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It was about this time that problems began to develop in the shop. Some hard castings had
damaged both grinding wheels and cutting tools. Also, cracks from casting porosity appeared on
newly machined surfaces and slots. Although these conditions were not present in all castings,
they occurred in a sufficient number to warrant action. It was determined that quality standards
tighter than those of the existing supply management standard would be required. All suppliers
were to be notified immediately.

Accordingly, the supply manager contacted Barry and told the supplier to stop production of
castings to the old standard, advising that new specifications were now being developed and
would be issued within the next two days. To the supply manager’s shock, he learned that Barry
had completed all 4,000 castings. Having had approval on the first 100 units, Barry established
production on a continuous-line basis and turned out castings at a fast, steady rate. Because the
order called for deliveries to extend over the next four months, Barry was holding the castings
and shipping them in accordance with the schedule. To meet the new supply management
standard, it was obvious that Barry would have to either scrap all the old castings and produce
new ones, or undergo an expensive process of re-annealing.

JULBERG, INC.

Julberg, Inc., was a manufacturer of computer output microfilm (COM) devices. These devices
transfer data from a computer directly onto microfiche storage and retrieval systems. Banks and
insurance companies were the principal user of COM. Julberg was the leading firm in this
market, and sales were $150 million per year. Its product line included ten different models of
processors, ranging in price from $75,000 to $500,000.

The supply management department at Julberg was responsible for supplying approximately
20,000 different parts needed to manufacture the firm’s processors. Mechanical parts, tubes,
resistors, transistors, and keyboards were typical of the items purchased. The department
consisted of fifteen buyers, five supply management services clerks, and the supply manager.
The buyers’ experience ranged from two to thirty years with varying levels of education. The
younger members of the department had degrees in business or engineering while the senior
buyers had less education. Several of the senior buyers had worked their way up from
manufacturing, receiving, and inventory control. The supply manager possessed an M.B.A. and
three years of purchasing experience. Before this job, he had held a supervisory position in
inventory control. His current job required him to oversee the day-to-day functioning of the
department and to perform some supply management duties.

Under the present manual system, considerable time and effort were required to perform supplier
selection and price analysis activities. Ideally, information would be gathered on potential
suppliers’ past performance, including their prices, their ability to meet delivery dates, and their
history on quality (based largely on the number of defective parts received per shipment). In
order to compile this historical data, the buyer would have to go through several file cabinets and
manually combine separate reports from supply management, receiving, inspection, and the
stockroom. Often, if a decision on a source had to be made in a hurry (the normal situation at
Julberg), the buyer would rely on his or her memory.
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At the present time, due to the heavy workload, such detailed analyses were the rare exception.
Very little research on alternate suppliers and little negotiation were taking place. Further, most
purchases were being made using Julberg design specifications. There simply was no time or
resources available to study the material specifications and perhaps search for alternative
materials, as a good value analysis-oriented buyer should do. The supply manager believed that
the present procedures were resulting in material costs that were approximately 10 percent higher
than should be the case. (An outside consultant offered the observation that the firm was paying
25 percent more than it should for its purchased material.)

One bright day in January, after a careful analysis of potential cost savings, Julberg’s parent
corporation decided to purchase and implement an on-line microprocessing system for the
materials functions at all of its subsidiaries. This data processing and storage system would aid
management in decision making. Furthermore, the system would automate routine, repetitive
tasks. For example, if a buyer wished to place an order for a part, he or she could have the
computer list all the firms that had previously supplied the item. The computer would rank the
suppliers” past performance based on price, ability to meet delivery schedules, and history of
percentage rejects.

To develop this data base, supply, receiving, inspection, and stockroom personnel at each
subsidiary would enter data regarding the price and status of all purchases as well as information
resulting from receipt, inspection, and issuance of ordered material, into the computer databank
through the use of a microprocessor (a “smart” terminal). Such a terminal would serve as an
input/output device, with the capability of editing input and formatting output data. The database
then would be available instantaneously to all individuals requiring it. Supply management, as a
by-product of preparing the purchase order, would input data via the department’s
microprocessors into the computer data system. In effect, each such input would be the basis for
developing a new data file. Supply management’s input would include the name and address of
the supplier, the purchase quantity price, and accepted delivery date. When the ordered material
arrived, receiving would enter the date and quantity of material received. Inspection would check
the material for compliance with specifications and enter the number of acceptable parts into the
data base through its microprocessor. The stockroom would record the fact that the parts were
available for distribution to manufacturing.

Robert Hanson, the supply manager, was charged with the responsibility of overseeing the
implementation of the new system. Both the hardware and software had been purchased by
Julberg’s parent company from the EZ Computer Company of Chicago. In early September, Mr.
Hanson, together with the chiefs of receiving, inspection, and stores, flew to Chicago for an
intensive week of instruction on the new system. They all returned eager and enthusiastic to get
the system implemented. Mr. Hanson felt confident that the new system would cut material costs
by at least 10 percent.

During the time the team was in Chicago, rumors began flying concerning potential implications
of the computerized system. None of the supply personnel had much experience or training in the
use of computers. Previously several individuals had worked in other companies that were in
various stages of computerization. These employees spoke of the problems that had occurred
during the changeover from manual to computerized buying processes. “That is one of the
reasons why I finally left,” recalled one of the younger supply managers. He continued, “I never
trusted the information the computer gave me: It seemed like the receiving and inspection
departments were never up to date in entering the latest data about shipments into the computer.”
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A week after returning from the training session in Chicago, Mr. Hanson called a meeting of all
supply management personnel to inform them about the new computer-based system. He began
by outlining some of the functions the new system would perform. He continually emphasized
that the system would free the buyers from much routine paperwork and give them time to get
out and talk with their users and suppliers, research their purchases, find substitutes, and
negotiate with suppliers. The buyers appeared to be bewildered as Mr. Hanson talked about the
new tasks they would be performing with the aid of the computer. They seemed totally lost when
he used terms like “on-line,” “CRT,” “query the data base,” and “end user.” Mr. Hanson ended
the meeting by saying that management expected the buyers to be able to reduce the prices paid
by Julberg by 10 percent as a result of being freed from routine clerical tasks.

The supply manager was completely unprepared for the ensuing reactions. “Well, I for one sure
would not like a machine telling me who to buy from,” said one buyer. “I do not want to have to
call a supplier I’ve been dealing with for years and tell him, ‘Sorry my computer tells me not to
buy from you anymore.” So much for supplier relations!” Another buyer who had worked in the
supply department for twenty years said, “What’s wrong with the way we’ve been doing things?
All management has ever wanted us to do was to get parts ordered and delivered on time. And
now they want us to research materials, to go out and talk with our customers, and to become
negotiators! I have no interest in such activities. It sounds to me like this computer is trying to
put me out of a job!”

The chiefs of receiving, inspection, and stores were waiting to see Mr. Hanson when he returned
to his office. Phil Woods, chief of inspection, said, “I just had a meeting with my staff to tell
them about the computer and our new system. Boy, were they unenthusiastic. It seems they feel
that they should not have to change the way they do their jobs in order to put data into a
computer for your guys in supply management. They’re happy with just filling out all the old
forms.”

Sid Brown, chief of receiving, said, “Yeah, my people are afraid that they are going to become
slaves to a machine.”

Robert Hanson sat speechless, feeling the walls close in. The smart terminals would be arriving
in three weeks. Suddenly, he did not feel at all well.
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LESSON 9

COURSE g%

LESSON TOPIC:

Application Lesson — Lessons 6 through 8

LESSON OBJECTIVE:

The following assignment is intended to allow you to apply the concepts and principles
you have learned in the previous lessons.

LESSON ASSIGNMENT: (100 points total)
The assigned questions should be answered thoroughly in your own words in essay
format and be computer generated. The level of writing should reflect the graduate level
and the content should reflect a solid understanding of the subject matter. Submit your

answer file using the online testing system at R —_g_—_

NOTE: This lesson is weighted as 5% of the total course grade.

Case Study #1 — Randall Corporation (25 points)

Read “Randall Corporation,” page 605-9-3 and 605-9-4 in this Study Reference Guide.
Thoroughly answer the following questions:

1. What is the relationship between financial soundness and supplier performance?

2. What action should Bill take?

Case Study #2 — Blozis Company (25 points)

Read “Blozis Company,” page 605-9-4 thru 605-9-6 in this Study Reference Guide.
Thoroughly answer the following questions:

1. If you were the supply manager, what recommendations would you have made?

2. At what points does this supply department exhibit weak control over: (a) materials;
and (b) overall supply management performance?
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How could these weaknesses be corrected?

What activities should the expediter be responsible for in this organization?
What is the supply department’s responsibility in establishing and interpreting
technical specifications?

Case Study #3 — The Big “O” Company (25 points)

Read “The Big ‘O’ Company,” page 605-9-6 and 605-9-7 in this Study Reference Guide.
Thoroughly answer the following questions:

i

2:

‘What are Barry’s legal obligations in this matter?

Comment on the fact that Barry had already produced the full-order quantity of 4,000
well in advance of actual delivery requirements.

‘What does the supply manager do now?

Case Study #4 — Julberg, Inc. (25 points)

Read “Julberg, Inc.,” page 605-9-7 thru 605-9-9 in this Study Reference Guide.
Thoroughly answer the following questions:

1%

2.

What weaknesses are evident in the present supply management system?

How can these weaknesses be minimized or eliminated by the use of a computer-
based operating system? Develop a plan.

‘What is the basic problem confronting Robert Hanson?

What should or could Mr. Hanson have done to improve communication with his
subordinates?

. How could the supply personnel’s resistance to the computer be overcome?
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RANDALL CORPORATION

Bill Huff was a subcontract supply manager for Randall Corporation, located in Houston, Texas.
His major supplier for mechanical subassemblies was Qualco Corporation of Los Angeles,
California. In early 2002, Bill found out that Qualco was experiencing some financial
difficulties. By May of 2002, these financial problems had worsened, and Bill wondered what, if
anything, he should do.

Randall Corporation

Randall Corporation was a large supplier to the military, with total sales in excess of $3 billion.
Depending on the nature of the contract and Randall’s capabilities, some military work would be
subcontracted. Bill Huff was responsible for a variety of subcontracts, including mechanical
subassemblies to machine shops.

Because of the critical nature of the subcontracted subassemblies, Bill thought that quality was
the most important criterion for selecting suppliers. The next most important criterion was on-
time delivery. Delivery times were important to ensure that the prime contract was completed on
time and to avoid penalties for late completion that were usually part of the prime military
contract.

Randall’s policy was to maintain a minimum of three suppliers, and this was frequently a
requirement that was included in the prime military contract as well. Furthermore, Randall’s
policy was to add suppliers as the volume of purchases increased. The volume of purchases of
mechanical subassemblies required five suppliers under this policy. A supplier could not be
added without eliminating another; if a supplier were dropped, another had to be added.

Supply Market

In Bill’s opinion, many machine shops could produce good-quality mechanical subassemblies of
the type required by Randall. These companies were typically small businesses owned by
independent entrepreneurs. The profit margins for these companies were typically 5 to 6 percent
of sales. For the mechanical subassemblies that Bill bought, location was not an important
consideration because the freight costs were very low in comparison to the price of the products.

When a military contract required mechanical subassemblies, Bill would award the business
among his five suppliers. In 2001, Bill had placed 40 percent, or $2.5 million, of his total
mechanical subassembly volume with Qualco; the remaining 60 percent was evenly divided
among the other four suppliers. In 1997, just before Qualco became a supplier for Randall,
Qualco’s sales were $900,000.

Qualco had become Randall’s major supplier for mechanical subassemblies because of its
superior performance. The company always met its delivery schedule, and the quality of its
products was unsurpassed. In addition, its prices were about 12 percent below competitive
machine shops. When Bill originally started to contract with Qualco, he was concerned about
these low prices. He wanted his suppliers to make reasonable profits and therefore become good,
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long-term sources of supply. He found that Qualco’s labor rates, machinery, and capabilities
were similar to other machine shops he was using. However, Qualco was able to obtain much
lower scrap rates than the rest of the industry. As a result, Qualco could charge lower prices and
still maintain healthy profit margins.

Over the last three years, Qualco had been an excellent supplier. Qualco had also helped Randall
by producing prototypes of subassemblies, which were useful in evaluating military systems
before production.

Financial Problems at Qualco

In December 2001, the sales representative for Qualco told Bill that Qualco was having difficulty
paying its representatives. At the same time, Bill observed that Qualco had remodeled its offices
in a luxurious style. The owner of the company had recently taken his family on two cruises, and
he had purchased a new luxury automobile.

In April 2002, the sales representative for Qualco told Bill that Qualco owed him $18,000 for
back salary and bonuses. At about the same time, the owner called Randall’s accounts payable
department. He complained that a $40,000 invoice was two days overdue. He said to them, “I
need the money. I may have to shut down if you don’t pay me now.” In May 2002, Bill learned
that Qualco had “factored” its accounts receivable at 3 percent with National Acceptance
Corporation.

Based on these events, Bill was concerned about the financial management and stability of
Qualco. He was worried that he would suddenly be faced with the loss of his major supplier of
mechanical subassemblies. Bill also knew that he would have to award subcontracts for a new
$320,000 mechanical subassembly within two weeks. This requirement could grow to $2 million
worth of subassembly business.

BLOZIS COMPANY

The Blozis Company was a manufacturer of highly technical equipment. The $16 million gross
sales of the company consisted primarily of units designed to customer specifications by the
engineering department and produced on a job-shop basis by the production department. The
engineering department also designed highly complex control equipment of general industrial
application to be sold by the Blozis Company on an off-the-shelf basis.

The supply department consisted of the supply manager, a buyer, and two clerks who handled
typing and filing. Although many of the items purchased were of a highly technical nature, the
supply manager had no technical training. Through the years, he had picked up a fair grasp of the
engineering terminology used in the field, but had made no attempt to keep up with the
specialized design problems of the company. The buyer was a woman who was known in the
trade as “hard-boiled but big-hearted” and was generally considered a competent general
supplies buyer. Without great ingenuity, the buyer also successfully handled technical items if
detailed specifications were supplied by engineering or production.
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An expediter was attached to production. He formerly had been one of the technicians in the
production shop and had picked up some technical training in the Army. Because he could
understand verbal descriptions of items needed by engineering and production, these groups
often contacted him on ordering problems before submitting a requisition to supply. He
frequently would suggest substitute components that could be drawn immediately from the stock
room; or he would convert the oral description into a commercial specification, type a
requisition, and submit it to the supply department. The expediter had two primary
responsibilities: to pick up rush orders and to supervise the stock room. He spent about 50
percent of each day picking up items at nearby suppliers, at truck terminals, or airports, or
carrying materials to subcontractors, to platers, or to various carriers for shipment. In the stock
room, a clerk kept up the facilities, issued supplies to engineering and production personnel, and
kept stock records. The clerk reported to the expediter, who reviewed the stock records, prepared
requisitions for items at their reorder points, and disposed of items that were turning too slowly
or had deteriorated.

Frequent problems had arisen when suppliers claimed long overdue payments on materials that
had been received by the Blozis Company. In these cases it always developed that someone had
forgotten to make up a receiving report. Since supply only passed bills for payment after receipt
of the receiving report, several sizable discounts had been missed and the company had been
substantially tardy in meeting the net date on several bills. In these cases, the expediter was
always sure that the item had come over the receiving dock, and the receiving clerk was just as
sure that the expediter had brought it into the plant in the back of his station wagon.

A particularly unfortunate incident had occurred when two special micrometers disappeared
within the plant after the Blozis Company had waited six months to receive them. The supplier
could prove receipt by the bill of lading signed by the receiving clerk. The receiving clerk
claimed the expediter had picked up the micrometers on the receiving dock to carry them to the
engineers as quickly as possible. The expediter claimed he had never seen the micrometers. Both
the production and plant maintenance managers had backed their respective men to the fullest.
No disciplinary action had been taken since there were no signatures on the receiving reports to
prove either case.

The expediter periodically typed up purchase orders for rush items. In other cases, he picked up
the desired items and informed the suppliers that they would receive “confirming orders” from
the Blozis Company supply department. When the expediter forgot to ask supply for a
confirming order, the supply department was occasionally distressed to be processing invoices
for which it had no corresponding orders. Some suppliers were also mildly petulant when a
promised purchase order was not forthcoming. Although suppliers had been warned not to honor
an order from the Blozis Company unless it bore the supply manager’s signature, it was
considered poor business to penalize the suppliers who had honored the expediter’s request in
good faith. Consequently, purchase orders were often made up to match invoices if the material
had obviously been received from the supplier.

The president liked to operate “informally” and allowed anyone in the company to initiate
requisitions. The only approval signature required on orders up to $10,000 was the supply
manager’s. Orders over $10,000 required the president’s approval on requisitions, but, in
practice, all orders for more than $10,000 were approved by the president either in the materials
budget or the capital budget long before requisitions were made out.
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The president had heard something of the micrometer incident from his brother, but had
dismissed the whole matter as “one of those unfortunate interdepartment squabbles.” However,
when his engineering manager and his production manager began to complain of the difficulties
of staying within the materials budget, he looked further into the matter. In subsequent talks with
both men he drew up the following summary list of complaints:

1. The managers did not know what materials were being charged to their departments
until the monthly accounting statement came out.

2. The engineering and operating personnel were not notified when materials came in
unless the expediter dropped the material on the desk of the requisitioner.

3. The supply department was entirely too slow in processing orders. It took almost a
full day just to get the order to the telephone.

4. The supply department did not understand technical specifications and the expediter
was being overworked by handling all technical orders.

The president presented these complaints to the supply manager and asked him for a solution.

THE BIG “0” COMPANY

The Big “O” Company manufactures large hydraulic units. One of the most difficult items to
manufacture is the hydraulic cylinder. The cylinder housing is fabricated from a malleable iron
casting. The housing is machined to close tolerances, and the slightest discrepancy in either
material or machining means a total loss. Machine cycle time on a typical housing is
approximately sixteen hours.

For several years, castings had been purchased from the Macon Foundries in Georgia. Macon
had been a Big “O” supplier for many years, and during that time it produced thousands of
castings at acceptable quality levels. Eight months ago, however, when its founder and president,
George Chapel, died, Macon announced that it was discontinuing foundry operations.

The supply department at Big “O” undertook a search for new sources. At first, few suppliers
could be found who were either capable or willing to meet the exacting specifications and
tolerances required. Ultimately, however, three foundries were selected and invited to submit
bids on 4,000 castings.

The low bidder, at $76.17 a unit, was the Barry Foundry of Muncie, Indiana. Barry was a small
concern with a good reputation for doing quality work and fulfilling every delivery promise.
Barry was given a purchase order for the full 4,000 units, with the stipulation that Big “O”
approves the first 100 units.

Within two weeks the first 100 castings were received. They were subjected to initial inspection
and then dispatched to the floor for machining. In the words of the shop foreman, “They
machined like butter.” Barry was told to proceed with the entire order and a four-month delivery
schedule.
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