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I
t was Darrell Huff, in 1954, 

who wrote the now famous 

(and often misquoted) book 

“How to Lie with Statistics”. It 

is remarkable how frequently 

one hears this book quoted 

when confronting a raft of statistical data. 

Nevertheless, the intelligent use of statis-

tics has undergone a renaissance in recent 

years. The two key drivers of this revolu-

tion are firstly, business intelligence and 

statistical software tools that simplify the 

manipulation and analysis of data, and, sec-

ondly, widely-adopted process improve-

ment techniques such as Six Sigma, that 

are data-driven in their approach. 

Six Sigma is a methodology and 

toolset that is used to identify and rec-

tify variations in a process. Six Sigma 

improves processes using a thorough and 

measurable approach to problem iden-

tification and repair. The methodology 

was originally designed for manufactur-

ing organisations, but it has seen a rapid 

and successful evolution into other areas, 

including transaction processing, where 

improvements in quality, speed, and 

cost are sought. Six Sigma is now used 

extensively in a wide variety of industrial 

sectors around the world and has deliv-

ered spectacular bottom-line results for a 

number of companies. 

However, based on quite extensive 

dialogue with sourcing and procurement 

professionals, there appears to be a lim-

ited adoption of these techniques within 

the sourcing or procurement worlds, 

even though a number of companies 

have achieved significant results using 

these methods. This is surprising consid-

ering that procure-to-pay, supplier rela-

tionship management, contract manage-

ment, and a range of other procurement 

activities, all depend on quality proc-

esses to make them operate effectively 

and efficiently. 

the abC of dmaiC and six sigma
The basic Six Sigma methodology 

revolves around its ‘DMAIC’ phases, name-

ly: DEFINE (understand the problem), 

MEASURE (what do we know about how 

it works), ANALYSE (what do the data tell 

us), IMPROVE (evaluate and measure the 

proposed change) and CONTROL (track 

that it works). Operational data and statis-

tical techniques are used to conduct the 

phases and to drive both improvement 

and implementation stages. 

Good spend analysis tools and 

techniques can do much to facilitate the 

improvement by bridging the data ‘gap’, 

or lack of information. Data can be notori-

ously difficult to obtain, particularly if both 

the buying organisation and the supplier 

hold key elements of the transaction. 

Fortunately, these tools are making access 

to value-based information significantly 

easier, and companies are uncovering 

lucrative savings opportunities as a result. 

This is especially true for transaction 

processing applications where variations 

in a process are far less transparent and far 

more dependent on flexible data analysis. 

Once data is available, DMAIC prin-

ciples can be used quite effectively in the 

sourcing and procurement space. As an 

example, if we take procure-to-pay proc-

esses, there are a number of key financial 

indicators that will tell you the state of 

your relationship with the supplier: days 

to pay, numbers of duplicates, overpay-

ments, invoice volume to dollar amount 

ratios, and so on. All are metrics that can 

deliver considerable benefits to organi-

sations that use DMAIC concepts. For 

example, sourcers place much emphasis 

on supplier relationship management, 

but, in the area of payments alone, there 

can be many pitfalls that undermine 

healthy relationships. Poorly functioning 

purchase and pay functions often lead to 

stressful dialogue between organisations 

and suppliers. Six Sigma techniques can 

help organisations to work collaboratively 

with suppliers to understand problems 

in detail and then to use data to drive 

change and improvements. 

six sigma in aCtion
Many companies that use purchasing 

cards and expense managers are not 

fully leveraging their investment. The real 

savings from these systems are eroded 

by ‘noise’ in the system that could be 

eliminated with Six Sigma techniques. For 

example, consider just one organisation 

that processes over 100,000 transactions 

per annum for mobile phones at an aver-

age of $56 per transaction (on invoice). 

The effect of passing paper transactions, 

calls from the supplier to accounts 

payables ("I haven’t been paid"), calls to 

the invoice owner ("Have you paid the 

invoice yet?"), lost invoices, duplicates 

and poor internal customer experience, 

all scream for a Six Sigma solution. 

Statistically, you can measure 

invoice date-to-payment, number of suc-

cessful payment location calls, customer 

satisfaction (pre- and post-improvement), 

and costs to both supplier and organisa-

tion that result from poor process func-

tions. Using the IMPROVE phase tech-

niques, a rapid experiment can be con-

ducted (using ‘Design of Experiments’) 

that can prove whether changes in some 

of the parameters involved (payment 

method, ease of use, payment dates, 

auto-billing direct to credit card, and 

payment cycle times) can be determined 
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prior to implementation. There is often 

no reason to run an uncontrolled ‘pilot’ 

where the real variables are never truly 

monitored and controlled. As many read-

ers will know from experience, poorly 

structured pilots often deliver poorly 

structured rollouts. 

The net effect of a well managed 

process improvement project can be 

a benefit for all parties, resulting in an 

efficient and effective process, faster 

payment (and a corresponding early set-

tlement discount), better relationship 

management, better transparency of 

the spend, and happy customers. Using 

control phase techniques, monitoring of 

residual invoices coming through from 

the vendor can be tracked for amount 

variation and longer term volume pat-

terns (i.e. "is the process creeping back to 

its old state?"). Control phase monitoring 

is where immediate benefits are often 

delivered. For example, simple spend 

analysis techniques can easily identify a 

failing process. 

Getting started
It's certainly clear that a structured 

process improvement approach that is 

statistically driven can deliver significant 

benefits to organisations. But how easy is 

Six Sigma to implement?

Six Sigma can be complex and costly 

to implement, and skill sets in this domain 

are still comparatively scarce. Training can 

also be costly, but investment in the tools 

and techniques can deliver considerable 

benefits. In the sourcing arena, the poten-

tial for process improvement can be signifi-

cant. Consider the following:

n �Can we eliminate all the defects in a draft 

contract quickly and more effectively?

n �Is there a faster and better way to 

order and pay for a commodity that is 

currently problematic?

n �Can we eradicate duplicate payments to 

vendors – are there particular vendors, 

commodities, business units/individuals, 

or keying staff that are creating an issue?

Using Six Sigma techniques, you 

can define and analyse quickly where 

errors are occurring, and then test the 

remedial actions that will fix the prob-

lems under controlled, measured condi-

tions. 

An easy and fast way to start using 

these powerful techniques is to start with 

a Lean Six Sigma course that is around 

one week’s duration. Process improve-

ment projects using simple, well tried and 

tested techniques and some very simple 

statistics can be initiated immediately. 

If used carefully and in a focused 

manner, Six Sigma can certainly start to 

overturn the view that “statistics are like 

lamp posts: they are good to lean on, but 

they don't shed much light.” � n
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With 100 strategically located properties around Australia, New Zealand and Fiji,
you’ll find a Quest Serviced Apartment can be part of your business strategy.

It’s a pleasure doing business, wherever you are.

www.questapartments.com.au or call 1800 334 033

We’re everywhere you want
to do business
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