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Case Study  Altimus Brands: Managing Procurement Risk

n February 1, 2011, Enzo Natale, head of Finance an
perations at Altimus Brands in London (UK), receivex
ihe latest monthly report and, as he feared, costs of pur:
hases had increased again. He knew that by the end
‘o month he would have to present recommendation:
0 the board. Ho convened a meeling with his team of
uyers to prepare the recommendaions focusing or
RockyMountain, their top-salling brand.

ALTIMUS BRANDS
timus i a family-owned business with  global presence
in the footwear sector. The company owns a portolio of
oven promium footwoar brands, marketed in somo 12

uniries and in 2010 reached £1.3 bn in sales. Altimus

erates about 230 ratail outlets workdvide, but it als
old its products through other channels. Although th

mpany name is rarely recognized by people outsids
he industry, ts brands were woll known around the wori
ind considered the company's most valuable assots.

To maintain and develop the value of its brands, th
-ompany relies on four core competencies: innovation,
fesign, quality and supply chain management. For mar
jears manufacturing has not been central to the bus'
iess; in fact they were one of the pioneers in sourc:
ing from Asia, whero they had been operating sinc
the 1960s. It was precisely for this reason that Enzc
believed the selaction, management and development
f suppliers were key success factors.

THE GLOBAL FOOTWEAR INDUSTRY
impact of th Economic Situation
e footwear market had been badly hit by the recessior
ind many retailers and producers had gone bankrupt it}
ihe surviving players fighting for market share. Althougf
he management team at Altimus expacted that consumer
nfidence would start to improve, weaker Wage gro\
i the passibilty offuture ob cuts, particulary in Europe,
ould lead to consumers remaining cautious for longer.

Trends in Footwear Sector
Mraditionally there were two collections per year (Spring:
ummer and Autumn-Winter) and hundreds of new
odels were designed and produced every season.
However there was evidenco that competiion was shift
Ing to a “Fast fashion” modelled by companies like Zar
ind HEM, which iniroduced more collections per yea,

me companios wero talking about 13 colloctions per
jear; one every four weeks. Technologies were alst
hanging constantly, both in terms of materials and pro-
luction processes. “This continuous change makos i
Jory dificult 1o manage the supply chain* said Enzo.

Corporate Social Responsibity (CSR) and in particu
Ja othical issuos stich as fair trade, child labor, use o
weat shops were a growing concen for companie:
in the footwear and clothing sector. Companies wit}
trong brands such as Adidas, Burberry, Gap and N
iad found themsalves as central protagonists in major
candals, usually the result of ethical violations by direct
r indiract suppliers. In rocent years, global iftative
uch as the Global Compact, promoted by the UN, ant
he Ethical Trading Iniiative (ETI) were launched to pro-
noto ethical and responsible business practicos.

ALTIMUS’ SUPPLY CHAIN
Supply Chain Stratogy and Structure.
atimus, ike many othor companies i this sector, actec
s a supply chain integrator. It managed the suppliers,
Ivho manufactured the shoes; it coordinated the logis
through third party logistics providers (3PLs), and i
nirolled the distribution channols (soe Exhibit 1). Enze
believed this approach allowed flexibilty i terms of pre
iuction capacity and requirad no investment in produc;
ion assets. However,he also recognised a major imitatior
s that the control of manufacturing costs remained out:
ido the boundarios of the organization. The only levers
they had 1o reduuce production costs were price negotia
, product specification and supplier switching.
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The global market for premium footwear brands was
fominated by Europe and North America, althou
leveloping economies were becoming increasingl
important. Production, on the other hand, tended to b
oncentrated in developing economies such as China,
razil, Vietnam, Thailand, Indonesia, India and Bangla-

fosh, with only small pockats of producars in countrios
ke taly, Spain, and the USA.

Altimus had focused its supplier development effor
In the Far East. Enzo belioved this stratogy had sorv
iem well over many years and they had developet
ose collaborativo relationships with their supplie
In this region. However, increasing costs of supplies,
wused mainly by high inflation rates in some countries
ad forcad Enzo to reviow the company's supply base
00 if cost could be reduced. Also, the EU introductior

ho caso was wiiton by Carlos Mona. t was compilod throughintorviows,primary data and publicy avaiablo data. Tho nams of
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f antidumping duty for footwear from China and Viet,
iam was having an adverse impact on product margins,

At the meeting Enzo and his toam had docided t

cus on RockyMountain,their top brand which was rep:
resentative of the portiolio. Based on experience they
bstimated that demand for the RockyMountain brand for
ihe following year would range between 375 and 42
fhousand pairs per month. They hoped demand woul
ontinu growing after that but they id ot have a sci-
ntific way of estimating demand further into the future.

Supplier Evaluation
e evaluation centered on four suppliers, thre of
fhem were established suppliers and one was a new
tential supplier. Yu Ven was a factory located in Viet!
'am which had boen supplying Altimus for almost i
jears and in 2010 it supplied the company with arour
2 percent of their products for the RockyMountai
rand. Jai Nin, in China, had been supplying them for
decade and in 2010 produced 32 percent of thei

One risk Enzo and his team did not directly evaluat
s ethical standards. The buyers had ifferent percep-
jons and options about each of the four supplirs an
ould ot reach a consensus. They belleved their long
ferm partners represented a lower risk but they thougl
it by working closoly with any of th suppliers they)
ould resolve ethical issues in a relatively short time.
timately they decided not o include ethical standards
s arisk.

Enzo's Concerns
Enzo was aware that restructuring the supply bass
ould have detrimental offects if ot managed correcty|
imply going for the cheapest suppliers around the
rid was not a viable alternative as there were mar
thor factors to consider, sich as quality, capacity, prod
it development capability and respect for ethical stan:
fards. His team had been working for years with som
i the suppliers to dovelop their capabiliies and h
feared changes to the supply base could waste al thi

requirements. Far Byung in Indonesia had been supply.

\ard work, destroy trust with the suppliers and expose
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ing them for only three years, and by 2010 they wer
upplying almost 16 percent of the products. Footnoy
125 a potential new supplier located in Bangladesh, a
ithough this altemative appeared to bo choaper th
i their current suppliers, the tearm was reluctant to tak
major isk with them
‘The criteia for evaluating suppliers included several
antitative factors such as total cost, inflation rates,
uties, capacity. However, the team believed that ma
f the risks could not be assessod quantitatively a
lecided to use a simple qualtative scale to indicate
particularrisk was Low, Medium or High (the resuts o

e company to risks.
One particular concern for Enzo was the issue of et
al sourcing. He knew the CEO was very sensitive a
is and the company had a very clear othical policy that
iphasized business should be conducted honestly
airy and with respect for people, their dignity and thei
ights. Altimus also participated in the Ethical Trading
Intative (ET) and subscribed to s nine principles (se
ibit 3). To ensure these principles were respected,
1o company conducted its own reviows of the supplie
ind worked with them to resolve any issues that arose|
is meant that any ethical infingements by supplie
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