Mini cases: exploring your approaches

Demanding customers (ii)

1. Demanding flexibility
All Components PLC is a key target for Special Raw Materials Limited (SRML). Although they are not the biggest company of their type, since they have been dealing with Japanese motor companies in the UK, All Components have been looking to replicate the partnership agreements they enjoy with customers with their critical suppliers. This means that some suppliers will be assured of 100 per cent of their business for five years at a time (assuming excellent performance). All Components’ declaration of interest in 100 per cent partnerships has meant considerable competition among the suppliers who might be eligible.

A key account manager, Damon Riley, was assigned to All Components 18 months ago. Damon has worked very hard, at significant cost to SRML, to convince the customer that they would be their best partner for strategic raw materials. The effort included pilot deliveries at special prices, which demonstrated the quality of SRML products. Now if the big opportunity to gain 100 per cent of All Components business is on the table.

However, All Components are looking for terms and conditions that are not common in the business. For example, they want to be able to choose their own key account team, including technicians; they want SRML to manage the raw materials stocks on a consignment basis; and they want up to 40 success criteria to govern the ongoing relationship.

They also want extended credit from SRML. Damon quickly assures them that consignment stock and their 40 success criteria are acceptable. He tells All Components that he must take their other requests to the Board. SRML takes equal opportunities very seriously, and the Board would be worried about allowing a customer to choose their own key account team. While accepting that a good personality fit is important, normally team members would be chosen by SRML on the basis of their career development, not a customer’s preference. Changes would only be made if a team member made a mistake which caused serious customer discontent.

SRML is also reluctant to extend more than 30 days credit, even to the most strategic of customers, due to the effect on cash flow and the cost of working capital.

Of course, the Board will be expecting Damon to make a recommendation.

Discussion question
· What should Damon's recommendations be?
******

2. Jealous partners

Ideally, Jellox SA would like to ensure that their partnership suppliers do not work with their competitors. However, competition law precludes them from being able to enforce such a demand: competition law in the UK and Europe states that anything offered to one customer by a supplier must theoretically be offered to all. So they have placed on their suppliers the burden of convincing them that no possible cross-fertilization can take place between what they do for Jellox and what they do for their top rival, NV Plc.

Discussion question
· How should the suppliers respond?
******

3. Navigating the tender process
Components GmbH has won a contract to supply newly developed sealants to a European manufacturing consortium, KFG. They are the only supplier of these parts to KFG. The entry costs were high, due to the unique customer requirements, but it is now unlikely that any competitor could follow. The sealants are performing very well, and Components GmbH has the opportunity to demonstrate more of its products. More importantly, the customer is very interested in the company's keenness to set problem solving targets, to be jointly addressed and met. 

Components GmbH has been given the opportunity to demonstrate its expertise in a very specialized aspect of its manufacturing process. An expensive, inefficient and dangerous cleaning method has to be changed. Components GmbH recommends an ultrasonic cleaning system, which fulfils all the customer's needs. KFG are now convinced that Components GmbH is a business partner that they must work with. 

Discussion question
· How can both parties proceed, given that KFG insist that their requirements must be met through EU tendering procedures?
Discussion thoughts
1. Demanding flexibility
Damon’s recommendations to the Board:

· SRML offer All Components a team somewhat more highly skilled and experienced than the account might expect. Their request to choose the team might well come from insecurity, and the offer of a top team should diffuse it. If the team members were to be introduced to their opposite numbers by an SRML director at a social event, this would provide an opportunity to build mutual liking and respect, and to demonstrate high-level endorsement of the people chosen for the account.

· On the credit issue, SRML could hide behind proposed UK legislation to ensure prompt payment, although the partnership is also likely to operate in countries where extended credit is not only legal, but business as usual. An alternative would be to make an exception, provided interest is paid. Nevertheless, since the volume of business that could flow from the partnership is substantial, All Components would doubtless be disappointed with such a compromise. Damon recommends that 60 days credit be formally agreed with them for an initial 12-month period. SRML should reserve the right in future years to vary credit terms in line with exceptional economic conditions or local legislation. 

· He also recommends that, assuming his recommendations are acceptable to the Board and to the prospect, that board members become involved in the formal signing of the partnership agreement with the directors of All Components. Assuming it is agreeable to both companies, the trade press could be invited. Both companies would gain favourable publicity for their flexible, partnership approach.

2. Jealous partners

Key account strategy offers the opportunity to tailor products and processes so closely to an individual customer that no key account would get the same formula. They would get what offers them best value.

Most suppliers faced with this challenge from customers are careful to ensure ‘Chinese walls’ between key account teams. Confidentiality agreements are signed, which include the pledge that no member of the designated key account team will work in the competitor’s team, even for a certain period after their duties may have changed. 

3. Navigating the tender process
It is not clear why KFG need to advertise in the EU Journal, but perhaps there is a public sector element in the consortium. If KFG are required to advertise contracts in the European Journal, then they must do it, and they must be very specific about their requirements. They can, of course, encourage Components GmbH to respond.

Components GmbH need to proceed as follows:

· use their special expertise to influence the specification

· use their existing knowledge of KFG to ensure they meet all the common requirements

· provide extra, convincing information and analysis which should establish competitive edge over any other tenders submitted

Many selling companies with a partnership approach are averse to customers going out to tender. Nevertheless, they must remember that the customer will be required to market test their performance from time to time, and, if they truly are offering the best solution, an objective tendering process should recognize it. 

These KAM mini cases are based on real situations, but the names and some of the circumstances have been changed, so any similarity with existing companies or people is entirely accidental and unintended.


Use mini cases to talk through how you, your team and your company would/should react in such situations, to learn and align your approaches with colleagues before you find yourself in a similar position. Try role-playing the characters, and don’t forget to consider how your customer might react. 


The discussion thoughts are not ‘the answer’ – you may or may not agree, but you can use them to compare with and develop your own thinking.
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First published in ‘Key customers: How to manage them profitably’.
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