


1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

page ix 

Brief Contents
About the Authors    v
Preface    vi

 Purchasing and Supply Management    1
 Supply Strategy    28
 Supply Organization    47
 Supply Processes and Technology    79
 Make or Buy, Insourcing, and Outsourcing    120
 Need Identification and Specification    137
 Quality    164
 Quantity and Inventory    202
 Delivery    241
 Price    265
 Cost Management    302
 Supplier Selection    330
 Supplier Evaluation and Supplier Relationships    371
 Global Supply Management    401
 Legal and Ethics    437
 Other Supply Responsibilities    488
 Supply Function Evaluation and Trends    507

INDEXES
Case Index    542
Subject Index    543



page x 

Table of Contents
About the Authors    v

Preface    vi

Chapter 1
Purchasing and Supply Management    1

Purchasing and Supply Management    3
Supply Management Terminology    4
Supply and Logistics    5

The Size of the Organization’s Spend and Financial Significance    6
Supply Contribution    8

The Operational versus Strategic Contribution of Supply    8
The Direct and Indirect Contribution of Supply    9

The Nature of the Organization    13
Supply Qualifications and Associations    17
Challenges Ahead    19

Supply Chain Management    19
Measurement    19
Risk Management    19
Sustainability    19
Growth and Influence    20
Technology    20
Effective Contribution to Organizational Success    21

The Organization of this Text    21
Conclusion    21
Questions for Review and Discussion    22
References    22
Cases    23

1–1 Denniston Spices    23
1–2 Brennan Bank    24
1–3 Hansen Equipment    25

Chapter 2
Supply Strategy    28

Levels of Strategic Planning    29
Major Challenges in Setting Supply Objectives and Strategies    31
Strategic Planning in Supply Management    31
Risk Management    32

Operational Risk    32
Financial Risk    33
Reputational Risk    33
Managing Supply Risk    34
The Corporate Context    34

Strategic Components    35
What?    35
Quality?    36
How Much?    37
Who?    38



page xi

When?    38
What Price?    38
Where?    38
How?    38
Why?    38

Conclusion    39
Questions for Review and ­Discussion    39
References    40
Cases    40

2–1 Spartan Heat Exchangers Inc.    40
2–2 Suman Corporation    42
2–3 Stedmann Technologies    44

Chapter 3
Supply Organization    47

Objectives of Supply Management    49
Organizational Structures for Supply Management    52

Small and Medium-Sized Organizations    52
Large Organizations    53
Centralized and Decentralized Supply Structures    53
Hybrid Supply Structure    54
Specialization within the Supply Function    55
Structure for Direct and Indirect Spend    58
Managing Organizational Change in Supply    58

Organizing the Supply Group    60
The Chief Purchasing Officer (CPO)    60
Reporting Relationship    61

 

Supply Activities and Responsibilities    62
What Is Acquired    62
Supply Chain Activities    63
Type of Involvement    63
Involvement in Corporate Activities    64
Influence of the Industry Sector on Supply Activities    65

Supply Teams    66
Leading and Managing Teams    66
Cross-Functional Supply Teams    67
Other Types of Supply Teams    68

Consortia    70
Conclusion    71
Questions for Review and ­Discussion    71
References    72
Cases    73

3–1 Donovan Valley Purchasing Consortium    73
3–2 Kokko Foods    76
3–3 Lambert-Martin Automotive Systems Inc.    77

Chapter 4
Supply Processes andTechnology    79

The Supply Management Process    81
Strategy and Goal Alignment    81
Ensuring Process Compliance    82
Information Flows    83
Steps in the Supply Process    83

1. Recognition of Need    83
2. Description of Need    84



page xii

Purposes and Flow of a Requisition    84
Types of Requisitions    85

3. Identification of Potential Sources    86
Issue an RFx    86

4. Supplier Selection and Determination of Terms    87
5. Preparation and Placement of the Purchase Order    88
6. Follow-Up and Expediting    89

Assess Costs and Benefits    90
7. Receipt and Inspection    90

Eliminate or Reduce Inspection    91
8. Invoice Clearing and Payment    91

Improving the Procure-to-Pay Process    92
Cash Discounts and Late Invoices    93

9. Maintenance of Records and Relationships    93
Linking Data to Decisions    94
Manage Supplier Relationships    94

Improving Process Efficiency and Effectiveness    94
A Supply Process Flowchart    94
Strategic Spend    95
Nonstrategic Spend    96

Information Systems and the Supply Process    100
Benefits of Information Systems Technology    100
ERP Systems    101
Cloud Computing and the Supply Chain    102
Electronic Procurement Systems    103
Electronic or Online Catalogs    105
EDI    106
Marketplaces    106
Online Auctions    107
Radio Frequency Identification (RFID)    109

Implications for Supply    110
Policy and Procedure Manual    111
Conclusion    112
Questions for Review and ­Discussion    112
References    113
Cases    114

4–1 Qmont Mining    114
4–2 Eastern Pharmaceuticals Ltd.    115
4–3 Portland Bus Company    117

Chapter 5
Make or Buy, Insourcing, and Outsourcing    120

Make or Buy    121
Reasons for Making    123
Reasons for Buying    123
The Gray Zone in Make or Buy    124

Subcontracting    125
Insourcing and Outsourcing    126

Insourcing    126
Outsourcing    127

Implications For Supply    129
Outsourcing Supply and Logistics    129
Supply’s Role in Insourcing and Outsourcing    130

Conclusion    131
Questions for Review and ­Discussion    131

 

References    131



Cases    132
5–1 Garland Chocolates    132
5–2 Marshall Insurance Company    134
5–3 Alicia Wong    135

Chapter 6
Need Identification and Specification    137

Need Criteria In The Value Proposition    138
1. Strategic Criteria    138
2. Traditional Criteria    139
3. Additional Current Criteria    140

Categories of Needs    142
1. Resale    142
2. Raw and Semiprocessed Materials    143
3. Parts, Components, and Packaging    144
4. Maintenance, Repair, and Operating Supplies    145
5. Capital Assets    145
6. Services    147
7. Other    149

Repetitive or Nonrepetitive Requirements?    149
Commercial Equivalents    150
Early Supply and Supplier Involvement    151
Methods of Description    151

Brand    152
“Or Equal”    153
Specification    153
Miscellaneous Methods of Description    154
Combination of Descriptive Methods    155
Sources of Specification Data    155

Standardization and Simplification    156
Conclusion    157
Questions for Review and Discussion    158
References    158
Cases    159

6–1 Moren Corporation (A)    159
6–2 Moren Corporation (B)    161
6–3 Haniff Machining    162

Chapter 7
Quality    164

Role of Quality in Supply Management    165
Defining Quality    167

Quality    167
Function    167
Suitability    167
Reliability    167
Quality Dimensions    168
“Best Buy”    168
Determining the “Best Buy”    169

The Cost of Quality    169
Prevention Costs    171
Appraisal Costs    171
Internal Failure Costs    171
External Failure Costs    171
Morale Costs    172
An Overall Quality–Cost Perspective    172

Quality Management Tools and Techniques    172
Lean Enterprise    172



page xiii

Total Quality Management (TQM)    173
Continuous Improvement    174
Six Sigma    175
Quality Function Deployment (QFD)    176
Statistical Process Control (SPC)    176
Sampling, Inspection, and Testing    180
The Quality Assurance and Quality Control Group    184
Assuring the Quality of Purchased Services    184
Supplier Certification    189

Quality Standards and Awards Programs    190
ISO Quality Standards    190
The Malcolm Baldrige National Quality Award    192
The Deming Prize    192

Conclusion    192
Questions for Review and Discussion    193
References    193
Cases    194

7–1 The Power Line Poles    194
7–2 Caledon Concrete Mixers    196
7–3 Wentworth Hospital    198

Chapter 8
Quantity and Inventory    202

Quantity and Timing Issues    203
Quantity and Delivery    204
Time-Based Strategies    204

Forecasting    205
Forecasting Techniques    206
Collaborative Planning, Forecasting, and Replenishment (CPFR)    207

 

Determining Order Quantities and Inventory Levels    207
Fixed-Quantity Models    208
Fixed-Period Models    209
Probabilistic Models and Service Coverage    210
Buffer or Safety Stocks and Service Levels    210

Planning Requirements and Resources    212
Material Requirements Planning (MRP)    212
Capacity Requirements Planning (CRP)    214
Manufacturing Resource Planning (MRP II)    214
Demand Driven MRP    214
Enterprise Resource Planning (ERP) Systems    214
Supply Implications of MRP    215

Functions and Forms of Inventories    216
The Functions of Inventory    216
The Forms of Inventory    218
Inventory Function and Form Framework    218

Inventory Management    220
Costs of Inventories    220
ABC Classification    222
Vendor- or Supplier-Managed Inventory (VMI/SMI)    224
Lean Supply, Just-in-Time (JIT), and Kanban Systems    225
Managing Supply Chain Inventories    228

Determining Quantity of Services    230
Aggregating Demand    230
Managing Consumption    230
Dimensions of Services and Quantity Decisions    230

Conclusion    232



Questions for Review and Discussion    232
References    233
Cases    233

8–1 Lisa Caruso    233
8–2 Throsel-Teskey Drilling    235
8–3 Sondra Fox    237

Chapter 9
Delivery    241

Logistics    242
Role of Logistics in the Economy    243
Role of Supply in Logistics    243

Transportation    243
Outsourcing to Third-Party Logistics (3PLs) Service Providers    244
Transportation Regulation and Deregulation    245
Supply’s Involvement in Transportation    245

Transportation Modes and Carriers    246
Truck    246
Rail and Intermodal    246
Pipelines    247
Air    247
Marine    247

Types of Carriers, Providers, and Service Options    247
Types of Carriers    248
Transportation Service Providers    248
Specialized Service Options    248

Selection of Mode and Supplier    249
“Best Value” Delivery Decisions    249
Key Selection Criteria    249
FOB Terms and Incoterms    251
Rates and Pricing    252
Documentation in Freight Shipments    253
Expediting and Tracing Shipments    255
Freight Audits    255

Delivery Options for Services    255
Buyer Location versus Supplier Location    256

Transportation and Logistics Strategy    256
Organization for Logistics    258
Conclusion    258
Questions for Review and Discussion    259
References    259
Cases    259

9–1 Penner Medical Products    259
9–2 Russel Wisselink    260
9–3 Cameron Power Equipment    262

Chapter 10
Price    265

Relation of Cost to Price    266
Meaning of Cost    267

How Suppliers Establish Price    269
The Cost Approach    269
The Market Approach    269

Government Influence on Pricing    270
Legislation Affecting Price Determination    270

Types of Purchases    272
Raw and Semiprocessed Materials    273
Parts, Components, and Packaging    273



page xiv 

Maintenance, Repair, and Operating Supplies (MRO) and Small-Value Purchases (SVPs)    274
Capital Assets    274
Services    275
Resale    275
Other    275

The Use of Quotations and Competitive Bidding    275
Steps in the Bidding Process    276
Firm Bidding    277
Determination of Most Advantageous Bid    278
Collusive Bidding    278
Public-Sector Bidding    279
The Problem of Identical Prices    281

Discounts    282
Cash Discounts    282
Trade Discounts    283
Multiple Discounts    283
Quantity Discounts    283
The Price-Discount Problem    284
Quantity Discounts and Source Selection    285
Cumulative or Volume Discounts    286

Contract Options for Pricing    286
Firm-Fixed-Price (FFP) Contract    286
Cost-Plus-Fixed-Fee (CPFF) Contract    286
Cost-No-Fee (CNF) Contract    287
Cost-Plus-Incentive-Fee (CPIF) Contract    287
Provision for Price Changes    287
Contract Cancellation    289

Forward Buying and Commodities    289
Managing Risk with Production and Marketing Contracts    290
Forward Buying versus Speculation    290
Organizing for Forward Buying    291
Control of Forward Buying    291
The Commodity Exchanges    292
Limitations of the Exchanges    293
Hedging    293
Sources of Information Regarding Price Trends    295

Conclusion    296
Questions for Review and Discussion    297
References    297
Cases    297

10–1 Wedlock Engineered Products    297
10–2 Coral Drugs    299
10–3 Price Forecasting Exercise    301

Chapter 11
Cost Management    302

Strategic Cost Management    304
Supply Cost-Reduction Programs    304
Supplier Cost Management    305
Frameworks for Cost Management    306

Cost Management Tools and Techniques    308
Total Cost of Ownership    308
Target Costing    314
The Learning Curve or Experience Curve    315
Value Engineering and Value Analysis    316
Activity-Based Costing    317

Supply Chain Financing    318



page xv

Negotiation    318
Negotiation Strategy and Practice    319
Framework for Planning and Preparing for Negotiation    320

Conclusion    322
Questions for Review and Discussion    323
References    323
Cases    324

11–1 Northwest Gas & Electric Company    324
11–2 McMichael Inc.    326
11–3 Carmichael Corporation    328

Chapter 12
Supplier Selection    330

The Supplier Selection Decision    331
Decision Trees    332

Identifying Potential Sources    333
Information Sources    334
Standard Information Requests    338

Additional Supplier Selection Decisions    339
Single versus Multiple Sourcing    339
Manufacturer versus Distributor    341
Geographical Location of Sources    342
Supplier Size    344

Supplier Development/Reverse Marketing    344
Evaluating Potential Sources    346

Level 1—Strategic    346
Level 2—Traditional    350
Level 3—Current Additional    352

Ranking Potential Suppliers    357
Conclusion    358
Questions for Review and Discussion    358

 

References    359
Cases    359

12–1 Carson Manor    359
12–2 Kettering Industries Inc.    365
12–3 Bid Assessment    367

Chapter 13
Supplier Evaluation and Supplier Relationships    371

Measuring Supplier Performance    372
Key Performance Indicators (KPIs)    372

Evaluation Methods    373
Informal Evaluation and Rating    373
Semiformal: Executive Roundtable Discussions    374
Formal Supplier Evaluation and Rating    374

Supplier Ranking    377
Unacceptable Suppliers    377
Acceptable Suppliers    377
Preferred Suppliers    377
Exceptional Suppliers    377

Supplier Relationships    378
Supplier Relationship Context    379
Supplier Goodwill    379
The Buyer–Supplier Satisfaction Matrix    380
Supplier Relationship Management    383



Partnerships and Alliances    384
Early Supplier/Supply Involvement (ESI)    385
Partner Selection    385
Types of Partnerships and Alliances    386
The Longer-Term Perspective    387
Concerns about Partnerships and Alliances    388
Multi-tier Supplier Relationships    389

Conclusion    389
Questions for Review and Discussion    389
References    390
Cases    390

13–1 APC Europe    390
13–2 Stern Aerospace    394
13–3 Northeastern Hospital    397

Chapter 14
Global Supply Management    401

The Importance of Global Supply    402
Reasons for Global Purchasing    403
Potential Problem Areas    407

Selecting and Managing Offshore Suppliers    415
Global Sourcing Organizations    415
Intermediaries    416
Information Sources for Locating and Evaluating Offshore Suppliers    417

Incoterms    418
Rules for Any Form of Transport    419
Rules for Sea and Inland Waterway Transport Only    420

Tools for Global Supply    421
Countertrade    421
Foreign Trade Zones    423
Bonded Warehouses    425
Temporary Importation Bond (TIB) and Duty Drawbacks    426

Regional Trading Agreements    426
North American Free Trade Agreement (NAFTA)    426
The European Union (EU)    427
ASEAN    427
Mercosur    428
Andean Community    428
China’s Trade Agreements    428
The World Trade Organization (WTO)    428

Emerging Markets    428
Conclusion    430
Questions for Review and Discussion    430
References    430
Cases    431

14–1 Trojan Technologies    431
14–2 Marc Biron    433
14–3 Sarin Pharmaceuticals Ltd.    434

Chapter 15
Legal and Ethics    437

Legal Authority of Buyer and Seller    438
Legal Authority of the Buyer    439
Personal Liability    440
Authority of Suppliers’ Representatives    441

The Uniform Commercial Code    442
Purpose of a Uniform Commercial Code    442
The Purchase Order Contract    443



page xvi

Acceptance of Offers    444
Purchases Made Orally—Statute of Frauds    445
Inspection    446
Acceptance and Rejection of Goods    447

 

Warranties    448
Title to Purchased Goods    449
Protection against Price Fluctuations    449
Cancellation of Orders and Breach of Contract    450

Common Law and the Purchase of Services    451
Software Contracts    457
E-Commerce and the Law    458

Electronic Signatures    458
U.S. Uniform Electronic Transactions Act    459

Intellectual Property Laws    460
Copyright Law    460
Patents    460
Trademarks    462
Industrial Design    463
Geographical Indication    463

Product Liability    463
Alternative Dispute Resolution    464

Commercial Arbitration    465
Mediation    465
Internal Escalation    466

Regulatory Requirements    466
The Dodd-Frank Act and Conflict Minerals    466
The Sarbanes-Oxley Act    466
Environmental Regulations    467

Ethics    468
Conflict of Interest    471
Gifts and Gratuities    471
Promotion of Positive Relationships with Suppliers    473
Reciprocity    474

Sustainability    475
Conclusion    476
Questions for Review and Discussion    476
References    477
Cases    477

15–1 Rocky Plains Brewing Ltd.    477
15–2 Sinclair & Winston    479
15–3 Harwich College    483

Chapter 16
Other Supply Responsibilities    488

Receiving    489
Logistics and Warehousing    490
Inbound and Outbound Transportation    491
Production Planning    491
Accounts Payable    491
Investment Recovery    491

Categories of Material for Disposal    493
Responsibility for Material Disposal    497
Keys to Effective Disposal    497
Disposal Channels    498
Disposal Procedures    500
Selection of Disposal Partners    501



page xvii

Conclusion    502
Questions for Review and Discussion    502
References    503
Cases    503

16–1 Ross Wood    503
16–2 Raleigh Plastics    504
16–3 Durham Cabinets    506

Chapter 17
Supply Function Evaluation and Trends    507

Supply Research    509
Full-Time or Part-Time Research Positions    510
Cross-Functional Teams    511

Supply Research Opportunities    511
Purchased Materials, Products, or Services    512
Commodities    515
Suppliers    515
Assessing Research Results    518

Supply Planning Process    519
Supply Budgets    519
Performance Measurement Systems    520

The Value of Supply Metrics    520
The Challenges    521
Measuring Supplier Performance    522
Supply Management Performance Metrics    522

Developing Metrics    523
Setting Targets    523
Establishing Metrics    524
Operating Reports    525
Validating Results    526
Appraising Team Performance    526
Supply Performance Benchmarking    527

Supply Management Trends    528
Emphasis on Total Quality Management and Customer Satisfaction    528

 

Sustainability    528
Global Sourcing    529
Protectionism    531
Risk Management    531
Safety and Security    532
Supply Processes and Technology    532
Blockchain    532
Supply Organizations    533
External and Internal Collaboration    534
Metrics and Performance Measurement    535
Innovation    535
Public Procurement    535

Conclusion    535
Questions for Review and Discussion    536
References    536
Cases    537

17–1 Randall Corporation    537
17–2 Stewart Corporation    538
17–3 QBL Products    540

Indexes




