole company which delivers this
value.

Companies that persist in organizing themselves around tribes such as per-
sonnel, accountants, engineers, IT specialists, salespeople and so on, cannot
by their very nature achieve this integrated delivery of customer value.

Such groups will never subjugate their own tribal goals to the broader aims
of customer satisfaction and retention. In addition, how can any organiza-
tion achieve customer focus while it continues to organize itself around
what it makes rather than around its customers or its markets? Many cor-
porate cultures are, in the main, hostile to the marketing ethic. Directors
who got their job as a result of professional behaviour considered appro-
priate in the 1960s, 1970s, 1980s and 1990s do not know how to respond
to increased competition and static or declining markets. Their natural
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reaction is to resort to traditional measures, one of which is to cut costs
without addressing the fundamental issue of growth. However, crucially,
growth requires customers who want to buy things from us rather than
from our competitors.

It also takes intellect, confidence and courage to take a strategic rather
than a purely tactical approach. Unsuccessful organizations do not bother
with strategic marketing planning at all; instead, they rely on sales fore-
casts and associated budgets. It is a bit like steering from the wake all right
in calm, clear waters, but not so sensible in busy and choppy waters!

The problem with this route is that many salespeople sell the products they
find easiest to sell (usually at a maximum discount) to those customers who
treat them nicest. Thus, by developing short-term budgets first and then
extrapolating them, companies only succeed in extrapolating their own
inadequacies.

Preoccupation with short-term forecasts is typical of those companies that
confuse this approach with strategic marketing planning. Such companies
are being left behind by companies led by directors with a pioneering
spirit anchored in practical expertise. These business frontiers men and
women lead the effort in understanding their markets and customers, for
they know that it is only by creating superior customer value that their
companies will be able to survive and thrive.

Transforming ‘vision” into reality is where strategic marketing planning
comes in, enabling a number of plans or models to be developed which
spell out quantitatively and qualitatively the value that each employee
must create in order to achieve collective prosperity.

The authors’ research has shown that in peering into the murky depths of
organizational behaviour in relation to marketing planning, confusion
reigns supreme, and nowhere more so than over the terminology of
marketing.

This brings us to one of the most fundamental points in this chapter — an
understanding of the difference between strategy and tactics and the asso-
ciation with the relevant adjectives ‘effective’ and “efficient’. This point is
illustrated by the matrix in Figure 8.4, in which the horizontal axis repre-
sents strategy as a continuum from ineffective to effective and the vertical
axis represents tactics on a continuum from inefficient to efficient. Those
firms with an effective strategy (top right) continue to thrive. Those with
an effective strategy but inefficient tactics (bottom right) have merely sur-
vived. Those firms to the left of the matrix are destined to die, as too much
emphasis is placed on tactics, so avoiding the underlying strategic issues
surrounding changing market needs. Any organization doing the wrong
things more efficiently (top left) is destined to die more quickly than their
less efficient counterparts. It is a bit like making a stupid manager work
harder, thus doubling the chaos and probably offending twice as many
customers!
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Figure 8.4

The impact of
effectiveness and
efficiency on
success.

Strategy

Poor Excellent
Excellent

Die
quickly Thrive

Survive

As we have already said, companies led by chief executives with a proac-
tive orientation that stretches beyond the end of the current fiscal year
have begun to show results visibly better than the old reactive companies
with only a short-term vision.

Case study insight

Preventing a potential case of anorexia industrialosa

One Scandinavian capital goods manufacturer was devoting its ener-
gies to stock control, headcount reduction, cash flow and the like. The
problem, however, was of falling demand. Had it not been pointed out
to the Board that this underlying marketing issue had to be addressed,
it is easy to imagine how anorexia industrialosa could have resulted
(an excessive desire to be leaner and fitter, leading to emaciation and,
eventually, death).

Figure 8.5 shows the old style of company in which very little attention is paid
to strategy by any level of management. It will be seen that lower levels of
management do not get involved at all, while the directors spend most of
their time on operational/tactical issues. Figure 8.6, on the other hand, is a
representation of those companies that recognize the importance of strategy
and who manage to involve all levels of management in strategy formulation.

The rule, then, is simple:

® Develop the strategic plan first. This entails greater emphasis on scan-
ning the external environment, the early identification of forces emanat-
ing from it, and developing appropriate strategic responses, involving all
levels of management in the process.
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Board

Senior
management

Middle
management

Operations

Board

Senior
management

Middle
management

Operations

® A strategic plan should cover a period of between three and five years,
and only when this has been developed and agreed should the one-year
operational marketing plan be developed. Never write the one-year plan
first and extrapolate it.

The emphasis throughout this chapter is on the preparation of a strategic
key account plan. The format for an operational or tactical plan is exactly
the same, except for the amount of detail.

CHECKPOINT

Strategic focus

Do you think that your company places sufficient emphasis on strategy?

Figure 8.5
Tactical orientation.

Figure 8.6
Strategic orientation.
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Figure 8.7
Hospital groups
and key account
managers.

8.2 Key account planning

Key account planning must take place at the same time as or even before
draft plans are prepared for a strategic business unit. The following health
sector case study illustrates why this is necessary.

Key Accounts
A B C D E F

Medical

Administration

Catering

Energy

8.2.1 The position of key account planning in strategic
marketing planning

All planning should start with the market where the customers are. Indeed,
in anything other than small organizations it is clearly absurd to think that
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any kind of meaningful planning can take place without the committed
inputs of those who operate most directly with customers.

Figure 8.8 shows a hierarchy of planning with key account planning at the
base. Every principle outlined in this chapter applies right down to the
individual key account. Thus, the planning process shown in Figure 8.2
would be first applied to key accounts.

Corporate Plan

Marketing Plan

Segment Segment Segment
Plan Plan Plan

Account | Account | Account | Account | Account | Account
Plan 1 Plan 2 Plan 3 Plan 4 Plan 5 Plan 6

Figure 8.8
The planning
hierarchy.

From this point onwards in this chapter the discussion of strategic and tac-
tical planning will focus on key accounts.

8.2.2 Guidelines for setting key account objectives and
strategies

The first point to be made is that all key accounts are not the same. This
adage applies at two levels. First, it is obvious that all organizations will have
preferred markets and preferred segments within these markets. Figure 8.9
shows the current and projected revenues from different segments within a
single market.

Clearly, any organization without a distinct policy towards each of these
market segments is unlikely to be able to make a success of key account
management (KAM). On the understanding that your organization has a
clear and well-communicated policy for each of its target markets, we can
now turn our attention to setting objectives and strategies for key accounts
within each segment.

Let us take another look at the key account portfolio matrix shown in
Figure 8.10. Taking each quadrant in turn, it is possible to work out sensible
objectives and strategies for each key account. Accounts meeting the
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Figure 8.9
Prioritizing and

selecting segments.

Figure 8.10
Portfolio analysis
matrix.
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profile of the bottom left quadrant are likely to continue to deliver excel-
lent revenues for some considerable time, even though they may be in
static or declining markets. Good relationships are already enjoyed and
should be preserved. Retention strategies are therefore advisable, incor-
porating prudence, vigilance and motivation. More importantly, as the
supplying company will be seeking a good return on previous invest-
ment, any further financial input here should be of the maintenance kind.
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In this way, it should be possible to free up cash and resources for invest-
ing in key accounts with greater growth potential.

The quadrant to the top left (high potential/high strengths) represents
accounts with the highest potential for growth in sales and profits. These
warrant a quite aggressive investment approach, providing it is justified
by returns. Net present value (NPV) calculations may be used as a basis
for evaluating these returns, having taken account of the additional risks
involved. Any investment here will probably be directed towards develop-
ing joint information systems and collaborative relationships.

Accounts situated in the quadrant to the top right (high potential/low To do so would be a
strength) pose a problem, for few organizations have sufficient resources bit like pulling up a
for investing in building better relationships with all of them. To deter- vvneivkvsr?[?r;é;\\//arwgﬁg
mine which ones justify investment, net revenue streams should be fore- it had grown!
cast for each account for, say, three years and discounted to take account

of the high risks involved. Having made these calculations and having

selected the promising accounts, under no circumstances should financial

accounting measures such as NPV be used to control them within the

budget year. To do so would be a bit like pulling up a new plant every few

weeks to see if it had grown! The achievement of objectives should instead

be monitored using measures such as sales volume, value, ‘share of wallet’

and the quality of the relationship, enabling selected accounts to be moved

gradually towards partnerships and, in some cases, towards integrated

relationships. Only then will it become more appropriate to measure prof-

itability as a control procedure.

Accounts which the company cannot afford to invest in should be man-
aged in a similar way to those residing in the bottom right quadrant.
Accounts found in this quadrant (low potential /low strength) should not
occupy too much of a company’s time. Some of these accounts can be
handed over to distributors, while others can be handled by an organiza-
tion’s sales personnel, providing all transactions are profitable and deliver
net free cash flow.

First, consider the problem of aiming for OTIF (on time in full) delivery. It
is well known that, as shown in Figure 8.11, as delivery service levels
increase, so the cost of holding inventory grows exponentially.

It is worth expanding on this point, because so many suppliers have
ridiculous mission statements that include a desire “to delight customers’.
Let us explain why such statements are ridiculous and are guaranteed to
lose your company lots of money. It is easy to understand if you consider
Figure 8.12. Let us assume that a research survey had shown that, in a given
period, orders ranged from 500 to 10 000, with an average of 3000. Holding
3000 in stock would only provide a 50 per cent level of availability — clearly
unacceptable. If one standard deviation was 100, putting 3100 into stock
would provide an 85 per cent level of service (approximately). Two standard
deviations would provide a service level of well over 90 per cent. Three
standard deviations would provide a service level well into the high nineties,
which would clearly be very acceptable. The only problem with this is
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Figure 8.11
Delivery service
levels vs cost of
holding inventory.

Figure 8.12
Results of a survey
of orders over a
defined period.

Cost of holding inventory

Service levels
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Key: SD = Standard Deviation

that, for each small increase in service levels, large amounts of additional
inventory have to be held, hence the big increase in the cost of inventory
for high levels of service shown in Figure 8.11.

The answer, of course, is to select those segments that deserve very high
levels of service. The same applies to key accounts.

The authors were involved recently in running a sales conference for a
global company in the roller bearing business. The managing director
announced at the beginning of the conference that in the forthcoming year,
debtor days had to be reduced from 65 to 45. This objective depressed
the salesforce considerably because there was a recession at the time and
customers were taking extra credit. We solved the problem by asking the
salesforce to categorize their customers according to sales potential for the
forthcoming year — the vertical axis in Figure 8.13 — and according to
whether their customers loved them or hated them — the horizontal axis
(the lines in the matrix represent customers).
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Figure 8.13
Short-term (one-
year) customer
classification.

We then advised them to offer 35 days credit to customers in box 1 (being
nice to them, as well, of course), to offer 45 days credit to customers in box
2 (being even nicer to them, of course) and to offer 65 days credit to those
in box 3, (being mega nice to them as well). Finally, for customers in box 4,
we advised them to ask for cash on acceptance of their order and to insist
that they collected their orders personally!

It is clear that this story is a very exaggerated version of what actually
happened. Nonetheless, it gives more than a clue that not all customers
are created equal and throws into sharp relief the stupidity of those com-
panies that set out ‘to delight” their customers. The reality, of course, is
that some kind of customer classification system is essential before setting
objectives and strategies for them.

It is now appropriate to return to the issue of what kind of objectives and
strategies to set for key accounts that fall into the bottom right hand quad-
rant of Figure 8.10. Sometimes, there are very big key accounts in this box —
customers who do little other than drive suppliers” prices down and who
do not want to build close relationships with any supplier. Nonetheless,
their size ensures that they have to be in the key account programme.

For such companies, net free cash flow must be the prime objective. It
makes sense to try to secure such accounts, by lowest prices if necessary in
order to secure the high volume of sales, preferably via a two- or three-
year contract. Thereafter, service should be kept to the minimum, orders
should, if possible, be made via the Internet or a call centre and personal
calls should be kept to a minimum in order to save costs. If such a cus-
tomer insists on lots of free services, this pressure should be refused,
remembering that the objective is to maximize net free cash flow.

Figures 8.14 and 8.15 indicate the implications of high fixed costs/low
variable costs versus low fixed costs/high variant costs. Even local traders,
such as builders, instinctively understand this bit of traditional accounting
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theory. In a high fixed cost situation, for example where variable costs are
low, once revenue passes the breakdown point, profitability is very high.
In a low fixed cost situation where variable costs are high, once revenue
passes the breakdown point, profitability is much lower. This is why
builders employ their own workpeople such as carpenters and buy their
own diggers and so on in times when the construction market is buoyant
(i-e. high fixed costs). When the construction market is difficult, however,
they hire in workpeople and equipment as necessary (i.e. low fixed costs).
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The point is that, with customers in the bottom right quadrant of Figure
8.10 every effort should be made to reduce the fixed costs, as this is the
best way of maximizing net free cash flows.

Having explained all this, it should be clear that strategic plans should be
prepared for all accounts in the bottom left and top left quadrants of
Figure 8.10, selectively for those in the top right quadrant, and not at all
for customers in the bottom right quadrant, when short-term forecasts,
budgets and action plans will suffice.

All other company functions and activities should be consistent with the
goals set for key accounts according to the general categorization given in
Figure 8.10. This rule includes the appointment of key account managers to
key accounts. For example, some key account managers will be extremely
good at managing accounts in the exploratory, basic and cooperative KAM
stages where their excellent selling and negotiating skills are essential,
whereas others will be better suited to the more complex business and
managerial issues surrounding interdependent and integrated relationships.
The implications for key account managers are examined in Chapter 9.

8.3 Developing a strategic marketing plan for key
accounts

We repeat here what we said in Chapter 1 about the need for a strategic
plan as well as a tactical, short-term plan. We said that the good thing
about not having a strategy is that failure comes as a complete surprise
and is not preceded by a long period of worry and depression.

It is worth mentioning that preparing a strategic plan for a key account is
an intellectually demanding task that cannot be accomplished merely by
completing proformas. The authors have worked with many major organ-
izations and the plans that emanate from them are rarely of the high qual-
ity that they need to be for the plans to have any chance of becoming
reality. Accordingly, the authors have developed the criteria listed in Table
8.2 for evaluating the quality of strategic plans for key accounts. We
should like to stress that only plans that fall close to the left hand side of
the chart have any chance of achieving their objectives.

Earlier in the chapter, we outlined the contents of a strategic marketing
plan in Table 8.1. We now provide an annotated set of proformas for com-
pleting a strategic plan for a key account.

Strategic plans for key accounts are essential, but these must be positioned clearly within
the organization’s strategic marketing planning process. Where possible, key account
strategic plans need to be agreed and signed off with the functional managers within the
organization who will be delivering the promises to the customer. Ideally, they should
also be agreed with the customer



Table 8.2 KAM plan evaluation guidelines

Plan element Reference Level 1 Level 2 Level 3 Level 4 Level 5
sections
Overall Executive Excellent Good Acceptable Weak Little or no
Business issues | summary understanding understanding understanding understanding understanding
Presentation of KAM of KAM of KAM of KAM of KAM
Complete, coherent Mostly complete, Essential Significantly Incomplete
Addresses key issues some visible components incomplete or and/or includes
Appropriate emphasis coherence. No significant incoherent major
Focused and clear Addresses key issues contradictions contradictions
Creative Clear or omissions
Analyses, esp. | Section A, Comprehensive & Significant & Some use of Little use of Little or no use
market map outline effective use of tools effective use of tools tools of tools
Section B, Valid conclusions tools
customer drawn Illustrates main Elucidates key Does not draw No collusions,
Appendices | Deep understanding points of customer issues facing valid conclusions poor customer
of customer situation customer understandings
Objectives Section C, Realistic Realistic Statement Unclear or not Not stated, or
your plans Joined up with Connects current building from well connected just sales
customer situation, situation and current situation | to situation targets
customer and supplier strategies
supplier strategies
Strategy Section C, Clearly stated Clearly stated Clearly stated Strategy simply Strategy not
your plans Targeted Targeted Targeted stated stated, and/or
Added value for Added value for Added value for stated
customer customer customer strategies are
Feasible, clear Feasible, clear outcomes or
resource requirement resource requirement actions
Consistent with Consistent with
objectives objectives
Action Section C, 12 month 12 month 12 month Short-term action Short-term
your plans development development development Measurement is action
3 year major action 3 year major action Limited just sales No control
Matched with strategy Matched with measurement targets mechanism
Thorough strategy framework
measurement Focused measurement

framework

framework
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Executive summary

Main elements

Potential for profit

Account attractiveness score

To be scored against ExCo criteria

Last year

This year +3

ExCo relative business strength

Score against customer’s criteria vs best competitor

ExCo generic strategy for customer

Manage for cash, proactive maintenance, selective
investment/development, strategic investment

Equivalent customer strategy for ExCo

Efficiency, leverage, security, strategic

Intercompany relationship

Basic, Co-operative, Interdependent, Integrated

Forecast business

State whether forecast given in terms of volume, GM,
contribution

A. Current position

B. The customer’s business
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C. ExCo objectives and strategies

Business with customer LY TY TY +1 TY + 2

Total revenue

Rev change vs previous year

Gross margin

Example of a Strategic Plan

GM%

Customer wallet

Share of customer wallet

D. Action and review




A. Current position

A.1 ExCo account team

Name

Title/Function

Role

Examples:

Overall account manager

Customer operations

Market analysis

Quality issues

A.2 Principal customer contacts/relationships
(see Worksheet 1 for organogram/contact map)

Name Title/Function Role in relationship Level of Level of
with ExCo relationship importance to
with ExCo ExCo
Examples: Principal 0-5, see 0-5, see
contact Appendix 1.4 Appendix 1.4
Buyer
Marketing

Stage of intercompany relationship overall

See Appendix 1.3

Comments, e.g. on power structure and importance of contacts
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A.3 Customer history with ExCo
Sales history

c
)
a
e
(@)}
(7]
®
S
(Vo)
© Sales by LY-2 LY-1 LY
5= product/
o product ExCo Sales | ExCo GM | ExCo| Sales | ExCo GM | ExCo | Sales | ExCo GM
%i group sales inc/ sales | inc/ sales | inc/
S dec dec dec
g £m % £fm | % £m % £fm| % £m % £m | %
ExCo total
Size of *
customer
wallet
Share of ExCo
customer + total
wallet
Definition of Scope of wallet: content and limits (what is included, what is excluded)
wallet

*Customer’s spend on the category of goods/services currently/potentially supplied by ExCo

Background to trading history

Customer’s supplier management strategy See Appendix 1.2

Explain events influencing these results




A.4 Current issues

Recent sales history: to (month)

Sales by LYTD TYTD
LTS ExCo Sales inc/ ExCo GM ExCo Sales inc/ ExCo GM
product

sales dec sales dec
group

£m % £m % £m % £m %
ExCo total

Note significant issues and the date when this section was last revised

ue|d d1baje.3s e jo 9jdwex3




B. The customer’s business

B.1 Market position
Outline of the customer’s business: definition and scope

What do they do and where? What markets are they in?

Example of a Strategic Plan

B.2 Role/participation in marketplaces

Summarize and draw conclusions from the market map

B.3 Market/business environment

Summarize important points

B.4 Key external issues for customer

Note key opportunities and threats for the customer




B.5 Competitive position

Draw conclusions on position relative to competition and value to the customer

B.6 Customer objectives
Customer’s mission statement and goals

Where your customer wants to take their business (beware website verbiage)
Examples: aspirations, status, image and range of activity.
Either: as stated by the customer itself, or as far as you know it (but state which).

Customer’s quantified objectives

Your customer’s specific corporate objectives, quantified and time-bound: i.e. WHAT exactly do they
want to achieve in the foreseeable future? If you cannot obtain quantified information, give your
understanding qualitatively.

B.7 Customer strategies

List the major strategies they are pursuing/intend to pursue: i.e. HOW exactly do they intend to
achieve the above objectives?
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Example of a Strategic Plan

C. ExCo objectives and strategies

C.1 Customer critical success factors

(see Worksheet 7)

Critical success factor| Importance ExCo rating | ExCo score Best Best
weighting competitor | competitor
rating* score
Identify best competitor
Total 100

C.2 Key external issues for ExCo

Note key opportunities and threats for ExCo with the customer

C.3 Competitive position




C.4 ExCo objectives
Business/financial

Purchases LY TY TY +1 TY + 2 TY +3

by Z’°d”°” ExCo | ExCo | Sales| ExCo| ExCo | ExCo | Sales| ExCo | Sales | ExCo | ExCo | ExCo |ExCo | ExCo |Sales|ExCo | ExCo

product group sales | sales | inc/ | GM GM sales | inc/ | sales | inc/ GM GM GM sales |inc/ |[GM GM
dec dec dec dec

Existing em |em | % |em |% |em [% |em |% |em % £m | % em  |% |gm | %

business

Total existing

New business Business not received as at date of completing plan

Total new

Overall total

Customer
wallet

Share of
customer wallet

Other ObjeCtiVGS E.g. relationships, image, product range, range of activity

Objective Measurement LY TY TY +1 TY + 2 TY +3
Intercompany relationship Target stage:

ueld d1bajess e jo sjdwexy




Example of a Strategic Plan

C.5 ExCo business strategies
Planned business strategies

ExCo strategy TY+1 TY+2

Sales | GM Reso- | Net | Sales | GM
urce

Reso- | Net | Sales | GM | Reso- |Net
urce urce

ExCo’s customer management strategy overall

Comment on issues, barriers, alliances, feasibility

C.6 ExCo relationship strategies
Additional to business strategies

Relationship development strategy

Target contact name(s) & role(s)




Targeted relationship levels (by date)

ExCo staff Customer staff
Name 1 | Name 2 | Name 3 | Name 4

Name A 2>4 1>3

Name B 1>2

Name C

Name D

C.7 Risks (external) & dependencies (internal)

What external events could prevent your strategy being fulfilled (risks)?
On what internal events (or lack of them) does your strategy depend
for it fulfilment (dependencies)?

Strategy

Risk/
dependency

Chance of
occurrence

Nature
of
impact

Potential difference
from objectives

TY +1

TY + 2

TY + 3
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D. Action and review

D.1 Key action plan

Key actions ExCo Other depart- | Resource | Progress | Metric | Due Date
owner ments involved | demand | measure | target | date | completed
of action

Example of a Strategic Plan

Identify ExCo strategy here

Action to fulfil
specific strategy

Identify ExCo strategy here

Identify ExCo strategy here

Identify ExCo strategy here




D.2 Review

Make copies of this page for the other review periods.

People involved

Review due date

Actual date completed

Element Progress Corrective action | ‘Owner’ of | Date
measure corrective | for
Target Actual action further
metric metric review
Objectives
Strategy Key action

Risks/dependencies
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Processes — making key account
management work

Fast track

Today, the delivery of superior customer value is as much about a com-
pany’s business processes as it is about the core product or service, and
yet implementation gets nothing like as much attention as it needs. If
something has to be done more than once, and almost everything does
recur, then there should be a process for doing it. A process can even be
mapped for relationship development and, indeed, relationships might
develop a lot faster if such a process were followed.

A process may be defined as ‘A continuous and systematic series of
actions performed in a definite manner directed to some end’. It should
represent the most effective and efficient route to converting inputs into
outputs. Suppliers’ processes are generally designed to deliver to many
customers in a standardized, replicable manner, which is good for costs
but often not good for key accounts. Start by ‘auditing’ your processes to
see which perform well for key accounts and which, from their point of
view, are too slow, inflexible, unreliable, opaque, uninformative,
uncosted and unsuitable for integration with the customer’s processes.

While, at first sight, you may think that there are only a limited num-
ber of processes which impact on key customers, on closer examination
you will see that there are far more. They can be divided into:

e strategic processes that involve senior management, to which key
account managers contribute,

e strategy realization processes that add value to the supplier and
customer through realizing the agreed strategy, with which the key
account manager spends most of his or her time,

e operational/transactional processes concerned with the delivery of
what has been promised.

The key account manager plays a different role in each and has
different levels of ‘ownership’ of the process. For example, key account
managers need to understand operational processes and be alerted
to deviations from expectations, but should not be part of the daily
machinery or they will never do anything else.
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Each process should be broken down into its component steps, and the
role of the key account manager and others identified at each stage. This
exercise demonstrates how the process works, and also builds up a pic-
ture of what their job should be.

Senior management is responsible for a number of processes in suc-
cessful key account management, and if they are not aware of that at
the outset, the requirement and the means to fulfil them should be
identified for them at an early stage. The key account manager’s role is
mostly provision of information to these processes, so he or she needs
to be aware of them, how they work, and what should be contributed.
The strategic processes include:

Selecting attractiveness criteria and key customers

Managing the customer portfolio

Considering implications of customer strategies

Incorporating account plans in business planning
Allocating/prioritizing resources

Assessing and managing risk to the company

Sponsoring key customers

Coordinating across boundaries

Enabling organizational learning.

Key account managers have another set of processes with which to
work. ‘Developing’ occurs frequently in this list, because their job is to
add value to both organizations by managing change:

Analysing key accounts, developing strategy and planning
Developing relationships with customers

Developing business, capturing opportunities

Selling and negotiating

Pricing

Developing new products

Customizing products and service

Managing the product mix

Developing marketing programmes

Developing the supply chain

Developing transaction handling

Providing customer training
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e Developing internal relationships

e Providing information.

Below is a simplified list of operational processes, which run day in, day
out. Key account managers, whether they like it or not, are held respon-
sible by the customer for the delivery of what they have promised, so
they need a process of two-way communication with operations by
which they can brief operations with information they get from the cus-
tomer, and operations can brief them as appropriate, about good and
poor performance.

Selling

Processing orders

Manufacturing/operations

Servicing customers

Delivering to customers

Collecting payment.

A good deal of sales activity belongs at this operational/transactional
level, and may be carried out by the field salesforce or telesales, rather
than the key account manager.

Measurement should be fit for purpose: it does not come free. Meas-
urement is closely related to processes and is often about processes, so
it fits alongside them at the three layers of the company identified
earlier:

e Strategy: Measurement of profit to support making the right strategic
decisions.

e Strategy realization: Measurement of value and progress to support
the alignment of implementation with strategy, including the
‘amount’ of key account management (KAM) invested in the customer.

e Operational/transactional: Measurement of cost and performance
to support improvements in efficiency and productivity.

Key customers in different categories, treated to different strategies,
should clearly be measured differently. Performance objectives should
reflect these different expectations.
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Introduction

Today, the delivery of superior customer value is as much about a company’s
business processes as it is about the core product or service. Because many
markets and products are mature and opportunities for differentiation are
few, suppliers have to look further for means of differentiating themselves.
Indeed, great implementation offers real competitive advantage, while good
implementation is a minimum requirement at key account level.

Implementation, rather than structure and strategy, is most often at
the root of organizations’ problems.
(Bonoma, 1985)

It may be the least ‘sexy’ part of key account management, but it is
arguably the most important. Key customers overwhelmingly prefer sup-
pliers that are ‘easy to do business with’, and that means the on-going man-
agement of the business at least as much, if not more than, the deal-making
process. Implementation gets nothing like as much attention as it needs.

Key account managers need to realize that they cannot do the whole job
on their own, or even just with the team. Once that is admitted, it becomes
clear that they must work with and through other parts of the company,
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and then their job becomes one of finding out how to get their plans
implemented. This chapter focuses particularly on the idea that engaging
a process is the best way to get things done, and that if key account man-
agers embrace the processes in their organizations and work with them
rather than against them, then the chances of success with customers, and
repeated success, is much greater.

9.1 The role of processes in implementing key
account management

9.1.1 The importance of processes

Over the last few years, the fields of supply chain management and procure-
ment have upgraded their whole approach to their role in the organization.
They have taken on new tools and techniques, developed new processes,
and educated people to use them and do a really professional job. These dis-
ciplines have now made companies billions of pounds, and they have rightly
taken a seat at the boardroom table on the back of those achievements.

Customer management is due, if not overdue, for the same kind of
makeover. Indeed, it is essential if it is to have any chance of standing up to
the fully analysed, carefully prepared and operationalized demands of the
customer’s procurement and supply chain management. It will involve
learning much more about how the supplier operates and what its cap-
abilities are, learning more techniques like process mapping, project manage-
ment, activity-based costing, bid development, etc. to work with customers
in a far less superficial way than in the past. Instead of being on the outside
of the company’s processes, key account managers need to get to grips with
them and understand:

o How the process works

e How it interfaces with other processes

® What costs money to change or has negative onward effects

o How to go about getting modifications and who to talk to.

Without this understanding, key account managers cannot represent the
customer’s needs in the supplier’s process design and specification; and if
they do not, who will? When customer input is missing, companies can

make decisions that make sense in their own terms of reference, but are
potentially very damaging to customers.

However good the relationship with a customer, ultimately, a supplier is Key account

judged by what it delivers, and quite rightly too. Key account managers managers cannot
cannot abdicate responsibility for current operations, even though they abdicate
are not directly responsible. Customers are clear that, if the key account responsibility for

manager effectively makes a promise to them, as part of whatever deal is current operations.

struck, then it is the key account manager who is responsible for its fulfilment.
In that case, you would want to be sure that your promise can be delivered
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As companies get
more complex on
both sides, the need
for transparent and
trackable processes
becomes more
important, not less.

A process (is) ‘A
continuous and
systematic series of
actions performed in
a definite manner
directed to some
end’.

and that a robust way of doing it exists, or will exist within the timeframe
agreed. Some companies and key account managers have tried to separate
the two, but unsuccessfully, as far as customers are concerned.

Chapter 11 discusses ways of organizing key account management and
trying to minimize the ‘silos’ or independently operating divisions in a
company that prevent a joined-up delivery to the customer. With all the
goodwill in the world, companies will still operate in silos and, more than
sometimes, goodwill is not enough to cross the boundaries. Far better is a
defined and robust process.

Case study insight

The customer’s take on responsibility for operational issues

“We realize now that the previous key account manager must have done
a lot of fixing for us. The new one doesn’t see that as his role, so now
we're seeing all the warts. We have said we aren’t happy, but he just
doesn’t seem to take it in. He wants to talk about new services, and we
want to know when they’re going to sort out what they’ve already got.”
(Supply chain director, multinational company)

As companies get more complex on both sides, the need for transparent and
trackable processes becomes more important, not less. You should be con-
sidering not only how you persuade and motivate people to support the
key customer, but also how you can develop or modify a process that can
deliver what is required with greater certainty, and over a longer period.

9.1.2 The nature of processes

We are really concerned with processes that relate to key accounts. However,
these might turn out, on closer examination, to be quite a large proportion of
the company’s processes. Manufacturing processes, for example, might seem
quite remote from key accounts, but they can block the creation of customized
products, so they are highly relevant. In making the kind of commitments
that will drive business with key customers forward, you are likely to
encounter more processes than you ever thought existed in your company.
They need to work well, and in a way that satisfies key customers, and you
need to engage with them. Understanding them is the first step.

A process may be defined as ‘A continuous and systematic series of
actions performed in a definite manner directed to some end’. Processes
may be seen as a way of converting inputs into outputs, where the inputs
and outputs can be of many kinds, from very tangible physical materials
to intangibles that may or may not even be captured in a physical form.
‘Process’ therefore contains the ideas of:

® Purpose

@ Definition



9 — Processes — making key account management work 243

Inputs
Linked steps

([ ]

([ ]

® Action
e Outputs
([ ]

Performance.

Whether you are trying to follow a process or develop a new one, you can
use this as a checklist to systematically collect the information you need to
understand how it works or should work. Figure 9.1 represents a process as
ajoined-up series of steps with inputs to and outputs from each. Process map-
ping is a well-developed technique, with commercially available software
to support it, but you can get a long way by just drawing a series of boxes
and linking them up (Practical tip: use one large self-stick note for each step,
and then you can move them as you learn more about the sequence, with-
out having to start again!).

Process for

Step 1 Step 3

Specified Specified Specified
action action action

Figure 9.1 A process as a series of steps.

In some cases, a process might not currently exist and might need to be cre-
ated, such as a process for relationship development. If an activity is gen-
uinely one-off and will not be repeated, then developing and specifying a
process may not be worthwhile but, in fact, many activities described as
unique are not. Other people in the organization may be doing the same
thing as another ‘one-off’, and could achieve their objectives faster, with less
pain and more success, through following a specified process that someone
else has trialled and tested.

Key customers have high expectations. From our research, we have iden-
tified what is required of a supplier’s processes to meet their expectations
and to meet the supplier’s needs. Processes need to be:

@ Flexible: Responsive to the customer’s needs and open to customization.

o Fast: Performance to agreed timing is generally what is required but,
when speed is important, the process needs to be able to shift up a gear
to meet that need.
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For key customers,
some kind of
differentiation is
obligatory.

nagement

o ’‘Integratable’: Aligned and able to integrate with customers’ processes,
based on the same or a complementary framework to ensure a smooth
‘handshake’.

® Robust: Reliable delivery to expectation every time, not fragile or likely
to collapse under pressure or change.

e Transparent: Able to answer questions like ‘What is happening now?
What progress has been made?’

e Informative: To yield accurate, accessible, manageable performance
measurement.

e Costed: Suppliers (possibly customers too) should have an understand-
ing of where the costs are so the cost/saving impact of changes can be
discussed.

You may feel that your company’s processes do not perform well for key
customers and, indeed, often they do not. They have been set up with dif-
ferent objectives in mind, for example, handling a large number of smaller
customers as efficiently as possible, or reducing inventory costs, or reduc-
ing debtor days. Generally, they aim for more standardization, whereas
for key customers, some kind of differentiation is obligatory, and that dif-
ferentiation may lie in how effectively the supplier operates its processes
in delivering to the customer.

You may need to start a debate about the suitability of your company’s
processes for key accounts. If you begin with an ‘audit” such as that shown in
Figure 9.2, which assesses your processes against their expectations, you can
quickly gather the views from around the company. Start by identifying the

Process
attribute

Process Average
score by
attribute

Flexible

Fast

Integratable

Robust

Transparent

Informative

Costed

by process

Average score

Figure 9.2 Audit framework for supplier processes.
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relevant processes (see Section 9.2) and then score each against the process
attributes on a scale of 0-10. It could be interesting to see intuitive assess-
ments gained by completing the grey boxes in the table first, and then com-
paring them with views gained more systematically.

Completing such an audit will help suppliers to:

e discuss where views are different, and why, which should reveal mis-
understandings and gaps in understanding

o identify which processes seem satisfactory and which are not, and start
to address those most in need of attention

e identify in what way poorly performing processes are failing key cus-
tomers, in order to clarify change objectives.

An audit of company processes clearly must start with identifying the
processes concerned. The model of an organization in terms of layers of
activity, as in Figure 9.3, provides a useful framework, since processes
(and people) will be largely attached to each layer. Look for processes rele-
vant to key account management in each of these layers.

Present
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Layers of activity
Figure 9.3

Layers of activity
and processes.

At the top level, the Board’s activities focus on strategy and managing the
future. As key account management has a major impact on strategy, there
are processes that the Board will need to implement to ensure that key
account managers can do their jobs (see Section 9.2). The next layer, which
includes key account managers, consists of value-adding activities to real-
ize or fulfil the strategy, involving change. The operational level is very
much to do with current delivery, and is generally the responsibility of
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There is a grave
danger of becoming
sucked into being
integral to the daily
activity and fire-
fighting, and only
having time left to
fulfil a minor part of
the role.

people other than the key account manager, although he or she has an
essential degree of involvement here too. Two processes, communication
and measurement, stand out because they are important from top to bot-
tom of the organization (see Sections 9.2 and 9.3).

CHECKPOINT

Are your company'’s processes friendly to key customers?
Has your company:

® Mapped the processes that most concern key customers?

® Audited their performance against key customer’s expectations and
your company’s needs in managing them?

9.1.3 The key account manager’s role in processes

Key account managers play different roles in the processes that belong to
each of these levels. Most of their time will be taken up with activities in the
value-adding layer, working to change current situations, but they also
have major contributions to make to strategic layer processes and to oper-
ational activities as well. Indeed, it is very important that they have a sound
understanding of how the operational processes work in order to clarify for
themselves and for everyone else what they do and do not do at this level.
Otherwise, there is a grave danger of becoming sucked into being integral
to the daily activity and fire-fighting, and only having time left to fulfil a
minor part of the role.

While the strategic processes ‘belong’ to senior managers, key account man-
agers make important contributions to them, particularly in providing infor-
mation. Consider carefully how you play this part, since that will have a
major influence on the outcomes. For example, if your strategic account plan
is late and incomplete, you cannot be surprised if you do not get backing for
it. If you do not brief your executive sponsor clearly, he or she may not under-
stand the issues fully and may say something inappropriate to the customer.
You need to engage with the higher level processes as well as your own.

To identify how the key account manager should be involved with each
process, start with breaking it down into its component steps and mapping
the sequence, as in Figure 9.4. It is important to identify who is responsible
for each step. For some steps it will be the key account manager, in others it
will be someone else. Even when the main responsibility lies elsewhere, the
key account manager may have a role to play that should be specified and
accepted by all.

This exercise can expose serious gaps and misunderstandings, which can
then be addressed. Figure 9.5 converts this diagram into a form that col-
lects additional useful information. Where the picture shows frequent
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Process for

Step 1 Step2 Step3 Step4 Step5 Step 6

Process
component

Person
mainly
responsible

Key account
manager's Figure 9.4
role

The key account
manager’s role by
process component.

Specification
Process
component
Person mainly
responsible

Key account
manager’s role
Other’s role: who
and what

Inputs to process
component
Outputs from

process
component

Flexibility

Linkages with
other processes

Performance
metrics

Cost

Figure 9.5 Process data capture proforma.

interactions with particular people or functions, it suggests that these
people should be part of the account team (see Section 10.2). Through
completing a series of these maps, key account managers will build up for
themselves and their colleagues a very clear view of their job, and how
they interact with others in the company.
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Companies that have carried out this exercise have been impressed by:

@ The scope and variety of the key account manager’s job

® The competencies required to carry out the responsibilities

e The quantity of activity that depends on the key account manager.
Indeed, the exercise provides valuable input to a discussion on whether
the key account manager can carry out the substantial workload which
normally appears in this investigation. Check your results against Dr Sue
Holt’s findings (Holt, 2003), that good key account managers typically
spend their time as follows:

@ 30 per cent interacting with the customer

® 60 per cent internal activity

@ 10 per cent account planning,.

CHECKPOINT

Do you know how your company’s key account managers
spend their time?

® |nternal vs external activity?
® \What kind of internal activity?

® Do you know the balance between short-term and longer term activity?

The following sections describe the individual processes with which key
account managers are normally concerned, but there will undoubtedly be
more than can be mentioned here.

9.2 Key account management implementation
processes

9.2.1 Strategic processes

The supplier’s Board has an important role to play in key processes that cru-
cially address how key accounts as a group are managed in the company.
There is a very great difference between suppliers where the Board has rec-
ognized what it has to do, has developed the processes for which it is
responsible and is operating them, and one in which the Board has pushed
all activity down to the key account manager level and is, basically, ‘sitting
on its hands’. The former will be reaping the rewards of its efforts, the latter
will probably be losing key accounts and key account managers as well.

Some key account managers are ambivalent about having their Boards
involved with customer management in any way, but excluding them is
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unwise and passes up invaluable support. Key account managers need the
Board to leverage its authority from time to time in order to achieve certain
goals. This authority is better operated through a proper process, which is
recognized by all and which delivers the right decisions because of the
Board’s on-going involvement with key customers. Figure 9.6 shows the
main processes attached to senior management.

Selecting attractiveness criteria and key customers

Managing the customer portfolio

Considering implications of customer strategies

Incorporating account plans in business planning

Allocating/prioritizing resources

Assessing and managing risk to the company
Strategy Sponsoring key customers

realization Coordinating across boundaries

Change Enabling organizational learning

Present

Layers of activity

Figure 9.6 Strategic processes in key account management.

Strategic process: Selecting attractiveness criteria and key customers
The criteria for evaluating the attractiveness of key customers need to be
identified and agreed at the most senior level, since they have serious
implications for the company and for individuals within it, and can be
quite controversial in their implications. These criteria (see Chapter 2)
determine which customers are candidates for receiving special resource
and which are not. A multi-step process should be adopted.

1. Agree the criteria (senior management) to reflect the company’s strat-
egy and their interpretation of it.

2. Roll the criteria out to key account managers and others in the company
with customer knowledge to score the customers.

3. Collect the customers’ views of the supplier.
4. Build a portfolio view of the candidates for key customer status.
5. Review the portfolio (senior management), confirm and communicate

the selection.

The implications are too important to allow the selection and categoriza-
tion to be subjected to bias and personal opinion. Take care to obtain object-
ive evidence and the corroboration of third parties wherever possible.
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Selection and
deselection decisions
should not be taken
lightly, hastily or on
short-term evidence.

Unless there is a
distinct process for
conveying customers’
strategy to senior
managers, it does
not happen.

In addition, the original process of selection needs to include a proper
process for adding key customers to the portfolio, and also for removing
others, or a portfolio can quickly get out of control. Selection and deselec-
tion decisions are not easily reversed, so they should not be taken lightly,
hastily or on short-term evidence.

Strategic process: Managing the customer portfolio

Like a fund manager, someone should be overseeing the performance of the
key customer portfolio and making adjustments as necessary. Even where a
person has this role, a process of review, response and communication
needs to be in place. If there is no single person with this role, then it is even
more important that processes exist to:

® enable the performance of these customers to be brought into a single
view,

@ determine and agree action,
® communicate with concerned parties and

e implement action.

This is a tough area for companies without a central KAM unit, and the
tougher it is, the more important it will be to establish a robust process that
is at least sponsored, if not managed, at a very senior level in the company.

Strategic process: Considering implications of customer strategies
Key customers do not realistically expect that their suppliers’ strategies are
entirely driven by their needs, even if they would like it, but they do expect
that staff at senior levels will at least know what they are doing and why.
However, unless there is a distinct process for conveying customers’ strategy
to senior managers, it does not happen. Some Boards are out and about in the
marketplace and have excellent ‘antennae’ for sensing customer strategies,
and others are very introspective, and will have no such understanding
unless it is systematically fed to them. We have observed several processes for
this purpose, but you need to decide which one or, better, which combination
of them will be most effective in your company. The processes include:

o Monthly reports featuring customer strategy submitted to the Board
and discussed as an agenda item.

® Regular presentations of key customer strategies by the key account
manager at Board meetings (e.g. two or three per meeting).

® Quarterly or annual forum for presenting key customers and discussing
strategic implications.

® Annual/quarterly meetings between the customer’s senior manage-
ment and the executive sponsor (see below).

In developing your process, consider how to use the Board’s limited time
to best advantage, balancing information input with the time required for
it to make a response or decision and communicate it, or you may end up
with a one-way reporting process that has no apparent outcome.
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Strategic process: Incorporating account plans in business planning
In most companies the business planning cycle is already a tortuous series
of strategy documents and forecasts whose origins may lie in a supplier’s
regional organization, production department, finance function or else-
where. Without a defined step in the business planning process which
asks for input from key account plans, they will not make any contribu-
tion, and key account managers will feel they have wasted the time they
spent on planning. Unless the plans are specifically linked into the
process, they will not fulfil the vital function that is an invaluable part of
the reason for having key customers at all — their ability to guide the sup-
plier successfully through changing market conditions in partnership
with leading customers.

Generally speaking, business plans developed by internal departments
will rely heavily on trends mechanically extrapolated from the past. This
approach assumes that the future will look like the past, which is a very
dangerous assumption these days. Unless strategic key account plans are
incorporated into the process, the company could easily find itself under-
financed, or geared up to produce the wrong items in the wrong place, or
failing to invest in innovation for new markets, or suffering a host of other
unintended consequences of a failure to institutionalize these plans.

Strategic process: Allocating/prioritizing resources

The amount a supplier is prepared to invest in a customer marks the crit-
ical difference between key accounts and other customers. A company
should keep careful control of its resources and which customers receive
them, and that demands a proper process of approval at the right level in
the company. Some companies still allow significant amounts of resource
to be won through key account managers using their powers of influence
and persuasion to elicit resources from department managers and budget
holders, which cannot be the right way to manage a company if, indeed, it
can be called management at all.

Case study insight

Investing in R&D with customers in the hi-tech sector

For an innovative hi-tech supplier, co-developing R&D projects with
customers was an ideal way of creating new products and the markets
for them simultaneously. However, on reviewing the results of its new
product development after several years, it realized that it had invested
a good deal of time and effort in projects that had been very successful
technically, but had failed to yield the commercial returns expected. On
further examination, it found that quite a high proportion of these pro-
jects had been driven by exciting ideas from rather small companies
that did not have the capacity to commercialize the new products when
they had been created. From then on, it decided that only key accounts
should be offered R&D projects, and introduced a process of approval
that ensured enforcement.
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You can assume that
if there is no process
to manage
something, it is not
being managed.

The process should include the following steps, at least:
1. Agree resource available to the key account portfolio.

2. Key account managers submit strategic account plans including requests
for specified resources.

3. Approval to commit resources in principle agreed (or not) in line with
total budget.

4. At appropriate time, detailed business case submitted for final approval.

5. Approval to spend resource given (or not) in line with forecast out-
comes and budget available.

Case study insight

Controlling resources in a global manufacturing company

A new global accounts director reviewed the plans and performance
of all key accounts in his first week after appointment. He was disap-
pointed with both. Performance was mediocre and key account man-
agers were acting ad hoc, not using the plans or keeping them up to
date. He immediately insisted that all plans be rewritten, including
the case for any resource. He made it clear that he would allocate his
entire budget based on the business cases in the plans, and therefore
that any late requests would not and could not be approved. Some
key account managers responded, some continued in the same way —
until they discovered that, indeed, they could not get any resources
from ad hoc requests. Key account planning and performance both
improved significantly.

Strategic process: Assessing and managing risk to the company

Low risk is inexorably related to low returns. While making every sensible
effort to reduce exposure to risk, all business activities and all customers
involve some residual degree of risk. Companies need to decide on the
exposure to risk they are prepared to accept, and then manage towards
that level. However, companies talk about risk but rarely measure it and
generally do not have a process for managing it. As with everything else
discussed in this chapter, you can assume that if there is no process to
manage something, it is not being managed.

The process of balancing risk in the portfolio can be included within the
overall management of the portfolio discussed above. In addition, though,
there needs to be a process for:

® Assessing the riskiness of individual customers relative to other cus-
tomers and reassessing it regularly

Supplying the data to the portfolio manager or management process
Analysing the position and deciding on what action should be taken, if any

Communicating decisions

Monitoring their fulfilment.
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Many companies only assess the financial stability of their customers in
order to establish their ability to pay their bills. There are many more risks
involved in KAM which should be properly and objectively evaluated on
a regular basis.

Strategic process: Sponsoring key customers

Executive sponsorship of key customers is a great idea that needs careful
execution. Board members should each be allocated a manageable number
of key accounts, somewhere between one and three, in which they will take
an on-going interest and meet a few times per year, somewhere between
annually and quarterly. The sponsor gives the key customer a defined route
to the supplier’s boardroom and a point of final escalation if absolutely
needed, which demonstrates to the customer its importance to the supplier.
It gives the Board contact with the most important part of its marketplace,
and provides support to the key account manager.

Again, executive sponsorship needs a process to make it work properly,
one that includes the following elements:

® Matching directors with appropriate key accounts

® Reviewing customer strategy with the key account manager

@ Defining and agreeing the role of the executive sponsor and key account
manager

@ Briefing the executive sponsor on specific aims or occasions

@ Providing access on demand to the account plan and current issues.

Case study insight

The Siemens approach to executive sponsorship

Siemens saw that its top management needed to be more involved with
its key accounts in order to open doors in the customers and to gain sup-
port internally, so the company introduced TERP, its Top Executive
Relationship Process, which included an overall plan for TERP meet-
ings and pre-meeting briefings; plus protocols and actions. In Siemens’
words, the programme was designed to:

® ‘Orchestrate/align the TOP management of Siemens to the TOP
management of our customer

e Executive support of account plan projects — key projects and cross
selling

e Consistent process of executive meetings and actions (standardized)

e Easy to use systematic information management from executive
engagement
— cross account team portals
— cross customer
— cross units.”

The initiative resulted in accelerated growth in Siemens’ top accounts
and was an important part of a hugely successful KAM programme.
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People are wasting
time and resources
and failing where
others have
succeeded, when
they could have
learned from internal
best practice.

Strategic process: Coordinating across boundaries

Key account managers have to work across boundaries, but they normally
have to fall back on goodwill and good corporate citizenship to achieve
their objectives. At times, that is not enough. Key account managers may
encounter internal functional boundaries, and global account managers
have to tackle extra barriers from national boundaries in order to coordinate
the collection of information and commitment to deals they are trying to
negotiate across numerous countries. If each occasion has to be approached
as anew occurrence, key account manager talent will wear out very quickly.

These issues are fairly predictable in their nature, if not in detail, so it is
quite possible for companies to establish a process to deal with them,
although it is not really possible to generalize this process here as much as
the others described previously. Several processes are involved: for example,
cross-boundary information collection; cross-boundary proposition devel-
opment and approval; and conflict resolution, on occasion. These processes
need to be fitted to each company’s structure and managed proactively by
senior managers in the interests of the company as a whole, rather than
narrow functional or strategic business unit (SBU) interests.

Strategic process: Enabling organizational learning

Key account managers develop brilliant ideas, execute fantastic projects, win
difficult bids and achieve fabulous results — but not all in the same place at the
same time. Imagine how much better the results could be if all of this could
be brought together. Sadly, this wonderful experience often stays where it
was gained, and is inaccessible to the rest of the company. People are wasting
time and resources and failing where others have succeeded, when they
could have learned from internal best practice, because there is no process
through which their experience can be logged and retrieved when needed.

Case study insight

IMI promoting sharing globally and across diverse
engineering businesses

IMI plc has an extensive list of blue-chip customers across a range of
industries and geographies. Key account management is an IMI com-
petency that has supported the delivery of higher added value solu-
tions to this group.

Over the past five years IMI's CEO and senior executive sponsorship of
KAM has been active, and high levels of investment have supported
skill and behaviour changes. The 'IMI KAM Academy’ is coordinated
centrally and drives and supports continuous improvements in key
account activities and processes across each of IMI's five “platform’
business areas.

The Academy initiates and organizes extensive training activities for
key account and line managers. It provides best practice tools and
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techniques covering areas such as account planning and relationship
mapping. There is also a market intelligence service that key account
managers from across the globe call on for insights tailored to their
needs. In addition, the Academy also coordinates activities to deliver
creative concept generation and innovation. An extensive ‘best prac-
tice” outside network of agencies, consultants and councils, including
Cranfield University, is used across these areas.

Before a process can be developed, companies must first decide the best
way for them to share knowledge. Consider using some or all of:

Best practice forums

Communities of interest

[ ]

[ ]

® Prepared case studies

® Access to documents like account plans
[ ]

Dedicated websites.

When the mix of media has been agreed, a process should be developed to A process should be
keep sharing live, easy to access and supplied with fresh material. Incentives developed to keep

may be offered for contributing material and for using the system. sharing live, easy to
access and supplied

.. with fresh material.
9.2.2 Strategy realization key account management

processes

The majority of the key account manager’s time should be spent on the
strategy realization processes in Figure 9.7, or how key account manage-
ment adds value to the organization and to the customer. These are the
ones in which he or she plays pole position in managing the inputs to the
process, coordinating and driving progress, and managing the outputs
from the process.

The word ‘developing’ appears frequently in the list, which is indicative
of the role. Key account managers should be focused on what they are
doing to develop and change the relationship with the customer, what
value they are adding to the customer’s business, and what value they are
adding to their own business. That should cover 90 per cent of their time,
with no more than 10 per cent, and ideally less, devoted to fire-fighting
and problem-solving.

Strategy realization process: Analysing key accounts, developing
strategy and planning The planning

The key account manager is responsible for most of this process, which process, time-
consuming though it

explains why Sue Holt found that it took 10 per cent of the key account man- s should not be
ager’s time (Holt, 2003). The planning process, time-consuming though it is, ‘outsourced’ to
should not be ‘outsourced” to another team member. Only intimate know- another team

ledge of the plan and the rationale behind it can give the key account member.
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Analysing key accounts, developing strategy
and planning

Developing relationships with customers
Developing business, capturing opportunities

Selling and negotiating

Strategy Pricing

realization Developing new products
Change

Customizing products and service
Managing the product mix
Developing marketing programmes
Present ) .
Developing the supply chain
Layers of activity * Developing transaction handling
Providing customer training
Developing internal relationships

Providing information

Figure 9.7 Value-adding processes in key account management.

manager sufficient confidence to discuss it in detail with customers. How-
ever, the key account manager can and should work with a team in order to
gain a broader range of contributions to improve the quality of the plan.

The key account manager manages this process from start to finish:

e Setting up: Identifying, training and briefing the team

e Analysis and strategy setting: Development workshops and informa-
tion gathering

e Planning: Producing the plan and planning communication
® Roll-out: Get approval, assemble implementation team and communicate

® Measure and monitor: Set up and run measurement, review and response.

Strategy realization process: Developing relationships with
customers

One key account director, when asked if there was a process for relationship
development in his company, replied that he did not think so, because peo-
ple just know” how to develop relationships. In fact, he was quite dissatis-
fied with the state of his company’s relationships, and perhaps he should
have considered whether a lack of process might be responsible for the sit-
uation. Many people know how to develop personal relationships, but not
necessarily intercompany relationships, and even the best key account man-
agers would be helped by seeing relationship development as a process.
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It fits our definition of a process at the beginning of this chapter just as well
as many others. Indeed, seeing relationship development as a process, as in
Figure 9.8, has a number of advantages:

® Missing out steps is less likely to happen

® Seeing the whole process helps planning, which generally improves
speed and certainty

® Other people can see how they can help
® Progress can be monitored

® Progress can be compared with other relationships.

A process of relationship development

Decide
current &
desired
overall
relationship

Select

| relationship

features to
develop

Understand
customer’s
supplier
relationship
mgmt

Map people
in customer’s
organization

Assess
importance
of each and
current
relationship

Decide

relationship
desired with
each person

l

Monitor
progress,
results &
costs

Business
review
process

Implement
plan for
relationship
development

Launch
relationship,
team
building

Develop
plan for
relationship
development

Research
individual
(objectives,
needs and
ambitions)

Figure 9.8 Relationship development as a process.

Strategy realization process: Developing business, capturing
opportunities
Some companies, particularly those involved in markets characterized by
very large, infrequent bids, are brilliant at business development. They may
track opportunities from the moment that they first appear until they are
finally won, several years later. There is now plenty of good software avail-
able to help the process, so the quality of approach should be improving. The
trouble is that if everyone is upgrading their game you need to find more
ways of being out ahead. Successful companies seem to be better at some of
the steps in the process that their competitors may not even recognize
(Figure 9.9).
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A process of business development
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Figure 9.9 Critical steps in the business development process.

o They collect more information at an early stage so they can fully under-
stand and qualify the opportunity.

o They evaluate and select opportunities objectively according to stra-
tegic criteria, and say ‘no bid” more often.

o They use formal capture planning —how they will win the business, rather
than how they will execute the business — to develop their approach.

Strategy realization process: Selling and negotiating

Selling means managing the sales cycle through to the face-to-face negoti-
ation, but plenty has been written elsewhere about the selling process that
does not need to be repeated here. Increasingly, negotiation is conducted
remotely, as in reverse e-auctions, which are still new to some sectors
while they are diminishing in importance in others. In a reverse e-auction,
the customer declares the specification of what it wants to buy, pre-
qualifies a shortlist of suppliers, all of which it considers acceptable.
Suppliers then bid for the business through a website over a period of, say,
two hours, offering lower prices to beat the competition. Often, prices
from other suppliers are visible, albeit anonymously, until the last phase of
the auction, which gives the customer the option of selecting the lowest
price, or not. It is a brutal process!

Customers have cut the prices they pay dramatically in some cases, which
has whetted their appetite to buy more through this route, although some
have gained very low prices but suffered poor delivery and are moderat-
ing their activity. Nevertheless, suppliers must realize that they are very
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much at risk of losing their volume or losing their margin in reverse
e-auctions if they sell a commodity product.

The customer’s procurement department normally runs an e-auction, and
they are very clear about the whole process from the issuing of invitations to
prequalify to participate in the auction, through to the actual auction itself.
You must respond with an equally clear process of preparation and response:
a great deal of work needs to be completed before the auction begins.

1. Analyse the customer’s expressed needs and implicit wants.

2. Propose a specification that plays to your strengths and challenges
competition.

Establish the buying process and criteria.

Carry out a detailed analysis of costs.

Build a cost and pricing model to enable testing of prices and terms.
Build a model to test results of winning or losing the business.

Respond to and pass the qualification process.

® N o Gk ®»

Decide on the e-auction team, who does what, who approves the final
offer on the day or decides to drop out.

9. Agree pricing floors with appropriate people (e.g. finance).

10. Participate in the auction.

The reverse auction process will probably strip out costs for features or serv-
ices that the customer does not require, so suppliers that bundle costs
together are ill-prepared to participate in e-auctions. Winning prices and
terms are very finely tuned and negotiators must be able to work with full
cost transparency internally.

In very big deals the selling process for a key customer is normally carried
out by the key account manager, with or without a team. Often, this really
amounts to a licence to sell to the customer’s sites, rather than a guaranteed
volume of business. In many markets, thereafter, orders are facilitated on
the ground by the field salesforce in each division or locality, not by the key
account manager personally. This is a very different selling process, which
still needs to be managed by the key account manager, usually without any
direct authority (see Chapters 10 and 11). The key account manager needs
to build and participate appropriately in a process of:

communicating information to the salesforce
supporting their selling process
monitoring performance

tracking the customer’s response

recognizing achievements.

Winning prices and
terms are very finely
tuned and
negotiators must be
able to work with full
cost transparency
internally.
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Pricing for key
customers demands
a very transparent
process: mistakes can
cost a supplier dear.

Suppliers should look
at their short-term
volume-based
incentive schemes
and ask themselves
who created this
conflict of interest
and why.

From what we have seen, it is not easy to build a robust process in this kind
of very common situation, although it is absolutely necessary. It is hard,
time-consuming labour to make it work, and any process available to help
should be used. If the key account manager does not succeed, the salesforce
will be selling other things to other customers, and the volume from cen-
trally negotiated deals may never materialize.

Strategy realization process: Pricing

Key customers do not accept standard pricing, and they have enough buy-
ing power to put plenty of pressure on prices. They will also be constantly
trying out customized products and customized service offerings in order to
gain advantage in the marketplace and optimize what they pay for. The vol-
ume of pricing exercises is bound to be high and getting higher. Intelligent
suppliers have worked to achieve a good understanding of their own cost
base, so that they can respond quickly and appropriately with prices.

Case study insight

Fast, consultative pricing in a global services supplier

In order to establish costs and prices, a global supplier needed to con-
sult numerous national SBUs and service experts every time a global or
multinational customer asked for prices. The process involved several
iterations and took longer than big customers were prepared to wait.
It had to change its process from the safe, sequential one it had always
used to one with simultaneous consultation at several stages. It intro-
duced brightly coloured, fast-track covers for critical pricing docu-
ments, moved them to the top of any recipient’s task list, and enforced
the discipline. They executed 6-8 iterations in half the time it had taken
before — not every time — but whenever it was really necessary.

Pricing for key customers demands a very transparent process: mistakes
can cost a supplier dear. It needs to be absolutely clear who provides input,
who needs to be informed, who has final approval, what degree of variance
is allowable, and when the customer can be approached. Key account man-
agers should play a pivotal role in pricing. They should know what other
costs are affected in the customer’s business, how the terms can be made
more attractive without reducing margins, on what basis the customer will
assess a price, what they are likely to pay, and so on.

However, in many companies key account managers are largely excluded
from pricing decisions, except as a source of specific information, because
they are not sufficiently trusted. To some extent, this mistrust may arise
from a feeling that they are not financially competent, but often it is because
their objectivity and commitment to acting in the company’s interests
rather than their own is questioned. Suppliers should look at their short-
term volume-based incentive schemes and ask themselves who created
this conflict of interest and why.
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Strategy realization process:
Developing new products;
Customizing products and service;
Managing the product mix;
Developing marketing programmes;
Developing the supply chain;

Developing transaction handling;

Providing customer training.

These processes address very different aspects of the customer’s business,
and it is through these processes that the supplier will fulfil most of the added
value it can offer to the customer, which makes them extremely important. As
processes, however, they can be considered together, since they will gener-
ally consist of a project carried out by the supplier’s experts, possibly work-
ing alongside customer staff. The key account manager will be involved in
the coordination and communication during the project, but particularly at
the beginning and the end. Figure 9.10 shows the outline of a typical process
for such a project, with the key account manager’s role highlighted. Step 4
is deceptive, as the bulk of the work lies in this box, so it may need to be split
into greater detail in practice.

Where key account managers have an understanding of supply chain
issues, marketing, product development, etc., they are more likely to spot
opportunities like this, and are better able to support the project and
ensure that it stays on track to deliver to the customer’s needs than if they
do not. They should not fulfil the role of project manager, generally, as the
project and the project team should be driven by the subject expert, leav-
ing the key account manager free to take a more detached view and liaise
with the customer.

Strategy realisation process: Developing internal relationships

The same process and techniques can be applied to developing internal
relationships as have been suggested for developing external relation-
ships. Indeed, finding your way round a large organization, even if it is
your own employer, absolutely requires as systematic an approach as you
would apply to a customer.

Strategy realisation process: Providing information

A substantial part of the key account manager’s job will be about provid-
ing information, from and to the customer, from and to people internally.
The information will be of all kinds, about strategic account plans, project
progress, performance figures, customer positioning, personalities, current
issues, etc. So it is not possible to chart a single generic process to provide
this disparate collection of information. Wherever it is required regularly,
the key account manager should think about developing processes for
sourcing and delivering it to its destination in a suitable form in order to
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Step 1 Step 2 Step 4 Step 5

Process
component

Person
mainly
responsible

Key account
manager’s
role

Figure 9.10 Outline of a process for added-value customer projects.
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avoid a lot of sweat, tears and late nights. If a process has been mapped, it
will be possible to clarify the sources of data and the role of other people in
providing the information, and hence to delegate some of the work.

This list of processes forms a major part of the key account manager’s
activity:

@ plus his or her contribution to the strategic processes in Section 9.2.1
® plus his or her role in operational processes in Section 9.2.3
® plus communication, in Section 9.2.4

@ plus monitoring and measurement in Section 9.3.

Key account managers have a big job, and they should use all the processes
they can.

9.2.3 Operational processes

Operational processes are those that run the day-to-day activity of a com-
pany, that actually deliver what the customer has bought. Key account
managers need to be involved with them, to the extent that is required to
ensure that promises are fulfilled. They must therefore understand the
company’s operational capabilities; what it can and cannot do, and what
is and is not expensive to do. The kinds of processes that we class as oper-
ational or transactional are shown in Figure 9.11, and include the regular
sales process and transaction and payment handling, as well as produc-
tion and physical delivery.

Strategy

realization Selling

Processing orders
Manufacturing/operations
Servicing customers
Delivering to customers

Change

Fresent Collecting payment
Layers of activity Figure _9.1 1
Operational
processes.

Unfortunately, key account managers easily get sucked into fire-fighting
and problem-solving in this area. Operational people will be more than
happy to allow you to take on the role of liaising with the customer and
bearing bad news when necessary, and you quickly become a part of the
regular mechanism. You are then in danger of being an overpaid customer
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Figure 9.12
Lines of
communication.

service executive, and finding yourself with no time or energy to fulfil
your own, proper role. Ultimately, the key account manager does take
responsibility and communicate with the customer when things are seri-
ously wrong: the issue is balance.

You need to agree with the operational team how you can best work together,
so that you supply them with what they need, when they need it, and then let
them get on with the job, including talking to the customer. There have been
some fabulous relationships built up between suppliers” order processing
people and customers’ purchasing and supply chain people, which have
saved both sides a great deal of trouble. If operational people have been prop-
erly briefed and consulted, then they should be trusted to do their job, and to
find solutions to issues when required. Figure 9.5 might be a useful way of
working out what they need from you, and what you need from them.

CHECKPOINT

Are both key account managers and operations clear about what deci-
sions each can make:

® \Without needing to inform the other?
® |nforming the other, but after the decision is taken?

® Needing to consult with the other before a decision is taken?

Lines of communication must be open, but they must also be used with
discipline, in order to have manageable workloads and sensible working
practices. One operations director said, “You can easily tell the difference
between a good key account manager and a bad one: when things go pear-
shaped, the good one will bring us the bad news and tell us it’s going to
happen beforehand, but you won't find the bad one anywhere.” Figure 9.12

Sales_& Operations
marketing: & logistics:
Formulate & Deliver

offer promise promise

Customer:
Receives &
assesses
experience




9 — Processes — making key account management work 265

illustrates the view of Graham Booth, supply chain director of Tesco,
when he said, quite simply, ‘It's not my job to work out what we should
offer to customers, that’s what marketing and sales does. My job, once I
know what it is, is to make it happen.” Obviously, operations cannot make
‘it” happen if they do not know what ‘it” is, and the link between opera-
tions and sales/marketing /key account management is notoriously poor.

Links between the customer and sales and marketing should be good, and The link between
links between the customer and operations and logistics should also be good operations and
but links between sales and marketing, and operations and logistics, are marketing/ sales/ke;;
often poor. So it could be that while the customer has a full view of what it manag :I%Z%L;r;s
was offered to match what it received, when nobody in the supplier has a notoriously poor.
complete picture! This is surely an exposed and perilous position to be in.
Key account managers need to strengthen their internal relationships with
operations and agree some protocols and processes through which they can

work together.

Case study insight

A wasted opportunity in the automotive sector

In companies supplying the automotive industry, contracts are nego-
tiated around each car model, and are agreed quite some time before
production actually begins. The key account manager’s involvement
peaks at contract negotiation, and their attention has normally moved
on by the time the goods are actually delivered. As a result, probably,
they have virtually no contact with operations and the people do not
even recognize each other. The operations manager said, ‘I deal with
this customer every day, and I think I know a lot about them. But I
wouldn’t even know who the key account manager is, so I don't pass
any of it on. I don’t know how or where to call.’

In summary, getting the balance right here is both important and difficult.
Key account managers should find it worthwhile to invoke some
processes and to start by mapping them to clarify who does what, under
what circumstances.

9.2.4 The process of communication

We do not plan to deal with interpersonal communication here, but we do
want to make a plea for communication to be considered as a process and
dealt with much more systematically than it normally is. As relationships
develop, a large part of the key account manager’s job becomes commu-
nication. Think of all the people with whom you need to communicate
inside your own organization, as well as inside the customer organization.
If they are not kept fully informed, they cannot make the decisions appro-
priate to the customer that will allow them to do their jobs properly, and
good communication is essential to effective team working. However,
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What you want to
say is crucial to how
and where you say it.

Figure 9.13
Reasons to
communicate.

The communicator
must take
responsibility for
directing the
audience’s attention
to the right place and
making the meaning
readily accessible.

communication is often an afterthought, whereas with some forethought,
a lot of activities would work much better.

Start by deciding your purpose, why you are communicating. What you
want to say is crucial to how and where you say it. What kind of action do
you want as an outcome? Do you want someone to give you information?
Or do you want to give them information, so that they will do ... what? Do
you want a response? What kind of response? Do recipients know how to
make contact, and are you ready to receive it?

Figure 9.13 shows some of the reasons you may be communicating; and
the first step is to decide which.

Seek information

Give information

Respond

Communication

Bring to top of mind

Modify attitudes

Reinforce attitudes

Material sent out is often overloaded and unfocused, so that recipients do
not know which part is for them, and may easily miss it. The communica-
tor must take responsibility for directing the audience’s attention to the
right place and making the meaning readily accessible. Sending out a
communication is only the beginning of the process. A communication
cannot be considered as effective unless it:

reaches the intended recipient,
is absorbed by the intended recipient,

is understood,

produces the desired response, and

is retained (though not always).

These are rather obvious requirements, but if they were taken seriously,
plenty of communications would turn out very different. Communication
does not achieve these objectives if it is misdirected, incomplete, impene-
trable or confusing. It might just as well not have been sent if it does not
produce the desired response.
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The advertising industry has clearly given a great deal of thought to commu-
nication, and we can learn from it. It particularly recognizes the importance of
the audience. Just like consumer audiences, business audiences are of differ-
ent sizes and profiles, speak different languages (finance or logistics or mar-
keting), belong to different cultures that interpret messages differently, and
are best accessed via different media. However, business communication
often treats them as if they were all identical, which is simply not so. The audi-
ence, and the need to communicate, drives the message and the communica-
tion of the message, as shown in Figure 9.14.

Medium

Need to
communicate Tone
Action

Message

desired
: Timing
Audience

Weight

Resources

In deciding the most effective way to convey your message, you need to
think about:

® The medium: Choose email, telephone, videoconference, face-to-face
meeting, presentation, special event and so on. Which is most suitable
for the audience and most suitable for the message? Use multiple
media to reinforce messages.

o Tone/style: The audience and the message determine whether the tone
should be informative, financial, motivational, humorous or serious,
and so on.

e Timing: At what point in the year should the message be sent? Calendar
year, financial year, or sales seasons? Should it be timed before, during or
after an event, and by how much? Does it need to link with other events
or communications?

® Weight: Should the message be flagged as very important? How much
space should it get? Should it be ‘showcased’? Should it be repeated?
How often?

These are the elements that begin to take up resources, which may be money
in business to consumer terms, but are more likely to be time in business
to business. Having no budget at all for communication to or about key

Figure 9.14
Planning
communication.
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customers can be a barrier, but relatively small sums could be used very
effectively.

Of course, not all communication requires detailed planning, but certainly
strategic account plans, major programmes, initiatives and projects involve a
great many people in both the customer and the supplier. Planning them
would improve timeliness greatly, and prevent many problems from ever
arising. Figure 9.15 gives a planning framework to use based on Figure 9.14.
Start by writing all the audiences involved, internally and externally, in the
first column, and then complete each row with the specific message for each
audience, and the best way of conveying it for them. Clearly identify what
response is expected, and consider how the effectiveness of the communica-
tion should be measured, whether in terms of response or of attitude, know-
ledge, etc. Measurement is often not necessary or even possible, but from
time to time it will be important to establish whether messages are getting
through, and then measurement should be applied at the receiving end.

Need to communicate

Audience

Message i imi i Desired | Metrics/
action KPls

Figure 9.15 Developing a communication plan.

Key account

managers struggle

with the
fundamental
requirements of
communication.

We have assumed so far that people have basic communication skills but, in
reality, key account managers struggle with the fundamental requirements
of communication, especially expressing themselves in writing in an appro-
priate manner and length for business. The strategic account plan is a core
item of communication but, sadly, many of those that we have seen fail to
communicate clearly or accurately. They veer from the extreme of terseness
to the other extreme of verbosity, and fail to do even the essential job of
explaining the account in the absence of the key account manager.

9.3 Performance measurement and monitoring

9.3.1 Measuring key account management

Management craves measurement, and not without good reason. Unfortu-
nately, most measurement is unimaginative, and relates only to financial
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outcomes. Financial results represent the goals that businesses are striving Financial results are
to achieve, but as measurements to manage with they have a huge flaw. ‘lag” measurements:
Financial results are ‘lag’ measurements: they represent outcomes and, by they represent

finition, it is too late to do anything about out They are the product outcomes and, by
definition, it is too late to do anything about outcomes. They are the pro uc definition, it is too
of what has already happened. The clock cannot be wound back to make dif- late to do anything
ferent inputs and get a different result, so financial measurements can only be about outcomes.

observed and, hopefully, used to provide learning and improvement.

So, measurements that inform, diagnose and track progress need to be
found, albeit without losing sight of the fundamental need to measure the
financial yield from activities. There is as much danger from measuring
too much as there is in measuring too little. Obviously, too little measure-
ment can mean that misleading assumptions and wrong decisions are
made; too much, and important information can be lost in a storm of fig-
ures. Measurements cost time and money, so they should not be collected
unless there is a clear understanding of who wants to know and what they

will do differently when they do know. “Who cares?’ is a very good ques- "Who cares?’ is a very
tion to ask. good question to
ask.

CHECKPOINT

For each of the measurements your company collects, is it clear:
® \What purpose it represents?

® \Who wants to receive it?

® \Who reviews it?

® \Who has the authority to respond to it?

Companies should aim to establish a set of measurements for any part of
their business, not just key account management, that are:

necessary — likely to provoke a response,

sufficient — enough and no more,

purposeful — matched to desired outcomes,

monitored and reviewed, and

acted upon.

The purposes of measurement in KAM can be aligned with the three levels of
the company described at the beginning of the chapter (Figure 9.16). At the
top level, the Board will want to know quantitatively what KAM is con-
tributing to its strategic objectives, to enable them to ‘steer the ship’. At the
next level, questions will be asked about how KAM adds value to the com-
pany, which measurement should aim to answer. At the operational/trans-
actional level, major choices have already been made, but decisions are still
required about the best and most cost-effective way to run activities.
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Figure 9.16
Purposes of
measurement and
measurements.

Different purposes
drive different
measurements, so
before specifying and
setting up your
measurement set,
you should identify
your purpose.
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Strategy
realization

Value &
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Aligning implementation
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Layers of company activity

Different purposes drive different measurements, so before specifying and
setting up your measurement set you should identify your purpose. You
should be seeking to have a ‘necessary and sufficient’ set of measurements
for KAM at each level in the company, to enable appropriate decision mak-
ing from top to bottom. Indeed, two further purposes of measurement —
gaining visibility and learning and improvement — are relevant to all levels in
the company.

Making the right decisions: Measurement allows objective assessment
of strategies and enables senior management to make evidence-based
decisions. Measurements should be aligned with the Board'’s profit focus.

Aligning implementation with strategy: These measurements are
designed to track the alignment of changes: of implementation against
strategy; of progress against plan; and of supplier and customer. They can
encourage motivation and pinpoint underlying problems. Measurements
should focus on the value that KAM adds to the business.

Improving efficiency and productivity: Measurement allows objective
monitoring and highlights opportunities for performance improve-
ment. Measurements will relate to cost and the key performance indi-
cators (KPIs) used to monitor activity.

Gaining visibility: Measurement is a more powerful communication
vehicle than words. It can show the value of KAM and improve multi-
function cooperation in a way that anecdotal and qualitative evidence
does not.

Learning and improvement: Measurement defines problems and solu-
tions so that organizations can gain a better understanding of situations
and outcomes, from which they can learn and change their behaviour.
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9.3.2 The three levels of key account management metrics

At each level of activity in the company, suppliers should have metrics
that provide the people managing at each of those levels with information
about KAM, so that they can manage what they are doing and align it with
KAM objectives.

Strategy and key account management measurements

The Board develops strategy to address its ultimate concern, which is profit.
If KAM is to register with the Board and gain its understanding and sup-
port, it needs to identify and report measurements that are profit-related.
Boards take a long-term view in order to respond to demands for increased
shareholder value, but they are also sensitive to City and investor reactions
in the short term. In fact, more customer measurements like the following
might enable them to manage investor expectations better.

® Opportunity: The Board needs to set corporate objectives in the light of
the opportunity available to it. Key customers represent a major oppor-
tunity that should be reported to the Board and monitored. The size and
nature of the opportunity should be detailed in the strategic account
plans.

e Risk: The Board is responsible for the company’s stability, so risk is a
major issue. Customer riskiness can be quantified in comparative terms
and monitored independently of the customer asset value. Risk should
be measured and applied as a probability in forecasting customer asset
value.

@ Customer asset value: Customer lifetime value is the net present value
of individual customers and of the key customer portfolio as a whole
over the lifetime of the relationship. Lifetimes are difficult to assess, so
a fixed term can be adopted, say three or five years, or longer, accord-
ing to the business. The Board should see how much these customers
are worth as assets, and should monitor the growth of their value.

e Return on Investment (Rol): This measurement can be driven out of
the strategic account plans for individual customers, provided that
they forecast several years ahead, and include the costs of the resource
required to achieve the forecast. The Board can then make decisions on
where to invest, like any other investment decision.

Strategy realization and key account management measurements
The KAM function needs measurements to help it manage its effectiveness,
which should be judged against expectations of the value it is designed to
add to the business, and the progress that it is making towards adding that
value. KAM is a medium to long-term strategy that should nevertheless be
able to demonstrate success as it makes that journey. Each of the measures
below should be monitored at the level of individual accounts, and at the
overall portfolio level. However, if there is no person or process for man-
aging key customers as a portfolio, even if the measurements are collected
and aggregated, it will not be possible to take appropriate action.
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e Customer attractiveness: The measurement of customer attractiveness
is described in Chapter 2. It needs to be monitored to ensure that the
company’s strategy is correctly aligned with the customer’s attractive-
ness. It would be good if the sum total of customer attractiveness of the
portfolio increased, and cause for concern and action if it declines.

o Customer profitability: Customer profitability is a crucial measure,
discussed in Chapter 6. The company should be able to measure it, and
the key account manager should manage it. The overall profitability of
the key customer portfolio is an indispensable measurement.

e Risk measurement: Absolute measurement of risk is difficult, but by
considering the sources of risk in customers in the supplier’s sector,
and assessing customers against each of these, a composite risk meas-
urement can be calculated and used to compare key customers against
each other. If the risk is quantified, it is much more likely that it will be
managed.

® Customer satisfaction: This is an obvious measurement, but it needs to
be measured properly, addressing the views of decision makers in the
customer on their issues, not on standardized operational KPIs. Best
conducted by a third party, depth is more important than frequency.

@ Relationship: Companies measure relationship in a number of ways,
taking into account the number of contact points, quality of the rela-
tionship, and importance/relevance of the contact. Again, it is advis-
able to use a third party to avoid bias: several research companies offer
an established approach. Relationship is an appropriate measurement
of the facilitation element of KAM, which should be regarded as a
‘lead’, or advance, input indicator rather than a ‘lag’ or outcome
indicator.

@ Business extension: There will be accounts in which growth and busi-
ness extension is not expected, but where it is, it should be measured.
Measuring volume or even margin is not sufficient, as they can rise or
fall from swings in the customer’s own business and do not indicate the
success or otherwise of KAM. Business extension is defined as business
gained from new products or lines of business taken by the customer, or
any sales to new parts of the customer’s business.

e Customer retention: Again, measuring volume or margin alone does not
demonstrate whether a key customer is retained or not: business can con-
tinue even when a customer has been effectively lost to a competitor. The
measure for customer retention should be based on share of wallet or rel-
evant spend, defining a retained customer as one where the share is the
same or better, and counting the customer as lost if share is declining.

Operations and key account management measurements

As the customer, not surprisingly, retains its interest in the quality of what it
receives and the service that goes with it, so must the key account manager.
However, operational measurements will be collected by other functions,
and it is the key account manager’s responsibility to be aware of them and to
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review them, rather than to collect them him or herself. The measurements
below are some of the most important, but it is by no means an exhaustive
list. These are the KPIs on which both suppliers and customers tend to focus
but, as we have seen, they tell only a part of the story, and are not sufficient
on their own.

e Cost/price: The key account manager can have a major impact on costs
through the deals negotiated with the customer. Obviously, costs need
to be monitored to make sure they are not getting too high, but cost
reduction also needs to be monitored for impact on the customer.

® Revenue/volume: This is a standard measurement, which is regarded
as being of paramount importance in terms of operational management
and outcomes, but it has limitations, as discussed above.

® Service levels: Service levels are crucial to customers, so they measure
them closely themselves. The supplier’s measurements should be care-
fully aligned with the customer’s (e.g. delivery to time should be meas-
ured as arrival at the customer’s premises, rather than departure from
the supplier).

e Failure rates: Breakdown rates are important to identify as they repre-
sent the real pressure points which the key account manager needs to
understand.

Operational metrics can be benchmarked against a previous period or
against the service level agreement with the customer. In the case of key
customers, the service level agreement embodies their expectations, so the
latter is the right benchmark to use.

Suppliers need to consider who takes ownership and responsibility for
operational performance. Customers are clear about this: while they under-
stand how companies work, they also see the key account manager as the

Case study insight

False economies

A key account manager negotiated a major contract with one of the
biggest hospital trusts in the UK. It was a tough and complex deal
that kept the customer’s inventory costs to a minimum through just-
in-time delivery, in effect, daily. Orders would be placed by an agreed
time the previous day, when the hospital was clear about the next day’s
demand.

A few months into the contract, the supplier’s regional distribution
manager decided to restructure delivery routes and frequency to cut
costs, and reduced deliveries to the trust’s area to twice per week.
Hospitals had to change their workflow planning processes to cope
with the change, and the trust was, understandably, furious.
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person the supplier has put in place to represent it, and that person must,
almost by definition, carry the ultimate responsibility for performance.
However, it seems that the key account manager carries this responsibility
without any authority: in most suppliers the operations managers have sole
authority for performance. While the best work closely with key account
managers, others see them as peripheral to their activity and communica-
tion and consultation is poor. These issues must be resolved, and develop-
ing a process that specifies how the two interact and what is required of
each is probably the best way to do it.

Summary of key account management measurements
Suppliers often have plenty of measurement of operations and finance, but
are short of measurements of value and change, and good diagnostics. Table

9.1 summarizes the balanced view of measurement of KAM that we have

suggested above. Use it to check what you have in place and what is missing,
to ensure that you have adequate measurement through the different levels
of activity, rather than too much at one level and not enough at another.

Table 9.1 Summary of measurements for key account management
Company level | Strategy Strategy realization Operations
Who cares Directors Key account managers Operations line managers
Shareholders Functional heads Buyers
Key account managers
Focus Profit Value and progress Performance
Measurements Return on Investment Customer attractiveness Cost/price
Customer asset value Customer profitability Revenue/volume
Risk Risk measurement Service levels
Opportunity Customer satisfaction Failure rates
Business extension
Customer retention
Key account portfolio
contribution growth
Benchmarks Performance against Customer expectation Performance against
business plan Portfolio contribution previous period
Growth in plan Performance against
shareholder value agreement
Length of view | Long term Medium term Short term
Short term

Every measurement
needs a benchmark,
something to
compare with it.

Every measurement needs a benchmark, something to compare with it. For
example, 95 per cent of orders delivered complete might be excellent in a
fast-moving sector with continuous new product introductions and short
life cycles, where the norm is 85 per cent, but it may be poor in a more
established business which generally achieves 99 per cent. Benchmarks are
important in clarifying expectations, and should be chosen with care.
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9.3.3 Measuring input

Suppliers naturally pursue the outcomes of KAM, and tend to focus their
energies and attention on what it produces. However, in order to assess the
outcomes, an understanding of the inputs is needed. Obviously, a supplier
would want to see greater outcomes from greater inputs and, conversely,
should expect lesser outcomes from lesser inputs. It is therefore important
to find a way of measuring how much ‘key account management’ the cus-
tomer actually receives.

Table 9.2 shows a scheme that measures KAM input to a specific customer
on a points system, which at least quantifies the view of what the customer
is receiving, and enables it to be compared with other customers. If the sup-
plier were able to value the input in currency, so much the better. That pro-
vides the information needed to make a sound input to decisions about
investing in the customer — or not investing, as the case may be.

Such a measurement scheme implies that KAM is not either ‘on” or ‘off” but,
in practice, is likely to be applied in varying amounts. It is easy to assume
that a customer is receiving KAM when, in fact, they are not. There might be
all kinds of reasons why delivery is not living up to what was planned, but
without some such measurement scheme, the customer’s response, or lack
of it, is in danger of being misjudged.

9.3.4 Performance monitoring

Needless to say, it is not logical to expect the same level of performance
from every key account, especially when they receive different degrees of
KAM. Indeed, the supplier should expect a different kind of performance
from customers, according to where they have been placed in the key
account selection matrix described in Chapter 2. Customers will have
been effectively categorized according to whether revenue growth is
expected, leading to greater profits, or whether profits will be achieved
through maintaining or improving profitability by cost reduction, as illus-
trated in Figure 9.17.

Suppliers probably do not want a streamline, ‘'manage for cash’ customer to
grow, and they do not expect that a status, ‘maintain proactively” customer
can grow, or they would be more attractive than they are. They should be
looking for cost reduction and monitoring profitability in these customers,
whereas they should be targeting far higher growth rates from star, ‘invest
for growth’ customers, but not cost reduction at this stage. A healthy bal-
ance might be expected for strategic customers.

Expectations need to be reflected in the performance monitoring system.
The critical metrics for the customer should be identified, and results
judged by those. Certainly, it is entirely inappropriate to judge all key cus-
tomers (and key account managers) on the same metric, or the same
change in that metric. Targeting everyone on, say, 10 per cent growth, is a



Table 9.2 Measuring key account management input

manager
KAM team

Relationship governance
in place

Executive sponsorship
(Board or equivalent)

Customized offer

Organization-wide
awareness of status

Joint three-year strategic
plan

Extra resource allocation

Evaluation of results
Level of KAM input
Score

time: <10%

Non-existent

Ad hoc

None

Standard offer only

Nobody knows

Budget and annual
review

Standard

None?
0-4

Exists but ad hoc,
reactive, unclear
membership

Unconscious,
asymmetrical

Low participation
(e.g. once per year)

Minor adjustments,
superficial

Everyone in sales and
customer service knows

Annual review, action
plan and budget

Ad hoc

Low
5-11

Proactive, internally
focused

Conscious, asymmetrical
Medium: meets customer

2/3 times a year, calls for
reports on issues, responds
on request

Major adjustments,
not exclusive

Everyone in supplier
division/country knows

Annual review, joint input
to one-year action plan
and budget

Defined but short term

Medium
12-18

Indicator Score
(0] 1 2 3
Designated key account Key account manager’'s | 10-50% 50-100% 100%

Externally focused, formal
ways of operating, clear
membership

Formally defined, joint

High: meets customer
regularly, knows account
issues, actively promotes,
solves problems, accepts
brief

Major adjustments,
exclusive

Everyone in supplier
division/country knows
plus top to bottom in
customer division

Analysis of customer and
strategy, validated and
jointly developed, agreed
strategies for three years,
predicted outputs and
measures

Regular and frequent
resource input, valued by
customer

High
19-24

2 A customer not being subject to KAM may score on one or two parameters, but cannot be considered to be receiving real KAM.
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Figure 9.17 Financial expectations from key accounts.

nonsense. Performance monitoring should reflect the spread of metrics
shown in Section 9.3.2. The supplier will then be monitoring:

@ at the strategic level, the results/yield from the customer,

o at the strategy realization level, the progress towards change that will
pay off in the medium term, and

@ at the operational level, current fulfilment of customer expectations.

The strategic account plan charts what is expected and sets out the meas-
urements that indicate that progress is on track. Using this set of metrics is
the most effective way of demonstrating the specific commitment of
inputs, activity and outputs to the supplier’s senior management, to the
key account manager, and to the customer. The strategic account plan can
effectively become a contract between all three parties, and then perform-
ance should be measured against the particular contract, not standard
metrics applied to all customers. If, indeed, strategic plans did become
contracts, we suspect there would be an immediate improvement in their
quality and the attention they would command in the business.

Some suppliers have earned considerable success with customers, and
even turned round deteriorating situations, by installing a shared
measurement framework with customers. Such frameworks make every-
one concentrate on what they really want and expect from a relationship,
and remove ambiguity and different interpretations, which is invaluable
whether there is good or bad performance. If performance is good, the
customer has to acknowledge and give credit for it. If performance is poor,
less time and energy is wasted on arguing about what has happened,
because it is clearly inadequate, and more time is spent on the action that
needs to be taken.
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Suppliers should
think very seriously
about what they
reward and what
reaction the reward
system might
provoke.

Case study insight

Halcrow’s 360° review with customers

At Halcrow, an infrastructure consultancy, creating client lock-in and
trust is key to retaining long-term business. The company selects a few
key relationships where the level of trust is high and conducts 360°
reviews using independent research companies or an electronic survey.
This instrument measures the performance of both the client and the sup-
plier against each organization’s stated values and key performance cri-
teria. It helps the customer focus on creating value in their supply chain
through being a better client, while building the whole team. Feedback
is typically conducted in face-to-face workshops with joint action plans
taken forward. The lessons Halcrow learned included: the importance
of selecting clients with higher levels of trust; the need for careful coach-
ing to preserve the independence of the process; and how to prepare to
build real honesty and trust.

Performance monitoring generally has two purposes:
1. To establish whether plans are on track in order to take action if necessary
2. To reward contributors to good performance.

The more important purpose is the first, to make sure that intentions are
being kept and expectations will be fulfilled. To complete the process, there
should be a recognized and active system of ‘review and respond’, rather
than an inert ‘review and report” approach. Limits of deviation from the
plan can be put into place in advance. When these limits are reached, action
is triggered to counter the danger of passively observing a slight trend that
becomes a major gap after a few months.

The second purpose can actually frustrate the first, which is obviously
contrary to what it is supposed to achieve. Rewards encourage people to
sabotage metrics and conceal poor performance, as well as spurring them
on to new efforts. Suppliers should think very seriously about what they
reward and what reaction the reward system might provoke. There are
many examples where reward systems have shaped the business and the
marketplace to the point where it is permanently distorted from its natural
shape; for example, in financial services, mobile phones, most of the public
sector and many more.
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Summary

If something has to
be done, more than
once, there should
be a process for
doing it.

Key account
managers who try to
do everything
themselves will be
very limited in what
they can achieve —
and very tired.
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The role and requirements of
key account managers

Fast track

In order to determine the role of key account managers, suppliers first
need to ask themselves what they intend the role of key account man-
agement (KAM) itself to be. That should decide what its ‘agents’, the
key account managers, have to do. The objectives for KAM and the
route to achieving them should be worked out in some detail.

Normally, the prime driver will be the marketplace and leading customers
in it, so the company should have a view on how KAM will work from
their point of view. Specifying the role that KAM plays in the supplier’s
strategy is of the greatest importance, and one often underestimated or
misunderstood. Initially, KAM is about making reciprocated commitments
to customers, but that quickly needs to be followed by fulfilment of those
commitments, so companies should anticipate the issues in operations
and adapt. In fact, they will find that adaptation means changing the
organization and culture, as well as plans and processes.

The question then arises of ‘who does what?' Obviously, key account
managers are responsible for a great deal of the activity, but the com-
pany is also responsible for supporting them, by providing resources,
communicating organization-wide, tackling barriers and making deci-
sions that are beyond the remit of the individual.

The scope of the KAM initiative will highlight the breadth of the key
account manager’s role. At the simplest level, the key account manager
has two roles: implementation of a business strategy with the customer,
and facilitation of that implementation through building the relation-
ship. The relationship is not an end in itself, but should be employed to
create and implement strategies that will develop business with the cus-
tomer. These two roles go hand-in-hand: success requires both.

Exactly how the key account manager plays these roles depends on
the nature of the customer and the overall strategy allotted to it.
Streamline customers allocated a ‘manage for cash’ strategy should
receive different treatment from strategic or star customers, so the
key account manager’s role must be adjusted accordingly. The first
require a tough negotiator who will need to manage costs and oper-
ations rigorously, while the latter require someone to create a vision
of the future and work to make it happen.
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The key account team, however, can take on part of the role. The team
can apply its expertise to fulfil some elements, though some, like team
leadership, cannot be separated from the key account manager. Unfortu-
nately, key account managers’ experience of team-working is often very
limited, and they make poor team leaders unless they receive proper
training and support for this part of their role. To make matters worse,
the members of the account team normally do not report directly to the
key account manager, but still remain within their function or region.
Nevertheless, the key account team should be an on-going group of peo-
ple committed to the same objectives for the customer’s business, not a
project team or other transient group of people. Important customers
expect team support and increasingly are getting it from suppliers.

Generally, there are two key account teams that exist simultaneously:
the head office, cross-functional team, which is concerned with current
delivery of commitments to the customer and also with how to adapt
and develop new value; and the regional sales team, which supports
customer strategic business units (SBUs) in the field and applies the
deals agreed centrally.

Such a broad role demands a wide range of competencies and attributes.
Regrettably, in many cases, suppliers have automatically appointed sen-
ior salespeople to the role without considering the competencies
needed, and then found later that a substantial proportion of them do
not have and are unable to acquire them. Indeed, ‘selling’ is a compara-
tively minor part of the role, and not one that should be used exclusively
for determining the right people for the job.

To make appropriate appointments, suppliers should ideally start by
establishing an ‘inventory’ of their key customers categorized into
four types according to the strategy selected for them. Clearly, cus-
tomers should be managed by a key account manager who is suited to
applying the strategy selected for each of them, i.e. an ‘entrepreneur’,
‘business manager’, ‘customer manager’ or ‘tactician’. Once the sup-
plier has assembled its customer inventory, it can see how many of
each of four types of key account manager are needed.

Different competencies and attributes are demanded by each of these
roles, although they also have some in common. Competencies are
defined as behaviours required to achieve high levels of performance,
whereas attributes are more about the way people think and the values
they hold, though they also affect behaviour. Attributes are harder to
learn and to change. The competencies and attributes that relate to
each of the four roles have been worked out, so that individuals can be
profiled and matched to the role they would perform best. Such an
approach can be used as a foundation for a conversation with the key
account manager to discuss how he or she can develop to achieve per-
sonal and organizational objectives, now and in the future.
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Introduction

Suppliers often ask us “Are our key account managers the right people for
the job?” At first glance, this might appear to be a reasonable question. A
second glance suggests that, before it can be answered, the questions
‘What is the job? What do you want them to do?” should be asked. Indeed,
even more important is the question, “‘What do you want key account
management to do for your organization?’

Obviously, companies have different views of what key account manage-
ment (KAM) can and should deliver. These expectations will drive the
investment they make in the initiative; the scope of the change they envis-
age; the remit they give to key account managers and therefore the quality
and capabilities of the key account managers they employ to fill the role.

For example, if KAM is expected to manage customers who are going
global, then globally competent, culturally versatile people are required to
do the job. If it needs to deliver profitability in an increasingly competi-
tive, mature marketplace, then the company is likely to need people with
a strong focus on operations. If it intends to develop and disseminate
innovations through its key customers, then it will need people with
vision and passion to drive that through.

What do you want
key account
management to do
for your
organization?
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KAM is building close
relationships ... that
add superior value

to the customer’s
business as well as to
the supplier’s business.

Clearly, the company should identify its corporate strategy and then con-
sider how its strategy for key accounts will be aligned to and deliver it.
After all, if its key customers do not deliver a substantial part of the
corporate strategy, the strategy probably will not succeed at all; because it
is unlikely that the smaller, follower accounts can do it on their own.

Rather often, suppliers start KAM with incompatible objectives that have
in-built limitations. They tend to underestimate the scope of the key
account manager’s role and the level of competencies required to succeed,
and hence they make unsuitable appointments, mostly of senior sales-
people, and later discover that some of them are not able to do the demand-
ing job that KAM requires.

10.1 Roles

10.1.1 The role of key account management

The first step in determining the role of the key account manager must be
to define the role of KAM itself in the organization. Describing KAM as
‘building close relationships between supplier and customer organiza-
tions that add superior value to the customer’s business as well as to the
supplier’s” immediately suggests a role in building bridges, defining
strategies and delivering them as well. Our research discovered a variety
of objectives in developing relationships with key customers:

Visibility of key account needs

Shared customer understanding internally
Proactive strategies

Prioritization of resources and investment

Global coordination

Increased margins even in very competitive areas
Profitability

Growth

Greater (not guaranteed) security.

When SAP analysed the background for its global account management
initiative in 1999, it was very clear about what it wanted the programme to
deal with, which contributed to the undoubted success of the programme.

Companies often start out thinking that KAM is just another way of
approaching customers that can be left to the salesforce. As you will now
realize, it has to be much more than that if it is to succeed (see Chapter 11). In
fact, it should take an important position in corporate strategy, and therefore
impacts internally on the organization, culture and operations; and exter-
nally on the marketplace, as illustrated in Figure 10.1, which shows four
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major areas of a company’s concerns and activity, highlighting the parts that
are core to KAM.

/ Planning \

account + ’

Processes ations
Key ’ Figure 10.1

customers

The role of key
account
management
internally and
externally.

KAM is generally activated in response to a marketplace with key customers
at the heart of it. Sometimes the stimulus is a negative event like a large con-
tract that the supplier loses, or expects but fails to win. Most often, major
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customers demand KAM, rather than suppliers adopting it proactively. The
supplier responds by building its strategy and encapsulating it in its plans.
The strategy and plans should identify support needed from the organiza-
tion and culture, which will particularly relate to key account managers and
how they do the job. In addition, the strategy should highlight developments
needed in the operations side of the business, which will concern the
processes that actually deliver commitments to key customers (the focus of
Chapter 9).

The role of KAM as identified by a group of practitioners from blue-chip
companies is shown in Table 10.1, divided into three of these four areas.
These three represent those that drive activity, while the fourth, organization
and culture, should support the activity. If this table captures the elements
that make up the role of KAM, then it can be divided again into what part the
organization should take on, and what part key account managers play.
Suppliers should make up their own list, or start with this and add to and
subtract from it.

Before it can define the ‘job’, each company has to work out for itself what it
wants KAM to achieve and how it expects it to operate. Consider these lists
and check which ones are most important and relevant for your organization.

Table 10.1 The role of key account management

Strategy: Delivering the
organization’s strategy

Marketplace: Working
with key customers

Operations: Effective KAM
implementation

Realizing the strategy and
vision

Providing market insight
and reflecting market
changes through leading
customers

Identifying and creating
new markets

Defining and achieving
value-add for customer
and supplier

Providing a route to
innovation

Integrating route-to-
market strategy with
marketing and product
development

Managing a major
‘source of risk’

Working together with
customers who want to
work with your company

Developing relationship-led
business (not product selling)

Enabling joint development

Leveraging suppliers’ range
of capabilities and broader
portfolio of products into
customer

Planning and forecasting

Providing suppliers’
credibility with customers

Managing resources

Offering a single point of
contact, internally and
externally

Orchestrating cross-
functionally, cross-boundary

Aligning strategy and plans
with operations

Implementing transactional
cost reductions

Developing effective processes
Enabling contact review and

control

Providing tailored reporting
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CHECKPOINT
Defining the role of key account management

Has your company:
® |dentified the role of KAM in its strategy?
® |dentified how it expects KAM to work with key customers?

® Specified how KAM will engage with operational processes to deliver
its promises?

10.1.2 The role of the organization

Some companies seem to have the idea that they will train key account
managers to develop relationships with key customers, and then leave
them alone with whatever issues arise, using their powers of influence
and persuasion to deal with them. It is a curious approach, and one des-
tined to deliver frustration and fury to key account managers, the rest
of the company and, worst of all, to key customers. In so doing, senior
managers are abdicating their responsibility and, along with it, any hope
of success.

Consider the customer pressures and implications for suppliers outlined by
Lisa Napolitano, CEO of SAMA (the Strategic Account Management
Association in the US), to which we have added the kind of responses sup-
pliers need to make to stay in business, shown in Figure 10.2. Even the most

Purchasing Supplier Supplier
trends implications responses

Supplier Higher stakes: all or Lower fixed costs,
consolidation nothing more flexibility

Increased Customers capturing Cut costs, leaner
sophistication more of value organization

Total lifetime Deliver value to Deep understanding of
cost concept customer business chain customer value chain

Continuous Constant stream of Commitment of whole
improvement added value projects enterprise

Adapted from Lisa Napolitano, SAMA 2001

Figure 10.2 Purchasing trends and supplier responses.
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talented key account managers would not be able to deal with these issues
alone. They should understand the position and they should be part of cre-
ating the solutions, but they do not have a remit to take the critical decisions.
The supplier organization must play its role. Only senior management can
commit the whole business to customer-driven change or push lower costs
through the business and introduce more flexible approaches, like replacing
people through outsourcing. Of course, key account managers should have
a deep understanding of the customer’s value chain, but they will still need
the help of technical experts to analyse it and identify how the company can
add value to it.

The organization’s role in KAM can be broken down into a number of cru-
cial activities (Table 10.2). Without this kind of engagement, key account
managers are set up to fail. The worst ones will revert to their old ways
and the best ones will simply migrate to a company that is really prepared
to back the initiative, and maybe the customers will do that too. People
will tolerate a start-up period during which the company finds its way
and works out what is needed to support the programme, but after that
period of grace has expired, key account managers are thoroughly demo-
tivated if the company does not seem to be matching its own effort with
what it is asking of them.

Table 10.2 The role of the organization in key account management

Activity

Expectation

Determines and
communicates strategy

Tackles cultural
and organizational barriers

Provides resources

Supports key account managers

Promotes sharing

Makes specific decisions

Develops the brand

Monitors results

High-profile commitment from senior management,
enterprise-wide communication

Removes barriers, develops appropriate culture, polices
alignment, rewards collaboration, rejects bad citizenship,
mobilizes resources across ‘silos’

Provides sufficient resource, makes it accessible and
usable, exposes talent pool (e.g. account team, training,
development, research, technical expertise, marketing
intelligence, etc.)

Trusts, understands their role, gives visible support, gives
authority, promotes their credentials internally and
externally

Of proof of capability, cases, key account plans, ideas,
information, knowledge, resources

Like resource allocation, approved sources, appointments,
marketing responses to competition

Provides pull-through from market, develops positioning
and competitor understanding

Identifies measurements, is objective, makes valid
comparisons, requires business cases
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CHECKPOINT
Is your organization playing its part in KAM?

® |s your company performing all of the parts of its role in the KAM pro-
gramme? (Use the list in Table 10.2 as a checklist.)

® \Where fulfilment is incomplete, have you identified what areas are
missing?

10.1.3 The role of the key account manager

There are numerous ways in which the role of the key account manager
can be expressed. Put very simply, the key account manager has two roles:

o Implementation: This means deciding what should happen in an account
and making sure it is delivered. Implementation demands appropriate
strategies and plans, which depend on a deep understanding of the
customer, so all of that can be seen as part of effective implementation.

e Facilitation: This involves developing the relationships that will enable
the business strategy. It goes beyond the relationship with the key point
of contact in the customer, and requires relationships with other func-
tions in the customer, cross-functional relationships in the supplier and
possibly relationships with external associates too.

The key account manager must maintain a balance between these two Building relationships
roles, remembering that building relationships is pointless without a busi- is pointless without a
ness purpose, but equally that business strategies are unlikely to be real- business purpose.

ized unless the right network of relationships is in place.

Not surprisingly, both the supplier and the customer have views on the
role that the key account manager should play, which are more or less
aligned for a large amount of the role, even though they may be expressed
in slightly different ways by each side, as Figure 10.3 suggests.

Implementation roles
® Expert in the customer
e Value developer

e Point of accountability.

These roles do not seem to be very well clarified and expressed in many sup- Key account
plier organizations, especially that of ‘expert in the customer’ and ‘value managers are often
developer’, although they are core to the job. Key account managers are woefully lacking in

ften woefully lacking in their understanding of the customer’s business their understanding
o y g 1 & . : of the customer’s
and marketplace, which is why we spend a good deal of our time showing business and

them how to gain this understanding. Without it, they cannot be considered marketplace.
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Implementation

Supplier
perspective

Understands the
customer’s business

Develops strategy
and value

Defines, briefs and
coordinates commitments

Builds relationships in
the customer

Joint
perspective

Expert in the
customer

Value developer

Point of accountability

Boundary spanner

Customer
perspective

Understands our
business

Anticipates customer’s
needs, adds value

Ensures delivery

Leverages relationships

in supplier organization

Reflects customer into
supplier organization,
customer ambassador

Represents supplier,

builds the brand Conduit

Facilitation

Reference point Focal point of contact Single point of contact

Figure 10.3 Corresponding perspectives on the role of the key account manager.

as much of an expert in the customer, nor do they stand much chance
of knowing how to add value to the customer, not just as a one-off, but in a
continuing stream of added value initiatives.

Both sides seem to be much clearer about what they expect from their
‘point of accountability’. The customer means that whatever the key
account manager has promised, he or she is accountable for delivering:
not necessarily in person, but by whatever route it takes. The supplier
means that the key account manager will deliver the revenue, gross mar-
gin or contribution targeted. Both are tough for the key account manager,
who very often has not been given the authority to match either the sup-
plier’s or the customer’s interpretations of accountability.

The key account
manager ... has very
often not been given
the authority to
match either the
supplier’s or the
customer’s
interpretations of
accountability.

Facilitation roles

e Boundary spanner

e Conduit

e Focal point of contact.

Probably the most
disputed role is
that of ‘boundary
spanner’.

Probably the most disputed role is that of ‘boundary spanner’. Consider
a very common situation, in which KAM is introduced into part of a
supplier’s business on the expectation that it will produce growth. Closer
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examination shows that the business is mature and the market is not grow-
ing, as in a majority of European markets, so the best opportunity for
growth resides in the key customer divisions or SBUs with which the sup-
plier does not currently deal. That means spanning boundaries within the
customer organization, obviously, and it may also mean spanning bound-
aries within the supplier organization.

At the least, there will be a substantial job of coordination to be done, espe-
cially between two large, complex organizations. Finding all the informa-
tion and solving all the issues requires goodwill in parts of the supplier on
the other side of organizational boundaries but, unfortunately, goodwill is
not always there. It may be because that part of the company feels that it
owns the targeted customer division and is not prepared to give it up, or
even share it, even if little has been achieved so far. Again, that division
may not see the new business as worthwhile and does not want to use its
limited resources to support it, even though it may be an unavoidable part
of the offer to the customer.

In any event, the role of boundary spanner is fundamental to KAM and Key account
therefore to the key account manager. If there are no boundaries to span, a management, by
simpler, cheaper form of account management can be applied. KAM, by definition, should be

definition, should be boundary-spanning. boundary-spanning.
The role of ‘conduit’ for information and communication is fairly obvious,
though it really goes deeper and means more than the supplier generally
anticipates. The customer expects that its strategy will be made known at the
highest level in the supplier organization, so that the supplier will give con-
sideration to it in developing its own strategy. The customer also expects to
be informed of any changes in the supplier that will have an impact on its
business before they become public, such as mergers and acquisitions, key
personnel moves, supply chain issues, adverse publicity, etc. Generally, the
supplier is seeing the role of ‘conduit’ more in terms of receiving information
about the customer’s activities, and gives little consideration to the reverse
flow and how it should be managed, never mind encouraged and facilitated.

Case study insight

Seeing communication from the customer’s perspective

One supplier caught up in the effects of the 9/11 attack said, ‘We didn’t
call our customers that day or the one after, because we didn’t know
what was going on. We didn’t have any information, as we saw it, and
we didn’t know what to say. In retrospect, that was a bad idea, and they
were frustrated and angry at our silence. Even though we didn’t know
much, we could have answered a few concerns; for example, we did
know that some activities should not be affected because they were
driven from somewhere else completely. But by not contacting them,
we were effectively placing the obligation on them to call us. We should
have just called and told them what we did and didn’t know and how
we would update them as the situation emerged.”
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CHECKPOINT

Does your company have two-way communication with
customers?

® Does your company have a clear, recognizable process for listening to
customers at a senior level?

® Does your company have predefined processes in place that would
operate when particular types of event occur?

There is wide agreement that the key account manager should act as a “focal
point of contact’. Unfortunately, this is often called a ‘single point of contact’,
which is not what anyone really means: it implies that the key account man-
ager is the only point of contact, which is not desirable except in some basic
relationships. The supplier wants robust, reciprocated relationships involv-
ing at least several people on both sides, and the customer also wants
to know that its business merits support from a team of people, so a single,
one-to-one relationship is not the real intention. In addition, as Dr Sue Holt
identified in her research (Holt, 2003), the key account manager acts as:

® A ‘single’ point of contact — accepting responsibility for and prepared
to be the channel for handling any customer issue

® An ‘escalation’ point of contact — able to take on any contentious issue
and work out a solution, with access to the Board if necessary

e A ’similar’ point of contact — reflecting the seniority of the key people
in the customer in terms of his or her own authority

® A ‘strategic’ point of contact — developing the supplier’s strategy for
the customer and aligning it with the corporate strategy and the cus-
tomer’s strategy.

As if all this were not challenging enough, the supplier has a few more
roles it requires of its key account managers.
Internal roles

® Resource manager: To make the business case for resource use, apply
resource in line with strategies, and control and optimize usage.

e Risk manager: To understand the risks in the customer, communicate
them to his or her own organization, and minimize and manage them.

@ Team leader: To lead and enable the account team to bring value to the
customer and supplier.
Customer-facing roles

@ Salesperson: To manage the sales cycle, build deals, present propos-
itions and negotiate.
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o Competition monitor: To identify competitors and understand their
role in the customer’s business, and the customer’s attitude and per-
ception of them.

@ Lever for full range of capabilities: To understand the full range of the
supplier’s capabilities, how they are relevant to the customer, and facili-
tate their application in the customer.

If you think this looks like a tall order by now, you are right. However, not
all customer relationships warrant the full range of roles, or not at full
strength. Simple relationships and stripped-down strategies do not require
the key account manager to play all these roles. For example, if the cus-
tomer does not justify an account team, the key account manager does not
have to be a team leader. If, on the other hand, the strategy is very demand-
ing, and an account team does exist, members may be able to take up some
of the roles required (e.g. competition monitor). The role required of the
key account manager and the team is related to the relationship and strat-
egy for the customer, which will also determine the competencies needed,
as Figure 10.4 shows.

Relationship
level/strategy for
customer

Figure 10.4

Link between
customer
relationship, roles
and competencies.

If the relationship with the customer is not very developed, but it is an
attractive customer which the supplier wishes to develop, then a key
account manager with an entrepreneurial approach is required (Figure
10.5). Suppliers often call this role a "hunter’, though that implies a search-
and-find approach. Normally, the customer has already been found and
identified as a key account with potential, and the real need is for an
entrepreneur who can open doors up to the most senior level, who can
hold an appropriate conversation at any level, and who also knows what
compelling things to say when the opportunity arises.

If a strategic relationship has already been built with a key customer, then
the key account manager has to work closely with it to develop and
deliver a variety of business strategies. This role is called ‘business



294 Key Account Management

Figure 10.5

Linking roles to the
key account
strategy matrix.
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manager’ because it requires activities and competencies not very differ-
ent from those of someone running a business unit. Indeed, some of the
most successful key account managers have a general or commercial
management background.

Where a key customer appears to have limited future potential, but has a
very positive view of the supplier, the key account manager is generally
not expected to develop the business. He or she needs to maintain current
business proactively, keeping costs in control without stripping away too
much value, and keeping a healthy flow of profitable revenue. This role
needs a strong operational focus. It suits many people who do not want
or would be unlikely to penetrate higher and wider into the customer,
but who can manage relationships very well, so this role is called the
‘customer manager’ (though all of these roles are, of course, managing
customers in one way or another).

Some customers are designated as key accounts because they bring a lot of
business, but apply relentless pressure on prices and are not interested in
added-value strategies (unless they are free) or strategic development.
Suppliers should take a ‘manage for cash’” approach to them, so the people in
charge of this kind of customer also need a strong operational focus in order
to strip out excess costs, while they apply tough negotiating skills to counter
the customer’s assault. The business should be kept as simple as possible,
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because anything else will eat up resource which will not be repaid, so this
role requires a skilful tactician who can cope with these gorillas.

If a healthy portfolio should have some customers in every quadrant, sup- Objectives, targets,
pliers will need a portfolio of different types of people to manage these resources, metrics
customers and to play these different roles. ‘Key account manager’ is not and number of
a single role — there are at least four separate roles. It should not be C:nggm]etrin%i;l;“z
assumed that any particular role is superior to another: each has its part to should be different
play in earning the company’s current or future profits. However, objec- for each customer
tives, targets, resources, metrics and number of customers per key account type and key account
manager should be different for each customer type and key account man- manager role.

ager role. Companies struggle to manage such flexibility.

Every role has its value and its challenges. A ‘business manager” with a
one-to-one relationship often has less business under management than a
‘tactician” handling a small portfolio of customers, but it is usually more
complex. A tactician’s margins may be very thin, which makes this role
crucial to the supplier to make sure it does not slip into a loss-making situ-
ation. ‘Customer managers’ should also be able to handle a small portfolio
of customers, and they are vital in maintaining a good quality cash flow
from their customers. These customers are probably paying a substantial
amount of the salaries of everyone in the company. The volume of busi-
ness the ‘entrepreneur’ manages may be relatively small, by definition,
but without their efforts to develop the customers of the future, the com-
pany will not be sustainable. Each role carries different parameters, expec-
tations and competency needs, and all are important to the supplier.

10.2 Key account management teams

10.2.1 The role of the key account team

Teams get better

Teams get better results than individuals in situations like key customer
results than

management, which require the combination of multiple skills, experience individuals in
and judgements. Indeed, the team can play a very beneficial role in pro- situations like key
viding through its team members some of the competencies that the key customer
account manager may not have: financial analysis for example, or supply management.

chain understanding.

However, we should first clarify what we mean by a team, before we can
talk about key account teams. The defining characteristics of a team is that
it has a shared objective and consists of more than one person.

A team is a group of two or more people who must interact
cooperatively and adaptively in pursuit of shared, valued objectives.
(Canon-Bowers et al., 1993)

Teams are a set of interdependent individuals bound by a
collective aim.
(Glassop, 2002)
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Not only have key
account managers no
experience of leading
a team, they have no
experience of even
being on a team!

A key account team
is also not a
collection of people
who just come
together to deliver a
specific project.

A key account team is therefore not a supplier’s collection of key account
managers, who are working with different customers and hence with dif-
ferent objectives. Indeed, although suppliers frequently talk about ‘the
sales team’, these definitions show that such a bunch of fiercely competing
individuals is not a team at all. This leads to a major issue when key
account managers are supposed to lead teams (see Section 10.2.3). Not only
have key account managers no experience of leading a team, they have no
experience of even being on a team! Teamwork is not part of the average
sales environment.

Key account teams are on-going groups of people with a consistent mem-
bership, working together around a particular customer or a very small
number of customers. Normally, most of the members give a significant
part of their time to the team, but not all of it. They are called ‘virtual
teams’ as they continue to report to their head of function, and only indir-
ectly to the key account manager. In addition, if they are spread out geo-
graphically, they may rarely be in the same place at the same time.

So a key account team is also not a collection of people who just come
together to deliver a specific project and then break up and go their separate
ways, even though they had a shared objective for the project at the time.
The composition of project teams changes, as the next project for the cus-
tomer will involve different people possibly from a different pool.

CHECKPOINT

Does your company operate key account teams?

Try this litmus test: Imagine all the staff in your company are in one big
room together, and someone in a corner shouts, ‘Key account team for
Customer X, come and stand over here!” Would a specific number of
people identify themselves, collect at that point and recognize each other
as fellow team members?

As we said in Chapter 3, an interdependent relationship is probably the most
common aspirational level for strategic key accounts, and this naturally
implies the existence of team working. Basic relationships may or may not
require team support, depending on the size, spread and complexity of the
customer. In an interdependent relationship the key account manager has to
manage the relationship through and with others, as Figure 10.6 suggests,
because there is more to do than he or she can achieve alone.

The team has the same high-level roles as the key account manager (i.e.
implementation and facilitation). The operational part of the team may
take the major share of responsibility for ensuring the efficient implemen-
tation of commitments, but everyone takes on the role of building more
links with the customer, to make the relationship itself more robust and to
support facilitation.
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Figure 10.6
A model of an
interdependent
relationship.

Those people who are regularly involved in dealing with the customer
should become part of the key account team. Where the customer interacts
frequently, as in customer service or accounts, for example, suppliers should
consider directing contact through designated department members who
understand the contract with that customer and know how to deal with
that customer’s issues. These people then also become part of the key
account team.

Allocating specific people to customers is often resisted because depart-
mental and call centre managers assume that designating staff to key cus-
tomers in this way reduces efficiency (i.e. allotting part of their time to a
specific customers or customers, but generally not all of it), and that the
‘next in the queue’ approach is a more efficient use of staff time. In fact,
companies are increasingly realizing that dealing with an issue ‘right first
time” is more efficient still, and that is best done by someone with an on-
going appreciation of the customer’s issues.

Case study insight

Cutting costs through key account teams

Xerox carried out a major exercise to assess the profitability of its key
customers. The company had already allocated all or some of the time of
specified staff to manage activity with key customers where there was a
substantial amount of interaction with the customers. The profitability
exercise picked up these costs and compared them with situations
where customers were dealt with on the traditional ‘first come first
served’ basis. Xerox found that it saved up to 6 per cent of sales, admin-
istration and general costs by working with customer-designated staff.
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Key customers expect
to have a team
working on their
business.

Key customers expect to have a team working on their business. While
they want to know who is their focal point of contact, they want more than
the efforts and expertise of just one person applied to their business. Key
customers expect excellent performance without having to explain them-
selves over and over again to different members of the supplier’s organ-
ization, and they expect consistent performance as well.

Consistency can only be achieved by people with experience of working
together, who have learned about the customer and the value proposition
for it and know how to implement it. Research in the airline industry,
while admittedly in a different environment, shows what teams can
achieve compared with collections of people just assembled for an imme-
diate purpose.

Case study insight

Findings from the airline industry
Researchers studying the effectiveness of flying teams found that:

® Seventy-three per cent of all incidents occur on a crew’s first time
of flying together.

e Fatigued crews made far fewer errors than did crews of rested
pilots who had not flown together before.

® The experience crews gained working together as teams more than
overcame the debilitating affects of individual fatigue.

Source: Hackman, 2002

10.2.2 The nature of the team

Teams can work much more successfully if the organization formalizes
their role and membership. Given that the members do not report direct to
the key account manager, without some formalization the whole idea can
get lost. The organization needs to make members’ role on the team clear
to them, and also to the rest of the company, especially to the head of the
function to which they belong. Otherwise, a situation that is hard enough
to manage, even in theory, can become impossibly difficult.

If the team has formal recognition, members will be prepared to invest
more into it, and the organization should then see some of the outcomes
associated with team working:

® More favourable employee attitudes

® More comprehensive pool of knowledge

e Enhanced productivity

® Improvements in product/service quality
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Case study insight

Key account team development in a

European manufacturing company
A supplier set up pan-European key account teams to manage its key
customers, especially those whose business crossed national bound-
aries. A year later it conducted a survey of the teams, with the following
findings:
® A third of the teams had made progress and were working quite

well, but had improvements to make.

e Another third of the teams were working to a rather limited extent,
but not well.

® The last third were not working, and the members contacted had
forgotten that they were supposed to be on a team at all!

e Improved overall organizational effectiveness

@ Delivering superior value.

Along with formal recognition, team members should have roles assigned to
them, so they know what they are responsible for and what they are
expected to contribute. One may take responsibility for reporting on cus-
tomer performance, for example; another may track and capture person-
nel changes in the customer and contact details; another may collect and
analyse market information, and so on. Given the complex situations in
which theses teams operate, it is important to remove as much ambiguity
as is reasonably possible.

Key account teams have a different make-up according to the nature of the
customer and the supplier, and what they are trying to achieve. They often
split into two in suppliers:

® The cross-functional, head office team

o The geographically based sales and/or support team.

These teams normally exist simultaneously, but for practical reasons, such
as opportunities to get together, they tend to be managed separately by
the key account manager. These two types of team interface with another
type of team, their equivalents in the customer. The key account manager
plays a pivotal role in linking the teams and overseeing their interactions
with the customer’s teams, as Figure 10.7 shows.

The cross-functional team
The nature and operations of the cross-functional team depends a great
deal on the supplier’s set-up. The team has two aims: the smooth running
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Figure 10.7
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of current business, and the development of new initiatives, which may be
customizations or innovations that are part of the strategy for the cus-
tomer. Often, there will be a core team of people from functions that are
regularly involved with the customer, and they will coordinate projects to
which other parts of the company are contributing.

At first sight, these teams would be expected to have a better chance of
meeting each other and bonding together than the geographical sales
team, as they are more likely to be concentrated in one place. However,
each member has a different technical expertise and a different background
related to that expertise, and they have their line manager’s demands on
their time to consider as well, so getting them to work as a team is still rather
challenging. The culture of the company makes a big difference: some have
embraced the view that ‘One of the values emerging as a requirement for
business success in the new and demanding environment is teamwork over
individualism. In fact, the team approach must become a management phi-
losophy’ (Deeter-Schmelz and Ramsey, 1995), and some have not. Where
team working is not a mainstay of the company culture, key account man-
agers have a tough job on their hands.

The geographical sales or support team

Normally, the appointment of a key account manager does not remove
the need for local sales and support teams to work with the customer,
although the customer’s central purchasing function may decide that it
only wants operational interaction, not sales interaction. Without the
local sales team, the customer’s SBUs would feel isolated and neglected.
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However, the role of the salesperson changes, and this creates an issue. In
the new role, they should be:

e promoting and implementing the deal agreed at head office level,
e keeping the customer informed of developments specific to them, and

® removing barriers to ordering and fulfilment.

As salespeople, this is not what they mostly want to do. They are “pro-
grammed’ to make deals and sell products, both by themselves and by their
managers so, if the deal has already been done, the other tasks tend to fail to
capture their enthusiasm. As a result, the attention that key customers
receive at local level often falls off dramatically, and to the detriment of the
business, as local salespeople focus their energies on ‘their” customers. This
produces a major and on-going contentious area for many suppliers, both
with the customer which is suffering from such intransigent pockets of poor
service, and with the local SBU.

Sales-driven bonus schemes for salespeople are often to blame, but compa- The attention that
nies have a blinkered belief in sales incentivization, in spite of all the evi- key customers
dence of the negative behaviours that they induce, and are loathe to change receive at local level

; often falls off
them. If local salespeople make more money for themselves by selling to dramatically as local

their local customers than they do by spending time with key customers, salespeople focus
that is what they will do. If the local SBU is similarly targeted and bonused their energies on
at SBU level and therefore at senior management level, this behaviour will "their’ customers.
be driven from the top and reinforced to an insurmountable degree.

Companies have tried to get around the problem by making sure that
sales and profit from the local operations of key customers are credited to
local SBUs, in recognition of the fact that the business needs local service
and support, and it has worked well in some companies, but is still uphill
work in others. If, however big the customer is globally, it is relatively
unimportant in a particular territory, then gaining the level of service com-
mitted by head office is a relentless task for the key account manager.

CHECKPOINT
Securing support from the local team

® Does your company have a clear policy on who is incentivized for what
in selling to and servicing key customers at local level?

® |s that policy aligned with:
— the global deal for the key customer?
— local SBU objectives?
— local salespeople’s targets and preferences?
— key account manager targets?

This ambivalence in implementing centrally agreed deals is one of the
most common and the most intransigent issues that key customers and
key account managers face in KAM. The problem is largely self-induced
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The team leader
needs to consult, to
listen and also,
ultimately, to make
decisions.

by the supplier, but it strikes at the notion of territory and ownership that
is ingrained in many companies. As a result, many suppliers fail to decide
and enforce a clear policy that would resolve it. They suffer the conse-
quences as a company, and the key account manager most of all.

The customer’s teams

Alarge relationship is likely to need a team of people on the customer side
as well. As Figure 10.6 suggests, customer teams often mirror the supplier
teams, with the make-up of the cross-functional team being appropriate
to each business and the relationship goals. Fewer people are probably
involved than on the supplier side, but they still constitute a team and the
key account manager should see them as such.

If the people on the customer side act as a team, the key account manager
should consider:

@ What are the team’s goals and priorities

® Who makes decisions, and how they are made
® Who communicates with whom and how

@ Who influences whom and how

@ How team effort can best be engaged and leveraged.

Indeed, if you have developed the skills of leading “virtual” teams (people
who do not report directly to you) in your own business, then perhaps you
can use those skills to lead teams of people one step further removed, in
the customer’s business. With a more proactive, politically sensitive
approach, inclusive of your key contact, of course, you could achieve a
great deal through leading the customer’s teams as well as your own.

10.2.3 Leading the team

Leadership is a big subject, which we can only touch on here, although it is
an essential part of the key account manager’s role. Some companies, dis-
appointed with the performance of their key account managers as leaders,
have speculated on whether someone else could be appointed to carry out
that part of the role. Ultimately, abdicating team leadership does not seem
to be a viable option. Although team leadership may be a specific compe-
tency to learn, leadership positions are given to staff to signify seniority
and authority. Giving the job to someone else could only send the wrong
messages about the quality and position of the key account manager to the
customer and, equally important, internally. The key account manager has
to be the leader, and must learn how to lead in this environment.

In a sales environment, leadership is interpreted as ‘winning’. Here, ‘win-
ning’, whether as an individual or even as a team, is not the goal. Indeed, it
is likely to lead to inappropriate behaviour on a personal or team level
where key customer support and teams are concerned. Leaders should set
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appropriate goals and help the team to achieve them, by showing the
way forward and helping to remove obstacles, rather than achieving the
goals themselves. As key account managers have very limited direct
authority, they are rarely able to give orders to a team member, so they
will have to adopt an appealing and appropriate approach, which may
be supportive or participative, according to the maturity of the person.
The team leader needs to consult, to listen and also, ultimately, to make
decisions.

In fact, leadership that encourages team participation is generally associ-
ated with greater team member satisfaction, although it is not always
associated with higher productivity. Nevertheless, it fits with the matrix
mentality and is probably more successful in complex and changing situ-
ations where more than straightforward productivity is required, and
team members need to be empowered to make decisions and responses to
the customer.

Key account managers should consider what makes teams successful in
the quest to lead one. Research has identified eight factors of specific
importance in KAM teams, as shown in Figure 10.8. The list of these suc-
cess factors in Table 10.3 explains how team members interpret each of
them, and hence what the key account manager needs to clarify for them.
Team members also need to contribute to the development of the cus-
tomer strategy. It will be a better, more rounded strategy that is more
likely to be implemented if the team understands it and accepts it.

Defined
ganizati

Success factors Good
for key account Imunical

teams hanne

Source: Holt, 2003

Figure 10.8 Success factors for key account teams.
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Table 10.3
Interpretation of
success factors for
key account teams

Not nearly enough
conscious thought
and effort is given to
communication.

Success factor Team member’s interpretation
Defined organization Who is doing what?
Defined team roles and goals What am | doing, what am | trying to
achieve?
Good communication channels How do | find out what is going on?
Exchange of ideas and How can we pool our expertise?
knowledge
Senior management support Is the rest of the organization
behind us?
Local empowerment What decisions and action can | take?
Customer understanding How can | get to know the customer?
Trust You can rely on me, can | rely on you?

‘Virtual” teams may rarely get to meet. With modern communication technol-
ogy, this may not matter very much most of the time. However, in our experi-
ence, a team must get together physically from time to time, in order to gain
any real team feeling and synergy. Members need to meet at the outset and
then at least once per year, ideally more. It is important that everyone is
included, especially in the inaugural meeting. People who are left out at the
beginning never really seem to become properly recognized and integrated.

Good communication is crucial, and the leader must consider how good
and effective communication will take place, and when. In fact, communi-
cation is one of the key account manager’s core roles, and he or she needs
to think about it systematically and implement it efficiently and effec-
tively (see Section 9.2.4). Not nearly enough conscious thought and effort
is given to communication, and many team failures lie at the door of poor
communication.

In summary, the average key account manager has minimal understanding
of how teams work and less of what to do about it. When they get a poor
response to their poor leadership, they tend to blame team members and
lapse into trying to do everything themselves, which is inefficient and
unsustainable. Leadership is a competency which should be learned.

10.3 Requirements of key account managers

10.3.1 Matching roles and requirements

Suppliers asking, ‘Have we got the right people?’ should really start with
the question, ‘Have we got the right customers?’ or, better still, "How
many of each type of customer do we have?” Start with taking a systematic
‘inventory” of your customers and constructing a portfolio view of them,
as described in Chapter 2. The portfolio shows how many of each kind of
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customer your company has, and therefore how many of each kind of key
account manager you need.

You may not use exactly the same ratios as the example shown in Figure
10.9 and, indeed, you would want to check out the results with real cus-
tomers in mind to make sure that it makes sense on the ground, but you
should apply some such differential ratio of key account managers to cus-
tomers in order to optimize your resources.

Supplier’s relative business
strength with customer

High Low

= Strategic Star =

customers customers
10 6

Key account

attractiveness

Status Streamline
customers customers _|

L A aoue) Figure 10.9

Example of how to
allocate key account
managers to
customers.

Smaller companies with less business per customer may not feel they can Most suppliers’
afford a 1:1 ratio even for their strategic customers, but they should still portfolio analyses will
ensure that they have done the analysis and apply a higher ratio than they do show that they need
for, say, status customers. Most suppliers” portfolio analyses will show that considerably more

. . . business managers
they need considerably more business managers than tacticians, though they than tacticians
probably have many more tacticians than business managers, currently. '

Rather than make assumptions about the nature of their people, compa-
nies would do well to apply a systematic profiling approach such as
KAMScope® (a competency and attribute framework for KAM developed
by the author specifically for this purpose). This is a detailed 360° review
of competencies and attributes (see Section 10.3.2) modelled against the
requirements of the four key account manager roles. KAMScope enables
key account managers and line managers to focus on the role to which
they aspire and identify specifically the competencies that they need to
develop to fulfil that role. It leads to a clarity of conversation that is hard
to achieve without some such foundation for it.

Suppliers should be matching key account managers with customers
according to their ability to play the role required, but traditionally they
have been allocated according to:

e Geographical location

® Product expertise
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Geographical location
and product expertise
are becoming

increasingly irrelevant.

e Industry expertise
e Historical relationship with the customer

® Variety or mix.

Although the key account manager’s competency set is taken into consid-
eration intuitively, in practice, these other factors normally outweigh it in
making allocations. However, geographical location and product expert-
ise are becoming increasingly irrelevant, and an existing relationship with
the customer might or might not be a good thing. The fallacy of variety or
mix is demonstrated in this case study.

Case study insight

Encouraging schizophrenia in the pharmaceutical industry

A pharmaceutical manufacturer described its key customer segments as
divided into:

® ‘visionaries’ — whose strategy looked at the industry in 5-10
years’ time

® ‘strategists’ — who considered developments on a 2-5 year
timeframe

® ‘operations’ — who ‘couldn’t see beyond breakfast’.

Based on this clear segmentation, we presumed that the supplier had
identified those of their key account managers who had vision and
matched them with the visionaries; those who took a strategic view
and matched them with the strategists; and matched the tactical ones
with the ‘operations’ customers. In fact, they had given all their key
account managers a mix, for the sake of ‘variety’.

Giving key account managers a mix of customers has two outcomes:

® cither key account managers worked according to their preferred style,
which would always be inappropriate for some of their customers

® or they tried to change their style every time they dealt with a different
customer, several times per day, which would be stressful and probably
impossible.

Not surprisingly, the key account managers were finding it difficult to cope.

Whether companies use KAMScope or something else, line managers
should find a way of making the role clear to key account managers, and
also how they are expected to fulfil it. That means being clear and consist-
ent about it themselves, without falling into the trap of standardizing.
With key customers, standardization does not give consistency: indeed, it
is inconsistent with joined-up thinking about the customer.
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Where the supplier has different kinds of key customers it should have dif-
ferent expectations of their requirements, responses and performance,
which should begin to demand different roles from the key account man-
ager. It should also begin to challenge instinctive and cherished ideas about
the role. Most sales directors would insist that key account managers should
have a sales background. However, we have asked several groups to analyse
the role in detail, and they have consistently agreed that only 5-10 per cent
of the role is selling (i.e. managing the sales cycle and bid closure).

Table 10.4 shows the breakdown of time that one group of practitioners
from different sectors thought ideal — which was certainly not how their key
account managers were spending their time currently! In fact, they agreed
that there were three activities which should take up more time than selling:

@ Developing relationships (internal and external)
® Operational implementation

e Developing knowledge and strategy.

Activity Share of time
Developing relationships 20%
Implementing deal operationally 15%
Developing industry knowledge, strategy and planning 10%
Selling 5-10%
Ensuring internal alignment for deal commercially 5-10%
Understanding of internal capability 5%
Solving internal day-to-day problems 5%
Promoting brand/business 5%
Reporting/providing information 5%
Training and education 5%
Managing the team 5%
Other 10%
Total 100%

In other words, the selling part of the role is less important than any of these,
and not much more important than several others. Needless to say, selling
is not a part of the role that customers value, as research has confirmed.

So the big question is, “‘Why do suppliers insist on appointing salespeople
to the role of key account manager, when their background fits only a small
part of the role? And why are they so reluctant to appoint people with other
backgrounds, which may equip them to fulfil a larger part of the role?’

Only 5-10 per cent
of the role is selling.

Table 10.4
Practitioners’ view
of the ideal break-
down of key
account managers’
time

The big question is,
"Why do suppliers
insist on appointing
salespeople to the role
of key account
manager, when their
background fits only a
small part of the role?
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Either group will need support and development to take on their roles fully,
but training non-salespeople to sell might actually be easier than training
salespeople to understand the operation of other internal functions, strat-
egy, finance, marketing, etc.

10.3.2 Competencies and attributes

Clearly, key account managers need a wide range of capabilities, which
may be seen as ‘competencies’ and ‘attributes’.

o Competency is normally defined as the behaviours that employees must
have, or must acquire, to input into a situation in order to achieve high
levels of performance. Competencies represent what people can do. They
can be developed in various ways; by work experience, observation of
others, and through training delivered in a number of ways. They can be
assessed through the demonstration of task completion, the production of
evidence of different kinds and through observation of the key account
manager’s activity in the workplace. Generally speaking, everyone is
more comfortable with developing and talking about competencies than
with attributes.

@ Attributes are individual qualities that differ from competencies in the
difficulty of acquisition or change. Attributes represent what people
are like, which has an impact on how they do things. They relate more to
the underlying values and beliefs that influence the way people think, the
way they do things and the way they deal with other people. Attributes
are more difficult to develop than competencies. Acquisition depends
more on the desire of the individual to make such a change personally,
rather than the more externalized acquisition of a competency.

The availability of courses gives a clue as to whether a characteristic is a
competency or an attribute. There are plenty of courses to be found for com-
petencies, because they are much more teachable than attributes. ‘Selling’ is
a competency, for example, as is ‘financial awareness and analysis”: there are
plenty of courses in both to be found. In contrast, ‘integrity” and “vision” are
attributes, both frequently requested by key customers, but few courses, if
any, are offered because they do not respond to that kind of intervention.

Case study insight

The importance of attributes as well as competencies in
the hi-tech industry

The customer, a huge global corporation, had already rejected one
global account manager, so the supplier, also a huge global company,
was careful to select a highly competent person to put forward to
succeed the previous incumbent. Unfortunately, this global account
manager was also rejected after a few months. In spite of his many undis-
puted competencies, the customer did not appreciate his approach to the
relationship. Every time something went wrong, he produced some
minor clause in the contract, buried item of information, or obscure
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communication that ‘proved” that he was not at fault. The customer
called him “Mr Teflon’, because nothing stuck to him! His competencies
did not outweigh this almost legalistic approach and refusal to accept
responsibility or ever be ‘in the wrong’, which were driven by his
underlying values and beliefs. (The next global account manager was a
great success and stayed in the post for five years.)

Each of the four roles in Section 10.3 (i.e. business manager, entrepreneur,
customer manager, tactician) can be described as a set of competencies
and attributes. There are a few that are specific to a particular role, but
many of them are the same, as you would expect. The latter can be called
the core competencies and attributes, as shown in Figure 10.10. In fact, the
area of core competencies and attributes is probably even greater than that
shown but, in some roles, although the competency is needed to some
extent, it is not required to the same degree as in other roles.
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The business manager and the entrepreneur have a lot in common. They
both need a wide range of competencies and attributes developed to a
high degree. This comes as a surprise to many people who see the entrepre-
neur as a foot-in-the-door encyclopaedia salesman or ‘hunter’. While there
are, indeed, particular characteristics of robustness and persistence that this
role requires, winning over a customer big enough to become a key account
is a complex and highly skilled job, that needs as much understanding of
the customer and what it would value as the business manager has,
achieved from a disadvantageous position on the outside, rather than the
inside. However, the level of competencies and attributes required by the
customer manager and tactician is lower by a significant amount, as their
jobs are less complex. These positions can usually be filled from the sup-
plier’s existing pool of account managers.
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Finding enough business managers and entrepreneurs will always be dif-
ficult — these people have a lot to offer and are in great demand. There is
not one ‘killer’ competency that marks out business managers and entre-
preneurs, because that concept is too simple to reflect a job that has so
many facets. People who can play these roles should be recognized
against a range of competencies and attributes specifically selected to
reflect the requirements of key account managers.

KAMScope is based on a set of competencies and attributes assembled
from research interviews with key account managers, line managers and
customers in a diverse range of companies and sectors; other research
studies; competency profiles collected from a number of blue-chip
companies; numerous key account manager development projects with
national, regional and global companies; and practitioner workgroups
exploring this area.

Key account managers and their organizations receive from KAMScope a
reflection of the key account manager’s and others’ views of his or her exist-
ing level of competencies and attributes (Figure 10.11). It also compares
their profiles with a model of their current role (business manager, entre-
preneur, customer managet, tactician) and the role to which they aspire. The
models incorporate the importance of each competency and attribute to the
role, and the level of performance required. The key account manager
receives a view of which competencies and attributes are already sufficient
for the role he or she currently performs, and which need development to
reach the level required for that role. Output also shows what would need
to be developed to fulfil the role he or she would like in the future, which
may or may not be different from the current position.

Unweighted feedback Compared with role

Competencies — Role Need
— Self

3

Ratings
g Self mOther

Figure 10.11

Examples of KAMScope® feedback.
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Any such approach which specifically describes expectations of key
account managers will be valuable in shedding light on this area, where
there is a shortage of clarity at the moment. The real value for both key
account manager and employer lies in the conversation that follows any
form of profiling.

Summary
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Organizing for key account
management

Fast track

Key account management (KAM) is essentially a boundary-crossing ini-
tiative. Many of the benefits accrue from crossing boundaries, whether
they are internal ones or those in the customer’s organization.

@ More interesting and powerful propositions with hard-to-match
competitive advantage can be achieved by integrating offers from
different parts of the supplier organization.

e Substantial growth can be won by developing business with new
parts of the customer’s organization.

Companies need a clear organizational structure, understandably,
especially as they become bigger and more complex, but the structure
should be used positively to enact the company'’s strategy, not to frus-
trate it. Any structure has its advantages and disadvantages, which
can be offset by a genuine will to work across the structure, whatever
it may be. Unfortunately, structures and their boundaries are often
reinforced by a culture of ownership and defence of a territorial power
base, which is not helpful in KAM. Suppliers need to be aware of how
the structure can operate to produce ‘blind spots’, such as an inability
to aggregate customer information that will obscure the identity of
potential key customers; the ways in which they are organized; and
how they make their decisions.

The supplier’s structure is not the only consideration in deciding how
to organize for KAM. Obviously, the customer’s structure must be
taken into account as well. For example, whether the supplier is a
global or local organization, and whether its customer is global or
local, produces a number of different forms of KAM.

In a traditional, country-based organization, the key account manager
and hence the customer is several layers away from the top of the
company, so communicating their strategies and gaining attention for
their needs at a high level is very difficult, and not what key customers
expect if they have been invited to participate in a strategic relation-
ship. This form of organization also makes the management of key
customers as a portfolio more or less impossible. In fact, if there is no
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clear process which brings them together in the same framework and
authorizes the same person or people to make decisions about them,
then portfolio management is not happening.

The ultimate form of organization for KAM is a central unit which has
its own resources, with a director of key accounts who reports direct
to the main Board rather than a national or divisional Board. Key
account managers in a central unit should have the authority to make
central or global deals, albeit in consultation and with a defined
approval process. In all forms of organization, however, the local com-
pany or region will have to support and service the deal on the ground,
so it is always important that they back it. Successful suppliers employ
various mechanisms to deal with this tricky issue.

In fact, it is the company’s targets that are often responsible for many
of the conflicts that arise between different parts of the organization.
Suppliers that can properly align their targets will avoid many of the
problems frequently encountered in KAM, just by resolving that single
issue.
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Introduction

Restructuring is a favourite occupation of organizations, although it is hard
to understand why in terms of business logic. Every few years — indeed, as
little as two years in many companies — staff are thrown into a melting pot
from which they emerge confused and demoralized, after a prolonged period
of distraction and resentment which generally means that attention to cus-
tomers has suffered, along with a substantial number of other business activ-
ities. Competitors may only have to reduce their number of restructurings in
order to achieve an advantage over the rivals who cannot resist constantly
reshuffling the pieces on the board. In many cases, they still have the same
pieces on the board when they finish as they did when they started.

Normally, the driver behind all this activity is the appointment of new
directors or other pressures on the Board. Restructuring is easy for Boards
to do, though painful for the participants. A Board that is genuinely con-
cerned to improve its customer focus and performance should understand
that key customers dislike frequent changes in their interface with their
suppliers or in the smooth running of the support teams and activities that
underpin their relationship with the supplier. Restructuring generally
means that any information the organization may have about its perform-
ance is dislocated from previous periods, so that whether or not the organ-
ization is increasing or decreasing its effectiveness is obscured.

Suppliers should therefore consider very carefully the impact on cus-
tomers before they change their structure for any purpose. Incremental
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Suppliers should
consider very
carefully the impact
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across boundaries
is at least as
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formal structure.

Figure 11.1
Boundaries limiting
key account
management
success.

and therefore constant changes are inadvisable, which means that some
deep thought should be put into deciding the best possible structure
rather than compromising on short-term options. The Board should con-
sider whether the new structure delivers significant benefit to customers,
as well as to its costs, because the change in itself means that anything less
will be decidedly unpopular. They should also consider what they believe
to be the proper structure, get there quickly, and stay there for a good
while.

Having said all that, we need to accept that no structure is perfect and that
all involve issues which need to be solved — but by an alternative route to
another restructuring. Fostering a willingness to work across boundaries for
the good of the customer and the supplier is at least as important, if not
more so, than any formal structure.

11.1 Drivers of organizational structure

11.1.1 Crossing boundaries

Key account management (KAM) is an intrinsically cross-boundary activ-
ity. If, in your company, KAM does not cross boundaries, you are probably
wasting money on an approach that has been prevented from giving you
the return you imagined you would get from it. As Figure 11.1 shows,
KAM and key account managers are obliged to cross:

@ Internal, functional boundaries

e ’‘External’ boundaries like the supplier’s divisions or country manage-
ment structures, which might be considered internal as they belong to
the same organization

@ Genuinely external boundaries in the customer’s organization, which
may be its own divisional or geographical structure.

Internal functional Inter-SBU
boundaries inside boundaries in the
the supplier SBU supplier organization
KAM-limiting
boundaries

External boundaries
in the customer
organization
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Internal functional boundaries inside the supplier strategic
business unit (SBU)

Supplier

Board

[
[ [ [ |

Finance Marketing KAM

Operations

v .
[ L e e '

We established in Chapter 4 that customers enter a key relationship in the
reasonable expectation that they will get something different from the
supplier’s standard offer. New, added value for leading customers is likely
to require the support of several other functions. These functions may be
involved on an on-going basis, if they have regular and frequent input (see
Section 10.2 on key account teams), or on a project basis. In order to engage
successfully with other functions in the supplier, the key account manager
needs to have an acknowledged and accepted role that allows him or her to
assemble the resources needed to implement the plan for the customer.

Too often, key account managers are left to beg, borrow or steal the
resource they need, which they may have been allocated in theory, but for
which, in practice, they have to battle with functional heads who see the
resource as part of their ‘territory’. Some companies, although they believe
they are implementing KAM, have failed to tackle the issues of the owner-
ship of resource that is determined by structure, and, as a consequence, key
account managers are left with little hope of delivering what they know
the customer wants and feels it has been promised. In that case, KAM can-
not deliver and the company should withdraw promises of innovative
approaches and revert to a sound, standard, less expensive sales structure.

Inter-SBU boundaries in the supplier organization

Large suppliers often have several SBUs, determined either by product or
by geography, selling to large customers, with the sales effort organized
independently by each division effectively operating as separate companies.
Customers deal with suppliers according to their differentiation and
strategic importance to their business (see Chapter 5), and if each individ-
ual division is offering products/services that are seen as undifferentiated

Too often, key
account managers
are left to beg,
borrow or steal the
resource they need.
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Increasingly, integrated
offers actually

create a supplier’s
differentiation.

by the customers, which can easily happen, each division is then addressed
with a ‘leverage the volume’ strategy from the customer which leads to
price competition and hence margin erosion.

However, although the supplier may have strong, comparable competition
in each of its divisions, taken separately, together they might be able to offer
a combination of goods and services that no other competitor can offer. Sud-
denly, not only does it achieve differentiation, but its aggregated sales means
that it is much more important to the supplier and worthy of its attention.

Similarly, a supplier that competes on a country-by-country basis will
probably find a strong body of competitors in each country. If, however, it
makes a pan-region offer to its key customer, the majority of these com-
petitors will be excluded automatically from competing on the same basis
because they do not have establishments in the same range of countries.

Increasingly, for key customers, which are likely to be expanding their
own businesses and want suppliers which can expand with them, inte-
grated offers are interesting and actually create a supplier’s differenti-
ation. However, integration needs to be real, not just ‘lip service’, which
means that suppliers must work hard to coordinate across their internal
boundaries to ensure that a seamless offer is delivered in reality.

Suppliers may feel that the customers’ divisions are just as obstructive as
theirs, and they may be right, but that does not prevent customers being
scathing about supplier ‘silos’. In our research, customers clearly stated
that they saw supplier’s internal boundaries as:

confusing and time-wasting

causing extra work and administration

resulting in areas of low service levels and high irritation

preventing consolidation of deals

®

®

®

@ resulting in inconsistent pricing

®

e preventing consolidation of information
®

hindering forward development generally.

Case study insight

When ‘division’ really means division

A company had a lot of business and an excellent relationship with a
key customer. The customer asked to buy a product made by the sup-
plier’s sister division, which the supplier was happy to arrange.
However, when the key account manager rang the sister organiza-
tion, they said, “We can’t supply your customer: we only sell through
distributors.” This did not seem important to the key account manager,
but he said, ‘OK, we’ll buy it from you and sell it on.” Astonishingly,
the reply was, “We can’t do that: you're not one of our distributors!”
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Eventually, the key account manager resorted to physically buying
the product from a retailer, at a consumer price, and selling it to the
customer at trade price. That day, he learned that organizational struc-
ture is more important than serving customers in some companies.

Failure to integrate the customer interface and the customer offer across
divisional and country boundaries and across internal functional bound-
aries stops suppliers from bringing new and innovative value to customers
in a world of mature markets where differentiation is hard to find. Such
suppliers are effectively turning their backs on one of the few opportunities Battling against
many of them have and opting for continuing commoditization, with the internal “turf wars’ is
poor returns that normally yields. And why? Because battling against internal just too hard and too
“turf wars’ is just too hard and too dangerous. dangerous.

External customer boundaries

Customer

- W

While some of an organization’s KAM is dedicated to prospective key cus-
tomers, most is focused on existing customers. These are often customers
with whom a substantial amount of business is already transacted, but who
have scope to offer more because they are a large multidivision or multi-
national company. In many cases, the relationship with one particular part of
the customer is excellent, and so the business has reached saturation there, or
is approaching it. The supplier should logically choose one of two strategies:

® Proactive maintenance: Set targets at current levels, and work on mar-
gin and contribution rather than volume and development.

® Development strategy: set targets for growth, by definition with other
parts of the customer, and work on opening up the relationship and the
business in these new areas.

If the supplier is seeking growth from this customer, it must sell outside its
familiar part of the organization. This is neither comfortable nor easy. It nor-
mally takes a great deal of effort, persistence, and ingenuity in working out
how the existing relationship can be used to deliver benefit to the new part
of the customer, given that it will already have an incumbent supplier.

It seems really strange, then, that suppliers very often give their key account
managers no incentive at all for this effort. Why not? Because, however
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Very little cross-
boundary business
development actually
happens, in spite of
the vast amount of
talk about it.

underdeveloped the relationship is, the territory ‘belongs’ to someone else
in the company even though the customer may not have consented to this
ownership.

Case study insight

The price of ‘principle’: how to prevent growth

A supplier’s company in Germany had a wonderful relationship with
the German operation of a large multinational. The key account man-
ager, and his counterpart in the customer, thought the relationship could
potentially be extended into the customer’s French operations, where it
was dealing with a French competitor at the time, but not receiving the
kind of benefits that the German partnership had achieved.

Exploratory contact with the supplier’s French subsidiary established
that it would be pleased to accept the introduction and approach the
customer’s French operation: but also that France did not pay rewards
to key account managers from other countries, and was firmly opposed
to setting any such precedent. The key account manager passed on the
information requested, but he had no confidence that the business
would be gained without his involvement to factor in all the benefits
that had been set up in Germany — as so it proved. France handled the
customer as a new lead, and nothing came of it.

In theory, extra reward drives extra effort. So, presumably, no reward gen-
erally gets no effort. Salespeople have traditionally been paid bonuses in
addition to basic salary, which are intended by companies to steer them
towards delivering the required results (although that is not always what
happens). So it seems curious that when suppliers want key account man-
agers to achieve something particularly difficult and time-consuming, for
example, penetrating a new part of the customer’s business, they are not
prepared to incentivize it by even as much as they reward normal business.

Very little cross-boundary business development actually happens, in spite
of the vast amount of talk about it; but often, it is only talk. Suppliers need
to realize that if they do not follow through a cross-selling strategy to its log-
ical conclusion, and take action to facilitate it at all points, it will fail to hap-
pen. If organizational boundaries get in the way, there are two choices: get
rid of them, or identify the barriers and create an effective work-around.

CHECKPOINT
Crossing boundaries in your company

® Do your company's key account managers have resource from other
functions unarguably allocated to their customers?

® Do you know what and how much each of your key customers buys
from any part of your company/group?
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® \What percentage of your company’s sales go to customers buying from
other parts of your company/group?

® Do you know how much your company/group has of each of your key
customers total relevant spend?

11.1.2 Considering the customer’s structure

Before designing an organizational structure to support KAM, it makes
good sense to consider the customer’s structure and behaviour. Ideally, the
supplier’s structure should mirror that of the customer. If it does, then it
will be easier to align contacts, negotiate deals, match up information and
so on. Figure 11.2 represents four variations of the ways in which supplier

i Selling Buying Selling Buying
A. Supplier and customer  company company company company
both operate as

independent SBUs

B. Supplier operates as
independent SBUs,
customer centralized

(CP = Central Purchasing)

B EEE

C. Supplier centralized,
customer operates as
independent SBUs

=
i
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company

LA

B

. c

[o ]

Selling

company

(KAM = group key account
management unit)

) Selli Buyi
D. Supplier and customer co;;’;ﬁy co:,‘g:gy

both centralized

[a]
Figure 11.2
The interaction
[c ] between different
[ ] supplier and
customer

organizational
structures.
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and customer SBUs might do business together, which will depend to a
great extent on the degree of centralization in their structures. Each lettered
box represents a different SBU, defined either by geographical location or
division, or both.

A: Decentralized and autonomous

In situation A both sides have decentralized structures and act autonomously
in their dealings with suppliers or customers. As both sides operate in the
same way, this sounds appropriate, and if they work together exclusively as
in the simple version of A, it could be. However, it quickly becomes inappro-
priate when SBUs start to interact with additional parts of their counterparts’
business, as the alternative version shows. This demonstrates how easily
autonomous forms of organizations can cause expense, confusion and waste.

B&C: Asymmetric organization and power balance

In approach B, the customer has decided to reap the benefits of being a large
customer and leverage its size, rather than behaving like a collection of
small companies, as in situation A. The supplier, however, is still behaving
as if it consisted of unconnected small companies, and is suffering in negoti-
ations from the inequality of power. In the third situation, C, the organization
has reversed, and the supplier is approaching the customer through a uni-
fied structure, which should increase its power and interest to the customer.

D: Centralized coordination

Situation D shows a comparable structure on both sides in which both organ-
izations have central interfaces that can develop a relationship together, and
still acknowledges the existence of the individual SBUs behind both. Through
this approach they can deliver what many customers require from KAM (i.e.
an efficiently managed, consistent, transparent offer). It can also deliver what
most suppliers want (i.e. more business).

CHECKPOINT

How is your company organized for key account
management?

® Draw boxes for each of the SBUs in your company and name them, as
in Figure 11.2, and do the same for your customer’s organization. Link
them up according to how they relate to each other.

® Does your company offer the customer key account management
through a single point of contact with appropriate authority?

® Does the customer offer central purchasing through a single decision-
making point?

® |s your company organized to maximize its leverage with the customer?

The organizational structure and its underlying philosophy drives the
structure for KAM rather than any market-orientated strategy. Group
Boards who operate by giving total responsibility to the chief executives
or managing directors of their SBUs, along with a big reward for perform-
ance, and an equally big threat for failure, feel unable to intervene in those
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businesses in any way in case their intervention is held responsible for
poor performance. This philosophy hinders corporate initiatives, includ-
ing cross-boundary KAM.

Not only does the corporate structure affect the implementation of KAM,
it even affects the identification and recognition of the customer. Look at
all the potential relationships in the first situation in Figure 11.2, where
both sides are decentralized. If you are in supplier SBU A, do you count
the various customer SBUs as one customer, or as four? Presumably, sup-
plier SBU B also thinks it has four customers, and so do the others. The
group may easily believe that it has 16 customers, whereas, in reality, it
has no more than four, or even just one. Should there be a different key
account manager for each relationship? Should each relationship have a
different strategy and a separate plan as well? That is the logical outcome
that suppliers should confront before setting up their KAM organizations
and hence allocating ‘ownership’ of customers.

It is exactly the issue of uncoordinated viewpoints that prevents suppliers
from answering the simple but crucial question, “Which is your group’s
biggest customer?’ This very important question takes some companies
weeks and months to answer, and they are often surprised at the outcome.
(Look out for customers who have different names in different places or in
different markets: you may fail to recognize their importance to you if
your management information systems do not pick up and aggregate all
their data.)

Case study insight

The mystery of the most important customer

A supplier in the construction industry had several divisions focused
on different areas of expertise. Its key customers were prime contract-
ors and heavy-spending government departments like the Highways
Agency and the Environment Agency. Traditionally, it analysed its
results by project rather than customer. When it changed its manage-
ment information system it found that its biggest customer across the
group was the Ministry of Defence, because although it was not the
biggest in any division, it did business with all of them, whereas most
customers were heavily involved with one or two at the most. This
discovery was a surprise to everybody, including the Board!

In summary, the customer’s structure is a major factor in how the supplier
should structure itself. Since any supplier has not one but many customers,
it will need, at least, a flexible structure in order to approach each in an
appropriate way. Companies tend to like tidy organograms that people
with a helicopter view can get their heads round, but suitability rather than
tidiness should not be the first consideration in dealing with key customers.

11.1.3 Global vs local

The assumption is often made that global accounts must automatically be
key accounts, but this is not necessarily so. In some businesses, most large
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Figure 11.3
Matching local and
global structures.

customers operate globally and require global management, but not all of
them qualify to be key accounts. According to Professor George Yip:

Global account management is an organizational form and process
by which the worldwide activities serving a given multi-national
customer are coordinated by one person or team within the supplying
company.

(Yip and Madsen, 1996)

Note that this definition does not say that the customers are necessarily
strategically important to the supplier, which is an intrinsic part of the def-
inition of KAM. For example, probably the majority of customers of
freight forwarding and logistics companies shift goods all over the world,
but they are too numerous all to be counted as key.

On the other hand, where most of a supplier’s customers are geographi-
cally limited, it is often those who have pushed their business out round
the world who provide the most opportunity and the greatest challenge.
So for these suppliers, being global or at least multinational is a manda-
tory criterion for their key accounts. Really, it is the growth and strategic
importance of these customers rather than their global reach, as such, that
makes them a key account.

The real difference between KAM and good account management is the per-
ceived size and potential of the relationship, and hence the degree of com-
mitment and amount of investment that the supplier will make. There is
no intrinsic reason why substantial, stable relationships should be key
accounts, even if they are global: but if being global means bigger business
then the two may converge in practice. Again, the customer’s structure has
to be taken into account, as in Figure 11.3, which charts the kind of KAM that
should apply according to the geographical spread of supplier and customer.
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Global Regional Global

—
Q
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IKAM
International

Local Global
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Source: Holt, 2003
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For a local supplier with a local customer, local — probably national —
account management is fine. A global supplier with a global customer
might have a lot to do to manage the relationship, but the match is good and
it should work well. The more challenging issues arise from situations in the
other two boxes, which represent mismatched organizational structures.

If the customer is global while the supplier is still organized locally then, at
least, the supplier needs to institute some kind of international KAM to
respond to it. This can work provided that the key account manager has a
clear position in the company’s structure and a strong remit for the role,
and that senior management deal decisively with the territorial issues.
Where authority is still vested entirely at local level, it is often exceedingly
difficult to get the agreement of all the countries that need to buy into the
deal. International account managers have to negotiate internally with
individual country managers at the same time as they are negotiating
externally with the customer, and may find themselves in a very difficult
position, with maximum responsibility and minimal authority.

If the customer is a multinational rather than a global company, in other
words, it is still making decisions on an individual country basis, then a
global supplier can address it at regional level. Regional KAM is probably
easier to control and manage than truly global relationships, which involve
an additional level of complexity. The countries in the major regions of the
world obviously have their distinctive characters, but they also share fea-
tures in common with other countries in their region, and dealing with them
at this level may allow a supplier to leverage scale and achieve economies of
scale, while stopping short of the complexity of global relationships.

The major barrier, perhaps, to global customer management is suppliers’ fear
of customers’ demands for globally harmonized prices, which they anticipate

being the lowest price paid anywhere. In fact, organizational structure plays Organizational
a major part in creating barriers to global pricing. Suppliers are better able to structure plays a
offer global pricing, if they must, where they have set up some kind of an | major partin creating
overarching global structure for managing key customers with genuine deci- barriers to global
sion-making capability and authority over regional or local SBUs. pricing.

Case study insight:

Compensating for a mismatched organizational structure

In one ‘global’ supplier, different countries not only had different costs,
but also different margin expectations and even different cost models.
Its global customers used their negotiating power to win very competi-
tive prices, so it was quite possible that the price agreed in the global
deal delivered below local target margins in some countries. This then
showed as low-margin or even loss-making business on the country’s
books so, not surprisingly, country managers were not keen to agree
to this kind of price level. In order to gain local approval, which was
needed before the deal could go ahead, the country had to be compen-
sated for apparent ‘losses’.
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This was achieved by setting up a global profit and loss account that
was owned by the global account manager, alongside the country
profit and loss account, and transferring compensation to a pre-
agreed level to the country’s account, to make up the deficit. This
approach, although rather tortuous, was more successful than earlier
alternatives.

Generally speaking, suppliers’ country-based SBUs still ‘own’ the income
and the costs of business that is delivered to parts of the customer within
their territory, even if the deal has been negotiated at a global level.
However, customers tend to prefer in-country billing as well, because of
issues like local VAT and tax, and their own accounting systems. If pricing
were not resolved to the satisfaction of the country as well as the customer
and global account manager, it could have major impact on the service
support received by the customer on the ground. Indeed, poor support for
global customers in countries where they are a minor player is problematic
anyway, where the structure allows autonomy to SBU heads. There are
three main options to solve the problem:

e Coercion: pulling authority on the country manager, if it can be done.

e Central billing: taking the business away from the country (the ultimate
threat).

o Combined business development and compensation: driving more
business out of the deal for the country where possible, compensating
for losses or low margins where necessary.

Combined business development and compensation is the best choice,
since only this solution is likely to result in real cooperation and an adequate
level of service for the customer. On the plus side, global account man-
agers who have demonstrated the potential achievable by bringing business
to the country from their customer have gained some stunning results
from the country’s subsequent cooperation.

In summary, there are complex and subtle issues with important conse-
quences that should receive very careful thought when the structure for
global, regional or local KAM is developed.

11.2 Organizational structures and their
implications

11.2.1 Key account management in traditional structures

We suggested at the beginning of this chapter that, in KAM, the willing-
ness to work across a structure is at least as important as the structure
itself. Without contradicting that view, it is true that some organizational
structures are distinctly KAM-unfriendly, and are a major cause of failure
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in KAM initiatives. It must be the responsibility of those at the top to set Some organizational
up an organizational structure with the minimum of barriers to KAM inher- | structures are distinctly
ent in it, if they genuinely support this approach to customers. Since KAM KAM-unfriendly
is essentially a cross-boundary activity, it will frequently encounter barri-

ers, foreseen and unforeseen. If the key account manager is not to be over-

whelmed, the amount of obstruction needs to be kept to a minimum.

Sadly, ambivalence is as common as wholehearted support from the sen-
ior management team. KAM often starts with a single champion, who does
not alone have the power to make the structural adjustments necessary for
success. The rest of the Board may sit on the fence, passing resolutions stat-
ing that, if the initiative “proves itself’, consideration will be given, at some
unspecified time in the future, to formalizing its position in the structure
with a wider remit.

The organizational structure through which KAM is delivered has a major
effect on the supplier’s ability to implement strategies like global pricing, or
standardized service offerings, or consolidated information management,
for example. It also has a significant effect on suppliers’ costs. Resources are
wasted through duplicating effort, and cost savings fail to materialize if they
require a critical mass, because they cannot consolidate activity or amass the
volume from several geographies.

With a traditional country-based structure, the supplier is more or less
incapable of having a unified view of the customer, so it is very often
alarmingly ignorant of this customer’s position in the marketplace; how it
is changing; how much business it gives the supplier and hence the sup-
plier’s dependency on such customers; and how much this customer costs
the supplier as well.

Consider the structure in Figure 11.4. It shows a traditional country-based
organization which is led by the country managing director, reporting to a
regional director who may or may not be on the main board. The manag-
ing director has a number of directors reporting to him or her, one of
which is the sales director: key account managers then report to this posi-
tion. In some cases, key account managers report to a key account director,
who reports to the sales director.

You can see that in a structure like that in Figure 11.4 the key account man-
agers, and the customers they represent, are anything from four to six lev-
els away from the Board. It is most unlikely that the Board will know
anything about the strategies of these customers, or even those of their
own company for these customers. The decisions they make will not be
informed by this crucial part of the marketplace, so they run the risk of
being out of alignment with the leaders in it.

This is not what key customers sign up for when they enter into a rela-
tionship with a key supplier. Indeed, it is not unusual for key customers to
insist on proof that their key account manager has access to the group
Board when they commit to the relationship. However, it is most unlikely
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Figure 11.4
Traditional country-
based structure.
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that a key account manager in a structure like that in Figure 11.4 would get
anywhere near the Board. In this kind of set-up the key account manager
can normally only draw on the resources of his or her own country, which
may not be suitable or sufficient for the purpose. Any activity of the cus-
tomer outside the geographical boundary is problematic, often so much so
that it is denied or ignored, if at all possible. It is certainly not considered
as an opportunity.

Case study insight

How a regional structure masked the real identity of a
key customer

Among the customers of a supplier to the luxury goods industry were
two companies owned by the same parent. However, they had different
names, operated in different parts of the world and, while there was
some overlap in activities, one was largely a retailer while the other’s
main activity was manufacturing and wholesaling. For various reasons,
but particularly because the headquarters of the two companies were in
diametrically different parts of the world, they were managed by two
different key account managers. Both customers were treated as bor-
derline key accounts, and both key account managers felt they could
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develop the business more if they had more resources, but the business
case for neither customer individually justified greater investment.

In fact, these two companies were really the upstream and down-
stream activities of the same business. Regardless of what they were
called or where they operated, they should have been managed by
the same key account manager. He would have been able to draw up
a more comprehensible and comprehensive view of the customer’s
operations, and make a strong business case for supporting them at a
key account level.

11.2.2 Centralized key account management organizations The importance of key

In an alternative form of organization better suited to key accounts, a customers is made
dedicated unit is created which is independent of country or division. clear by tf;(ejlf[ﬁgoé(é?rléy
Dedicated, independent KAM units will focus on a consolidated view of the ’
customer in a way that country-based structures do not, and probably do

not want to either. Such units generally have resource of their own, such as

market experts and financial analysts, and buy in additional services from

the rest of the organization, as they need them. The importance of key cus-

tomers is made clear by their proximity to the Board, as Figure 11.5 shows.

Director of key/ Regional Regional Regional

global accounts Director 1 Director 2 Director 3

= e

MD MD MD MD MD MD

Figure 11.5 Structure with dedicated, independent key account management unit.

This kind of structure is often driven by the need to deal with global cus-
tomers (though not exclusively), as companies recognize that they have
issues like global consistency of service and global pricing that nation-
based organizations do not handle well. The chances of identifying appro-
priate strategies for key customers, agreeing them with the customer, and
monitoring them are much higher within a dedicated unit than when key
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One of KAM’s main
wins is growth gained
by extending a good
relationship with

a customer into

new areas of its
organization.

Unless targets are
clarified, simplified
and aligned, the
supplier will probably
succeed only in
frustrating its own
ambitions.

accounts are owned by country or product units and dispersed through
the company.

One of KAM’s main wins is growth gained by extending a good relation-
ship with a customer into new areas of its organization. This route to growth
alone offers major rewards. The strategy for a key account managed by a
dedicated, independent unit should give a great deal of attention to such
opportunities. However, in key accounts managed from a country or div-
ision home base these kinds of opportunities are often not addressed for a
whole variety of reasons, including lack of knowledge, mismatched culture
and a narrow interpretation of self-interest overriding the company’s inter-
est, and so on.

Customer profitability should be easier to observe overall from a dedi-
cated unit. In this form of organization measurement of cost to serve is
easier, and hence understanding and management of customer profitabil-
ity is also potentially better. Inconsistencies can be seen and addressed;
synergies can be spotted and the consequent opportunities explored. How-
ever, it is still not always easy to coax systems and countries into providing
the necessary information.

In the end, however, regardless of who handles the development side of
the relationship with the customer, ultimate success or failure depends on
what is actually received, and delivery on the ground is still the province of
the operational side of the traditional organization. While the key account
manager strikes the high-level deals centrally with the customer, it falls to
the local organization to make it work, and that is likely to include the local
salesforce as well as operations, logistics, customer service and so on. As
one key account manager said, “We have to get them (the local organiza-
tion) happy. It’s all about service in the end, and they deliver it.”

We cannot stress too highly the importance of understanding the different
targets set by different people in the company who have various and
diverse goals and agendas, which will impact on the development and
execution of the customer’s business. Suppliers that have put several target-
setting mechanisms in place find they collide horribly with each other
around key customers. Unless targets are clarified, simplified and aligned,
the supplier will probably succeed only in frustrating its own ambitions.

As a compromise between local ownership of customers, as depicted in
Figure 11.4, and a dedicated unit divorced from any particular affiliations,
as depicted in Figure 11.5, suppliers sometimes implement a structure that
gives account leadership to one particular part of the business on a cus-
tomer by customer basis, as illustrated in Figure 11.6. So, for example, the
French SBU may lead on a customer that has its headquarters in France,
while the Italian SBU leads on key customers based in Italy. The decision
on who will lead may also be based on the location of the bulk of the cus-
tomer’s business with the supplier. In other words, a customer that spends
most with the supplier in Germany will be managed from Germany, even
if the customer’s head office is in Rome. This approach can be applied on
a divisional basis as well as geographically. If the freight-forwarding part
of a supplier sells more to a customer than its logistics and assembly
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division, the lead key account manager for this customer will be in the
freight-forwarding division.

Some customers apply a similar policy in their buying structures so that,
in a manufacturer of cars, trucks and buses, for example, the lead buyer
for valves for may be in the trucks SBU, in which case the supplier might
choose to lead its approach for this particular customer from the SBU that
has the best relationship with the customer’s truck division.

Though they may not be recognized as such at the time, these approaches | These approaches are
are awkward compromises that should be seen as transition stages towards awkward
a dedicated, independent unit. They are, nevertheless, rather popular. They (s:ﬁg]u%otrpe 'Sszseah::
are believed to have the advantages of the dedicated unit in terms of the transition stages
consolidation of views and of strategies. However, as Figure 11.6 suggests, towards a dedicated,
the supplier has not made any radical changes to the pre-existing structure, independent unit.
and therefore it works in much the same way as it did before. The key

account manager is somehow supposed to make the ‘dotted line” links

work, in spite of the very mixed and unclear mandate they have been given.

In fact, after some initial progress that may come from ironing out anom-
alies, further business development often fails to materialize. The SBU

Regional
Director 1

Regional
Director 2

Regional
Director 3

h‘j

hlj

W‘j

MD MD

MD MD

MD MD

Figure 11.6
Compromise
structure with
designated lead key
account manager.
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hosting the key account manager still exerts a strong gravitational pull,
which has several unfortunate effects:

@ The host SBU requisitions resource that was meant for the relationship,
to apply it to its own purposes.

@ The key account manager remains in a familiar home’, and is then not
forced to learn and offer to the customer the capability of the supplier
as a whole.

e Trying to reconcile the conflicting demands of the host SBU and the
group as a whole from this position is a no-win situation that causes
wear-out in key account managers.

These compromise structures arise from a mixture of concerns, which are
real if not necessarily praiseworthy or valid:

e perceived loss of territory or importance for country or divisional
managers

e concern that key account managers become distanced from the ‘real’
business

@ reluctance to add to central costs in decentralized businesses.

If the Board accepts the overriding importance of achieving the right form
of customer management for each customer, none of these are insuper-
able, but the first — concerns about territory and power — is undoubtedly
the strongest. In the case below, global KAM won in the end, but if the cus-
tomer backlash had not been so clear, the internal forces might have won
the day, to the long-term detriment of Citibank’s business.

Case study insight

Pitched battle: country managers vs customers

Citibank has many global customers, and it was one of the first com-
panies to recognize that customers wanted joined-up, consistent ser-
vice wherever in the world they dealt with Citibank. It introduced
global account management, and the customers really liked and
responded to the programme. However, the country managers were
deeply opposed to it, because they felt it challenged their sovereignty.
They fought back so effectively that Citibank felt it had to concede,
and the programme was shelved. The country managers had won!

However, there was such a wave of protest from customers threaten-
ing to take their business away, that the Board decided it had to rein-
state the approach. (Buzzell, 1985)

Overall, traditional and compromise structures are really inadequate to
deliver anything like the full benefits of KAM. Unless a structure is set up
that genuinely unites the view of the customer and the approach to it, then
the outcomes will be disappointing, not because the principle is wrong,
but because suppliers have failed to grasp the nettle and really organize
themselves appropriately.
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So far we have discussed the structural sources of difficulties in handling
each key account, but the structure also has an effect on whether the sup-
plier is in control of the whole portfolio of its most important customers,
which is considered in the following section.

11.2.3 Portfolio management

Assupplier’s key customer portfolio should be managed like a share portfolio The portfolio overall
(Figure 11.7 and Chapter 2). Some customers are there for growth, and others should perform to
for current income. Some customers are high risk, but may pay off with high exaiifsts'ggf ' Qr?t
returns: they should be balanced by others that are low risk, which then offer particular custgmez
lower, more secure returns. The customers in which investment is appropri-

ate should be carefully selected against a business case for each that takes at

least the next three years into account, and if a customer is not responding

well, investment may be switched to a more promising customer. The port-

folio should be varied and well balanced, and the portfolio overall should

perform to expectations, not necessarily any particular customer.

Supplier’s relative business
strength with customer
High Low

.| mé:.

High

n
cw
:0
°=
00
0.2
m-.-'

o
> ®
Q =
Y =

©

-0,

@ Key customer's spend

Figure 11.7
A supplier’s portfolio
of customers.

Where a separate KAM unit exists, so that key customers can be recognized
and managed as a group, this kind of approach is possible. Valid comparisons
and carefully calculated trade-offs are made to optimize the use of the sup-
plier’s resources of time and money. However, in the traditional or compro-
mise structures shown in Figures 11.4 and 11.6, this is more or less impossible.
Funds allocated at country or divisional level will be applied by the SBU man-
aging director. Each may have a different view of how much to invest in cus-
tomers against their other priorities, and how to invest it.

The company below had taken management of its key customers as a port-
folio very seriously by having the KAM unit report to the Board via the
finance director.
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Resource allocation
and management are
an integral part

of key account
management.

If there is no

specific supra-SBU
mechanism nobody
in the company has
control over the most
important single
group of customers.

Case study insight

Managing key customers as an investment portfolio

A supplier acknowledged a distinction between key account manage-
ment and normal sales activities by creating a separate department
for it reporting to the finance director, rather than the sales and mar-
keting function. This positioning helped key account managers to get
the support they needed with financial information and financial
modelling, and establishing that the numbers checked out. This
reporting structure was driven by the recognition that a decision in
this area could add or wipe off £millions in profits for the company.

Resource allocation and management are an integral part of KAM.
Suppliers need to apply the following elements as working concepts all
the way through the important chain of decisions that finally agrees which
customers are fully backed with resource and which receive less:

e Customer categorization: A view of key customers as a group, subcat-
egorized according to their potential.

o Forecasting: An ability to forecast outcomes and model the responses to
different levels of resource, given the customer’s position in the portfolio.

® Value-based prioritization: A process that compares the potential val-
ues of customers, and agrees customer priorities based on strategy and
balance in the portfolio.

® Resource allocation: A process of allocating resources in line with strat-
egy and the optimization of the portfolio.

Companies may or may not be able to plot and view their key customers
as in Figure 11.7. Anyway, just having a view of them is not enough to
qualify as effective portfolio management. In fact, if there is no specific
supra-SBU mechanism for approving and controlling the application of
resource, you can take it that there is no control. Such mechanisms gener-
ally sit alongside dedicated KAM units, and we do not find them in
devolved SBU-based structures. As a result, in many cases nobody in the
company has control over the most important single group of customers
and, potentially, source of income.

In fact, there are three levels at which suppliers make decisions that have an
impact on key customers: at the level of the contract, at the level of the cus-
tomer and at portfolio level (Figure 11.8). At contract level, most companies
have in place reasonably clear decision-making processes for approving
which they will bid for, although most could and should use better and more
explicit evaluation criteria. However, the customer dimension is often omit-
ted and decisions are made based only on the contract. You should be asking
more than just ‘Does this look like a profitable contract in its own terms?’
when it may consume resource that would be better applied to another cus-
tomer and more aligned to the overall portfolio strategy. You should be ask-
ing ‘Is this contract profitable and does winning it further our strategy?’
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Portfolio
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Portfolio decision level
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Customer

. Customer decision level

Contract decision level

Figure 11.8
Decision-making
levels.

CHECKPOINT

Do you check all three levels to make decisions on contract
acceptability?

1. Contract decision level:
— Will this contract be profitable for us?

2. Customer decision level:
— Does this contract fit customer strategies?
— Is the plan for the customer valid in their terms and viable in ours?

3. Portfolio decision level:
— Does the plan for the customer fit with portfolio strategies?
— Can it be resourced?
— Does it make an appropriate contribution to portfolio objectives?

Using a matrix like that in Figure 11.9 might help you see that you should
at least consider less attractive contracts with attractive customers, where
you want to develop the relationship, for example. You might also want to
reconsider taking an apparently attractive contract with an unattractive
customer, as experience shows that these often do not turn out well, or
even profitably in the end, and may divert scarce resources from the use
intended for them.

Both the broader, portfolio-level view and the narrower, contract-level view With_out the processes

should be operated, but the customer should be the pivotal decision-mak- to implement it, real

ing level that informs decisions at the lower and higher levels. Furthermore, portfolio management
., . . does not exist.

suppliers” decisions at contract level and at customer level should

be linked together and guided by decisions taken at portfolio level. Our

research showed that such processes are frequently absent, and without the

processes to implement it, real portfolio management does not exist.
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11.2.4 Target alignment

Target alignment or, more commonly, target misalignment is one of the
most difficult issues in implementing KAM. Targets, and who sets them
and how, epitomize all the unresolved issues around customer ‘owner-
ship’, profit and loss responsibilities, rewards and more. Misaligned tar-
gets bedevil implementation, but however obvious this is from an external
perspective, companies clearly have real difficulties about putting coord-
inated targets into practice, since conflicting targets seem to be the norm.

Conflicting targets that are problematic for KAM are set at all levels in the
organization:

® SBUs/divisions
e Internal functions/departments

e Individuals, key account managers and others.

It is fairly common to make national companies and other internal service
delivery units into profit centres, and hence set profit targets for them.
Targeted, profit-seeking divisions and internal support departments cause
real issues in managing key customers, for example, by trying to claim
parts of the key customer’s business as ‘theirs’; or by spending more time
on ‘their’ customers (lower tier customers with less business and simpler
needs); or worse, by pushing up prices to achieve their profit targets. In
effect, part of the profit has been detached from the customer and kept by
the division or department. If the key account manager cannot secure a
price premium, which is tough when competing for key customers, the
profitability of the account appears worse than it really is, leading to mis-
interpretation of the situation and potentially bad decisions.
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Case study insight

Manufacturing company removes barrier to competitiveness

A European manufacturing company had several production units in
Europe, which made different products that were sold through its
national sales and marketing companies. In an effort to focus efficiency
and cost-cutting measures, it made its production units into profit cen-
tres. The production units priced their products on a cost-plus basis at
alevel that allowed them to reach their profit and loss targets. Based on
these prices, the national companies were losing bids too often, espe-
cially with key customers, because they were uncompetitive when they
priced to meet the additional profit targets they also carried.

Volumes went down. So the production units raised their prices to
cover their heavy overheads on the lower volume but, obviously, this
situation could not continue. The directors reinstated the production
units as cost centres rather than profit centres, and kept the national
sales companies as profit centres. They were now able to work with
transparent pricing that could meet the needs of key customers.

There are numerous drivers of misaligned targets, as shown in Table 11.1
together with the effect each can have, so perhaps the fact that they con-
flict so often should come as no surprise.

Targets are taken to represent the ultimate manifestation of strategic intent, Targets act as
so they act as the guidelights for those who implement strategy; and when the guidelights
they are mismatched with strategy, implementation will be compromised. for those who

Staff believe that their targets indicate what the company really wants them implement strategy.

to do, in a way that any amount of rhetoric does not. If they are also
rewarded on achieving those targets, then that clinches any argument: ful-
filment of targets, if at all possible, is what the company will get. If those tar-
gets, taken across the organization, point in different directions, then
confusion and conflict are what the company will get. Only if they are
aligned, will it make the progress it seeks.

Table 11.1
Driver Effect Drivers of mis-
aligned targets and
Aspirations A supplier may set a high-level target for its their effects.

business overall, roll it out to all customers
and apply pressure to achieve it to everyone,
even where it is inappropriate for specific
customers

Ownership Targets are given to individuals or groups of
individuals: the emphasis on their
responsibility for meeting their targets also
means that they do not take any responsibility
for meeting anyone else's target
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Table 11.1
(Continued) Driver Effect

Time span Key customer targets should be medium/long
term, which is often at odds with the short-
term targets normally applied to salesforces,
or to demands on SBUs, especially those
closely watched by investment analysts

Customer definition Ambitious targets for key customers as a
whole may mean nothing to SBUs with only a
small part of the customer which expect to
fulfil their ambitions through other customers

Business mix Suppliers can set production targets according
to the needs of their manufacturing/operating
units, which apply pressure to sell what they
produce that may be at odds with what the
customer wants to buy

Metrics Targets may be set in terms of volume,
revenue, gross margin, costs or contribution
in different parts of the business: different
metrics implies different behaviour

Target-setting Target-setting may be started at the top or
processes the bottom: top-down generally aligns itself
with corporate ambition, but has no
guarantee of feasibility, while bottom-up is
aligned with market forces but may fall short
of corporate requirements

Key account management is essentially a boundary-crossing initiative. If it fails to cross bound-
aries, both external ones in the customer and internal boundaries in the supplier organiza-
tion, then it is probably an unjustifiable expense. It is certainly a wasted opportunity.

However, suppliers seem to lack the conviction and confidence to remove the barriers to
make KAM work effectively, and leave it to individuals to use their powers of influence
and persuasion to overcome them. In fact, key account managers will need all their
reserves of influence and persuasion on legitimate targets anyway. For the supplier to
duck the issues that it alone can address, such as alignment of targets, is an abdication of
its responsibility that sets a poor example throughout the organization.

Although the customer’s organization clearly plays a part, the most difficult problems in
KAM are caused by the supplier's own organization. You would think that such issues
could easily be solved if the solution lies in the supplier’s hands, but their persistence shows
clearly that is not the case. Suppliers might be able to resolve the issues either by adopting
a more appropriate structure, or by installing processes that work across the existing struc-
ture, but very often they do neither. If they find it difficult to retain key account managers
working under a burden of organizational misalignment, they should not be surprised.



The origins of key account
management

Fast track

While key account management (KAM) has a great deal of its origins
in sales, the philosophy has come a long way from there, and this
chapter tracks the development of KAM in academic research and in
practice. Needless to say, the two are often not synchronized, and
while research has established best practice some considerable time
ago, many companies lag well behind, even now. Perhaps under-
standing the origins of the KAM philosophy will help you to appreci-
ate why KAM is interpreted differently in different companies which
are operating different evolutions of the concept.

The identification of the decision-making unit (DMU) in industrial
buying was an important breakthrough in the 1960s. It established the
complexity of the industrial buying decision compared with a con-
sumer decision, and demonstrated the importance of developing rela-
tionships with multiple contacts in the customer who had different
interests and viewpoints. Most salespeople, however, had only a single
contact in each customer and, at that time, were not adept at develop-
ing more.

The Industrial Marketing and Purchasing Group developed the con-
cept of interacting with the customers and developing relationships
aimed at customer retention as a deliberate strategy. There has been
much debate about when relationship marketing is and is not appro-
priate, but there is at least general agreement that it is not for all cus-
tomers, even if which customers are suitable is disputed. Relationship
marketing looked longer term and introduced the idea of customer
lifetime value, secured through high levels of customer satisfaction.

The KAM philosophy fundamentally believes that collaboration with
customers is better for both than confrontation, and seeks to overcome
the traditional view of buyer—seller relationships as adversarial. The sus-
picion has always been that the financial interests of the organization
will be threatened by the other party, but evidence suggests that:

® Adversarial behaviour adds costs (e.g. 30 per cent in the construc-
tion industry)
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e Collaboration creates opportunities for saving costs

e Suppliers do not know how much they make from their customers
anyway.

The drivers of KAM are numerous, from globalization and political
pressure for corporate responsibility to the speed of change in busi-
ness, but all factors ultimately tend to give ever larger customers
increasing choice and power. Successful KAM carries with it the risk of
increasing business dependence, but as the marketplace consolidates
few can withstand the trend.

Suppliers and key customers will become increasingly committed to
each other in integrated supply chains which can deliver better, faster
and cheaper, and which compete with other integrated supply chains
rather than individual competitors. In spite of some high profile casu-
alties of interdependent buyer—seller relationships, it is hard to envisage
a return to hands-off exchanges that cannot respond to the require-
ments of today’s customers.
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Introduction

This chapter is important in that it puts key account management (KAM)
in a historical context and traces its evolution from a sales-push approach
to what it is today: a partnership between supplier and customer with the
purpose of delivering superior value propositions to the ultimate consumers.
KAM has evolved from the principles of customer focus and relationship
marketing in business-to-business markets. It is distinguishable from key
account selling by its emphasis on long-term, mutually beneficial relation-
ships between selling companies and buying companies which are rooted
in the realization of opportunities for profit enhancement for both parties.
KAM is a management approach adopted by selling companies aimed at
building a portfolio of loyal key accounts by offering them, on a continu-
ing basis, a product/service package tailored to their individual needs.
Where appropriate, technical, social and process links are built up between
supplier and customer.

Defining the appropriate KAM approach and integrating it as a process is
a significant challenge for selling companies. It is a challenge not least
because different accounts demand different approaches and processes. The
success of KAM is largely determined by the key account. Key accounts
are those customers in a business-to-business market that are identified by
selling companies as being strategically important. However, what consti-
tutes strategic importance to the selling company? Revenue and volume
are easy to measure, but accounts can be both big and unprofitable. Success
also depends on the strategic importance to the customer of the selling com-
pany and what it supplies. The degree of receptivity demonstrated by
the customer to a partnership approach is also influenced by the skills
of the supplier in meeting the customer’s needs. Those skills have to be

Key accounts are
those customers in a
business-to-business

market which are

identified by selling
companies as being
strategically
important.




342 Key Account Management

consistently demonstrated not just at the single point of contact repre-
sented by the key account manager, but at every point of contact between
the two organizations.

Peter Drucker recognized the importance of customer dynamics in his
early works in the 1950s, whilst specific study of the topic began in the
1960s. “‘What the customer thinks he is buying, what he considers “value”
is decisive — it determines what a business is, what it produces and
whether it will prosper” (Drucker, 1955).

12.1 Historical foundations

12.1.1 The decision-making unit

The origins of KAM are rooted in the history of industrial marketing. The
first theoretical breakthrough in analysis of the relationships between sell-
ing companies and buying companies was the concept of the decision-
making unit (DMU), which was developed in the 1960s by Robinson,
Farris and Wind (1967) of the American Management Association. This
notion was valuable because it ensured consideration of the way in which
buying decisions are made within buying organizations. It demonstrated
that there was more to successful selling than clever negotiations with a
purchasing professional, so that understanding the motivations and roles
of all the people involved in the purchasing decision became a relevant
selling skill. The idea of the DMU encouraged managers who had been
resistant to ‘soft” methodologies to recognize the importance of people in
the dynamics of trade.

The decision to purchase in a complex organization involves those with
purchasing and financial expertise, those with technical expertise and those
with hierarchical leverage. In some cases, the purchasing department may
even be excluded from the purchasing decision. The number of people in
the DMU is likely to be a factor of:

® The cost of the purchase
e The complexity of the product

e The inherent degree of risk.

The degree of risk will be particularly high if the product is new. Thus, if
a selling company’s product is strategic to the buying company, then it
is probable that a significant number of buying company personnel will
have an interest in new purchases.

In contrast, research at the time suggested that salespeople were heavily
reliant on single contacts within buying companies and were not influen-
cing the customer’s whole DMU. In Table 12.1 the direct relationship between
company size in terms of the number of employees and DMU size is con-
trasted with the average number of contacts made by salespeople over a
defined period.
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Number of Average number of Average number of
employees buying influences contacts made by
in customer (people in the DMU) salespeople

Under 200 3.42 1.72

201-400 4.85 1.75

401-1000 5.81 1.90

Over 1000 6.50 1.65

It followed that identifying and influencing all the people involved in the
buying decision should be a mandatory selling activity, regardless of the
salesperson’s persuasiveness. Selling required research, the ability to
make constructive contacts at senior levels in the customer organization,
and tailoring the selling role and selling message to decision makers with
differing interests and needs.

Despite this progress in recognizing the complexity of purchase decision
making, sales management specialists tended to present the human inter-
actions in selling and negotiation as an adversarial interface. Advice to
sales professionals was (and often still is) centred on their personal com-
munications and negotiations with the customer, and there was no dis-
cussion of the role of the salesperson’s colleagues in building and
maintaining relationships with customers. The approach of purchasing
management specialists was equally flawed by a concentration on adver-
sarial approaches.

As different supply chain relationship opportunities opened up in the late
1980s and early 1990s, the concept of the DMU soon became insufficient in
helping selling companies achieve their objectives.

12.1.2 Relationship marketing

Soon after the theory of the DMU was first promulgated, the Industrial
Marketing and Purchasing Group (IMP) advocated the simultaneous analy-
sis of buyer—seller relationships, an ‘interactionist’ approach. Their model
highlighted the interaction process, participants, environment and atmos-
phere. Relationships were deemed to represent both a valuable resource
and an investment, providing an effective information channel and serving
to increase economic and technological efficiency and to reduce uncertainty.

The IMP’s work was followed by the concept of relationship marketing. It
contrasted traditional approaches to sales and marketing, which became
known as the transactional focus, with the relationship focus which seemed
more appropriate to the market conditions of the 1990s. Relationship mar-
keting seemed to build on the quality movement in operations management
by presenting an ideal based on building customer satisfaction through
quality, service and value.

Table 12.1
Contrasting the
number of buying
influences and
number of
contacts made by
salespeople

Identifying and
influencing all the
people involved in

the buying decision
should be a
mandatory selling
activity.

The approach of
purchasing
management
specialists was
equally flawed by a
concentration on
adversarial
approaches.




344 Key Account Management

Table 12.2

The different char-
acteristics of trans-
actional and
relationship
marketing

The transactional focus concentrated on single sales, product features, tac-
tical campaigns, discontinuous customer contact, limited commitment and
a view of customer service and quality as being the concern of specialist
departments (Table 12.2). The relationship focus embraced customer reten-
tion as a deliberate strategy through continuous customer contact, deliver-
ing benefits, a long-term outlook, high commitment and an expectation that
all staff would deliver service and quality. Strategic intent and shared inter-
nal values became part of the product and services offered.

Transactional focus

Relationship focus

Single sales

Product features

Tactical promotional campaigns
Short-term reward structure

Only in contact with a customer
during the sale

Limited points of contact/influence

Salesperson guards his or her
access to the customer

Limited commitment

Special department for ‘after-
sales service’

Quality is policed by quality control

Lifetime value of a customer
Satisfaction of customer needs
Strategic marketing

Varied reward structure

Continuous customer contact

Contacts and influence from the
boardroom to the shop-floor

Team approach to intercompany
communications and activity

Extensive commitment

After-sales service involves the
whole team

Quality involves the whole team

Source: Payne, 1993

There has been much debate about what circumstances made relationship
marketing appropriate. In 1985, Barbara Jackson (as quoted in Kotler,
1997) argued that the investment was most worthwhile in industries
where customers would have long-term horizons and high switching
costs, such as buying capital equipment. Customers buying commodities
might still be best served by a transactional approach.

In 1991, Anderson and Narus presented the idea that it was the nature of
the individual customer that should be the deciding factor in relationship
approaches as some customers value high service levels, brand values and
long-term relationships with suppliers while others do not. When making
buying decisions, some customers take into account more than just the
price: time and hassle may be significant factors as well as a variety of ben-
efits that could loosely be called ‘value’.
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Studies of the relationship between customer retention and lifetime prof- Companies could
itability started to suggest that, where at all possible, a long-term approach improve profits
was likely to deliver significant benefits to the selling company. The cost of anywhgrse from 2? éo
attracting a new customer is estimated to be five times the cost of keeping reduy cingecrucs?gme¥
a current customer happy. A study by Bain and Company (Reichheld, 1996) defections by
indicated that companies could improve profits anywhere from 25 to 85 5 per cent.

per cent by reducing customer defections by 5 per cent (Figure 12.1).

* Calculated by comparing the net present values of the profit streams for the average
customer life at current defection rates with the net values of the profit streams
for the average customer life at 5% lower defection rates.

Source: Reichheld,1996

Figure 12.1 Reducing defections by 5 per cent boosts profits by 25 per cent to 85 per cent.

In the past, companies sought to erect exit barriers to deter customers Negative
from switching suppliers. Measures included loss of discounts and refusal reinforcement only
to service multisupplier installations. Such negative reinforcement only served to ensure that

customers who
defected never
returned.

served to ensure that customers who defected never returned. In contrast,
relationship marketing seeks to retain customers by improving their satis-
faction. It embraces all that companies do to understand valued customers
and to improve their offerings to them.

The ideal is to convert prospects and customers to ‘advocates” who praise
the company and encourage others to buy from it. The relationship market-
ing ladder of customer loyalty shown in Figure 12.2 emphasizes the two
main marketing tasks of attracting new customers and retaining existing
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Figure 12.2
Ladder of customer
loyalty.

In the 1990s,
marketing was
redefined as building
and sustaining
customer
relationships.

Customer

Prospect

Source: Payne, 1993

customers. The creation of customer advocates involves progressing
customers up the loyalty ladder. This is achieved through the successful
fulfilment of customer requirements and expectations, which necessitates
an in-depth understanding of the customer and their relative importance to
the supplier.

Berry and Parasuraman (1991) distinguished three approaches to enhanc-
ing customer value:

1. Adding financial benefits such as loyalty discounts, better credit terms
and financial services.

2. Adding social benefits such as club membership, theatre trips and sports
links.

3. Adding structural ties such as special delivery arrangements and elec-
tronic data interchange (EDI).

It is assumed that developing customer satisfaction delivers the customer’s
lifetime value. To calculate customer lifetime value, multiply the annual cus-
tomer profitability (revenue less the costs to service that customer) by the
number of years they are likely to need the product or service. In fact, cus-
tomers tend to become increasingly profitable over time. Figure 12.3 demon-
strates how customer retention contributed to increased profits in a number
of service industries.

The benefits to be gained from better customer relationships were seen to
vary by industry. In industry-to-industry markets where there are fewer
and larger customers to be won and lost, the potential for developing part-
nerships with customers became a new focus of attention.

Thus, in the 1990s, marketing was redefined as building and sustaining
customer relationships. Analogies were drawn with courtship and mar-
riage in order to emphasize that a fundamental element of the new
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concept was ensuring long-term relationships with customers. A correla-
tion between customer retention and profitability was seriously explored
for the first time.

Relationship marketing can be clearly identified as a major breakthrough
in terms of a marketing-led contribution to company prosperity. However,
30 years of growth markets meant that companies could get away with
being production-led and technology-led. The difficult market conditions
of the 1990s were going to force dramatic change.

12.2 The arrival of key account management
12.2.1 The KAM philosophy

Until recently, KAM was often dismissed or downgraded to key account
selling and selling to major or national accounts. ‘Account manager” has
often been regarded as a euphemistic term for ‘salesman’. However, some
companies moved beyond sophisticated selling towards customer reten-
tion through integrated processes and enhanced value delivery. These
‘partnership’ arrangements became a benchmark for KAM best practice.

The belief that companies can best satisfy their customers by being tough
on suppliers has declined in the last 10 years, although it persists in some
industries. A few business analysts claim that US and UK business cul-
tures are adversarial and there is not enough trust between organizations
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and individuals within them to make partnerships work. During the
1980s, the influence of the Japanese ‘keiretsu” model of supply chain rela-
tionships was being felt, but interdependence between suppliers and cus-

tomers was still treated with considerable apprehension.

Some manufacturing
industries began to
address the risks of
the adversarial
approach.

Nevertheless, some Western companies, such as motor parts manufactur-
ers, were beginning to see advantages in the way Japanese car companies
conducted their business. Discussions in some manufacturing industries
began to address the risks of the adversarial approach (Table 12.3).

Table 12.3 The risks inherent in the alternative approaches to buyer—seller relationships

Adversarial

Interdependent

Sellers and buyers are constantly jostling for
advantage and relationships between
companies are inherently unstable.

This can lead to:

® Lack of trust resulting in frequent, costly
supplier switching/customer churn

® Unequal power relationships are exploited

@ Sellers and buyers have no chance to learn
from each other or ‘best practice’

@ Price is the main focus of attention, at the
expense of value

® Advances in technology may not be

advances in fulfilling customer needs

Waste from duplicating technical skills

Purchasing skills cannot evolve

Tailored offerings are rarely available

Sellers’ over-dependence on a few customers
is mirrored by customer over-dependence
on single source of key products/services

This can lead to:
@ Inertia and lack of flexibility
® Unequal power relationships
are perpetuated
® Influence over the way the companies are
run is legitimized
Complacency on price
Technology may stagnate
Loss of independent skills in each company
Decline in purchasing expertise
Dedicated plant cannot be re-used

Whether more sophisticated approaches were driven by exhortations from
industry leaders about partnerships or by the practicalities of market condi-
tions is debatable. In the 1980s models were developed both by marketing
and purchasing academics (Ford, 1980; Dwyer et al., 1987; Lamming, 1993)
in order to explain the way in which relationships between particular
buyers and sellers evolve over time. These models indicated that each
exchange is not only affected by market considerations of price and the fit
of the product/service to the need, but also by relational and process

factors.

The relational development model of Millman and Wilson (1994) was
explored in Cranfield research (McDonald et al., 1996). Further quantita-
tive research (McDonald and Woodburn, 1999) modified the concept of an
evolution of relationships to an analogy with Maslow’s (1943) hierarchy of
needs, which was not dependent on time. The importance of recognizing

different stages of relationship development is discussed in Chapter 3.
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The extent to which a relationship between buyer and seller can develop
will be dependent on anticipation of mutual benefit. As early as 1982 and
1986, academics had been working to develop ways of discerning differ-
ent types of customers and their relative attractiveness to suppliers, and of
determining the value of the selling company’s capabilities as perceived by
customers (Fiocca, 1982; Yorke, 1986). This would mean that ‘key” cus-
tomers could be defined and the relative strategic importance of any par-
ticular customer to the selling company could be identified.

Our research (Woodburn and McDonald, 2004) discovered that few com-
panies were able to measure even the relative profitability of their accounts
because most management accounting systems were unable to facilitate
the allocation of costs to individual customers. However, many suppliers
have become increasingly concerned about the profitability of their largest
accounts, as mounting evidence has shown that they are often making a
loss on them (see Chapter 6).

Nevertheless, there is growing evidence that partnership reduces costs. There is growing
Up to 70 per cent of the costs in a company can be associated with supply evidence that
chain issues, so there is plenty of opportunity for improvement and a need partnership
to focus on smart solutions. From a 1995 survey, Partnership Sourcing reduces costs.

Limited (1996) reported that in 75 per cent of buyer-seller partnerships
costs had been reduced and in 70 per cent quality had improved.

Case study insight

Partnership from the viewpoint of buyers

In his report ‘Constructing the team’, Sir Michael Latham said that it is
generally accepted in principle that partnering can deliver significant
benefits to customer and supplier. Market research conducted by
Galliford plc indicated that 75 per cent of purchasing professionals in
the construction industry would agree that partnering is the future.
As a response, Galliford developed a system specifically for managing
construction projects on a partnership basis. The system incorporates
a comprehensive set of performance measures. George March, chief
executive of Galliford, commented that partnering had to be more
than a philosophy; it had to be tangible, transparent, structured and
measurable. (Anon., 1995)

Even after objective considerations of mutual benefit have been estab-
lished, the potential for a “partnership” KAM approach is still constrained
by other factors. The receptivity of the customer to KAM is obviously para-
mount. The sophistication of purchasing practices may depend on:

o the degree to which the company has developed the purchasing function,

@ the size of the company,
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If there is an
association ...
between achieving
short-term gain and
career progression,
win-lose scenarios
will dominate
thinking.

Partnerships between
unequals are unlikely
or unstable.

e the depth of change in the market, and

e the company’s values.

Many chief executives talk about partnership, but in reality they are
unwilling to undertake the investment and culture change it requires.
Further, the selling company may not be equipped for integrating their
processes with those of their customers. The strategic value of the product
or service needed has to be taken into account along with the relative power
of each party. A supplier may need to reconfigure an offering or the process
by which it is delivered in order to improve its value.

Wilson and Croom-Morgan (1993) proposed a problem-centred model in
order to assess whether the operational synergy possible at the highest
levels of KAM/supplier partnership can be achieved. In addition to the
product need, the selling company must address the process need: redu-
cing the hassle factors inherent in incorporating their products/services
into those of the buying company. Solutions such as just-in-time delivery,
packaging and palleting, consignment stock management, EDI and sub-
assembly have all been used to transform buyer—seller relationships from
being transactional to being interdependent.

Wilson and Croom-Morgan (1993) also discussed ways in which the sell-
ing company can meet the ‘facilitation need” of the buying company by
being on-site or accessible by telephone or e-mail to help the customer use
the product or service. In the Cranfield research (McDonald et al., 1996)
buying decision makers expressed strong preferences for ‘suppliers who
are easy to do business with’.

Closer relationships between buying and selling companies require a
broader range of skills from those who are responsible for managing the
value interchange. Consequently, sales representatives graduate to con-
sultative selling to general business management. The origins of KAM may
have been in sales, but companies now have key account managers report-
ing directly to general managers. The purchasing profession has also grad-
uated from price negotiation to value delivery to strategic management.

Each profession now has the opportunity to manage a variety of
approaches to supply chain relationships and the risks inherent in them.
However, the determination for achieving the benefits must be driven
from the top of the organization and be reflected in the firm’s systems,
including reward and career development structures. If there is an associ-
ation in the sales or purchasing professional’s mind between achieving
short-term gain and career progression, win-lose scenarios will dominate
their thinking.

The wide range of buyer—seller relationships is portrayed in Figure 12.4.
At one end of the spectrum, there are big league global buying-selling
dyads pursuing the leanest supply and achieving synergy and integra-
tion. Where power, risk and trust are in balance between buyer and seller,
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Adversarial Some degree Partnerships Integrated
seller—buyer of longer term relationships
negotiations agreements

»
'

Source: McDonald and Rogers, 1998

partnerships of equals can be highly successful. Partnerships between
unequals are unlikely or unstable (Krapfel, Salmond and Speckman, 1991),
although some larger companies may emulate the Japanese model of
‘benevolence through loyalty” in order to develop smaller suppliers.

At the other end of the spectrum, smaller players in smaller economies
who may not be highly attractive or 'key” accounts to any of their suppliers
are forced to adopt tactical approaches to supply chain issues in order to
survive. In the middle of the relationship range there are moderate degrees
of preference, including longer term contracts accompanied by some ner-
vousness over single sourcing and/or over-reliance on a few customers.

The word “partnership” has become rather discredited by overuse in inap-
propriate situations, but the essential philosophy is still very valuable
when judiciously applied.

12.2.2 Driving forces

KAM in selling companies and partnership sourcing in buying companies
are now well-established approaches to the management of value in the
supply chain. They are not universally appropriate, but they have proved
to be a considerable leap in progress. However, that progress has not been
based solely on recognizing the objective benefits of a more cooperative
business philosophy. Those benefits might have been realizable years ago.
Instead, it is the way in which markets and economies have changed
which has provided the driving forces for change.

As mentioned in Chapter 1, Cranfield produced a report called Marketing, the
Challenge of Change (McDonald et al., 1994) for the Chartered Institute of
Marketing, which was commissioned in the light of criticism of the market-
ing department and what it delivered. The researchers identified that prob-
lems did indeed exist with the use of marketing as an add-on to selling.
Such an approach was proving inadequate. Marketing as a philosophy
was the driving force for industry leadership. However, it was not being
embraced through altruism or a recognition of the genius of the gurus who

Figure 12.4

The spectrum of
buyer-seller
relationships.
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The adversarial
culture in the UK
construction industry
is believed to add

30 per cent to costs.

Globalization is a
driving force for
relationships.

recommended it, but because the business environment demanded it. The
same factors were identified when researching the driving forces behind the
trend towards KAM. These change drivers are:

e Rapid change

® Process refinement
® Market maturity
o Customer power

o Globalization.

Partnership is perceived as being a worthy concept, which is difficult to
attack, although people may argue about what it really means. All polit-
ical parties in the UK have exhorted businesses to be more partnership ori-
ented. Many politicians and senior civil servants believe that adversarial
relationships between buying and selling companies are bad for overall
industry competitiveness. For example, the adversarial culture in the UK
construction industry between architects, contractors and subcontractors
is believed to add 30 per cent to costs. Common sense dictates that the
interests of all parties in a project are legitimate: unprofitable suppliers are
risky and unprofitable customers are also very risky. Therefore, KAM and
partnership sourcing are encouraged by expert opinion.

Governments have tried to encourage responsibility in supply chains by
legislation designed to protect employees and customers. Throughout the
USA and Western Europe legislation has become increasingly influential
in supply chain management. For example, quality and traceability have
been powerful reasons for partnerships in the manufacturing industry. It
is certain that legislation will force the traceability issue wider and wider.

Besides legislative imperatives, globalization is a driving force for rela-
tionships. Consumers around the world have more choice and lower
prices. In industry-to-industry markets the opportunities for buying from
anywhere for anywhere are almost universal, but providing a consistent

Case study insight

US employment law applies throughout the supply chain

In the USA, buyers have been put under legal as well as moral pres-
sure not to buy from suppliers who violate US labour laws, whether
they are based in the USA or other countries such as Latin America or
Asia. A 50-year-old law holds buyers liable for suppliers’ illegal
labour practices. Raids in California revealed Thai refugees in barbed
wire encampments producing goods for major department stores. It
is not uncommon in the USA for the law to require companies to
police their sources of supply, even when those sources are outside
US borders. (Hancock, 1998)
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level of service worldwide to key accounts is a task selling companies still
have to work very hard to fulfil. In the 1970s, the way most multinational
companies operated resulted in the company logo being the only com-
monality between their geographical operations (and sometimes even that
was altered). Opening up the boundaries of business has helped suppliers
to realize the extent to which they can grow with their key customers if
they are able to meet the challenges presented successfully. Going global
may also, in the long term, be an opportunity for spreading risk.

In the past few years, different leagues of supply chain activity have been
identified and these are outlined in Table 12.4. Companies with global
scope want to deal with other companies with global scope and local com-
panies tend to deal with others who know their cultural markets.

Table 12.4
League Operational level Leagues of supply
chain activity
Premier League Global
First Division Regional
Second Division National
Third Division Local/niche

We know that global businesses represent approximately one-third of the
private sector worldwide. The concentration of global buying companies
seeking global selling companies in order to ensure consistency of supply
worldwide means that it will be increasingly difficult for geographically
restricted players to move up to the ‘premier league” except via the minor
element of ‘benevolence through loyalty” in the system. That minor element
could be critical to companies vying for promotion. The cost reductions that
can be achieved through partnership will make the company more competi-
tive and, therefore, better equipped for expanding to a larger geographical
scale. Creation of alliances with more influential players in their supply
chain will be an alternative route to league promotion for ambitious small
companies.

End consumers still perceive variety and choice in the economy and most
are still highly dependent on local companies and the public sector for a
high proportion of their weekly spend. Global economies of scale are
attractive in many industry segments, but global firms do not dominate
every segment.

In the global premier league, an increasing number of opinion leaders
come from the Far East. These new giants are mostly manufacturing
companies whose distinctive competence is making things smaller,
cheaper, faster and more reliable. Relationships between buying compa-
nies and selling companies are perceived to be part of the business culture
of the Far East, and Japanese companies have influenced best practice
around the world. Many award-winning US and European companies
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have adopted partnership sourcing. It is therefore easy to conclude that
partnering relationships will become a mainstream concept in global busi-
ness and demand KAM responses. Companies operating on a global scale
need to transcend geographically narrow definitions of business culture
and adopt best practice.

Partnership is an enduring theme of best practice and KAM complements it.
The challenge for selling companies is to keep ‘raising the bar” of account
management achievement in order to realize business growth in the future.

12.2.3 Implementing key account management

Flagship selling companies have the following topics on their KAM agenda.

Monitoring and measurement of relationships

Research by Kearney and UMIST (in Nolan, 1996) has indicated that the
foundation stone of improving performance in relationships with customers
is monitoring and measurement. Each relationship must be measured at the
transactional and process level and at the strategic level. Attention to detail is
a quality attitude which is universally welcomed by customers and it helps
in establishing an aura of integrity and professionalism.

Continuous and proactive improvement of products/services

Measurement is linked to continuous improvement of the product or service
on which the company’s identity is based. The best of professional relation-
ships will not be able to survive deterioration in the competitive position of
the selling company’s core offering. In addition to continuous improvement,
it is helpful to be the initiator of dramatic breakthroughs in technology or
service delivery. Buying companies like to see their chosen suppliers acquire
prestige alongside discovering better ways of fulfilling their needs.

Training and development of employees

The pioneering selling company must also invest in the training and devel-
opment of the whole customer-focused team, not just the key account man-
ager. Assigning multiple levels and functions for staff with objectives related
to particular customers’ needs will weave the philosophy of KAM into the
whole fabric of the company.

Integration of processes and systems through collaborative
associations with customers and other suppliers

One of the technical specialisms that the selling company needs to acquire
is an understanding of processes, whole supply chains and transfer of
value. All selling companies should consider how they might expand their
scope of activities with customers. The customer may also require a sup-
plier to work together with other key suppliers to solve a particular prob-
lem such as systems integration. Proactively presenting new, integrated
solutions to customers would be even more attractive to them. Apart from
anything else, it reduces the fear of monopoly associated with single
sourcing if the single source is, in effect, a variety of consortia (perhaps but
not necessarily with a common leadership).
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Integrated fast track

For those who want to start or finish with the complete helicopter overview,
we have compiled all the ‘Fast tracks” of the essentials of each chapter into
this rapid reprise of the content of the entire book. However, to understand
more, or to find out what to do about these issues, you will need to read the
chapters themselves.

The crucial role of key account management

For a decade, the authors have been researching global best practice in the
domain of account management, sponsored by many of the world’s lead-
ing companies. The following topics in particular have been the focus of
our research:

o Key account selection: Only a few selected customers can be included
in the key account programme.

o Classification of key accounts: Derogatory labels like A, B, C, or gold,
silver, bronze should be avoided at all cost.

o Key account profitability: The power of customers and their increased
purchasing power has led to greater demands on the services of their
suppliers. Unfortunately, many traditional accounting systems are
incapable of accurately capturing all of the associated costs of dealing
with major customers. Consequently, many suppliers are acting in
ignorance of which customers make or lose them money.

e Key account needs analysis: A deep understanding of the customer’s
business is essential to success.

@ Strategic planning for key accounts: Just as a three- to five-year strategy
is essential for any business, so strategic plans for selected customers,
signed off by the customers themselves, are also critical to success.

@ Roles and skills of key account managers: Selling and negotiation
skills are no longer sufficient on their own.

@ Other issues: Information technology, organization structure and inter-
nal marketing all contribute to creating successful key account
programmes.

CHAPTER 1
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CHAPTER 2

The challenges that all organizations face today are:

o Market maturity: In most sectors, mature markets have transferred
power from suppliers to customers, as suppliers compete for a share of
a decreasing number of customers.

e Globalization: Market maturity has led to an increasing number of
industries in which only a handful of truly global companies dominate
the landscape. Hence, any supplier who cannot offer a seamless service
in every part of the world where the customer operates, will not win the
business.

e Customer power: With this new-found power, customers are increas-
ingly looking to selected suppliers to give them competitive advantage
by product and process development.

All these developments mean that suppliers have to be much more strin-
gent in their key account selection criteria. They must allocate their scarce
resources intelligently across their customer base, taking account of the
risks associated with different kinds of customers in order to build continu-
ous shareholder value added.

Selecting and categorizing key customers

Choosing the customers that your company wants to treat as key accounts
ought not to be too hard, certainly when compared with some of the difficult
cultural and structural issues that arise from key account management.
However, many companies approach the task in a rather casual fashion first
time around, and only later realize how many onward decisions are driven
by their selection of key customers, and how awkward it may be to unpick
inappropriate choices.

The key customers you seek should be those that are aligned to your
corporate strategy and will therefore make a major contribution to its
achievement. If they do not, who will? So your portfolio of key accounts
should contain these customers, and only these customers. If you dilute it
with customers with dissimilar agendas, which will not respond particu-
larly favourably to your strategies, you will be unable to demonstrate suf-
ficiently positive results from the key account management programme,
and you risk sinking the whole initiative. Undoubtedly, there will be pres-
sures to include unsuitable accounts, but they must be resisted. Counter
such pressures by adopting an objective criteria-based process, and apply-
ing it rigorously.

Whatever the size of the organization, there seems to be an almost univer-
sally appropriate number of key accounts, which is probably between 15
and 35, with 5 and 50 as the outer limits. Certainly, anything with three dig-
its is too many. In fact, the process of selection and categorization starts with
deciding, more or less, how many key accounts your company can handle.
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The identity of the customer
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Selection criteria should be chosen and their importance weighted by a
senior management group, and then rolled out to be scored to people who
know the customer. These criteria are applied to assess the customer’s
attractiveness to your company, and the data are then used on the vertical
axis of the key account selection/categorization matrix to build a picture
of your portfolio of customers.

To complete the picture, you need the customer’s view of you as a
supplier, in their terms. Obviously, that will be different for each cus-
tomer, and you must resist the urge to apply a standard set of criteria
on the horizontal axis. If you did that, it would only be a reflection of
what you think of yourselves, and would not represent their views and
differences at all. You would also, in effect, be saying that these customers
are all the same and all want the same things, which is contrary to the
whole philosophy of key account management, apart from being patently
untrue.

The matrix identifies four kinds of key customers, to which it is appropri-
ate to offer four generic strategies that should guide the specific strategies
that are developed for each customer individually:

1. Star key customers — investment for growth

2. Strategic key customers — strategic investment

3. Status key customers — proactive maintenance

4. Streamline key customers — management for cash.

The systematic assessment approach described in this chapter enables

suppliers to build a portfolio view of their customers that drives many
further insights, decisions and expectations about them, which is much
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CHAPTER 3

more realistic and powerful than the key customer lists that many sup-
pliers use. We will refer to it frequently in the rest of this book.

Relationship stages

Key account management (KAM) is very much concerned with managing
the relationship with the customer, but remember that the relationship is a
means to an end, that is, business development and not an end in itself.
Nevertheless, it is important to understand these relationships, which vary
from simple, transactional forms to intimate and complex liaisons. There is
a distinct hierarchy of relationship levels which describes the progression
from the simple trading stage right up to a configuration that is only a short
step away from a merger. Whatever level of relationship is reached, the
requirements for efficient fulfilment of basic transactions remains, although
a good relationship might allow a greater period of tolerance and assistance
with poor performance than a simple, easy-to-exit relationship. Ultimately,
however, a customer will have to buy from the supplier who gives them the
offer they need, however good the relationship.

Both the key account manager and the supplier organization need to know
what kind of relationship they have with each customer, and therefore what
they can and cannot do with it. Suppliers generally have delusions of inti-
macy with the customer, and believe that they are one stage closer than
the customer does. Since the essence of a relationship is reciprocation, then
the supplier can only work with the level of relationship that both parties
agree on.

Exploratory relationships

Suppliers need to recognize
Selling company Buying company potential key accounts from
the outset and treat them as
such. The bigger the customer,
the longer it takes. Be prepared
to be patient and manage
internal expectations. Monitor
the signals sent out rigorously.

Directors
Operations

Basic relationships

This simple, transactional rela-
Selling company Buying company tionship has benefits of effi-
ciency, clarity and resource
control alongside its disadvan-
tages of vulnerability to compe-
tition, fragility to change,
potential for bias, limited
understanding of each other
and limited opportunity.
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Cooperative relationships

To be regarded as a transitional
stage, this stage is hard to con-
trol and likely to be losing
money. It may be a necessary
rite of passage, but not a stage
to prolong. Key account man-
agers are still ‘out in the cold’
and ‘in the dark’, and the sup-
plier is not yet trusted, so the
more positive feel has yet to be
translated into real advantage.

Interdependent relationships
This is the stage to which sup-
pliers developing KAM nor-
mally aspire with the right
kind of customer. These rela-
tionships involve trust, much
more exchange of information,
proactive strategies based on a
much deeper understanding
of the customer and opportu-
nities for joint strategic plan-
ning leading to substantial
business growth.

Integrated relationships
These relationships are just
short of a merger. Boundaries
between the two companies
are dissolved, since a high
degree of trust eliminates the
need for protection. Integrated
relationships are few in num-
ber because they take a lot of
dedicated resource, are not
easy to put together, and tend
to repel other customers in the
same marketplace.

Even close relationships do not necessarily last forever, although there are
some that have worked for decades. Disintegration may be driven by
changes in the ownership or market position of either company, or by the
supplier’s failure to develop the relationship. Ultimately, the supplier has
to be able to offer the customer what it wants, so a relationship, however
good, cannot compensate if the supplier’s product or service fails to meet
the customer’s needs.
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CHAPTER 4

Developing key relationships

Most companies embarking on key account management (KAM) are hop-
ing to develop their customer relationships. We hope you will do so hav-
ing first decided, very carefully, which ones are suitable for development —
because some are not.

But what does deciding to develop a relationship mean? How do you
know where to start? Charm has very limited leverage in corporate pur-
chasing today and, indeed, the procurement department will make sure
that it does not count for much. If you want to be a key supplier, much
more tangible value is expected.

In fact, the way to a customer’s heart is through its business — not
your business. As a minimum, the customer expects its key suppliers to
understand:

o Its marketplace

@ Its strategies

@ What its customers want

@ How it adds value in its business

® Where it makes its money.

There are no shortcuts that are likely to last, so Chapters 7 and 8 give you
a systematic process to gain the deep customer understanding you need,
plus a process to help you come up with strategies that add value to the
customer’s business. Added value (for the customer, not necessarily for
you) is what gains commitment. Your company is expected to bring an
on-going stream of value propositions to the customer, and you cannot
possibly do that without a real understanding of what adds value and
why, where and when.

Customers classify suppliers according to the potential they have to bring
value to their business, in terms of the supply-side market risk and their
purchasing power. If what you have to offer is, in the customer’s eyes, a
commodity product delivered in a commoditized way, you are wasting
your time trying to build a relationship. What would they gain?
Customers, like suppliers, have a limited capacity for intimacy, and they
will use what capacity they have where it gives them most advantage.

Given a strong foundation of customer understanding, relationship develop-
ment can be accelerated through doing a good job of mapping
the people inside the customer who matter to you, and deciding with whom
you want to have your relationships. You should also decide who, in your
organization, will be the ‘owner’ of that relationship — no key account man-
ager can or should ‘own’ them all. Rather, it is the key account manager’s job
to encourage and build a balanced set of relationships from top to bottom of
both organizations, supporting the supplier’s staff in working out strategies
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to help their counterparts in the customer organization. Rather than respond-
ing to purely personal needs, ideally, they will be adding value to the con-
tact’s working life and area of the business, which is a more robust way to
build a relationship anyway.

Many people seem to believe that relationships ‘just grow’, but if you have
good business development strategies and adopt a process of applying
them through good relationship development strategies, you should
really be a winner with your customers. Try picking the features of an
interdependent relationship and working on those alongside your business
development strategies. The synergistic effect of the two together should
give the relationship and its outcomes some real acceleration. Having
achieved the relationship your company wants, there are a few traps to be
avoided. They may seem obvious when simply stated but, sadly, they
appear quite frequently:

e® complacency
e lapses in integrity

@ leaking profitability.

Relationships with key customers can and should be developed with pur-
pose and with process (see Chapter 9). These relationships are too valu-
able and too risky to leave to any less focused approach.

The buyer perspective CHAPTER 5

As buying companies seek new routes to competitive advantage and
value for their customers, they now look to key suppliers to help them.
Naturally, customers are far more likely to act according to their own
perceptions and aspirations than to any view or objective that selling
companies might wish to impose on them. A buying company has its own
set of strategic decision support tools to help it select the suppliers who
are important to the fulfilment of its aspirations.

First, a selling company needs to understand whether it has the opportu-
nity of being a key supplier. The chances are small if it is one of many com-
petitors, or it is in a weak position relative to the customer, or it supplies a
product or service which does not contribute to the customer’s critical
path. If analysis reveals that this is the selling company’s situation with
this customer, the supplier should look elsewhere for its own key relation-
ships or possibly reposition itself through developing its offer. It should
not waste money and effort on trying to develop a relationship that is
unlikely to succeed and bear fruit.

At the same time, the supplier should decide what this customer can con-
tribute to its own strategic objectives, using the methods described in the
following chapters. These methods require an in-depth understanding of
the customer’s situation, needs and strategies and, indeed, successful key
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CHAPTER 6

account managers are those who really know how their customers operate
and why.

Generally speaking, only if buyer and seller strategies are complementary
in terms of products, their approach to business and to the relationship
between them will it be possible to develop the relationship beyond a
fairly simple level towards an interdependent or integrated stage.
However, if all these elements are in place and closer involvement is
achieved, the flow of benefits to both parties can be very exciting.

At less-developed stages of the relationship the cost of nurturing the rela-
tionship can easily outweigh the benefits. The range and extent of cost sav-
ings increase on both sides as trust between the two parties grows and
barriers are reduced. In some situations, reducing risk by working with
a known partner can allow costs to be cut, for example by eliminating
duplication of processes. In other situations, reduction of costs may
increase risk, for example by moving to just-in-time supply and eliminat-
ing buffer stocks. Clearly, reduction of costs and reduction of risks are
closely linked and need to be managed jointly from a foundation of a thor-
ough understanding of the partner and its concerns.

Trust is a mediator through which most interactions pass and activities
will be interpreted. Care should be taken to manage the partner’s percep-
tions, as reserves of trust may be crucial in carrying a supplier through
any difficult patches in performance or in the relationship. In the end,
powerful customers still call the shots.

Key account profitability

Marketing as a discipline has failed during the past 50 years by concen-
trating on promotion rather than on developing world-class market-
ing strategies. The result is that in most companies, marketing has been
relegated to running promotional campaigns and designing T-shirts and
does not deserve a place at the high table, that is, the board of directors.

The result of this sad lack of marketing leadership is the demise of many of
our erstwhile famous organizations. Most of the highest earning Return on
Investment plcs during the decade up to 1990 have gone into liquidation or
were acquired in desperate circumstances, whilst many of the leading com-
panies in different sectors up to the year 2000 also got into financial difficul-
ties or were acquired.

All of this happened against a background of three major challenges that
industry was facing during this period and still faces — market maturity,
globalization and customer power.

The most dramatic challenge has been the massive shift of power to cus-
tomers away from suppliers. Today, customers are destroying old make/sell
business models, whilst technology has empowered customers to have more
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information about their suppliers than they have about them. Meanwhile, a
new wave of business metrics and new pressures from institutional share-
holders to report meaningful facts about corporate performance, combined
with demands from other stakeholders for exemplary corporate behaviour,
have resulted in a need for strategies other than downsizing and cost-cutting
as a route to increased profitability.

Never before has the need for real marketing professionalism in relation to
key account management been greater.

This raises the question of what marketing is. It is a function, just like
finance, with its own professional institute and body of knowledge. The
challenge is to understand the needs of customers, then to formulate
strategies for meeting these needs in a way that enables the company to
create long-term net free cash flows which, having taken account of the
associated risks, represent a financial return over and above the cost of
capital, thus creating shareholder value. This strategic imperative is quan-
titatively measurable using the body of existing marketing knowledge
and CEOs must demand of their chief marketing officers that their strate-
gic forecasts for their key account performances are subjected to the same
rigorous due diligence as other initiatives, such as acquisitions.

Some key accounts will inevitably reduce shareholder value, but provid-
ing these are managed to increase net free cash flows and to reduce risk,
this is acceptable. Overall, as long as the aggregate of the net forecast
value from all key accounts is positive, having taken account of the risks
and the cost of capital tied up in servicing them, then it is possible to prove
to the Board and to shareholders that the key account performance is cre-
ating shareholder value continuously.

Key account analysis CHAPTER 7

Correct market definition and market segmentation are essential pre-
requisites of successful key account management. A market is the aggregation
of all goods and services that can satisfy a particular need or set of needs.
Drawing a map of how goods and services flow through the value chain
helps a key account manager understand the customer’s business, as well as
revealing ways in which you may be able to add value as a supplier.

Market segmentation is the process of breaking a market down into smaller
groups of customers who share the same or similar needs. It is important at
two distinct levels. First, key accounts in one segment may have different
needs from those in another segment. Second, understanding how your cus-
tomer’s market is segmented provides much potential for helping them to
succeed.

The total process of preplanning prior to producing a strategic plan for
your customer is shown in the following diagram.
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Steps 1, 2, and 3 should, ideally, be completed centrally to avoid duplica-
tion of effort by key account managers. Step 3 is about understanding in
depth the forces that are being brought to bear on competitors in an indus-
try. These are: customers, supplies, substitutes, potential entrants and, of
course, industry competitors. A PEST analysis (political, economic, socio-
logical, technological) is also an extremely useful way of understanding
more about the customer’s trading environment.

Each key account manager can now use this information to delve further into
each customer’s specific business processes. This includes understanding
the customer’s objectives and strategies, their financial ratios, how their
business processes work, their buying processes, their sales history and
their dealings with competitors.

One extremely useful vehicle for summarizing much of this is the trad-
itional SWOT analysis (strengths, weaknesses, opportunities and threats),
completed as if it were the customers themselves completing it.

All the CSFs (critical success factors) for the customer can now be sorted
into those categories that merely help them to avoid disadvantage and, cru-
cially, those that can create advantage for them, for clearly it is this latter
group that will encourage a key customer to prefer dealing with you
rather than with one of your competitors. You now have everything you
need to approach the customer with your proposals for how you can help
them increase sales, reduce costs, avoid costs or add value in other ways.
They are usually so impressed that they are prepared to give you add-
itional confidential information. You are now ready to prepare a strategic
plan for the customers.

1 Market/segment
selection criteria

2 Defining and selecting

target key accounts

Industry driving forces The Ap_vplication_s
3 analysis Portfolio Analysis

For each key account
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analysis Client's -
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Planning for key accounts CHAPTER 8

Marketing planning is a logical sequence of events leading to the setting of
marketing objectives and the formulation of plans for achieving them. The
sequence is:

Mission statement
Set corporate objectives

Conduct marketing object

Ll NS

Conduct SWOT (strengths, weaknesses, opportunities and threats)
analyses

Make assumptions

Set marketing objectives and strategies
Estimate expected results

Identify alternative plans and mixes

Set the budget

© ® N o @a

10. Establish first-year implementation programmes

The plan itself contains:

. Mission statement
. Financial summary
. Market overview
SWOT analyses

. Portfolio summary
. Assumptions

. Marketing objectives and strategies

® N S Ul A W N e

. Forecasts and budgets

All companies need to have a
longer term (strategic) market-
ing view as well as a short-term
(tactical) marketing operation.
Often the most potent short-

[_)i(le(l e term tactic is the use of the
quickly

Strategy

Poor Excellent
Excellent

salesforce. These can combine
as shown in the matrix (left).

Survive

From this it can be seen that
being good at implementation
of the wrong strategy can lead
to a very quick death!
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CHAPTER 9

Exactly the same philosophy must be applied to planning for key
accounts, as sophisticated customers will only build integrated relation-
ships with suppliers who understand this business and can help them to
increase sales, reduce costs, avoid costs and create value for them on a
continuous basis. As this involves committing resources to such suppliers,
they insist on well-researched strategic plans which are agreed jointly.

Even in cases where suppliers do not enjoy integrated relationships, it is
still essential to prepare strategic plans designed to capture the inherent
value planned for customers.

In this chapter a template is provided for preparing a strategic plan for a
key account. Finally, a format used by customers for preparing strategies
for their key suppliers is provided.

Processes — making key account management work

Today, the delivery of superior customer value is as much about a company’s
business processes as it is about the core product or service, and yet imple-
mentation gets nothing like as much attention as it needs. If something has to
be done more than once, and almost everything does recur, then there should
be a process for doing it. A process can even be mapped for relationship
development and, indeed, relationships might develop a lot faster if such a
process were followed.

A process may be defined as ‘A continuous and systematic series of actions
performed in a definite manner directed to some end’. It should represent
the most effective and efficient route to converting inputs into outputs.
Suppliers’ processes are generally designed to deliver to many customers in
a standardized, replicable manner, which is good for costs but often not
good for key accounts. Start by ‘auditing” your processes to see which per-
form well for key accounts and which, from their point of view, are too slow,
inflexible, unreliable, opaque, uninformative, uncosted and unsuitable for
integration with the customer’s processes.

While, at first sight, you may think that there are only a limited number of
processes which impact on key customers, on closer examination you will
see that there are far more. They can be divided into:

® strategic processes that involve senior management, to which key
account managers contribute,

e strategy realization processes that add value to the supplier and cus-
tomer through realizing the agreed strategy, with which the key
account manager spends most of his or her time,

® operational/transactional processes concerned with the delivery of

what has been promised.

The key account manager plays a different role in each and has different
levels of ‘ownership’ of the process. For example, key account managers
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need to understand operational processes and be alerted to deviations
from expectations, but should not be part of the daily machinery or they
will never do anything else.

Each process should be broken down into its component steps, and the role
of the key account manager and others identified at each stage. This exer-
cise demonstrates how the process works, and also builds up a picture of
what their job should be.

Senior management is responsible for a number of processes in successful
key account management, and if they are not aware of that at the outset, the
requirement and the means to fulfil them should be identified for them at an
early stage. The key account manager’s role is mostly provision of informa-
tion to these processes, so he or she needs to be aware of them, how they
work, and what should be contributed. The strategic processes include:

Selecting attractiveness criteria and key customers
Managing the customer portfolio

Considering implications of customer strategies
Incorporating account plans in business planning
Allocating / prioritizing resources

Assessing and managing risk to the company
Sponsoring key customers

Coordinating across boundaries

Enabling organizational learning.

Key account managers have another set of processes with which to work.
‘Developing’ occurs frequently in this list, because their job is to add value
to both organizations by managing change:

Analysing key accounts, developing strategy and planning
Developing relationships with customers

Developing business, capturing opportunities

Selling and negotiating

Pricing

Developing new products

Customizing products and service

Managing the product mix

Developing marketing programmes

Developing the supply chain

Developing transaction handling
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e Providing customer training
e Developing internal relationships

e Providing information.

Below is a simplified list of operational processes, which run day in, day out.
Key account managers, whether they like it or not, are held responsible by
the customer for the delivery of what they have promised, so they need a
process of two-way communication with operations by which they can brief
operations with information they get from the customer, and operations can
brief them as appropriate, about good and poor performance.

Selling

Processing orders
Manufacturing/operations
Servicing customers

°
°
°
°
e Delivering to customers
°

Collecting payment.

A good deal of sales activity belongs at this operational/transactional
level, and may be carried out by the field salesforce or telesales, rather
than the key account manager.

Measurement should be fit for purpose: it does not come free. Measure-
ment is closely related to processes and is often about processes, so it fits
alongside them at the three layers of the company identified earlier:

@ Strategy: Measurement of profit to support making the right strategic
decisions.

@ Strategy realization: Measurement of value and progress to support
the alignment of implementation with strategy, including the ‘amount’
of key account management (KAM) invested in the customer.

@ Operational/transactional: Measurement of cost and performance to
support improvements in efficiency and productivity.

Key customers in different categories, treated to different strategies,
should clearly be measured differently. Performance objectives should
reflect these different expectations.

The role and requirements of key account
managers
In order to determine the role of key account managers, suppliers first need

to ask themselves what they intend the role of key account management
(KAM) itself to be. That should decide what its ‘agents’, the key account
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managers, have to do. The objectives for KAM and the route to achieving
them should be worked out in some detail.

Normally, the prime driver will be the marketplace and leading customers
in it, so the company should have a view on how KAM will work from
their point of view. Specifying the role that KAM plays in the supplier’s
strategy is of the greatest importance, and one often underestimated or
misunderstood. Initially, KAM is about making reciprocated commitments
to customers, but that quickly needs to be followed by fulfilment of those
commitments, so companies should anticipate the issues in operations and
adapt. In fact, they will find that adaptation means changing the organiza-
tion and culture, as well as plans and processes.

The question then arises of ‘who does what?’ Obviously, key account man-
agers are responsible for a great deal of the activity, but the company is
also responsible for supporting them, by providing resources, communi-
cating organization-wide, tackling barriers and making decisions that are
beyond the remit of the individual.

The scope of the KAM initiative will highlight the breadth of the key
account manager’s role. At the simplest level, the key account manager
has two roles: implementation of a business strategy with the customer,
and facilitation of that implementation through building the relationship.
The relationship is not an end in itself, but should be employed to create
and implement strategies that will develop business with the customer.
These two roles go hand-in-hand: success requires both.

Exactly how the key account manager plays these roles depends on the
nature of the customer and the overall strategy allotted to it. Streamline
customers allocated a ‘manage for cash’ strategy should receive different
treatment from strategic or star customers, so the key account manager’s
role must be adjusted accordingly. The first require a tough negotiator
who will need to manage costs and operations rigorously, while the latter
require someone to create a vision of the future and work to make it
happen.

The key account team, however, can take on part of the role. The team can
apply its expertise to fulfil some elements, though some, like team leader-
ship, cannot be separated from the key account manager. Unfortunately,
key account managers’ experience of team-working is often very limited,
and they make poor team leaders unless they receive proper training and
support for this part of their role. To make matters worse, the members of
the account team normally do not report directly to the key account man-
ager, but still remain within their function or region. Nevertheless, the key
account team should be an on-going group of people committed to the same
objectives for the customer’s business, not a project team or other transient
group of people. Important customers expect team support and increas-
ingly are getting it from suppliers.
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Generally, there are two key account teams that exist simultaneously: the
head office, cross-functional team, which is concerned with current deliv-
ery of commitments to the customer and also with how to adapt and
develop new value; and the regional sales team, which supports customer
strategic business units (SBUs) in the field and applies the deals agreed
centrally.

Such a broad role demands a wide range of competencies and attributes.
Regrettably, in many cases, suppliers have automatically appointed senior
salespeople to the role without considering the competencies needed, and
then found later that a substantial proportion of them do not have and are
unable to acquire them. Indeed, ‘selling’ is a comparatively minor part of
the role, and not one that should be used exclusively for determining the
right people for the job.

To make appropriate appointments, suppliers should ideally start by
establishing an ‘inventory” of their key customers, categorized into four
types according to the strategy selected for them. Clearly, customers
should be managed by a key account manager who is suited to applying
the strategy selected for each of them, i.e. an ‘entrepreneur’, ‘business
manager’, ‘customer manager’ or ‘tactician’. Once the supplier has assem-
bled its customer inventory, it can see how many of each of four types of
key account manager are needed.

Different competencies and attributes are demanded by each of these
roles, although they also have some in common. Competencies are
defined as behaviours required to achieve high levels of performance,
whereas attributes are more about the way people think and the values
they hold, though they also affect behaviour. Attributes are harder to learn
and to change. The competencies and attributes that relate to each of the
four roles have been worked out, so that individuals can be profiled and
matched to the role they would perform best. Such an approach can be
used as a foundation for a conversation with the key account manager to
discuss how he or she can develop to achieve personal and organizational
objectives, now and in the future.

Organizing for key account management

Key account management (KAM) is essentially a boundary-crossing ini-
tiative. Many of the benefits accrue from crossing boundaries, whether
they are internal ones or those in the customer’s organization.

® More interesting and powerful propositions with hard-to-match com-
petitive advantage can be achieved by integrating offers from different
parts of the supplier organization.

@ Substantial growth can be won by developing business with new parts
of the customer’s organization.
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Companies need a clear organizational structure, understandably, espe-
cially as they become bigger and more complex, but the structure should
be used positively to enact the company’s strategy, not to frustrate it. Any
structure has its advantages and disadvantages, which can be offset by a
genuine will to work across the structure, whatever it may be. Unfortu-
nately, structures and their boundaries are often reinforced by a culture of
ownership and defence of a territorial power base, which is not helpful in
KAM. Suppliers need to be aware of how the structure can operate to
produce ‘blind spots’, such as an inability to aggregate customer informa-
tion that will obscure the identity of potential key customers; the ways in
which they are organized; and how they make their decisions.

The supplier’s structure is not the only consideration in deciding how to
organize for KAM. Obviously, the customer’s structure must be taken into
account as well. For example, whether the supplier is a global or local
organization, and whether its customer is global or local, produces a num-
ber of different forms of KAM.

In a traditional, country-based organization, the key account manager and
hence the customer is several layers away from the top of the company,
so communicating their strategies and gaining attention for their needs
at a high level is very difficult, and not what key customers expect if
they have been invited to participate in a strategic relationship. This form
of organization also makes the management of key customers as a portfo-
lio more or less impossible. In fact, if there is no clear process which brings
them together in the same framework and authorizes the same person or
people to make decisions about them, then portfolio management is not
happening.

The ultimate form of organization for KAM is a central unit which has its
own resources, with a director of key accounts who reports direct to the
main Board rather than a national or divisional Board. Key account man-
agers in a central unit should have the authority to make central or global
deals, albeit in consultation and with a defined approval process. In all
forms of organization, however, the local company or region will have to
support and service the deal on the ground, so it is always important that
they back it. Successful suppliers employ various mechanisms to deal
with this tricky issue.

In fact, it is the company’s targets that are often responsible for many of
the conflicts that arise between different parts of the organization.
Suppliers that can properly align their targets will avoid many of the prob-
lems frequently encountered in KAM, just by resolving that single issue.

The origins of key account management CHAPTER 12

While key account management (KAM) has a great deal of its origins in
sales, the philosophy has come a long way from there, and this chapter tracks
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the development of KAM in academic research and in practice. Needless
to say, the two are often not synchronized, and while research has estab-
lished best practice some considerable time ago, many companies lag well
behind, even now. Perhaps understanding the origins of the KAM philos-
ophy will help you to appreciate why KAM is interpreted differently
in different companies which are operating different evolutions of the
concept.

The identification of the decision-making unit (DMU) in industrial buying
was an important breakthrough in the 1960s. It established the complexity
of the industrial buying decision compared with a consumer decision, and
demonstrated the importance of developing relationships with multiple
contacts in the customer who had different interests and viewpoints. Most
salespeople, however, had only a single contact in each customer and, at
that time, were not adept at developing more.

The Industrial Marketing and Purchasing Group developed the concept of
interacting with the customers and developing relationships aimed at cus-
tomer retention as a deliberate strategy. There has been much debate
about when relationship marketing is and is not appropriate, but there is
at least general agreement that it is not for all customers, even if which
customers the suitable is disputed. Relationship marketing looked longer
term and introduced the idea of customer lifetime value, secured through
high levels of customer satisfaction.

The KAM philosophy fundamentally believes that collaboration with cus-
tomers is better for both than confrontation, and seeks to overcome the
traditional view of buyer-seller relationships as adversarial. The suspi-
cion has always been that the financial interests of the organization will be
threatened by the other party, but evidence suggests that:

® Adversarial behaviour adds costs (e.g. 30 per cent in the construction
industry)

e Collaboration creates opportunities for saving costs

e Suppliers do not know how much they make from their customers
anyway.

The drivers of KAM are numerous, from globalization and political
pressure for corporate responsibility to the speed of change in business, but
all factors ultimately tend to give ever larger customers increasing choice
and power. Successful KAM carries with it the risk of increasing busi-
ness dependence, but as the marketplace consolidates few can withstand
the trend.

Suppliers and key customers will become increasingly committed to each
other in integrated supply chains which can deliver better, faster and
cheaper, and which compete with other integrated supply chains rather
than individual competitors. In spite of some high profile casualties of



Integrated fast track 381

interdependent buyer—seller relationships, it is hard to envisage a return
to hands-off exchanges that cannot respond to the requirements of today’s
customers.

Now you should have a good idea of the whole content of the book, either
to whet your appetite before reading it, or to remind yourself of the
entirety of what you have just read in much greater depth. Try reading it
again as a reminder at a later date.
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