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This paper demonstrates how important purchasing management is today because the profit potential of effective management of the purchasing and supply activities is enormous compared with other practical management alternatives. The procurement process has many major tasks. One of the most crucial is the selection of the right supplier. The right supplier provides the right quality of materials, on time, at the right price, and the right level of service. Any purchasing is only as good as the sources (suppliers) that it buys from. Purchasing managers can choose different purchasing and sourcing strategies, which help them to make the best decision. In today’s global market, more and more companies become dependant on suppliers from abroad. The motives for buying abroad can range from quality to cost. In the implementation of international procurement, purchasing has to engage in the customary tasks of the supplier’s identification, evaluation and selection.  The evaluation of actual and potential sources is a continuing process in the purchase department and must be done at least once a year.



1. INTRODUCTION



Today, most firms would agree that the purchasing function should be an integral part of the operation of the enterprise. All the functions of a business must mesh into a unified whole if management is to fulfil its basic responsibility of optimising company profit. Each function must shoulder its portion of this responsibility. For the typical manufacturing firm, purchasing is responsible for spending more than half a dollar the firm receives as income from sales. More dollars are spent for purchases of materials and services than for all other expense items combined, including expenses for wages, depreciation, taxes, and dividends (Dobler, 1996, p. 24-25). Figure 1 details materials and other costs.
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Figure 1. Costs of a manufacturing company (adapted from Dobler, 1996, p.26).



Purchasing also has a very important role for savings costs and making profit. Let us assume that a company has a profit margin of 10 percent and the cost of goods purchased is 50 percent of sales. This means that if the company sold $1 million a year, the following breakdown would represent costs and profits (Fernandez, 1995, p.8):



Sales�$1,000,000��Manufacturing and overhead costs (40 percent of sales)�   $400,000��Cost of products and services purchased (50 percent of sales)�   $500,000��Total costs�   $900,000��Profit (10 percent profit margin)�   $100,000��

Now, let us examine the effect of a 10 percent decrease in cost of products and services purchased for the same company, assuming that both sales and the sales price remain the same:



Sales�$1,000,000��Manufacturing and overhead costs (40 percent of sales)�   $400,000��Cost of products and services purchased (45 percent of sales)�   $450,000��Total costs�   $850,000��Profit (15 percent profit margin)�   $150,000��

This analysis shows that reducing the cost of goods and services purchased by only 10 percent actually represents a 50 percent increase in profit, assuming that the sales prices and total sales do not change. This same effect would require a 50 percent increase in sales with the original 10 percent profit margin and no reduction in cost of products and services purchased:



Sales�$1,500,000��Manufacturing and overhead costs (40 percent of sales)�   $600,000��Cost of products and services purchased (50 percent of sales)�   $750,000��Total costs�$1,350,000��Profit (10 percent profit margin)�   $100,000��

One can conclude from this analysis that the effect of reducing the cost of products and services purchased is equal to a much larger percentage increase in sales. Which is preferable: to work with suppliers to reduce costs by 10 percent or to spend time and energy trying to increase sales? In some companies with limited markets, this may not even be a valid question. 



In procurement, the activity, which in a sense underlies the realisation of all other objectives of a good purchase decision, is the selection of the supplier. Even when a buyer may have done his homework in identifying the right product to meet his needs, the achievement of the buyer’s objective will ultimately depend on how well his selection of the supplier has been. The buyers must ensure that the supplier is able to provide goods, which conform to the buyer’s standards and specifications. If the supplier ultimately ships goods, which do not meet the buyer’s requirements, all his other objectives will also not be realised.



Thus, the importance of selecting a dependable and reliable supplier is self-evident. It is in this context that supplier assessment and evaluation has received great attention in procurement management. The procurement task has become more complex and the need for sourcing of reliable and dependable suppliers has become more important than even before. The search for an acceptable supplier can be greatly assisted by adopting a systematic approach to supplier appraisal and evaluation.



Selection and management of the right supplier is the key to obtaining the desired level of quality, on time, and at the right price; the necessary level of technical support; and the desired level of service. Buyers must take six important supplier-oriented actions in order to satisfy this responsibility (Dobler, 1996, p.214):

1.	Develop and maintain a viable supplier base

2.	Address the appropriate strategic and tactical issues

3.	Ensure that potential suppliers are carefully evaluated and that they have the potential to be satisfactory supply partners

4.	Decide whether to use negotiation as the basis of source selection

5.	Select the appropriate source

Manage the selected supplier to ensure timely delivery of the required quality at the right price.



2. SOURCE DECISION MAKING



Effective source decisions will only be made when all relevant factors have been considered and weighted against the risks and opportunities which apply. Not all source decisions will justify the same level of attention, but major purchases will always repay careful decision making. 



Sourcing, thus, involves much more than simply picking a supplier or contractor for each requirement in isolation. It involves continuing relationships, both with preferred sources which are actually supplying goods and services, and with potential sources which may have been passed over for the present but are still in the running. It involves decisions about how to allocate the available business, and on what terms to do business (Baily, 1998, p.140-141):



Attributes of a good supplier



While a definition of a good supplier which would be acceptable to everybody would be difficult to write, there are a number of attributes which might be regarded as desirable for a typical relationship. The following list is given by way of suggestion only.

Delivers on time.

Provides consistent quality.

Gives a good price. 

Has a stable background.

Provides a good service backup.

Is responsive to our needs.

Keeps promises. 

Provides technical support.

Keeps the buyer informed on progress.

b) Different types of sourcing



There are many different types of source decisions:

consumable supplies;

production materials and components;

capital purchases (e.g. machinery);

intellectual property (e.g. software):

subcontractors; and

services. 

Each type will involve different factors. 



c) Purchasing strategies



Accordingly, in procuring a variety of materials, services, and types of equipment, a purchasing department is likely to pursue several purchasing strategies at once. Its array of potential choices or strategy options will often include (Scheuing, 1989, p. 140-1419):

Internal versus external sourcing

Leasing versus buying

Internal or external standardisation

Domestic versus overseas sourcing 

Single source versus multiple sources

Stockless and Just in Time purchasing 

Co-operative purchasing

Local versus national purchasing

Distributors versus manufacturers

Buying a supplier

Forward buying



d) Sourcing strategies



Purchasing managers have to make decisions as to the type of sources that needed materials will be obtained from. To guide them in these tactical choices and achieve consistent performance in the long run, they have to develop sourcing strategies that form a coherent strategic framework and help provide answers to such questions as:

Make or buy?

Lease or buy?

Buy a source?

How many vendors?

Domestic or overseas sources?

Local or national sources?

Sourcing from distributors or manufacturers?



Purchasing managers must carefully select and evaluate the advantages and disadvantages of either alternative to arrive at meaningful conclusions.



3. THE PROCESS OF SUPPLIER SELECTION



Supplier selection is central to the work of all buyers, and is probably the most important function in the purchasing process (Erridge, 1995, p.151). The need to identify and select a new supplier can arise from a number of reasons. A source used in the past may have gone out of business. Its price may have risen unreasonably or its quality slipped to unacceptable levels. Its technology may be outdated.



Whatever the reason for a supplier search, purchasing managers go through an important and complex selection process to identify and obtain the source best suited to satisfy the firm’s requirements. It begins with a scan of available information sources and finishes with the selected supplier to the firms approved suppliers’ list (figure 2).



The purchasing manager has a lot of sources of supplier information (Scheuing, 1989, p.215-217). These include published sources, internal sources, personal contacts and international sources. Next, the purchasing manager formulates the selection criteria to be applied through this specific process. 



In most cases, where such decisions are made, the selection process is comprehensive. Included among the criteria used by one company was the requirement that the supplier should have the 'necessary capabilities and experience' . This meant that a potential supplier (Baily, 1998, p.143-144):

was viable in the longer term financially, technically, and in production terms;

would be  able to participate in the early phases of product design and development as a full partner in the process;

would openly share information on the functional, assembly and the services requirements of parts, including cost and quality targets;

would be orientated towards taking cost out of product and improving total system performance to mutual benefit;

would be able to develop prototypes as well as manufacture volume production;

would be prepared to agree to cost structure targets;

would work with the buying company so as to increase their flexibility in meeting changing demands and operate on a pull rather than a push basis, in the process, reducing their own wastes such as inventory holding, unnecessary inspection and excess work in progress as well as those of the buying company.
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Figure 2. Selecting a new supplier (Source: Scheuing, 1989, p.216)



Another multinational company, seeking partner suppliers of the same kind, formulated the following criteria. The supplier should have:

Sound business sense and attitude.

A good track record in supplying the market in which the buyer operates (or similar).

A sound financial base.

A suitable technical capability with modern facilities.

A total quality orientation. 

Cost effective management. 

Effective purchasing acquisition and control. 

Good morale among the workforce. 

Effective logistical arrangements. 

A customer service mentality.



The entire process includes different representatives, one or more engineers, a financial analyst and others interested to join the purchasing manager in various phases of the selection process as needed and appropriate. This is particularly important in the formulation of the selection criteria and the detailed study of qualified candidates. However, the purchasing managers are responsible for the selection process as a whole. 



Once the selection criteria have been established, exploratory information is collected in an informal fashion to weed out obviously unqualified supplier candidates early in the process. Properly executed, a supplier selection process is expensive and time consuming. Exploratory information will come primarily from published sources and a few phone calls to well-informed persons within the organisation, or in other firms.



These semi-finalists are then subject to an in-depth and detailed study phase. Here, they are contacted and asked to complete prospective supplier questionnaires that provide answers to many important questions. These answers are then reviewed by the team, together with financial information. Only those suppliers who appear to be suited to the firm’s needs and are interested in its business are then visited by the team, which conducts a plant inspection and holds discussions with management. 



Careful weighing of the evidence by the team members then produces a winner, who is subsequently added to the firms approved supplier list. Common courtesy requires that the losing suppliers be notified about the selection decision and be given reasons for their rejection.



4. IDENTIFICATION AND SELECTING INTERNATIONAL SUPPLIERS 



Strategic global sourcing is defined as integration and co-ordination of procurement requirements across world-wide business units, looking at common items, processes, technologies and suppliers. There are many reasons why a buyer may decide to source from foreign suppliers (Trim, 1994, p.70): 

Cost benefits. Suppliers abroad may be able to offer lower prices than domestic suppliers. This is especially true of manufactured goods which are produced with cheap labour, material and overhead costs.

High quality technological know-how. Some countries have developed a reputation for producing good quality products and some products are more advanced than those to be found in the domestic market.

Greater competition. Competition has opened up opportunities both in the domestic and international market.

Suppliers may be customers. This relates to the issue of reciprocity and it can be stated that the world represents a potential market for the domestic producer.

Insufficient domestic capacity to meet demand.



However, on the other hand, there are a lot of difficulties in buying abroad:

Communication problems (Saunders, 1994, p.236):

Different languages can cause communication and contractual difficulties

Longer distances affect the feasibility of personnel visits and make close contacts more difficult

Different time zones affect direct telephone contacts

The operation of different standards in different countries.

The time required for negotiation is generally longer than with home suppliers

Currency difficulties.

Legal difficulties. It is necessary to determine (Lysons, 1996, p. 184):

What law shall govern the transaction?

Arrangements for arbitration.

Protection of buyer against infringements of patents.

Protection of buyer against product liability.

Delays in delivery due to the weather, cargo transfer, dock strikes and customs action

Logistics problems:

More complex transport and distribution arrangements increase costs and add to uncertainty regarding delivery

Longer distances may reduce the feasibility of operating on a just in time basis

Problems in acquiring spares and replacements.

Important duties and insurance

Specifications, especially where there are differences in units of measurement.

Buying abroad is very complex and the buyer must acquire specialist knowledge regarding:

1.	The country from which he intends to buy, i. e. its economic and political conditions and policies 

2.	The supplier from whom he intends to buy, i.e. capacity, financial position, reputation and reliability

3.	The legal and commercial considerations and procedures involved in buying abroad, e.g. ordering, transportation and payment.



Such information may be obtained from the following (Farrington, 1994, p.118):

Visits to the proposed international supplier

References furnished by the proposed international supplier

Commercial attaches and other government department of foreign nations

The department of Trade and Industry

Shipping and forwarding agents

The banks

Chamber of commerce

Directories, e.g. Kompass, Wer Liefert Was

Internet

Specialist inquiry agents, e.g. Dun and Bradstreet, Business International

Trade journals

Trade exhibits

IFPMM - International Federation of Purchasing and Materials Management



After carefully studying the environmental setting in a prospective source country and its impact on business transactions, purchasing managers have to engage in the basic task of identifying, evaluating and selecting appropriate sources in this country.



Having examined the environmental conditions in a prospective source country and identified supplier candidates, the purchasing manager next has to qualify them in a preliminary fashion, available at this point (figure 3). Once a number of qualified sources of supply have been pinpointed in a given country, the purchasing manager will want to send them a set of specifications concerning the material to be procured and a request for quotation. While technical specifications are identical from one country to the next, international price quotations are usually requested in the form of landed price. This would make a price quote from an international supplier comparable to that of a domestic source.

With quotations from interested suppliers in hand, the purchasing manager can begin the weeding out process. This will include contacting references and obtaining financial reports from international banks. For the semi-finalist, it will also mean on-site visits to evaluate technological and management competence. Upon completion of an on-site visit, the buyer writes a detailed report, summarising the findings and impressions of the team and outlining the reasons why this supplier would or would not make a good source.



The next step is placing a small trial order with one or more of the companies to see how well they live up to their commitments in terms of the delivery schedule and output quality. Suppliers who perform satisfactory on trial orders are then placed on the approved supplier list and are given regular full-sized orders. Supplier development should also extend to analysing how the vendors’ own system and procedures can be integrated more closely with the customers (Christopher, 1994, p.207). Considerations important in foreign source qualification (Carter, 1993, p.121) are the experience of the supplier as a foreign source and manufacturer, financial strength of the supplier, the ease with which effective communication can be established, and implications for inventories (size, location, and so on.).
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Figure 3. The International purchasing process (adapted from Scheuing, 1989, p.340)



5. SUPPLIER EVALUATION



The organisation (buyer) is in a much better position to evaluate an existing supplier, based on his past performance than is the case with a new supplier. The techniques and methods of this evaluation usually tend to concentrate on performance in regards to different factors. Task variables which determine the choice of supplier are traditionally stated as: quality, quantity, timing, service, and price.



Service includes before-sales service for some products, and after-sales service for others. Prompt and accurate quotations, reliable delivery times, ease of contact with persons in authority, technical advice and service, availability of test facilities, willingness to hold stocks; these are just some of the varied things that make up the package called service. Good service by the supplier reduces the buyer' s workload, increases the usefulness or availability of the product, and diminishes the uncertainty associated with making the buying decision.



Financial stability is one of several supplier characteristics not mentioned as a task variable, but which is nevertheless important. Buyers prefer suppliers to be reasonably profitable because they are interested in continuity and on-time delivery. A supplier with cash-flow problems will have difficulty paying their bills, and consequently in obtaining materials, their delivery times and possibly product quality will probably suffer.



Good management is also important. Well managed suppliers improve methods, reduce costs, develop better products, deliver on time, have fewer defective products, and build high morale in their workforce.



On-the-spot surveys of facilities and personnel by technical and commercial representatives of the purchaser are often carried out to evaluate potential suppliers - although sometimes it may be possible to eliminate this on the basis of a supplier's reputation, as obtained from word of mouth and published information.



If the supplier's establishment is to be visited for evaluation purposes, most purchasers prepare in advance a checklist to remind investigators of what to look for and to record their findings. Many firms use multiple page checklists, asking many questions.



Finally, the supplier is evaluated for named products or processes as fully approved, approved, conditionally approved, or unapproved. Variations of the checklist approach are legion, and changes and improvements are incorporated as the needs of the organisation change (Baily, 1998, p.148). Typical checklist questions are:

Do they trade with our competitors

Are confidential documents properly controlled?

Does the buyer have technical support?

How do they search the market and how often?

How long have they been established?

What are their investment plans? 



The contents of such checklists are devised to suit individual requirements. For checking the quality capability of a supplier it is, however, possible to standardise checklists. The international company Gorenje has different factors for evaluating the existing domestic and international suppliers. The most important are:

Quality of purchasing materials

Delivery schedules

Price

Terms of payment 

A-test

Confirmation of the purchase order

Packaging

Standardisation

Location of plant

Services



Suppliers are evaluated for all these factors. The scoring system is 0-5 points for the first five factors and 0-3 points for the next five factors. Total possible points are 40.



0 - 15 points - supplier not accepted

16-30 points - supplier accepted conditionally

31-40 points - supplier accepted 



On the basis of these factors, the evaluated supplier is accepted or rejected. Evaluation for all suppliers must be at least once a year. 

�

SUPPLIER:��Delivery�On time

5�Earlier

4�1x delay

3�2x delay

2�More delay

1��Quality�Excellent

5�Good

4�Acceptable

3�1x reclamation

2�2x reclamation

1��Price�The lowest

5�Low

4�Average

3�High

2�The highest

1��Terms of payment�90 days 

5�75 days 

4�60 days 

3�Letter of credit

2�Less then 60 days

1��A-test�For all materials

5�For most materials

4�For some materials

3�In procedure 

to get 

2�No attest

1��Confirmation the Purchase order�Always

3�After urge

2�Never

1��Standardisation�Always

3�Sometimes

2�Never

1��Services�Excellent

3�Good

2�Poor

1��Packaging�To specification

3�Sometimes to spec.

2�Not to specification

1��Location of supplier�0-100 km

3�101- 500 km

2�More than 500 km

1��TOTAL POINTS:��

Table 1. Supplier evaluation



6. CONCLUSIONS



Purchasing is an essential business function that should make the same level of contribution to a firm’s success as the other major business functions. Purchased materials consume more than a half of the average manufacturing firm’s sales revenue. There is no doubt that the most important purchasing decisions are concerned with selecting the right sources of supply. If the correct source decision is made in a particular instance, then the buying company’s needs should be met perfectly. Finally, the buyer should evaluate developments in the supplier’s performance. The objective of supplier assessment is to determine the extent to which a particular supplier will be able to meet his delivery obligation, both now and in the future.
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VAŽNOST SELEKCIJE I EVALUACIJE DOBAVLJAČA U �MANAGEMENTU NABAVE



Sažetak



Ovaj rad pokazuje značaj managementa nabave u suvremenim uvjetima, ukazujući na njegov visoki profitni potencijal u usporedbi s ostalim praktičnim alternativima koje managerima stoje na raspolaganju. Proces nabave ima mnoge važne zadatke, od kojih se kao ključan može izdvojiti izbor najboljeg dobavljača. Najbolji dobavljač pruža optimalnu kvalitetu materijala, uz pravovremenu isporuku, povoljnu cijenu i visoki nivo usluge. Stoga je bilo koji oblik nabave zadovoljavajući samo u onoj mjeri u kojoj zadovoljava i dobavljač od kojeg roba potječe. Za donošenje optimalnih odluka, manageri nabave imaju na raspolaganju različite strategije. Na današnjem globalnom tržištu, sve više poduzeća postaje ovisno i o stranim dobavljačima. Motivi za nabavu iz inozemstva su različiti, i to od kvaliteta proizvoda, pa do niže cijene. I u slučaju kupovine od stranog dobavljača, nabava mora uobičajene zadatke identifikacije, ocjenjivanja i izbora dobavljača. Ocjenjivanje postojećih i mogućih dobavljača je kontinuirani proces, kojeg služba nabava mora obavljati barem jednom godišnje. 
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