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This thesis focuses on the improvement of the sourcing process in the case company sourc-
ing organization. The defined area of the sourcing process is supplier search and selection
processes. The case organization works successfully globally, but there are still uncertainty
and some deviations in the procedures related to supplier search and selection which leaves
room for improvement.

The study is carried out by exploring the existing processes related to supplier search and
selection in the sourcing process, as well as conducting a survey from a group of pre-defined
key stakeholders from the organization. The challenges identified from these two sources
are compared to available knowledge and best practice found from literature. The identified
issues from the current state analysis and the best practice found from literature are then
used to create a conceptual framework for solution. After which the final proposal was built
extended by insight and feedback given by the key stakeholder defined for this study. After
the final proposal, validation suggestions were obtained, as well as recommendations for
the sourcing organization on how to proceed.

The thesis is using qualitative methods to search for data and information from the sources
available. The main sources for data are the case company databases, discussions with the
key stakeholder, sourcing organizations intranet pages and the key stakeholder’s survey
results.

The outcome of the thesis is an improved process for supplier search and selection for the
sourcing organization. The improved process includes the exact work flow and attributes
that can be used as they are defined. The outcome has not been implemented yet as pre-
sented in this study, but gives a good overview what the current sourcing process can be in
the future, and also indicates that changes are needed for the current sourcing process.
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1 Introduction

Manufacturing industry has changed quite a lot in recent years. Companies have pres-
sures to be more cost efficient and reduce unnecessary value of stock. In order to have
a wide scale of product offering and complexed products, industrial companies use a lot
of different suppliers and other manufacturers to fulfil these categories in order to pro-
duce their own products. Importance of the supply-chain has increased, as well as out-
sourcing due to complexity of products. In addition, the move related to cost cuts has
been one of the key strategies in the case company, in order to be more competitive

price wise in the market and also to serve customers in with more customizable products.

The thesis focuses on streamlining the current process for new supplier search and sup-
plier selection in the case organization, Global Sourcing unit of the case company. These
two are parts of the sourcing process used in the case company on the Global scale. The
Sourcing process was created in 2012, and being quite new, does not yet give very
detailed information on how the sourcing process is done in terms of guidelines for sup-
plier search and selection.

1.1 Key Concepts

Sourcing process - in the case company context, a sourcing process means managing
and finding new suppliers to provide services and goods and includes the overall process
from searching to managing and auditing the suppliers and minimizing the risks related

to supplier actions.

Global scale — in the case company context, it means controlling and handling sourcing
related activities globally for the business division and the plants related to the business

division.

Sourcing organization — is responsible of creating processes and managing day-to-day
activities related to sourcing processes defined by the case company and the case or-

ganization.

Local supplier — is usually a supplier that is focusing on certain products that are deliv-

ered to local plant near by geographically.



International (global) supplier —is a supplier type that can deliver goods to multiple plants
across the regions.

Category — is a section that defines what kind of items or products belong to this cate-

gory and what are the typical characteristics of the item or product group.
1.2 Case Organization and Case Company Background

The case organization of this thesis, a Global Sourcing unit and works for the case com-
pany that is one of the world’s leading manufacturers of industrial equipment. More
specifically, the case company is one of the biggest equipment provider for process in-

dustry in the world. (Case company web-site, accessed 5.11.2015)

The case organization where the thesis work is done to is part of the case company's
business division that produces valve combinations. The business division mostly manu-
factures the uniquely engineered valves and valve related equipment for process indus-
tries at its Helsinki plant. The case organization of this thesis is a Sourcing organization
responsible for managing and finding new suppliers for this business divisions products
and parts. Sourcing organization also actively compares the existing 3rd party partners
and subcontractors regarding their prices and expenses in order to be competitive price
and time wise. Sourcing is eventually the first and the most important part of the supply-
chain for the production in the Helsinki plant and other plants as well.

1.3 Business Challenge

The thesis focuses on streamlining the current process for new supplier search and sup-
plier selection in the case organization, Global Sourcing unit of the case company. These
two are parts of the sourcing process used in the case company on the Global scale. The
Sourcing process was developed in 2012, and does not yet give detailed guidance how
the sourcing should be done in terms of supplier search and selection, as well as shows
some mixed procedures since there are two processes overlapping with the same sub-
ject. The current processes give only general guidelines on how the sourcing organiza-
tion should work globally. Therefore, there is a need to specify and improve/streamline
the current supplier search and supplier selection process and adjust it to the needs and
practices of the case organization. Currently, the sourcing is done as somewhat ad-hoc,
meaning that the key stakeholders have their own way of using the processes and also

own way in general how to do the sourcing.



More specifically, the thesis focuses on Global Sourcing, which have different needs than
the local sourcing offices. In the Global scale of the case company, suppliers are mainly
global, but for the local plants both, local and international suppliers, should be used.

Moreover, to have costs down, it is believed in the case company that stock levels of
components should be minimal and this also means that there is less capital attached to
warehousing items that circulate slowly. As such, cost efficiency is one of the key action
points in the current strategy that the case company published in 2014. Moreover, the
trend is that most customer orders are custom designed for their needs, which is one
reason why the case company has a good reputation and is competitive in the area of
business they operate in. Customer customized products and services, in turn, leave little
to no room for stock products and mass production, which also means that the number
of certain products on a yearly basis is hard to predict. At the same time, many suppliers
and 3rd party machine shops usually want to make series of items instead of individual
orders, which comes in contradiction with what the case organization, Purchasing and

Sourcing, is heading for in the Helsinki Plant.

Challenge for the case organization in this current situation is to find suitable 3rd party
partners and suppliers for defined category groups for globally for other plants. Also it is
challenging to find suitable suppliers pricing wise, which would at the same time provide
quality defined by the case company standards for their products. The current sourcing
strategy should also reflect on the subject and business challenge, as well as reduce the
ad-hoc way of working, which will be examined in detail in the current state analysis, in

Section 3.

In this situation, the case organization needs to improve its current supplier search and
selection process, so that they to be able to find and select suitable suppliers through in
a structured, improved way of working and achieve the organizational and strategic aims

mentioned above.
1.4 Objective and Scope

Objective of the thesis is to further develop/streamline the current processes of new
supplier search and supplier selection in the Sourcing organization and reduce the ad-
hoc type of way of working. For this purpose, the thesis will propose improvements to
the current processes of new supplier search and supplier selection in order to make the



sourcing process more structured and transparent. These improvements will also bring

best practice found from literature into consideration for the case organization.

The scope of this thesis is limited only to supplier search and selection due to the reason
that, within the case company’s sourcing organization, auditing and supplier quality man-
agement is highly developed, and it is executed within the current suppliers and supply
base. Therefore, the scope of the thesis is to propose a more detailed process, better
understanding and also to give the key stakeholders, in their daily work, a platform to

continue developing work and sourcing categories inside the sourcing organization.

This thesis is written in seven sections. Section 1 is the Introduction. Section 2 introduces
the methods and materials used in the thesis. Section 3 contains the results of the cur-
rent state analysis. Section 4 discusses available knowledge and best practice in supplier
search and selection for sourcing. Section 5 presents a proposal for the supplier search
and selections in the improved sourcing process, based on the case company background
and understanding of the case organization’s challenges. Section 6 presents the results

of the proposal validation. Section 7 includes the summary and evaluation of the thesis.



2 Research Approach

This section describes the research approach, research design, as well as presents the
data sources and analyses methods used in this thesis. Finally, it presents the reliability

and validity plan to ensure quality research work and results.

2.1 Research Approach

The research approach used in this thesis is quantitative research, and more specifically
is case study. According to Yin (2003), case study should be used when a) the focus of
the study is to answer “how” and “why questions”; b) one cannot manipulate the behav-
ior of those involved in the study; c) one wants to cover contextual conditions because
they are relevant for the study, or d) boundaries are not clear with the subject and the
phenomena. Also, Noor (2008) states that case study can be strategic methodology
where the investigations falls over contemporary phenomenon within its real life content

using multiple sources of evidence.

To make the difference between case study and action research Huang (2010) has stated
the following: “Action research represents a transformative orientation to knowledge
creation in that action researchers seek to take knowledge production beyond the gate-
keeping of professional knowledge makers.” In action research the researcher should
separate the understanding and the action from each other and should argue through
action legitimate understanding is possible and theory without practice is only specula-
tion. (Huang 2010)

Accordingly, for this study, case study is a correct way to start tackling the earlier men-
tioned business challenges and utilize the qualitative approaches for data gathering.
Reason for this is that sourcing processes and the current way of working were not at

any stage measurable.

Next, the people who use the target process in their daily work somewhat affected the
thesis scope, with their thoughts and opinions regarding the current processes, secondly
the processes itself was the focuses of analysis. Scattered process practices around in-
ternal databases and different ways of working around the sourcing organization led to
the fact that two different approaches needed to be explored in order to fully understand
the underlying issues. Therefore, case study was chosen as a research approach for this
thesis.



2.2 Research Design

The research design has been created as a simple chat in order to follow the logical
order of the research process in the thesis.

The research design is presented in Figure 1 below. It is split into six steps. The first
stage of the research design is the preliminary phase where the business challenge and
business objective were defined. After that, the second stage is the current state analysis
based on Data collection 1. This stage specifies the focus for improvement in the current
sourcing process. This stage is based on the first data collection. Part of the first data
collection is a survey with the key stakeholders, backed by with the investigation of the
current process based on internal documents, participant observations, and discussions

with the key stakeholders.

After that, the third stage is the search for available knowledge and best practice from
trustful sources and academic literature. Based on this search, the conceptual framework
is built as a logical frame for the proposal development in the thesis. Based on the merge
of the results from the current state analysis, coupled with suggestions from literature
and best practice, and most importantly, insights from Data collection 2, the first pro-
posal is constructed. Data collection 2 draws from the discussion with the key stake-

holder, the sourcing director.

After this, the next step is the review of the process inside sourcing organization and
validated inside the sourcing organization by the sourcing director during the validation
session. This data collection makes Data 3. As the purpose of the thesis is to serve the
sourcing organization, the first review of the proposal cannot be the final form. Devel-
opment ideas and wishes of the sourcing organization are taken into account when build-
ing the final proposal. After the validation and proposal feedback, the final proposal is
built.

The research design is presented in Figure 1 below.
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2.3 Data Collection and Analysis
In this thesis the data was collected in three rounds, using quantitative data analysis.

In quantitative research, the first step is to determine who are the key stakeholders that
fulfil the listed requirements are: (1) the most knowledge inside the case organization,
(2) the persons that the current process is being affected daily and used by. Based on
this approach, the target group for the quantitative research design were the category
managers from Purchasing and Sourcing organization. The main stakeholder among
them was identified as the process owner, the sourcing director of the case organization.

Next step was to decide how the data gathering would be done in order to get best
results for the study. In addition to participant observations and discussions with the
category managers and the sourcing director, it soon became obvious that the only way
to gather data was to conduct a survey. Reason for the survey was, because of time
limitations and the fact that it was very hard to find schedule for individual interviews

from each category manager.

Other approach to conduct the current state analysis was cover the whole subject for
the case company by examining and analyzing the current processes in order to get
better understanding and also to find the weaknesses and strengths that the current

processes have regarding supplier search and selection based on existing theory.

These sources combined the data collection and helped the analysis and understanding
of first, the correct state, then the proposal building, and finally validation, gathered
from three rounds of data collection, and obtained within the time limitations and with
the material from the case company available for this study. Table 1 below shows the

three rounds of data collection.

Table 1. Data collection table.

Data 1 « Identifying area’s * Case Process charts, *  November 2015,
that are strong organization guidelines and 2 weeks
Current . .
and those that internal suggestions
state
. are weak (S&W documents .
analysis Fierled notes

analysis)

» User experience



+ Category * Survey
managers answers
(discussions)

Survey
Data 2 * Improved pro- » Sourcing * Field notes, » December 2016,
Proposal cess (sugges- organization written 1 hour
. p. tions for the ini- Director feedback
building .
tial proposal)
Data 3 » Validation of * Sourcing » Field notes, » December 2016,
. the improved organization written 1 hour
Evaluation .
. process (ac- Director feedback
of the Fi-
ceptance of the
nal Pro- final proposal)
posal prop

2.4 Validity and Reliability Plan

During the study it is essential to take into account the validity and reliability of the study.
To achieve the best results, as stated by Yin (2003:34-39), validity needs to be ensured
with accurate data that is being collected and the analyzing of the data has to take into
account the stakeholders that are participating in the study. To achieve valid outcome
researcher has to take into account possible alternative explanations found in the litera-

ture and also given by the stakeholders to avoid researcher bias in the study.

The validity in this study was ensured by having different discussions with the key stake-
holders and gathering information from the stakeholders themselves via study that was
conducted. Also the analysis of the current processes was done in order to understand
the requirements for the study and also to understand the business requirements. Lastly,
the key stakeholder feedback throughout the study will be done in order to achieve va-
lidity.

In this thesis, reliability was planned to be ensured by conducting the study in a manner
that another person conducting the research would end up in the same result in different
time. To ensure reliability, it is essential according to Yin (2003) to use multiple sources
of evidence to establish chain of evidence for the study and lastly to have the key inform-
ants review the study. Reliability requires that the study should use, in case it is a case
study, the protocol defined for it alongside with a case study database for data collection.

In order to ensure the reliability of the thesis the reliability can be improved by using
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different data sources and data collection methods and documented research proce-
dures. The collected data and literature review in this study will follow the reliability and

validity requirements described in this chapter.

With these definitions, the validity and reliability plan for the study was constructed.
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3 Current State Analysis

This section discusses the results of the current state analysis, based on data collection
from interviews and survey results. Also, the current state analysis includes detailed
current sourcing process and sub-processes descriptions in order to have a clear view of
the processes as a whole. This section starts with introducing Global Sourcing also and
the roles of Category Managers.

3.1 Overview of the CSA Stage

First, the current state analysis starts with an overview to the background of the case
organization. It is done based on the case company’s internal document material, with
the focus on how the organization is represented to other organizations inside the case
company.

Second, the current state analysis continues with the analysis of the current elements
related to new supplier search and selection. It is done based on the Sourcing organiza-
tion documents that are used for the sourcing process inside the Helsinki Plant and also
globally with some categories

Third, the current state analysis describes and analyzes the survey that was conducted

to the Category managers who are part of the Sourcing organization and Helsinki plant.

Finally, the current state ends with the analysis of the current S&W strengths and weak-
nesses of the current steps related to (a) the new supplier search and (b) the supplier
selection. It helps to get the processes evaluated and opened up, so that to get under-

standing what makes the challenges in the current sourcing process and its procedures.
3.2 Background of Case Organization

The case organization where this study focuses on is part of Case Company's defined
manufacturing division. The described business division mostly manufactures the
uniquely engineered valve’s and valve related equipment for the oil & gas industry for
other process industries at Vantaa plant. The case organization is a Sourcing organization
responsible for managing and finding new suppliers for the detailed business units prod-
ucts and parts. Sourcing organization also actively compares the existing 3rd party part-

ners and subcontractors regarding their prices and expenses in order to be competitive
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price and time wise. Sourcing is eventually the first and the most important part of its

supply chain.
3.2.1 Global Sourcing Organization and Its Strategy

In the case company, Global Sourcing is responsible for developing suppliers to support
operations network globally and managing key suppliers systematically. In order to
achieve supplier excellence, cost advantage beyond China and implementing total cost
model, Global Sourcing team integrates supplier delivery, quality, and category manag-
ers into one unified function. (The case company intranet, accessed 5.11.2015).

Figure 2 below shows the structure of the Global Sourcing organization in the business

division.

Case Company Sourcing & Procurement

Figure 2. Sourcing Organization (The case company intranet accessed 8.11.2015).

As shown in Figure 2, on the left side, there are all the local sourcing offices and also
the global category organizations. All of them work in a matrix with the different plants

that the case company have in the business division.
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The thesis focuses more on Helsinki plant where the Sourcing organization needs to fulfill
their own and company strategy regarding sourcing purchasing, sourcing and other in-
ternally defined strategies. The focuses of the thesis is placed on improving the current
process for new supplier search and supplier selection, since these two are parts of the
sourcing process that is used in the case company in Global scale.

Helsinki plant sourcing, however, has different needs than in Global scale. In the Global
scale, for other plants of the case company suppliers are mainly local, but in Helsinki
plant uses both, local and international suppliers, more than in the other plants globally.
The Sourcing process was created in 2012 and does not give very detailed information
on how the sourcing process is done, in terms of guidelines for supplier search and
selection, giving only general information on how the sourcing organizations work glob-
ally. Therefore, there is a need to specify and improve the current supplier search and
supplier selection process and adjust it to the needs and practices of the case organiza-
tion. Specifically, the processes for new supplier search and selection should take into

account in the strategy of the case organization.

The latest strategy for Global Sourcing organization aims at achieving the following tar-
gets: (a) reducing the total cost of products by moving 32% to cost competitive coun-
tries, (b) improving networking capital by VMI and reduction of supplier lead time, (c)
getting spend under management, (d) developing proactive strategies based on market
indexes, (e) standardizing procurement process and controls, (f) developing further stra-
tegic global supplier relationship (Source: The case company Intranet). As stated in the

strategy documents for the vision:

“Our supplier network will be most efficient network in industry in terms of Quality,
Delivery & Cost.” (The case company intranet — Sourcing organization intranet
page, accessed 8.11.2015)

“Our cost target is to reach 4% saving of our annual spending by category man-
agement approach, 5% of realized saving and 10% of identified saving annual
base.” (The case company intranet — Sourcing organization intranet page, ac-
cessed 8.11.2015)

This strategy (2012-2013) is applied during this thesis work for improving the new sup-

plier search and selection processes.



14

3.2.2 Roles in the Sourcing Organization: Category Managers

Category managers manage their own suppliers and are also responsible that the defined
items that belong to their own suppliers are delivered on time and with the agreed quality
for the production use in such manner that the supply chain works as defined and agreed
in the plant level.

Category managers can either belong to purchasing or sourcing organization. In the
Helsinki plant, there is a category manager for each category group. Category groups
are the following: (a) Casting and Forging, (b) Mechanical Components, Raw Material,
Sub contracting, (c) Components, (d) Electronics & Megatronics.

Each category group manager has to be aware of the suppliers that are being used by
the buyers by their category. Category manager also updates prices and has price ne-
gotiations with supplier that have contract with the case company. The price negotiations
are done based on the contract agreements. Category managers also search and inves-
tigate if suppliers globally can provide same products or parts with a cheaper price.
Category managers also are responsible of searching new suppliers and selecting them
based on the current case company processes that are now in place. Also, category
managers are responsible for savings and potential savings for their category group.
These tasks are in line with the current strategy (Section 3.2.1) where the case company

defines the crucial areas of Sourcing objects and the Sourcing process.
3.3 Current Processes in Sourcing Organization in Helsinki Plant

The existing processes and documents related to the sourcing process are shown as one
table where the process flow is divided into six different phases. Inside these phases
there are supporting documents or processes related to that specific phase. This table
summarizes all the processes and supporting documents for the 6-step process from the
project until the Supplier is in a day-to-day action with the business units purchasing. In
the last phase, the supplier is evaluated annually. Figure 3 below represents the flow of
the sourcing process as described in the case company intranet.
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Project Supplier Supplier Contract and Implementation Supplier

definition identification selection validate & Procurement development

Figure 3. Sourcing process flow. Intranet modified by author (accessed 5.11.2015).

The current Sourcing process that is being used as the most recent one is described in
the Supplier quality manual, where it is placed on the sourcing process in Phase 1, Project
definition and in procedures. The supplier quality manual has six sections. First section
is the case company’s Code of conduct and Sustainability Criteria for Suppliers which is
general guideline how suppliers should operate in order to be in business with the case
company. Second section is Expectations, Responsibilities and Communication. Third one
is Business division and Sourcing Process. Fourth one relates to agreements. Fifth one is
Delivery, and the sixth one is Claims.

In the Supplier quality manual, only the first, second and third sections cover information
that describes the processes and procedures that relate to supplier search and selection.
As the descriptions do not flow in a linear order, the materials from the manual will be

discussed in relation to the new supplier search and supplier selection processes.
3.3.1 Business Divisions Sourcing Processes

The current processes are part of the case company business divisions sourcing organ-
izations guidelines for the new supplier search and selection. Figure 4 shows the current
sourcing process as it is described in the Supplier quality manual. However, the Sourcing

process in the manual differs from the other that are listed in the case company’s intranet
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and also in Notes database where this exact procedure is listed. Figure 4 shows the
process as it is described in the manual.

Supplier

Qualification,Approval Daily management AINEY S CIe

& Training

Development

Figure 4. Sourcing Process. Internal document: Supplier Quality manual QSP-0037.

Supplier Qualification Approval and Training consists of three subsections. These are (a)
Potential Supplier identification, (b) Supplier selection and (c) Contract Making and Val-

idation. Process wise they are in the same box, as shown in Figure 5 below.

Supplier
Qualification, Approval

& Training

(a) Potential Supplier identification
(b) Supplier selection

(c) Contract Making and Validation.

Figure 5. Sourcing Process, Phase 1 (Internal document: Supplier Quality manual QSP-
0037).

Potential Supplier Identification is where new supplier development is done. Potential

supplier identification consists of five elements, as shown in Figure 5 below.

Supplier
CQualification, Approval

& Training

(a) Potential Supplier identification

e Industry survey

e Pre-screening of potential sup-
pliers

e Pre-audit
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e Capability self-assessment
made by the potential supplier
¢ Risk assessment

Figure 6. Sourcing Process, Phase 1. Potential supplier identification (Internal document:
Supplier Quality manual QSP-0037).

Presently, Potential supplier identification is only described as a list of points and does
not have any further information as for what they are, or if there are any procedures, or

where, or how they can be found.

Next, Supplier Selection consist of stages which be seen in Figure 7 where (a) the com-
mercially feasible potential suppliers are audited and (b) their quality assurance level is
established, as well as (c) technical capability is evaluated. Based on the audit results
and overall evaluation, Sourcing can determine if the supplier is approved or not ap-
proved.

Supplier
Qualification,Approval

& Training

(b) Supplier selection

e Audit
e Quality assurance level
e Technical capability

Figure 7. Sourcing process, Phase 1 Supplier selection (Internal document: Supplier
Quality Manual QSP-0037).

As shown in Figure 7, the steps include the following: (a) the commercially feasible po-
tential suppliers are audited and (b) their quality assurance level is established, as well
as (c) technical capability is evaluated. Based on the audit results and overall evaluation,

Sourcing can determine if the supplier is approved or not approved

Finally, as seen from Figure 8 below, the last phase is Contract making and validation,

at which the supplier will be created into the case company ERP system.
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Supplier
CQualification,Approval

& Training

(c) Contract making and validation

e Procedures
e Instructions
e Pilot delivery

Figure 8. Sourcing process, Phase 1 Contract making and validation (Internal document:
Supplier Quality Manual QSP-0037).

After the supplier has been entered into the ERP system, the Global sourcing team will
introduce the case company procedures, instruction and specifications to the supplier in
order to prepare the pilot order/delivery. The pilot order/delivery must be approved and
is also mandatory in order to be approved as the case company supplier. This specific
phase does not give information what make the procedures, instructions or specifications

are that are supposed to be introduced to the new supplier.

Lastly, the last two boxes of the current Sourcing process are Daily management and
Annual evaluation and development. They show the steps for the supplier that has earlier
been providing services to the case company, or is in a situation that they have been
qualified, approved and trained. These two phases after supplier Qualification, Approval
& training, are the phases that are out of the thesis scope.

Supplier

Qualification,Approval Daily management Annual Evaluation and

& Training Development

(a) Potential Supplier identifica-
tion

e Pre-screening of potential
suppliers

e Pre-audit

e Capability self-assess-
ment made by the poten-
tial supplier

e Risk assessment

(b) Supplier selection

e Audit
e Quality assurance level
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e Technical capability

(c) Contract Making and Valida-
tion.

e Procedures
e Instructions
e Pilot delivery

Figure 9. Sourcing Process with Phase 1 descriptions (Internal document: Supplier Qual-
ity manual QSP-0037).

In Figure 9, Phase 1 includes information regarding the supplier search and selection.
Next, the study analyzes procedures that are part of the Intranets 6 step sourcing pro-
cess presented in Figure 9.

3.3.2 Case Company Code of Conduct and Sustainability Criteria for Suppliers

The case company’s code of conduct and sustainability procedures purpose is to provide
stakeholders accepted guidelines and perspectives for future decisions. The code of
conduct creates a foundation for business transactions and work assignments. The code
of conduct sets standards for supplier and contractor to demonstrate ethical standards
and criteria when establishing or continuing business relationship. This document can

also be found on the phase two of the main process under supplier.

The partnership criteria have 11 pre-defined sections that the supplier has to take into
account when considering partnership with the case company. These criteria are shown

in Table 2 below.

Table 2. Partnership criteria in the case company’s code of Conduct and Sustainability Criteria
for Suppliers procedure.

Partnership criteria
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The first pre-defined section is integrity. According to the Partnership criteria, integrity is
a fundamental characteristic for all dealing and statements and is also essential aspect
of sustainability in Case Company.

The second pre-defined section is Compliance with laws and regulations. This means
that the supplier have to comply with national and international laws, regulations and
generally accepted practices.

The third one is Quality and excellence. This essentially states that the supplier have to
allocate adequate resources and required competence for reaching the level of quality
that is expected by Case Company. Also, to ensure cost-efficiency and continuous im-

provement in quality.

The fourth one is the Compliance with anti-trust legislation. This means in the countries

the supplier operates in.

The fifth one is Transparency and openness. This means that the case company is al-
lowed to ask information from the supplier concerning the criteria for sustainable devel-
opment and their business with Case Company. Also the supplier is obligated to report

any deviancies that may appear in the information they provide.

The sixth one is Human rights. The case company states that child labor is prohibited
and the supplier must comply with the principles of the UN Declaration of Human Rights
and accept the basic labor rights which are defined by the International Labor Organiza-

tion.

The seventh one is ensuring equal Opportunities and non-discrimination. This means
that the case company does not allow discrimination based on race, caste, national
origin, religion, disability, gender, sexual orientation, union membership, political affilia-
tion or other comparable reasons. Discrimination that is mentioned on the seventh sec-
tion can be in hiring, compensation, training opportunities, promotions, termination of

employment or retirement.

The eight section is Intellectual property and company assets. This states that the sup-
plier has to safeguard the case company’s intellectual property and confidential infor-

mation and has to deny access to these mentioned assets from outsiders.

The ninth criteria is Rejection of corruption and bribery. Here, the case company defined

that the supplier must not become involved in a business relationships that may lead to
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conflicts of interest. The case company states that the supplier must not pay bribes or
other illegal payments to obtain or retain business, or to facilitate favourable decisions
or services from authorities. Also, money laundering is prohibited.

Section ten is Occupational well-being and safety. The case company has four steps in
this section that determine the safe and working environments that the supplier shall
provide. First is a risk management plan that determines and recognizes the work related
risks and hazards. Second one is related to personnel’s right for a clean and safe working
environment. Also, that the personnel have safety equipment provided and safe way of

working introduced.

Finally, section eleven is the Protection of the environment and abatement of climate
change. This section describes how environmental impacts should be taken into account
and how to reduce waste. Also, how to safely and appropriately manage the waste that
the supplier produces. This section also states that the supplier must comply with envi-
ronmental legislation and official regulations and, also, the supplier must have the nec-

essary environmental permits that are needed to produce products or services.

As seen from this description, the Code of conduct contains generic information package
to evaluate new suppliers. The document itself does not give many detailed descriptions
on how to perform, but gives a direction that the case company expects from its suppli-
ers. Most of the predefined sections that have been introduced are concepts that are
common with companies that take sustainability seriously and without a question are
basic requirements that companies in Finland follow. The Code of conduct essentially
secures the case company if its supplier causes legal activities to itself or environmental
problems or any of the predefined steps that are defined in the partnership criteria. The

code of conduct itself does not work as a supplier selection procedure.
3.3.3 Pre-Audit Form

A Pre-Audit form consist of five different phases that describe the activities that are ex-
pected from the potential Supplier. The phases and activities can be seen from Figure 8

below.
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General requirements

+ISO 9001:2008
*Quality System
*Requirement towards product

Expectations

*Preventive and corrective action program
*Quality improvement

Control

*Sup Suppliers
*Quality Assurance
*The case company Approval

Supplier Classification

*Global

*Global Sourcing managed
*Local Critical

*Global sourcing managed
*Local

*Local Plant or Supply Center

KPI's

+OTD

*Quality cost
*Delay

*Lead time
*Inspection Yiel rate

Figure 10. Pre-Audit form phases, internal procedure Pre-audit form.

The first mentioned requirement in the first phase which is titles as General requirements
towards suppliers is an ISO 9001:2008 management system. Also, this phase states that
the case company requires a 3rd party certified previously mentioned quality system
from a foundry and forging suppliers. Also, if the supplier is providing pressure bearing
materials the quality system shall comply Pressure Equipment directive 97/23/EC, Annex
I, section 4.3. These general requirements does not specify what the quality systems in
practical are or what they consist of. The general supplier quality requirements also spec-
ify that the supplier shall demonstrate the capability to attain the requirements and qual-
ifications of any product or process related standard as defined by the case company
procedures.
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In addition, as part of expectations, the case company defines in this section that the
supplier must be committed to applying preventive and corrective action programs utiliz-
ing basic tools and concepts. These can be Pareto chart, fishbone diagram, FMEA, de-
sign of experiments and PDCA. Also, it is stated that the supplier is expected to contin-
uously look for areas of quality improvements with systematic approach.

The case company has requirements for supplier controlling their suppliers, which are
referred as sub-suppliers. The requirements are that the supplier is responsible for man-
aging their tier two supplier guality assurance and conformance to any the case company
procedures and specifications. This may require quality audits and quality targets. It is
stated in manual that sub-supplier that are involved with machining of materials that are

being used in pressure bearing must be approved by the case company Global Sourcing.

The case company has also defined supplier classification in this section. The suppliers
are divided into three classes based on their role and criticality. The classes are follow-
ing: (a) Global supplier, (b) Local critical supplier, and (c) Local suppliers. Global supplier
delivers products or services to one or more Business Division’s plants or supply centers.
This type of the supplier is managed by Global Sourcing. Performance is monitored in
global scale. Local critical supplier delivers their products or services to some of the
Business Divisions locations and these suppliers are considered critical due to high
spend or high quality requirements. Also with local critical supplier the Global Sourcing
has ownership. Finally, Local suppliers are suppliers that are not listed in the first two
classes. Local suppliers are managed by local plants or supply centers.

As a part of supplier classification, the case company also have specified item categori-
zation for the suppliers. These categories have own teams that manage the sourcing.
Category list is shown in Table 3 below.

Table 3. Item categorization for the suppliers.

Automation & Electronics

Castings & Forgings

Hydraulics & Pneumatics



24

Machines & Other devices

Mechanical components

Non-operational procurement

Raw materials

Subcontracting

Transportation and forwarding

According to the process T-2439GB procedure these categories have requirements that
are set by each category specifically and the category teams are responsible for devel-
oping and updating the procedures. The category specified procedures were not availa-

ble in the Sourcing Process table or the database itself.

The case company’s Expectations towards the suppliers in the procedure is to maintain
business relationship with the suppliers that strengthens the case company’s competi-
tiveness and benefits both parties. The case company monitors suppliers by certain
KPI's. Such as OTD, Quality cost, length of delay, lead time and incoming inspection

yield rate.

The Pre-Audit form works as an assurance and agreement for the case company that
the supplier will comply the requirements and also give some information about the com-

pany and the described phases.
3.3.4 Approval of New Suppliers (Document T-2439GB)

The case company has procedure for the approval of new suppliers. The procedure is
meant for the following group of employees: Purchasing Director, Sourcing Manager,
Category Manager, Supplier register clerk and Quality manager. The procedure has de-
fined steps for purpose, scope, responsibilities, pre-audit, contractual issues, process
and QA assessment, Pilot delivery, Decision and accepting the new supplier and Special

cases which can be seen from Figure 11 below.
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» Assesment process
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Figure 11. Approval of New Suppliers phases (Document T-2439GB).

As seen from Figure 11, the first step in the approval of a new supplier is the Purpose.

The purpose of the procedure is to make sure that suppliers to production partners are

able to act according to the product/service specifications agreed upon and deliver the

products within the scope and agreed requirements.

The second step is the scope. Scope defines that the whole approval of new supplier

document is valid for new supplier and also for the existing suppliers. The procedure has

to be taken account when selecting supplier that affect the quality of delivered products

or who are manufacturing products as marketed as the case company products. Also,
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special attention has to be taken into account the supplier is supplying critical compo-
nents or processes such as components affecting product safety, components critical for
production safety and final sub-assemblies.

The third step is the responsibilities which describes the roles of the employees taking
part of this process. Meaning of the third step is to define the project team and respon-
sibilities.

The fourth step is the pre-audit. Pre-audit can be done when acquiring background in-
formation about the supplier candidate. The procedure prefers on-site visits. Pre-audit
step defines certain basic information that has to be included when checking supplier
candidates. These are turnover of the company, humber of employees, machinery and
equipment, financial background, ownership and references of their work. Also, Pre-audit
has main areas and so called aiding questions for the person who is making the audit.
Auditor has to find out and think if the candidate has a) quality and environment man-
agement system, b) is the candidate certified c) what is the management’s commitment
d) what are their responsibilities and efficiency €) do they have development programs
and finally if they make corrective actions and systematical continual improvements. The
pre audit phase also reminds that when dealing with candidate abroad the risks as well
as quality assurance actions shall be evaluated. Purpose of this step is to give enough
information that the pre-audit result can give a good understanding of the supplier and
also a hunch if the supplier is capable of being an accepted supplier for the case com-

pany.

The fifth phase is the contractual issues. The document defines that if there are no pre-
vious price examples or existing suppliers at least two different bids shall be conducted.
The price evaluation shall be based on the total cost which needs to take into account
the following element: purchasing price, delivery costs, tooling costs, customs and fees,
packing costs, redundant storage costs, claim costs. Also, additional issues can be taken
into account such as: terms of delivery, terms of payment, technical specification, inspec-

tion / quality assurance and claim handling procedures.

The sixth stage is Process and QA assessment. Purpose of this phase is to give instruc-
tions briefly on how to make and audit in suppliers’ premises. The audit should be done
in the production plant while it is in action to give accurate and normal description of the
working environment. The process audits purpose is to evaluate the capability to supply

the required product/service and the technical risk the supplier could cause. Following
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items and observations should be conducted during the audit: level of effectiveness of
the quality and environment system, level of target and development projects, practical
co-operations skills, level of product/service requirements, packing, delivery terms, de-
livery time, production processes, management processes, information processes and
quality assurance. Also, environments assessment should be part of the process audit.
Environmental assessment should be conducted if the supplier does not have certifica-

tion given by classification society.

The seventh step is the pilot delivery. Pilot delivery can be done after the supplier is
approved and passed the requirements from previous steps. There is a separate proce-

dure how to perform a pilot delivery and what are the requirements for a pilot delivery.

The eight step is the acceptance of the new supplier. Acceptance of the new supplier is
done based on the pre-audit, assessment process, pilot delivery and inspection of the
pilot delivery. General acceptance criteria is that the supplier has a third party quality
system certification, supplier has been audited and considered capable to provide prod-
ucts or services that are fit for purpose, supplier has been assesses and been found to

have all relevant documentation.

The ninth step is for special cases. In special cases, the purchaser can approve tempo-
rarily new supplier to produce products/services. Quality manager shall be notified and

inspection for the incoming items must be done in cases like these.

This procedure is described in a document in the Phase 1 in FC Sourcing process. The
document defines and makes sure that the suppliers to production and production part-
ners are able to act according to the product/service specifications agreed upon. Process
chart T-2439 describes this procedure that has been analyzed and it is an appendix in
document T-2439GB, as shown in Figure 12 below.
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Figure 12. Current item workflow process (T-2439, internal document), appendix of Approval of New Suppliers (Document T-2439GB).
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The process chart shows how the current Sourcing process flows and what the key steps
are. When investigating the process chart and previously analyzed processes and pro-
cedures we can see that the middle section Process and QA assessment has quite a
huge role, if the item is in a new supplier path. The process chart is actually missing
supplier search and the process for it. The chart does not comply with the main sourcing

process defined by the Global sourcing.

Another appendix in the T-2439GB document is a Supplier Pre-Audit form. The form is
simple and the purpose of the form is to gather basic information regarding the potential
supplier. The form can be divided into three sections which are:

a) Basic information regarding the company, such as contact persons, turnover, ma-

chinery list, production type, financial background and references.

b) Quality plan. Purpose of this sections is to see if the potential supplier company has
as a quality plan for products they produce. Also, the form asks if they have a quality

plan for main functions.

c¢) Quality system and management commitment. This section gathers information more
deeply about the quality matters inside the company. For example, who is responsible
for quality matters and who is responsible for environmental matters. The form also asks
if the potential supplier company has written quality system and if it meets the interna-
tional standards, for example ISO 9001-2000. Also, it asks if they have any certifications.
Third section also closely inspects the policies the company have towards quality and

environment.

As can be seen from the internal process document T-2439, the case company is inter-
ested and cares about the environmental aspects, based on the pre-audit form. Lastly,
the third sections inspects if the company has continuous improvement system and also

employee training and development system.

The Pre-Audit process can be also found as a separate process as described in section
3.3.4 that does not comply with the T-2439G Supplier Pre-form.
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3.3.5 Request for Information (RFI)

Request for information procedure is mainly written only for Castings and Forgings cat-
egory. Although it would be beneficial to have a general RFI document, or specifically
designed form for every category.

The RFI form is general announcement towards suppliers that the case company is in-
terested in possible partnership. The form gives basic information what the case com-
pany does, where and how. Also, the basic numerical data is mentioned such as number

of employees, sales amount and locations etc.

As an attachment of the RFI form there is a special excel sheet designed for the potential
suppliers. In this sheet the suppliers give their basic information regarding the company
itself, such as communication information, specified employee amount, references, main
customers, vision, quality, health and safety plan, environment, workshop and other ap-

pendices such as certificates, quality manuals, organization charts and list of equipment.

The RFI excel gathers information that is required in the case company’s code of con-

duct, so in that matter is in line and complies the code of conduct.

The purpose of the form is to give the case company sourcing enough information to
make the needed decision regarding the supplier’s capabilities and fit to deliver, manu-
facture or provide services for the case company business division. The form is, in the
end, a decision making tool in the supplier selection process step and actually gives the

supplier responsibility to give the needed information for Case Company.
3.3.6 Periodical Supplier Audit QSP-0036

The audit procedure QSP-0036 is for the use of quality managers. This procedure is
used to check if the existing and new supplier fulfill the requirements that Sourcing has
determined for the suppliers. The audit consists of the case company code of conduct,
HSE assessment, Risk assessment and general ISO 9001 questionnaire. Most of these

documents are more foundry specific and can be hard to adapt into other categories.

The structure of the Periodical supplier audit QSP-0036 is represented in Figure 13 be-

low.
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Figure 13. Periodical Supplier Audit QSP-0036.

HSE questionnaires purpose is to find out if the company has defined capabilities to
perform as the case company’s partner. These are environmental management system,
occupational health and safety management system, HSE Policy, legislation related

guestions and management related questions.

Risk assessment evaluates the information regarding supplier's background. The risk
evaluation takes into consideration operations location and possible political risks and
natural catastrophes and also how well the supplier is prepared if an event earlier men-
tioned occurs. Also, the Risk assessment takes into consideration the suppliers insur-
ances and overall condition of working environment, such as fore alarm and extinguish-
ing systems, electrical apparatus, emergency exits and fire load. The risk evaluation is
very precise and gives good overall picture of the supplier's premises and geographical
and political threats.

3.3.7 Summary of the Current Sourcing Process; Its Strengths and Weaknesses

The main sourcing process for the Global sourcing has six steps that are below in Table
4. Each step has procedures, supporting templates and deliverables.
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Table 4. Sourcing organization processes table.

32



As shown in Table 4, the boxes that have red text are the procedures, templates and
deliverables that has been reviewed in the current state analysis. The mentioned docu-
ments can contain written text, boxes, processes and lists. Reason why these elements
have been inspected is because they contain information regarding the supplier search
and selection processes, which make the focus of the thesis. All of the elements in red
contain some information related supplier search and selection. The information can be

process, process description or general procedure information.
3.4 Sourcing Process Survey

A survey was conducted to a named group of Category managers in the spring of 2015.
The group consisted all the local category managers in Helsinki plant and also one global
Sourcing manager and Sourcing director. The number of respondents was five people in
total. Purpose of the survey was to measure and investigate how well the category man-
agers and global sourcing personnel are aware of the current processes, and what are
their opinions about the processes, that are being used at the moment. The survey also
gives us information how data and information is spread globally. Also the survey gave
possibility to see the differences within the respondent’s opinions regarding the current

processes and ways of working.

The survey had eighteen questions and the survey can be examined from Appendix 1 in
more detailed. Sixteen of the questions had an option to answer no or yes. Two of the
guestions in the survey had free text cells where the person who was answering the

question could give an open answer and opinion on the subject that was asked.

The survey structure is illustrated in Figure 14 below.
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Survey structure

Supplier search
* Question no. 1,2,7

Supplier Selection
* Question no. 3,4,5

Other sourcing process related
* Question no. ,6,8,9,10,11,12,13,14,15,16

Figure 14. Survey structure.

As shown in Figure 14, the structure of the survey had three different areas that were
defined (a) Supplier search related questions, (b) Supplier selection related questions,
and (c) Sourcing process related questions. Reason why the survey is only eighteen
guestions and only sent to five people is explainable. The survey was sent only to five
people was, because in the case company Helsinki plant there are only three category
managers. The rest two, global sourcing manager and Sourcing director were selected
because, sourcing manager has a bit different role in the purchasing and sourcing or-
ganization than the category managers in Helsinki plant. Sourcing director was selected
to take part in the survey because he is charge of the processes in Global scale and also
in charge of overall development of the sourcing organization when it comes to supplier
search and selection. Global sourcing director is also the person who approves new

suppliers.

The survey asked if there is a process how to select new supplier. Based on the answers
given the responders are aware of the processes that the case company already has

regarding supplier selection process.

The other questions related to supplier selection asked if the supplier selection process
gives enough information to make the decision and if supplier is good enough to become
the case company supplier. The answers given indicates that process is sufficient, but

maybe not in all cases and can cause some hesitation.
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The final question related to supplier selection was to see if the persons working with the
supplier search and selection are aware where the processes can be found. The re-
sponses indicate that people working with the supplier search and selection know where
the processes and procedures can be found and also gives us reliability towards the
answers asked before the fifth question.

A. Supplier selection related questions

One of the questions asked in the survey asked the survey group if there is a defined
process on how to search new supplier and based on the answers the indication that the
knowledge is not available for the key stakeholders that took part of the survey. This

indicates that the sourcing processes are not easy to find

Other Supplier selection related question asked if there is a process and does it describe
where to find new suppliers. Based on the answers given the results tells us that there
is no process or procedure that gives information to the people responsible for new sup-

plier search and selection on where to actually find new suppliers.

Final question related to Supplier selection asked if there is a defined process on when
to start searching new supplier. From the given answers, it is clear that there is uncer-
tainty when a new supplier search should happen and what the driving forces behind it

are.
B. Sourcing process related questions

Sourcing process related question asked if the persons who answered the survey knew
how to proceed with the current processes and procedures on supplier search and se-
lection. The answers given indicate that there is lack of training or that the persons work-
ing with this subject already have extensive background with the supplier search and

selection. The group divided into two based on the previous sentence.

Purpose of one the questions was to see if the persons working with different categories
and in sourcing general have an opinion about category based supplier search and se-
lection. The question asked if there are category based processes that takes into account
the special features that needs to take into account when searching and selecting new
suppliers. Based on the answers, it is clear that there is uncertainty if the special features
are present in each category and in the procedures when new suppliers are being

searched and selected.
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Purpose of one of the question was to determine if the people who answered the survey
felt that there would be need for more defined processes regarding the supplier search
and selection processes. Based on the answers it indicated that there is a need for more
precise process for supplier search and selection processes in the case company busi-

ness division sourcing process.

The question related to global working habits asked if the people working in sourcing and
procurement and especially with supplier search and selection has the same way of
working globally. Based on the answers analyzed the working methods are not the same.
This also indicates that the processes are not entirely understandable, because the

methods using the processes are different.

Survey had also had question related to knowledge sharing and asked the people who
attended the survey if they share knowledge and experience with each other globally.

The answer indicates that info is shared, but still the way of working differs.

Other questions related to knowledge sharing asked if the person who answered the
survey knows if some other person working in sourcing or procurement has been in con-
tact with a same supplier candidate when making an initial contact. Based on the an-
swers this can indicate that potential suppliers are not being listed anywhere and the
information does not reach all of the persons who are working in the sourcing and pro-

curement with new supplier search and selection.

The Sourcing process related question asked the people who participated in the survey
if they feel it would be beneficial to have a supplier database where potential, existing
and candidates that have been rejected would be beneficial. Based on the answers this
would be a beneficial element to have in the global scale for Case Company.

Survey also had a question asked if the e-procurement type of bidding system would be
beneficial in Case Company. Based on the answers it cannot give any recommendations
from the key stakeholders if this would be beneficial. Question was asked because e-
procurement is very common nowadays. At the moment, there is no bidding system for
open competition among the current suppliers. Answers also indicate that this kind of

system is not familiar for the category managers.

Second question related to e-procurement asked if the previous question type of bidding
system would reduce the workload of the persons working in sourcing and procurement.
Based on the answers this indicates that this sort of system can be beneficial, but does

not shorten the workload.



37

Surveys one key questions asked if the case company’s current sourcing and procure-
ment is efficient enough for the time being. The answers given indicate that the overall
satisfactory is at good level among the majority of the personnel working in sourcing and
procurement, but as the result was not hundred percent satisfactory there could be room
for improvement. Also to take into consideration is that the people working with the thesis
subject only can use available processes and procedures and do their work with the tools

given.
C. Other Sourcing process related questions

Two of the last questions had free text cells. The questions asked how new supplier are
being searched and selected, when and how does | happen and what is the driving force
behind the event. The answers were very similar. Price and performance was one of the
issues and also need for eliminating single sourcing. Also it was mentioned that search-
ing and selecting new suppliers is good way to create competition among current suppli-
ers. Only one person mentioned sources where to find new suppliers and the sources
were quite general and does not really reflect the best practices, but rather own experi-

ences

3.5 Current State Results from the Existing Processes and Survey

To achieve full understanding and to get a clear picture of the process as a whole, it was
necessary to inspect all elements and evaluate each element that has information re-

garding supplier search and selection.

Findings related to the processes which were analyzed in Section 3 are shown as the

current state analysis weaknesses and strengths in Table 5 below.
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Table 5. Strengths and weaknesses of the Processes (CSA table).

1

7

10

Sourcing process from the procedures

Two locations for Sourcing process
and both are different than each other

Sourcing procedure table that defines
processes, deliverables and templates
have empty fields for some phases

No category needs taken into account

Does not support the current Sourcing
strategy

New supplier search related processes

Procedures in Phase 1 in the Supplier
Quality manual Q-0037 describes the
whole sourcing process even though it
is just a first step of the sourcing pro-
cess

No detailed information on supplier
search in Supplier manual QSP-0037
or the intranet sourcing process

Supplier selection related processes

Code of conduct not designed to be
used to define criteria for supplier se-
lection

Supplier Quality manual Q-0037 extensive
procedure that could be used as a main
sourcing process information source.

Environmental and legal aspects are taken
well into account

Selection process in the RFI and Audit stage
is comprehensive and gives valuable infor-
mation

Supplier selection audit report is extensive
and gives good information that has been de-
scribed in the process

Code of conduct is extensive gives legal sta-
bility to Case Company
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As seen from Table 5, in the first step of sourcing process described in the case company
intranet, the first phase is project definition where the Supplier quality manual QSP-0037
is placed. This procedure should contain the elements of a project definition, but actually
consists an entire sourcing process which differs from the sourcing process shown in
Table 4.

The approval of new supplier T-2439 contains information that are introduced in both
documents, as in same topics and general information regarding it. Also, the approval of
new supplier document T-2439 contain information about the case company Supplier
sustainability criteria, which itself can be seen as its own procedure in Phase 2 in the
Supplier quality manual QSP-0037.

The processes in Phase 1 in the Supplier Quality manual QSP-0037 contains information
about the whole process instead of being dedicated process for phase 1 only. It is obvi-
ous that the Phase 1 processes are more general documents that describes the whole

process from Phase 1 to Phase 6.

Regarding the strengths and weaknesses of the current Sourcing process (in relation to
new supplier search and supplier evaluation), the following points were identifier after
the current state analysis was done. First, there are no instructions how new supplier
search should be conducted. Only documents that are for the supplier selection are in
both Phase 2 and Phase 3.

The process and its procedures needs very close inspection in order to understand roles
of different procedures, templates and deliverable’s role in their specified phase. There
is also two different sourcing processes. First one is described in the Supplier quality
manual QSP-0037 and other one is the main sourcing process described in the sourcing
intranet page. The supplier quality manual QSP-0037 is actually part of the main sourcing
process, but still the procedure describes an entire sourcing process that does not match
the sourcing organization current sourcing process. Overall the main process is missing
transparency and lacking logical process flow when comparing the processes and pro-
cedures. Also worth mentioning is the strategy that has been introduced in the beginning

of current state analysis.

There are two points that does not support the current supplier search and selection
processes: first, the aim to move items to a low cost country; second, to standardize the
processes and controls. These two matters mentioned in the strategy can be hard to

achieve with current processes.
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The current stage analysis includes the current processes that were examined in section
3.3 and also the survey that was conducted to define group of stakeholders. The findings
are shown below in Table 6, where the strengths and weaknesses identified from the
survey has been presented.

As for the results from the survey, along with the analyzing the current processes and
identifying the strengths and weaknesses from those, it was crucial to get an opinion
from the key stakeholders who actually uses these processes and procedures in their
daily work. The Survey was conducted in a way that three different sections can be
formed that relate to the same form as described in the Sourcing process current state

analysis.

Table 6. Results from the survey.

Sourcing process related answers from the survey

1 Uncertainty of process usage Process locations are known

2 Category based processes are not avail-  Knowledge shared globally
able

3 No category needs taken into account

New supplier search related answers from the survey

5 Uncertainty on the supplier search when
it should be done

6 Uncertainty where the processes are lo-
cated

Supplier selection related answers from the survey

7 Supplier selection process is not suffi-  Supplier selection process exists
cient enough

8 No database globally for potential sup-
plier information
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9 Supplier selection audit report is exten-
sive and gives good information that has
been described in the process

10 Code of conduct is extensive gives legal
stability to Case Company

As seen from Table 6, Question one, two and seven were related to the supplier search.
Based on the survey results, the key stakeholders are not fully aware of the location
where the procedure is or if it even exists. Also, the key stakeholders defined that there

is uncertainty when new supplier search should take place

Question three, four and five are related to supplier selection. The results show that the
respondents are aware that there is a supplier selection process, but in some cases the
process is not sufficient enough to give information to make the decision and also there
is no general database where the screening of potential suppliers is done. It might be
that in Global scale different persons might contact same supplier. The rest of the ques-

tions are related to other sourcing related matters, but still close to the thesis scope.

In summary, the survey results show that there is knowledge where the supplier search
and selection related processes are located, but there is uncertainty how to use them;
also, there is no category-based supplier search and selection process defined. At the
moment, there is no common database where potential supplier information is stored,
but based on the responses it would be beneficial to have. Regarding the identified
strengths and weaknesses, the key stakeholders who responded to the survey feel that
the current way of working is working for now, but improvements are welcome, especially
regarding more precise processes for the supplier search and selection. Positive indica-

tion was that knowledge is shared globally.

Combining the results from both the current state weaknesses and strengths, the focus
areas for the sourcing process improvement were chosen. Table 7 below show the focus
areas (marked as red) and will act as a focus when building the proposal with Data 2.

The priorities are chosen in order to comply with the thesis scope.



Table 7. Summary of the current state analysis.
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Sourcing process from the procedures

Two locations for Sourcing process and
both are different than each other

Uncertainty of process usage

No category needs taken into account

Does not support the current Sourcing
strategy

New supplier search related processes

5

Procedures in Phase 1 in the Supplier
Quality manual Q-0037 describes the
whole sourcing process even though it is
just a first step of the sourcing process

No detailed information on supplier search
in Supplier manual

Supplier selection related processes

10

Code of conduct not designed to be used
to define criteria for supplier selection

No database globally for potential supplier
information

Supplier selection process is not yet com-
plete in all sub-processes

Supplier Quality manual Q-0037 exten-
sive procedure that could be used as a
main sourcing process information
source.

Process locations are known

Knowledge shared globally

Environmental and legal aspects are
taken well into account.

Selection process in the RFI and Audit
stage is comprehensive and gives valu-
able information

Supplier selection process exists

Code of conduct is extensive and gives
legal stability to Case Company

As seen from Table 7, in the current state analysis indicated the following focus areas

that will be concern five different identified issues highlighted in red color above.
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In summary, both the current state of sourcing process, as revealed from discussions
with category managers and investigation of the process stages, as well as the results
from the sourcing related survey, indicate similarities in the strengths and weaknesses
in the current sourcing process. Weaknesses in the current process related mostly to the
supplier search and selection sub-processes, which needs to be tacked in order to make
the process complete. The results also indicate that, although both these processes are
existent, there is uncertainty in the use of the processes and lack of more detailed infor-
mation, especially on supplier search and selection activities.

Thus, the results point to the need for further development of the two sourcing processes,
which will be done in the next sections, and will start from search for available knowledge

and best practice for supplier search and selection, in Section 4.
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4 Existing Knowledge of Sourcing Process, Supplier Search and Selec-

tion

This section discusses available knowledge and best practice related to supplier search

and selection as parts of the sourcing/purchasing process.
4.1 Procurement

According to Schary et al. (2001: 177), procurement has become an essential part of
companies supply chain. According to Christopher (2011), it has also become an essen-
tial part of company’s corporate strategy as companies emphasize sourcing of materials,
components and production around the world. Schary et al. (2001: 177) states that pro-
curement itself has changed quite a lot in recent years. The traditional role of procure-
ment was to achieve cheapest price and ensure sufficient flow of materials to production.
Also the conventional way has been spreading purchases around large vast of supplier

and keeping large supplier base (Schary et al. 2001).

The new perspective to procurement is that the supply chain is defined by its links to
processes and suppliers. Schary et al. (2001: 177) state that the focus is changing from
product focus to a supplier capabilities. Procurement is becoming proactive, designing
and managing capabilities.

Dynamic capabilities that define the supply-chains capability to perform, if they are in
order, it could be seen that sourcing process could be part of it when creating operational
capabilities. Dynamic capabilities are the capacity to create, extend or modify operational
capabilities which in the end create sustainable competitive advantage and in the can

create cost savings and increased customer value (Sandberg et al. 2011)
4.2 Supplier Management

In supplier management, the company needs to have a clear answer to three different
question regarding their own way of dealing supplier management according to Weele
(2005: 161). Three basic questions are: a) For which commodities should the number
of suppliers be reduced, b) For which commodities should the number of supplier be
maintained at the same level and c¢) For which commodities should the number of sup-

pliers be increased.

As the first step, Wheele (2005: 161) states that to get an answer for these questions the

company should perform a purchasing portfolio analysis. In the past few years many
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companies have focused their strategy on the supplier reduction. Wheele (2005: 161)
states that this trend cannot continue forever and that the supplier reduction should not
be the goal itself ever. Supplier reduction can be seen as a way to reduce costs or the
complexity of the supplier management portfolio. To further analyze the need of supplier
reduction, increase or maintenance the company should define the supplier strategy in
a way that it can define per commodity what kind of supplier relationships they are look-
ing for or what kind of relationships should be pursued.

Weele (2005: 161) defined three different sourcing types as a main elements of supplier
management which can be seen from Figure 15 below:

Sourcing types

Partnership
Single vs. Local vs. Vs
Multi Global compepetive
bidding

Figure 15. Sourcing types, from Weele (2005).

Three different sourcing types include, first, the global versus local sourcing. The com-
pany must decide if the supplier has to be international and global or if the suppliers
orientation to be local, national orientation to be sufficient enough. According to Weele
(2005:161), the decision rely on the product itself. Factors for the product to be sourced
from local suppliers are if the product specification changes often, when high flexibility
and precision is needed in terms of delivery and as a last when intensive communication
is needed with the supplier. The factors for going for a global supplier is when the product
is bulk or standardized. In this case the price difference may vary between suppliers
also. Also in product types like these large quantity orders may give an opportunity to
get cheaper price and save in the logistics costs. Weele (2005:161) states that in the end
the decision should be done based on the total cost of ownership.

Second in three different sourcing types is the single versus multiple sourcing. According
to Weele (2005:161) companies should decide if they want to buy the product or service
from one supplier, if so the company will become dependent on this one supplier only
and will increase the supply risk.
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Third in three different sourcing types is the partnership or competitive bidding. Company
needs to decide according to Weele (2005: 131) that if it wants to have a partnership
with the supplier or if they wish to keep the supplier in a distance and have a minimal
relationship with the supplier. Having a partner relationship has far reaching conse-
guences for the ways of working of the companies involved. Partnership creates open-
ness and willingness to share the sensitive information and expertise. The competitive
bidding other hand means that there will be a group of pre-screened suppliers grouped
together which are constantly bidding each other. The tendering face always favors the
supplier that is willing to produce the highest quantities with the lowest price. The com-
petitive bidding also means that the volumes vary for the suppliers throughout the year.

The competitive bidding is commonly used when buying larger quantities or volumes.

4.3 Sourcing process

According to Amy Z. Zeng, (2003:376) Global sourcing process falls into the area of
outsourcing and can be seen as a special type of outsourcing. The process itself can be
broken into five different stages that describes the process entirely.

Below is the generalized process illustrated in Figure 16 below (Zeng 2003: 378).

Figure 16. Sourcing process (from Zeng 2003).

1 2 3 4 o
—— . Performance
Investigation Supplier Kaasironieat
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The first stage is investigation and tendering. In this stage the company should identify
the activities that can be seen as core- and the non-core activities before the global
sourcing strategy is adopted. Another thing to take into consideration is the analyzing
the market which will be discussed more in detail in section 4.6 and customer require-
ments while taking into account the competitors at the same time. This way the position-
ing can be determined (Zeng 2003). The scope of the strategic sourcing plan should be
outlined in a business plan with the upper management, and the work plan and the base-
line criterial should be defined and documented in a process plan when measuring the
improvements. Lastly the data collection is performed in order to refine and update the

initial stakeholder requirements and lastly to confirm the baseline case scenario.

The second stage is evaluation. In this stage specific supplier selection criteria is formed
and are used to identify short list of potential or appropriate suppliers. In this stage, ac-
cording to Zeng (2003), the sourcing strategy is refined and the cost models are finalized.

Also at this stage the operating benefits and project completion are estimated.

The third stage is the supplier selection and development. In this stage the final suppliers
are selected and the negotiation of the possible agreement with the chosen suppliers is
conducted. Also the implementation schedule and other timelines for these suppliers are

then developed.

The fourth stage is the implementation. Zeng (2003) states that performance analysis
program should be put in place at this stage of the process. Zen (2003) states that this
stage includes the following series of different activities. The implementation team has
been formed and placed. Implementation strategy and schedule have been formed and
published. Agreements on resources, shared ones and other have been deployed. Sup-
ply and logistics terms are developed also. The expected results are documented inter-
nally and also with the selected suppliers. As a last activity the measurement of the actual
performance results is conducted and the progress is reported with agreed periodically

time frame.

The fifth and last stage is the performance measurement and continuous improvement.
The selected supplier’s performance is monitored within agreed scope. This means in-
dependent and in conjunction with the defined process and resources used by the po-
tential partners. Assessment regarding the effectiveness of the collaboration with the
suppliers is obtained. From here the possible partners included can identify problems

and seek for possible improvement opportunities. According to Zeng (2003) the goal of
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this stage is to maintain the procurement process that is dynamic and flexible in order to

meet the changing market conditions and changes in the market.

Zeng (2003) states that out of these 5 stages in the outsourcing process the last two
stages gives the most challenges.

4.3.1 Strategic Sourcing

According to Schary et al. (2001: 177), the strategic issue comes down to two issues.
First one is the amount of supplier and second one is the supplier organizations. The
number of suppliers defines if multiple or single sourcing is needed as also defined in
Section 4.1.

Multiple sourcing is the traditional way of sourcing. In multiple sourcing it is common to
deal with suppliers trough market transactions. When equivalent products are available,
quality, price and delivery are the main points when making decision (Schary et al.
2001:177).

Single sourcing or dual sourcing usually involves more long term relationship and devel-

opment with the suppliers. (Schary et al. 2001)

According to Schary et al. (2001:177), outsourcing creates external supply-chains. This
leads to a situation where single organization has no way to manage the supply-chain
internally, but are performed by other organizations with less direct control over. Schary
et al. (2001) also argues that outsourcing is now an internal organizational necessity
which means that only one organization cannot be efficient and maintain competitiveness
in all areas. This leads to the stage where organizations have to seek new solutions due

to competition between supply chains.

These problems use to be intra organizational, but the changes in the market are rapid,
which cause organizations to have capabilities that do not match the market demands

anymore and force them to require new capabilities in a short time.

4.3.2 Strategic Role of Procurement

As stated by Takeishi (2001), outsourcing has become an important strategy for many
firms, but companies must take into account that they are competing against competitors
who most likely are using same suppliers and also outsource. Product development is
one way to tackle the competitive issue, but streamlined and well-designed sourcing can

also give cost advantage.
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According to Schary et al (2001: 178), there is underlying assumptions to be made when
it comes to the relationships. Meaning that there is no one-size-fits-all type of relation-
ship, but however there may be best fit type of relationship, depending on the purchasing

situation.

Schary et al. (2001) has identified three decision areas in the strategic procurement
which are identified originally by Gadde et al. (1994) that can be seen in Figure 17 below.

Stratetgic Procurement
decision areas

Organization
Make-or- of the

buy-decision @ supply-base
structure

Customer-
supplier
relationship

Figure 17. Strategic Procurement decision areas adapted from Schary et al. (2001).

Schary et al. (2001:179) point out that the more recent emphasis on outsourcing has
changed managements mind set towards external supply and production, especially in
cases where the justification of the decision can be pointed out by cost or capacity.

According to Schary et al. (2001), supply-base structure involves two strategical issues.
First one is the number or amount of suppliers. The second one is the organization deal-
ing with suppliers. The number of suppliers has to do with the decision on single vs multi
sourcing. Multi-sourcing is known more traditional where the interaction is dealt with at
arm’s length trough the market transactions. This means that when the equivalent prod-
ucts are available, the price, quality and delivery becomes paramount when making the
decision. Single sourcing and perhaps in some cases dual sourcing might involve more
permanent ties and also the development of closer cooperative ties.

Organizations have multiple ways to organize and deal with the suppliers. Types of rela-
tionships can be for example open market relationships, networks with ties, keiretsu, with
supplier associations or other forms of organizations. According to Schary et al. (2001),
the customer-supplier relationship has become strategic issue for two reasons. The first
reason is the cost rationalization and the other one is benefit from utilizing the resources
and competencies of the suppliers In the second reason it is also important to develop
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new skills and innovations when utilizing the resources and competencies. (Jiao et al
2008).

Schary et al. (2001) also argue that there are two trends that emphasize the differences
between market and network relations. The first one is the development of e-commerce
and the second one is the development of relationships. In the first one e-commerce
allows rapid comparison for the supplier offering. The development of relationships has
been by the need to collaborate with supplier and capturing their expertise and at the
same time trying to reduce company enrolment on a tasks or areas where there is no

competitive advantage.

According to Schary et al. (2001), the tree earlier mentioned areas mark a break from
the past practices in procurement, where squeezing profit margins supplier for short term
cost-reductions. There are several factors that have influenced this development. Schary
et al. (2001) has identified the five most important factors which are a) increased out-
sourcing, b) Global sourcing, C) JIT Purchasing, d) Green supply management, €) infor-

mation technology (Simpson et al. 2005).

Increased outsourcing has seen a strong tendency to buying from supplier outside. Com-
panies might want to retain only design, prototyping and marketing in-house and out-
sourcing production and distribution. This has changed the role of procurement from
largely reactive to proactive activity, where searching and evaluating potential suppliers

and also establishing contract alongside with long term relationships more common.

As a result, global sourcing demands new skills in purchasing. In the past purchasing
manager only needed good skills in negotiating, good knowledge of supplier market and
good knowledge of internal purchasing activities. These requirements are still present
today, but also what is needed is cross-cultural knowledge, language proficiency, and
knowledge of international finance, international logistics and deep knowledge of tech-
nological capabilities in information technology. These skills are needed to establish,

manage and develop long term relationships with suppliers. (Trent et al. 1999)

Next, Just-in-time purchasing have also changed the purchasing process from product
oriented purchasing to production capacity. JIT purchasing provides materials to produc-
tion just as they are required in the production. The aim is to have the materials as close
as possible to the production for continuous process. Just-in-time purchasing can be
distinct as a small supplier base of long-term partners with the buying company. The

relationships have been built on high mutual respect and trust and also closeness of the
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buyer’s plant. Many Just-in-time purchasing relationships usually need specific infor-
mation system requirements. For just-in-time purchasing to work in a production envi-
ronment the demand must be quite stable for long term to cover investments. Also worth
noting is that suppliers must be able to anticipate demands trough forecasts or leveling
of production orders.

Green supply management focuses on environmental issues, such as origin of materials,
production processes used by supplier, labor force conditions, recycling and dismantling
for example. Companies and customers are aware of environmental effects of the prod-
ucts they buy. This means that purchasing organizations should be aware of environ-

mental effects and not only focusing on price, quality and technical specifications.

Summing up, the last decade the development of information and communication tech-
nologies have increased and enabled companies to make their procurement much more
efficient. Internet has also enabled companies to enter more international supplier mar-

ket. E-procurement is projected to increase in the future.

4.3.3 Sourcing Models

According to Vagadia (2012), there are numerous options for organizations to source.
There are examples of organizations to use Joint Ventures to manage operations and
get more depth local knowledge in order to crease additional value from the sourcing
activities. Some organizations remove the risk of sourcing to local outsourcers who bare

the risk of offshore sourcing.

According to Vagadia (2010) recently organizations are directly starting to use pure out-
sourcing where the organization directly make the contracts with service provides. Vaga-
dia (2012) lists four different sourcing models that can be used and that can be seen

from Table 8 below.

Table 8. Sourcing models (adapted from Vagadia 2012).

-

ra

Sourcing models

Joint e Local

ventures partnership
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From the sourcing models (adapted from Vagadia 2012) in Figure 8, the first one is cap-
tives. This is a model where firm uses its own resources to own, create and manage an
organization in an offshore destination. These are called captive centers. This model is

offshoring but not seen as outsourcing.

The second model is Joint ventures. Typical for joint ventures is a local company partner

offshoring an entity for shared control of detailed offshore operation.

The third one is pure outsourcing. In this model firms outsource directly to a third party
service provider, usually located offshore. Working arrangement is controlled strictly by
the contract terms agreed with the third party service provided. This makes a typical

offshore outsourcing.

Finally, Local partnership characteristics are typically a contract with domestic outsourc-
ing service provider. The third party service provider then outsources all the work to an
offshore company. In this model the domestic outsourcing service provider bares some
of the risks involved with the offshoring.

4.3.4 Low Cost Country Sourcing

The term low-cost country sourcing is quite new, but the roots are in the concept of in-
ternational trade are as old as the trade itself. Industries have experienced changes over
the last decades, which can be considered dramatic. Companies nowadays tend to re-
locate the value chains world-wide, instead of focusing into operating in geographically
concentrated area and selling to certain markets. Point of this is to optimize value chains.
Relocating certain parts of the value chain can ultimately give higher return on invest-
ment. Communication and removal of trade barriers have also helped aiding this which
means that goods, communication and capital can flow more or less freely through bor-

ders.

Forces behind globalization are divided into four groups according to Lockstrom
(2007:101). These are: a) Political factors, b) Technological factors, c) Socio-economic
factors, d) Macro-economic factors. Among them, Political factors refer to regulations
and policies applied by local and national governments. For example these are taxes,
labor laws and possible trade barriers. Technological factors are innovation, information
technology and transportation related topics. Socio-economic factors are, for example,

characteristics of the country’s population. This includes educational level, language pro-
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ficiency and cultural factors. Finally, Macro-economic factors can refer to general produc-
tivity. Other factors can be wages in the country, tax and interest rates, market growth
and foreign investments. Table 9 shows four different groups defined by Lockstrém
(2007) that represent the forces behind globalization.

Table 9. Forces behind globalization. Lockstrom (2007).

Macro-Economical n Political Factors

Factors = Removal of trade barriers such as tariffs and quotas
= Large wage differentials = New WTO members, e.g. China's entry in 2001.
= High foreign direct investments = Weak labor protection laws and labor unions

(FDI): $153 bn in China 2004
= High economic growth in LCCS

= Low tax and interest rates

= Decreasing transportation H
costs Socio-Demographic
= Decreasing communication Globalization Factors
cosls
n = | arge pool of both educated
and low-wage labor

Technological Factors = Highly motivated workforce

= Rapid developments in wireless technologies and Internet * Large consumer base due to
large population numbers
= Adoption of sophisticated computer software such as ERPs,

e-procurement solutions etc. * Improved English proficiency

= Improved transportation in terms of infrastructure, logistical n = Cultural openness
systems and vehicles

4.4  Sourcing Potential Suppliers

According to Branch (2001: 29), there are various ways to identify new and suitable sup-
pliers. First that is mentioned are tradeshows. In tradeshows the buyer has opportunity
to meet multiple suppliers and evaluate their products/services and make valid compar-
isons. In tradeshows it is possible to gauge the level of price, competition, technology
and also offers the buyer an opportunity to meet the staff in the stand.

In sales conference or a similar event, the buyer can do networking and also possibly

listen to the speakers on areas of current interest and development.

Trade directory is also a common way to find new suppliers. There directories can be
found from trade associations, government, international agencies, professional insti-
tutes, importer organizations, professional institutes, chambers of commerce and private
companies. Branch (2001:25) also mentions that most of these sources are available

through internet.

According to Branch (2001), journals, newspapers and magazines are good sources for

new suppliers. These also provide latest trends and development on specific industry.
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Next, the government and their chambers of commerce or trade associations arrange
from time to time inward trade missions. These events include potential buyers to visit
certain country where they meet exporters. Also these sort of event happens outwards,
where potential suppliers visit certain countries with the aid of government to meet po-
tential buyers. Branch (2001:25)

For example, trade ministers usually promotes their country’s products when doing visits
to other countries. These visits usually gives the buyers information how to reach poten-
tial suppliers Branch (2001:25). Business clubs also promotes and offers networking op-
portunities in seminars and such Branch (2001:25). The last source that is mentioned by
Branch (2001:25) are major suppliers that sends bullets and magazines to their custom-
ers. Usually also major suppliers attend to sales conferences and hospitality events

where buyers can receive promotional material.

According to Benton (2010:159), the search for suitable supplier for specific material or
product has become a strategic issue itself, the companies must know where to look
from these items. Benton (2010:159) also states that the buyers must be experts in their

own industry and have the knowhow on a specific materials or components.

According to Benton (2010: 159), the most traditional source of finding suppliers is
Thomas Register platform. The register categorizes potential supplier for manufacturers,
distributors, representatives of manufacturers and service providers. Also according to
Benton (2010), trade journals are valuable source for information when searching for
new potential suppliers. Benton mentions few journals that are ‘Purchasing World’ and
‘Purchasing’. Benton (2010) also states that sales persons can be valuable source for
free consulting. The rest are libraries, yellow pages and local chambers of commerce

and trade shows.

4.5 Supplier Intelligence

Every entity along the supply chain in in different market sectors and economical markets
and there are different external influences in the operating environment. Other factors
that can influence are geographical, legal, social, cultural, political, economic and tech-
nological. All of these factors have a chance to affect the entities mentioned in the supply
chain (Jeeva 2008) Internal factors also affect production processes and operations. In-
ternal factors can be human resources, skill, technology, expertise, capability, capacity,
finances (Jeeva 2008). Due these reasons, external and internal factors should be part
of Supplier intelligence database, not to mention also possible future trends. Thus, sup-

plier intelligence could be defined as the up to date knowledge within supporting the
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supplier's market intelligence, business intelligence, capability, financial stability also in-

cluding their own supplier’s intelligence areas in long haul. (Jeeva 2008).

Procurement department must know where to source a product or service in emergen-
cies. Supplier intelligence is good to have in order to know the suppliers can provide the
support when needed for continued operations of the organization (Jeeva 2008). In this
logic, selecting the right supplier who can provide or supply the required materials, items,
services or products in a timely and effective manner is not a competitive advantage

anymore, but it is seen more as a necessity.

Purpose of the Supplier intelligence is to know and be aware the supplier’s capability to
offer required parts and services in critical cases and also make sure they have the ca-
pacity to continuously to support the needed products in the future (Jeeva 2008). Also,
the financial data of the supplier should be part of the Supplier intelligence. Data such
as capital investments, dept., shares, market performance, financial report methods, au-
diting, corporate governance, accounts receivable- and payable details, and so on. This
data will provide the supplier financial intelligence and can tell the purchasing company
whether the supplier can survive the next few years in financial capacity. The financial
stability and in this subject, intelligence must be transparent whether the supplier is a
publicly listed or privately owned company (Jeeva 2008). Also the supplier’s relationships
criteria are important. As stated by Jeeva (2008), this can cause a domino effect. This is

an extension of supplier selection attributes.

Next, the buyer or purchaser must be aware of the supplier’s environment to ensure that
the supply chain won'’t get threatened. This information should include the suppliers in-
dustry and economical knowledge on these aspects. Also the supplier’s ability to recog-
nize the old and new trends. Some other factors are understanding of technological ad-
vances within the supplier operating environment, and also whether the supplier is

aligned and aware of the technological advances in its field.

All this information can provide the buying company knowledge to make short term and
long term decisions on a supplier. This info can aid on long term or short term contracts,

term and conditions in the contracts.
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Figure 18. Purchasing environment. Jeeva (2008).

Benton (2010) states that each firm and organization should have clear understanding
of the strategy of the whole company and also have an own specific strategy for the
organizations that fulfill the company strategy. Purchasing, logistics, inventory manage-
ment and production control are all linked together under material management. All of
these units should work as a one strategic unit where each complements the other. From
this point the supplier selection should be made according to Benton. Supplier selection
should not be based on the performance in the past, but more with the anticipated capa-
bilities in the future the supplier may have. In order to have a good relationship/commu-
nication with the suppliers there should be common ground in the management styles,
control systems, quality philosophies and supporting technological capabilities. These
can be engineering, design, RFI, EDI. Outsourcing can be seen as a delegation of re-

sponsibilities.

4.6 Evaluation of the Market Environment

According to Branch (2001), when buyer is examining the overseas market, the following
aspects should be taken into consideration: (a) who are the main players in the global
market and what kind of profiles they have. Buyers should consider their market share,
position in the market, financial resources, whether they are leading players or not, what

are their future plans and the nature of the business they operate in.
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The next question is (b) how well is the market accessible. In this question, political and
legal environments are also key factors. These also embrace the market stability and
infrastructure serving the market, and includes the question if the market is technologi-
cally capable to serve the company’s needs product wise. Computer and logistic literacy
and the supplier flexibility and adaptability needs to be met regarding the company that

is seeking for services

Next, (c) the product cost and specification are one of the key areas in the market envi-
ronment. This can embrace the exchange rates and how stabile they are. Next, (d) the
product availability needs to be considered. This embraces the national and international
standards which can be linked to the added value. Overall this also embraces product

quality.

When the above questions are addressed, the sourcing department should look more
carefully into the characteristics of the market: (e) if the market is developed or underde-
veloped. Developed markets are usually technologically ahead and capital intensive. Un-
derdeveloped markets are usually agriculturally driven and often commodity focused.
But this also means lower labor costs. This examination should include the questions if
the market enables joint ventures, mergers or even acquisitions. This question is relevant
since companies tend to switch production and assembly plants from country to country
based on a specific strategic criteria such as cost, infrastructure, labor, market access,
logistics, technology and competitiveness; also government and local financial environ-
ment can have a big effect. In addition Location of the market and possible geological

bloc can have an effect.

Last, the sourcing department should consider an important question of a possible per-
ceived benefit from the market: what can the market offer and if the utilization of its po-

tential pays off for the company. (Branch 2001)

These elements mentioned by Branch (2001) should take into account when searching

for a suitable suppliers from markets that are not domestic.

46.1 Culture

Branch (2001) points out thirteen different aspects in market environment and market
research which are culture related. These aspects should be taken into account in order
to understand the business environment where the potential prospect is doing its busi-

ness. These aspects are listed in Table 10 below.

Table 10. Cultural aspects (from Branch 2001).
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1 Cultural differences
2 Material Culture

3 Education

4 Religion

5 Social Organization
6 Language

7 Aesthetics

8 Ethics and Mores

9 Political systems
10 Protocol

11 Economic systems
12 Legal systems

13 Management culture

Among the cultural aspects listed above, the first one is culture in general. Such as mu-
sic, art and language. The second factor is material culture. This includes physical ob-
jects that are typically made in the defined culture, such as paintings, houses, roads,
dams and airports. Knowledge of material culture is good way to understand society’s
standard of living. Branch (2001) mentions that one must not be confused with standard
of living and quality of life in this case.

The third factor is education. Highly educated population is easier to communicate with
and educated populations are more likely to have more developed workforce. Also high
literacy standards apply. Market re-search data will be more reliable and more extensive.

The fourth factor is religion. This aspect embraces philosophical systems, beliefs and
norms, which essentially affect business practices. Fifth one is social Organization. This
aspect includes customs and roles. Social organization represents how the society is
socially organized. Western countries are leaning more towards to career and consump-
tion based society unlike in less developed countries, where agriculture and family values
are still more important. Sixth one is language. English is becoming and in many ways
is the international business language in the world, there are still approximately 2700
other languages that cover 75% of spoken languages around the world. Regarding in
business and marketing different languages and lingual backgrounds can be a pitfall or

good opportunity. Common 1st language or 2nd language makes doing business and
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communicating easier between buyer and seller. Seventh aspect is aesthetics. In this
case the word can be used to define products, product support and design that may
appeal local culture.

The eighth aspect is ethics and mores. The cultural way of thinking and how the people
see the world and their way of following learn ethics. The ninth factor is Political systems,
how the country’s political system is run and what the political status in the defined coun-
try is. The tenth factor is Protocol, including how government works with the bureaucracy
and how it works with the people not involved with governmental activities. The eleventh
one is Economic systems, what kind of economy is the driving factor in the country and
what are its elements to do business in the driven economic system. The twelfth one is
Legal systems, and if the legal system and the atmosphere towards written laws are
implemented as written and how businesses complies with these laws. The thirteen as-
pect is management cultures, how the culture has affected the way of managing and

does it comply with the western way of thinking towards management systems.

This classification is arguable but it provides some initial structure to the cultural factors

the importance of which is recognized by all participants of the procurement process.

4.7 Supplier Selection Overseas

Global markets has gone through massive reconstruction and change towards products
/ goods sector. Industrial products are no longer produced and assembled in one country,
but there is tendency that product may be designed in one country and assembled in
another, and getting components from various countries. Branch (2001) lists eleven ad-

vantages of buying overseas which can be seen on Table 11 below.

Table 11. Overseas advantages attributes (Branch 2001).

Lower prices

Product availability

Competitiveness

Wider choice of supplier’'s products

Emerging from previous item

Outsourcing

Cyberspace resources

0 N O g B~ W N

Invested capital
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9 Flexibility

10 | Logistics

11 | Labor costs

12 | Subcontracting

Using sources defined earlier the next phase is to establish a list of potential supplier or
sources for the needed product or service. Next stage is to issue an inquiry for the po-
tential suppliers which clearly states what is required from them. Risk management and
identifying the risk related to overseas selection is also other than trying to get rid of
uncertainties in the sub-optimized operational performance, but it is also according to
Giunipero et al (2004) an efficient way to identify the possible potential losses that un-
certain supplier can cause. Jansson et al (2004)

Branch (2001) also makes a list of areas which needs evaluation to determine risks,
costs, logistical consideration and acceptability. Risk attributes are listed in table 12 be-

low.
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Table 12. Risk attributes (Branch 2001).

1 | Prospects credit rating, checked by independent company

2 | National and international standards, such as if the prospect has an ISO 9001

w

Prospect position in the market. Is the company leader in its market or small
player

Major existing importers

Qualification of its management, workforce and quality management.

Prospects possible litigation with existing customers.

Rewarded awards.

Prospects focus on logistics and IT.

Ol | N} o o »~

Prospects part of trade professional association.

10 | Prospects experience on manufacturing or providing the service that is being
guoted. Possible references.

11 | Can the prospect add value with the partnership? This can be quality, high tech,
warranty, design, spare parts, servicing, and training.

12 | Prospects product availability and delivery times.

Branch (2001) also suggests that one crucial part in supplier selection is evaluation of
the production and manufacturing systems. Along with these it would be good to inves-
tigate organization structure, evaluate planning and documentation that is available.
Documentation inspection can also include company procedures/instructions, inspection
procedures/instructions, process parameters, sampling instructions, quality and inspec-
tion status, final inspections, product testing, training of the workforce and corrective
measures. All of these can be viewed if a visit to prospects manufacturing plant is pos-

sible.

Branch (2001) also lists vital other areas that should be taken into consideration when
selecting a supplier. First one mentioned is meeting the directors, managers and work-
force. Next step is to determine the company culture and management overview. Then
the next phase is to conduct a product audit in the company. Point of this is to determine
the degree of product failure possibility, also known as zero failure rate along with the
production lines in accordance with the standards specified. Another audit would be pro-
cess audit. Point of the process audit is to measure the extent of the technical processes
are capable of meeting the required standards. Also systems audit is worth to conduct,
because it can reveal the comparison of the quality systems weaknesses compared to

the external standards.



62

Branch (2001) further lists activities that should be taken into consideration when select-
ing a new supplier, such as: (a) When doing a quotation, if possible it would be good to
further improve the specification of the product and if possible a sample product from the
prospect would be good. (b) Jointly develop the product with the prospect to reflect
buyer's environment. This demands several visits to the prospect premises and also
maybe some development and innovation which can then affect the final price. (c) Buyer
should be aware of degree of the subcontracting and quality control and availability. (d)
Existing customers and buyers is information that would be good to know on the buyers
behalf. () Buyer can arrange or invite suppliers to give presentations or demonstration
of their products.(f) Buyer should take currency into consideration. What currency to
use? Buyer’s currency ensures no risk to the buyer with all the risk transferred to the
sellers. This scenario also works vice versa. Branch (2001) suggests the Euro currency
to be used. (g) Buyer should be aware of the geographical location of the supplier. This
means the place of supply, which can differ from the buyers address. This affects heavily
in freight cost and possibly in import duty costs and tariffs. It is also worth to consider the

strategic focus when determining geographical location of the supplier.

Branch (2001) states that in the developed market, such as G7 members, there is good
infrastructure, developed workforce in technical aspect, but the workforce costs are high.
Although the currencies are stable and politically governments are more likely stable.
Also other downsizes can be regulated economy and deregulated economy. Less devel-
oped countries may have less stable currency which usually trades through US dollar.
Also other aspects along with currency and workforce knowhow are limitations in infra-

structure and limited technical skills.

As a summary, Branch (2001) states that the final choice is determined by the criteria of
the buyer and its circumstances. Most common factors are price and delivery time, but
other aspects should be taken into consideration also. Currency can have huge impact,
political aspect, product availability, language, value added benefit, supplier location,
management culture and possible brand image. A visit to prospect gives a good insight

whether a good relationship can be developed.

47.1 RFI/RFP Process

RFI process is a way to gather small amount of information from large number of poten-
tial suppliers. The RFP process is a way to gather large amount of information from small
number of potential suppliers. In the RFP process the information is highly detailed and

the potential supplier are considered qualified from the first step which is RFI process.
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RFI/RFP process is seen as the basic repertoire of the purchasers who gather infor-
mation regarding potential suppliers. The RFI process should be simple and concise.
According to Schuch et al. (2008:139) the process includes three steps. A) Cover letter
from the inquiring company to show interest towards the potential supplier. B) General
questionnaire where the inquiring company asks for small amount of information, such
as customer references, amount of workforce, sales etc. C) Separate section related to
the category that is being sourced. The questions usually inquires information to deter-
mine if the potential supplier can meet the specification of the inquiring company’s de-
mands. Also to see if the potential supplier is interested being a supplier for the inquiring

company.

According to Schuch et al. (2008:139), the point of RFI is to achieve highest response
rate possible. The questions should be available to be answered by checking off. One
mistake that companies tend to do is making the RFI too technical and they might show

off as and commercial or technical audit.

The RFI data that has been gathered sets up basis for selecting next round candidates
for the RFP. The RFI also has a communication function. When sending the RFI to large
numbers of potential suppliers it can cause a broader audience that new supplier are
being searched. This can wake up the competition at the early stage of the defined sourc-
ing process. Also the RFI process can produce interest within the current suppliers and

can lead to price and position negotiations.

According to Schuch et al (2008:140-141), the RFP should be made supplier friendly.
Suppliers do not have unlimited resources, such as engineer and cost accountant at their
disposal and usually have to prioritize their workload and deployment. The RFP process
should be clearly structured proposal sheet that lists the required parts or services that
the inquiring company is seeking for. The proposal sheet or inquiry sheet should include
all the technical information that is required to build or manufacture the asked item or
service. Unclear inquiries are the most common reasons why supplier candidates dis-
continue the preparation of an offer and rather turn their attention to another inquiry if

possible.

In addition, it is essential to give feedback as soon as the offer has been received. The
new offer can be evaluated and compares to the existing suppliers terms. This immediate
feedback can give the potential supplier opportunity to improve their offer right at the
start. Feedback also gives a chance for the inquiring company to see if the supplier can-

didate has understood all the requirement.



64

Also, finally, the company who is inquiring and having multiple supplier prospects in the
RFP process, needs to give feedback to those companies who were not invited to nego-
tiate. According to Schuch et al (2008:140-141), the offer making takes time and to en-
sure that excluded supplier candidates bid in the future, it is crucial to know why they
were not selected or why the offer was rejected.

4.7.2 Risk Scoring

A risk scoring matrix may and can be used to score supply of critical or purchased parts.
Table 13 represents the risk management table attributes that has been define by Jeeves
(2008)

Table 13. Risk management attributes (Jeeves 2008).

1 Continued supply capability

2 Quality & Quantity

3 Technology competence & leader ship
4 Financial situation

5 Price competitiveness

6 Location risk & Shipping mode

7 Competitive factors

8 External factors influencing suppliers
9 Internal factors influencing supplier

10 Long term capacity and capability utilization
11 Long term pricing factors

12 Total cost of commodity

13 Technology breakthroughs

14 Lean manufacturing opportunities

15 data to synthesize production costs

16 Product initiatives

17 Product life cycle

As seen from Table 13, the matrix includes two risk score matrixes. One for the supplier
and one for the product or product category. It is possible to further categorize the cat-
egory into sub categories, and also the potential supplier or old suppliers into main sup-

plier or minor suppliers. Supplier grouping can be done through the matrix and by their
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capability and capacity attributes. Finally, the scoring matrix must be updated every so
often. (Jeeves 2008).

4.7.3 Issues with Supplier Selection

According to Pidduck (2006) partner selection and choice is complex decision where
many factors are part of the decision. Pidduck (2006) suggests that personal relationship
and previous knowledge of the potential supplier may affect the decision. Also reputation
of the supplier plays a role that can affect the decision. Pidduck (2006) have identified
six dominant issues in supplier selection which can be seen in Table 14 below.

Table 14. Supplier selection issues. Pidduck (2006).

1 skills or constraints and specific re-
quirements

resource availability

social network

politics

ambiguity

| O B~ W DN

reputation

According to Pidduck (2006), the new supplier has to meet the specified requirements
and skills. Once the partners or suppliers have been identified and taken into partnership
other not so restricted partners or supplier can be negotiated. At this early stage, de-

pending on the requirements initial negotiation process may be required.

Pidduck (2006) states that potential supplier supply and demand will have great effect
on the final chosen partners. If there are numerous partner or supplier candidates with
needed skills and qualities, then the chosen supplier or partner will be most likely the
one with exact match of the requirements for the needed partnership. If there are numer-
ous potential partners or supplier there may be prioritization of requirements and the

decision may be done based on the defined specific constraints.

According to Pidduck (2006), partners or supplier are usually selected based on known
contacts and possible previous experience with a person or organization. Reason for this
is that it's easier, faster and more efficient to deal with someone that you know, or with
someone that has been recommended by someone you know or dealt with. Pidduck
(2006) states that social networks and social capital provide faster and more efficient

way for partner or supplier selection process.
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Pidduck (2006) also mentions that politics may have a role in partner selection. For ex-
ample favors may be received or even owed. Many partnerships are built on financial
constraints. Pidduck (2006) states that organization with financial power may choose
partner or supplier based on particular geographical area or based on certain industry.
These elements may be unrelated to partnership needs, but can fulfil the financial con-
straints needed. Often partnership does not matter in these type of cases, only thing that
matter is that the defined group gets funding. The so called partnership does not neces-
sarily exist, but the appearance of partnership may exist.

Pidduck (2006) defines that partnership can be classified to ambiguous or structured
partnership. In structured partnership typical characteristics are specific goals, proce-
dures, rules, defined partners and defined results. In ambiguous partnership the goals
are general, rules not so strict and so on. The more ambiguous the partnership or goal
is the more loose the partnership selection is. In ambiguous partnership allows more

problems though.

4.8 Reverse Auction

Firms place orders on regular basis with suppliers online and real time. According to

Benton (2010), a reverse auction has been the most significant change in the purchasing.

Purpose of the traditional auction is to set up competition between bidders. Benton
(2010) states that businesses that use reverse auction or e-auction has managed to save
up to fifty 50% in purchasing. Seller offers service or goods in the auction and bidders
bid and the highest bid will win. Reverse auction has same logic, but different conditions.
First the buying firm sets up an auction where they describe what service or product they
are looking for. Next suppliers or service providers start to bid on that particular item or
service. The bids for the service or items go down instead of up like in normal type of
auction. At the end of the auction buyer can choose which bidder has won the auction.
Usually price is quite important factor, but not usually the most important factor. (Benton
2010)

Benton (2010) has listed several factors that can be taken into account when choosing
the winning bidder and also steps that should take into account when starting a reverse

auction. Below the process is described in Figure 19.
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Figure 19. Reverse auction process (Benton 2010).

Benton (2010) also states that reverse auction may not work with all items or services,
especially with those where the competition is low. By definition the reverse auction will
decrease prices when competition is high. Reverse auction also may hurt the supplier
relationship where the seller runs the risk of alienating both currents and potential

sources of the items or services.

Reverse auction is also good way to gain market information. Information that can be
achieved is supplier information, price information and new methods. Reverse auction
should be used carefully and, according to Benton (2010), traditional request for quota-
tion can be more secure and less traumatic and also to keep the relationship healthy

between the buying and selling companies.

4.9 Conceptual Framework of the Thesis

The key elements discussed in the existing knowledge and theory are further merged

into a conceptual framework for building the proposal in next Section 5.

The conceptual framework is built based on the findings from the literature and theory
covered in this Section 4 keeping in mind that the theory would be most suitable for
scope and objective for the case company context. The conceptual framework is shown

below In Figure 20.
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Figure 20. Conceptual framework.

In the conceptual framework, there are six different elements that are considered to be
important for improving the current sourcing processes in the case organization. These
six elements are: (a) Sourcing process, (b) Supplier Sourcing, (c) Market Environment,

(d) Supplier Selection, (e) Procurement, (f) Supplier Management, (g) Sourcing process.

Importantly, the selection of the six elements for improving the sourcing process was
chosen to target the needs of the case organization. The conceptual framework is built
around the case company’s business divisions sourcing organizations involved in the
sourcing process. Based on the survey and process analysis (done in Section 2, CSA) it
was obvious that the there are two ways to approach the business challenge in this the-
sis. First, to focus on the issues found from the current processes and actual feedback
from the key stakeholders from the CSA. As the objective of the thesis is to propose an
improved process for the supplier search and selection in the sourcing process, it was
also clear that the current processes have certain good elements which need to be re-
tained when proposing the improvement, since they are crucial for building the concep-

tual framework.
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Therefore, the conceptual framework was built focusing on the issues relevant to the
case company sourcing organizations involved in the sourcing processes. The main rea-
son for this is that the sourcing process in the case company organization is built up
around several different internal documents that might be either processes, templates or

general information documents.

Next section applies the conceptual framework for building the improvement proposal for
the sourcing process of the case organization.
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5 Building Proposal for the Case Company

This section presents the proposal for supplier search and supplier selection process for

the case company organization.

5.1 Overview of the Proposal Building Stage and Findings of Data Collection 2

The proposal building starts with overview of the results from the current state analysis
and matches them to the best practice identified in Section 4. Based on this background,
the proposal draft is created based on findings from the current state analysis (data 1,
Section 3), findings from the best practice (Section 4), and proposal building discussion

(data 2) with the key stakeholder, the sourcing director.

In the proposal building discussion, the sourcing director stated that, currently, the
sourcing organization is responsible globally for all sourcing related activities for the
business division and other Business Division'’s factories. The sourcing offices role is not
remarkable anymore, because the categories itself are now the driving force behind the

sourcing activities.

It was also stated by the Sourcing Director that there is not anymore defined percentage
on how much cost reductions there should achieved, but rather risk eliminating factors

and cost reductions without any defined percentage or sums.

Process wise, there were comments regarding the Supplier Quality Manual QSP-0037
which states that in the Sourcing process phase 1 and (c) Contract making and validation
in Figure 8, the procedure, instruction and specifications to the supplier are shown after
the Supplier has been entered to the ERP, which is not true in real life. The Sourcing
director suggests that the supplier is given all the specifications and processes or proce-
dures before the Pilot delivery is done. It was also stressed that the current basic tech-

nical pictures are not enough to produce a pilot delivery.

Other comment stated was that Global sourcing is only participating to phase 1 and the
other phases are handled by some other organizations. This is done in Figure 8 and

phase 2, Daily management.

When reflecting the comments given by the Sourcing director the following table was
created show the connection between CSA, CF and the comments to build the proposal.

Data analysis shown in Table 15 below.
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Table 15. Proposal building (Data 1 and 2).

Two locations for Sourcing Procurement Confirmed. Flaws found from the
process and both are dif- Supplier Quality manual QSP-0037
ferent from each other where sourcing process is located.

In real environment, the sourcing is
done not according to the procedure
described in that process.

+ Sourcing process

2+ Uncertainty of process us- * Sourcing process Processes are being used for global
age supplier search and selection.

3 + No category needs taken » Supplier management Local sourcing offices role is very
into account . . small at this stage and the catego-

* Supplier selection . .
PP ries are responsible for global

sourcing activities.

4 + No detailed information on » Supplier selection Processes not entirely reflecting
supplier search in Supplier . . what is done in real situations
» Supplier sourcing
manual
* Sourcing process
6 + Supplier selection process is * Supplier selection No comments

not sufficient enough . .
Supplier sourcing

* Market Environment

In addition, Sourcing Director also suggests that the first step, before sending the case
company Code of conduct and sustainability criteria, both parties should sign a non-
disclosure agreement. This will protect both parties regardless of the result of the pro-
cess.

There was no comment regarding the processes sufficiency for daily work, which means
that the survey results can be trusted and the proposal continues from this point.

5.2 Proposal Draft

The procurement has become an essential part of companies supply chain and part of
company’s strategy. Traditional role of procurement has changed quite a lot in the recent
years and the goal to achieve the cheapest price and material flow to the production are
not the seen as most important thing anymore. In The case company’s current strategy

the price reduction is one key focus.
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In addition to this strategic company direction, based on best practice and available
knowledge, research and business publications suggest that the focus should not be
placed solely on the product side but rather on the supplier capabilities. When the new
strategy is released for the case company in the future, it should take into consideration
the importance of its suppliers in the supply chain.

Based on the results of this study, the proposed steps for the sourcing process could

include the following main elements:
1. Category needs

Supplier management wise, the company needs to define for which commodities or cat-
egories the number of suppliers should be increased. As stated in best practice, the
company should start by defining the supplier strategy. In this case, the supplier strategy
can be defined first on the category level, since the categories that this thesis has intro-
duced in are not yet taken into consideration fully when currently doing the supplier
search and selection. It was also stated in Data collection 2 that categories are now

mainly involved in the Global sourcing rather than local, as shown in Figure 2.
2. Sourcing type

Depending on the item and its special characteristics, the next step would be to define
the sourcing type. Possible sourcing types depend on the item type which also defines if
the sourcing should be done locally or globally. If the product or item is complex and
might have frequent revisions, single sourcing might not be ideal, but the sourcing should
be done locally. Bulk products are prone to be sourced globally and/or as multi sourcing.
In that case, the company has the ability to create competition and reduce the price of
the product or item. Also the nature of the item can help to define the relationship for the
supplier, which also should be decided when starting to select a new supplier.

When the product is complex, it would be preferred to create a partnership with the sup-
plier to share knowledge and mutually develop the product. In the case organization, the
category needs should influence the sourcing type, but in the end, the product charac-
teristics should define the sourcing type. Figure 21 below to describe the process struc-

ture.
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Sourcing type defintion

Local Local
* Partnership

= Bidding

* Partnership
= Bidding

Global Global

* Partnership
= Biddi

* Partnership
= Bidding

Figure 21. Sourcing type definition.

3. Supplier search
Depending on an industry, supplier search make take considerable efforts, with infor-
mation located in various sources. In the industry where the case company operates,
tradeshows are used as quite common sources for supplier search, where suppliers tend
to be present quite often. In tradeshows, one can also see examples of products and
discuss pricing, technology used and also have an opportunity to meet company repre-
sentatives face to face. Other good sources are, for example trade, directories. These
are not so commonly known sources, but can give valuable information. Possible places
to obtain trade directories are trade associations, government, international agencies
and professional institutes. Most of the information related to these sources are also
easily to be found from internet. It is also worth mentioning that professional magazines

and journals usually have information regarding suppliers working in their relevant areas.

These mentioned sources of supplier information should be added to the supplier search
procedure and also looked into more carefully. Figure 22 below shows information
sources for supplier search.
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Supplier search
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Trade missions Internet
= Goverment = Linkedin
= Google
= Thomas Register

Figure 22. Supplier search.

4. Supplier selection

In the Supplier selection phase, Supplier selection and intelligence make the crucial el-
ements where the selection should be done. As the decision making is getting more
complicated, there should be also supplier intelligence taken into account as defined in
Section 4.3.

Another critical step is Risk scoring. The Risk scoring process is already used in The
case company for selection purposes. However, the risk scoring should include two dif-
ferent matrixes that are listed below.

a) Product or product category

b) Supplier.
The risk management matrix should be built for both cases and should be updated as
often as possible. Risk scoring matrix can be seen in Section 4.7.2 where there are
examples of attributes that could be used when defining the matrix attributes. The case
company is already using risk scoring, and the method should stay, but the attributes
should be revised. The supplier selection elements, including the risk scoring and intelli-
gence, are shown in Figure 23 below.
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Supplier selection
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Figure 23. Supplier selection.

5. RFI/RFP
Purpose of the RFI process is to gather a small amount of information from a large num-
ber of suppliers, and the purpose of the RFP process is to gather a large amount of

information from a small pool of potential suppliers.

Both processes should be made very simple and concise. The process itself could con-

tain 3 different stages that should be done in the process.

A) Cover Letter to show interest
B) General questionnaire to gather information
C) Category information to see if the supplier is capable to supply the goods for
that specified category.
The RFI form should be very easy to fill to get the highest response rate possible. If
possible, the form should be done by checking boxes. What should be taken into account
is that the RFI/RFP should not be too technical, because there is a danger that the com-

pany responding to the RFI/RFP might think that it is commercial or technical audit.

Thus, RFI serves are pre-screening for the next round, RFP. Moreover, RFI can also be
seen as a communication channel. When sending RFI to a large number of suppliers, it
can cause broader audience’s attention that new suppliers are being searched. This can
cause competition already in the early stage of the category baser supplier search and

selection process. It can also cause uncertainty within the existing supplier who might be
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interested to check their pricing or other agreed attributes that can have effect on the

total cost of the product.

In the next stage, RFP should be done and kept supplier friendly. The process should
also take into consideration the supplier when they are not chosen. The gesture to tell
them why they did not win in the RFP phase will spirit them to improve the element that
was not sufficient enough and have good image on the company that has sent the RFP.
RFI/RFP process is described in Figure 24 below.

RFI/RFP

General Category

Cover letter ) )
guestionnaire needs

Is the
supplier
capable to

Show
interest Company

deliver for
the needed
category

towards the information

supplier

Figure 24. RFI/RFP.

6. Market research
When starting to do market research it is essential to know how well the market is ac-
cessible. Legal and political environments can be one of the influential factors. These
two factors can answer the question how stable the market might be or if the market is
technologically capable to serve The Case Company’s needs regarding the products
special features. As always, the information regarding the product cost and specification
are part of the key areas in the market environment. This can have effect on the ex-
change rates, for example. In addition, it is also vital to know if the market capable of
producing products that meet the national and international standards, and especially
standards defined by Case Company. This will give an indication of the product quality.

When these parts have been taken into consideration, the focus shifts to the general
characteristics of the market. It needs to be evaluated if it is a developed, technologically
ahead and capital intensive, or it is the market underdeveloped and commodity focused.
This should also be reflected to the product for which the supplier is searched for and its
specifications.
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Culture can also give good indication about the nature of the market. For example, highly
western types of business cultures are usually easier to communicate with and usually
have more accessible workforce. In this case, the case company should define in its
strategy if it is worth to start investigating unknown markets. If yes, then this step should
be implemented and the markets and culture attributes represented here are a good way
to start building the process.

Based on the findings from the current state analysis, best practice and Data 2, Figure
25 below was created to fulfill the requirements for the improved market research pro-
cess as suggested in Data 2.

Market research

Accessibility of Market Market
the market environment charasteristics

Developed

Political aspects e

Legal aspects

» Capital intengive

Enviromental

aspects
Product

availability developed
market

Infractrcuture
aspects

= Lendr |absour east
+ Cammadity driven

Technological
capabilities

Figure 25. Market research.

Based on the findings from the current state analysis, best practice and Data 2, Figure
26 below shows the Sourcing model that fulfills the requirements suggested for the
sourcing process in Data Collection 2. The five phases below describe the proposed/im-
proved Sourcing process.
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Sourcing model

Inrestigtion Sourcing type
\ and Tendering
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Market research
Phase 2 -
Evalution
. Category
Supplier search s
N
(/_

RFI

Phase 3 — Supplier
selection

Supplier selection

o

Figure 26. Proposed supplier search and selection process/model (based on a general
category).

5.3 Detailed Proposal Draft

The detailed proposal combines the elements described in Section 5.2 above into an
overview of the detailed process to accommodate all the steps and element into one

general sourcing process, as shown in Figure 27 below.

The General Category based supplier search and selection process proposal draft shows
the process flow and the sections behind the process. As seen from Figure 27, it starts
with the Category based sourcing model and continues into Sourcing type definition;

Market research, Supplier search; RFI/RFP, and Supplier selection.

This proposal suggests a streamlined, logical flow for the sourcing process for the case
organization. However, it does not yet fully describe how the process would sit in the
current sourcing process that the Global Sourcing is using, due to the reason that it is
unclear which of the sourcing processes analyzed in the current state analysis, are the

official ones that should be used currently.



Category based sourcing
model

. 2

Sourcing type defintion
single Multi
Local Local
= Partnership = Partnership
+ Bidding + Biddiny
Global
» Partnern Category
= Biddin X
definition
Market research
Acoessibility of Parket Iarket
the market environment charasteristics
RFI/RFP
G ral Categn
Coverletter L nare needs Category
definition

S
interest Compary

towards the infomration
s lber

o

st
supplier
capable to
dediver far
the neaded
category

Supplier selection

Figure 27. Detailed Category BASED Supplier search and selection process proposal (draft).
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6 Validation of the Proposal

This section discusses the validation of the proposal that has been conducted on the
identified weaknesses in the current sourcing process and the proposal for the improved
sourcing process. Validation includes the feedback and validation discussion received
from the key stakeholder of the thesis work in the case company.

6.1 Overview of the Validation Stage and Findings from Data Collection 3

For conducting the validation, the proposal was introduced to the Sourcing Director of
the Global Sourcing in the business division. The initial proposal was sent for feedback
and comments regarding the process by the Sourcing Director beforehand for validation
purposes.

The validation (data collection 3) stage consisted of presenting the proposal draft, with a
detailed description of each process stage and possible attributes to use in the defined
stages. The proposal also included direct suggestions for each stage from the Sourcing
director of global sourcing. Purpose of the feedback was to define and analyze the pro-
posal, and its weaknesses and strengths identified by the case company key stake-
holder. The feedback and comments given by the Sourcing director were used to refine

the Proposal to its final form.

Table 16 below shows the comments that are affecting the final proposal and the stages

which they affect to.

Table 16. Feedback to the Proposal.

1 | Sourcing type: Global sourcing is not ideal due to different under-
“If the product or item is complex | standing and distance and time zone that is why it
and might have often revisions, | should be done locally

single sourcing might not be
ideal, but the sourcing should be
done locally”

2 | Sourcing type Dual sourcing is ideal for all the volume nests. Aim is

“The product’'s characteristics | to have two different supplier and preferably from dif-
should define the sourcing type” | ferent countries to eliminate risk.

g | Stppiter Searsh Sourcing organization visits trade shows.

A | SHLEr e From far east there are quite a lot of contacts from po-

tential suppliers
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The comments received from the Sourcing director mainly related to the Sourcing type
definition and the Supplier search definition. The comments did not affect the process
type proposed for the Supplier search definition, but the comments and suggestions for
the Sourcing type will have a small effect on the process.

The comment on single sourcing refers to the issues there might occur when the product
is complex or there are changes for the product design regularly. Time zones, for exam-
ple, can cause issues and communication delays, and can thus complicate communica-
tion. Also the distance will cause delays for availability of the product if urgency is needed
and therefore Local sourcing type fits it better. Communication can also be challenging
when the communication language is not the spoken language for both parties and might

cause misunderstanding with messages or in spoken language.

To reduce risk, single sourcing is not ideal for the business the case company business
division operates in. For reducing the risk, it is seen that there should be two supplier for
each product and these preferably the suppliers should be in different countries. This

way unexpected events can be handled in a more efficient manner.

As for market research, it was commented that case company business division organi-
zation visits tradeshows often and uses that source of information for potential supplier
search and selection. Finally, it was also mentioned that supplier search can be also
complemented by using other ways of supplier search. It is known from experience that
companies from the Far East quite often contact the case company to offer their services

and products.
6.2 Final Proposal

The final proposal takes into account the validation results with the Sourcing director
regarding the Proposal draft. These areas are changed to accommodate the comments

that were introduced in Section 6.1 above.

One most noticeable change relates to single sourcing. As stated earlier, single sourcing
is not ideal for the industry where the case company works in and therefore the Single

Sourcing will be deleted from the sourcing type definition, as seen from Figure 28 below.
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Figure 28. Validated sourcing type process.

After the sourcing type definition process has been altered, as shown in Figure 28 above,
the final process figures are presented as the final proposal. The final proposal process
figures have been merged from two parts: (a) Figure 26. General Category based Sup-
plier search and selection process; (b) Figure 28. Detailed Category based Supplier

search and selection process

General category based Supplier search and selection process (Figure 28) did not
change from the proposal and can be used as the final proposal. They can be seen in
Section 5.3. The Detailed Category based supplier search and selection process (Figure
28) had a small modification and therefore changed in a way that it affects the whole

process flow.

The final proposal for the sourcing process can be seen in Figure 28 below.
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6.3 Recommendations

This proposed process for supplier search and selection was built based on the findings
from the current state analysis, conceptual framework, and in co-operation of the key
stakeholders.

The proposed process has many elements that resemble the current process, but is
more straightforward and simple. The current processes in the sourcing organization are
somewhat scattered and often overlap with the processes which were identified in the
current state analysis. Based on the survey results, it was possible to identify some un-
certainty with the usage of the processes and the scope of the processes.

As a future suggestion, it would be beneficial to go through the processes internally and
define how the processes are used in real work environment. From the analysis of Data
2, it was identified that the categories are the driving force and are significantly influenc-
ing the sourcing of new suppliers and selecting them, and therefore a category definition

was added as key part of the proposal.

It would also be beneficial to define the processes in a way that they would be used as
defined. As a last recommendation it would be beneficial to have possible attributes listed
in a procedure or a process of its own, so this knowledge would be available easily and

usable when for the key stakeholders.
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7 Discussion and Conclusions

This section summarizes the study and gives managerial implications for implementing

the proposed supplier selection and search process into practice.
7.1 Summary

Presently, procurement has become an essential part of companies’ supply chains and
part of companies’ strategy. In recent years, traditional role of procurement has changed
quite a lot, with the goal to achieve the cheapest price and material flow to the production
not seen as the most important thing anymore. In the case company of this study, as for
many global companies which are able to utilize the scale advantage, the current strat-
egy stresses the important of price reduction as one of its key focus. Accordingly, this
study focused on streamlining the sourcing process so that to make sure the case or-
ganization can achieve this strategic goal.

The study focused on building an improved process for supplier search and selection for
the sourcing organization. Currently, the case company’s organization is responsible for
all sourcing related activities locally and also globally. As the organization does the sup-
plier search and selection for the Helsinki plant and other plants globally, it is essential
that the processes supporting their work are up to date and defined carefully, which is

what this study aims for.

Based on the review of the current processes, the results of the internal survey, as well
as studying available knowledge and best practice, this thesis identified the issues in
daily work of the case organization regarding the current processes that need to be im-
proved. First of all, the current practices have certain strengths, such as quite logical
sourcing process description, which is not used as main process. Also the knowledge is
shared, which was identified from the survey. Legal and environmental aspects are also
taken into account. However, the current practices also have some weaknesses. The
main weaknesses include two different sourcing procedures that differ from each other,
missing processes that are mentioned in procedures and also the ad-hoc style of working
where the given processes are not being used or implemented as described in daily
work. These weaknesses were identified and the proposal was built based on the current
state analysis, best practice, and key stakeholder suggestions, the Sourcing Director, to

propose the outline for the sourcing process for the case company’s organization.
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The proposed sourcing process includes five main steps. The five main steps include
sections that give streamlined information what the step is and what attributes should be
taken into consideration when proceeding with the process.

In the category based sourcing type model, the first step is the sourcing type definition.
In this step the person responsible for the process has to decide if he or she is looking
for a Local or Global Supplier. This depends what kind of products or items are being
sourced. After the product or item definition has been identified and where the item or
product would be used assembly wise the key stakeholder needs to make a decision if
partnership is wanted with the supplier based on the characteristics of the sourced item

or product or could the negotiations be done through bidding.

The second step is the market research where the key stakeholder needs to evaluate
different markets and environments where to search for the supplier and what are the
attributes that needs to be taken into account. These can be split into three different
sections which are A) Accessibility, B) Environment and C) Characteristics. After these

has been evaluated and defined the decision for where to go search can be done.

Third one is the actual supplier each. Searching for supplier can be done multiple differ-
ent ways. In the proposal process the search has been split into six different attributes
that describe what sources there are to find new suppliers. These can me different media

channels, internet, tradeshows, Government funded trade events and so on.

Fourth step is the request for proposal or request for information where the case com-
pany contacts the potential supplier for more information about themselves or related to
the item or product which they are sourcing. This step will define if the supplier is suitable
technically and also if the supplier will meet the required demands defined by the case

company to act as a supplier for them.

Final step in the process is the supplier selection where the case company will define if
the supplier can be selected or not. In this phase it has been also taken into consideration
that risk scoring will be performed so that the possible risks will be eliminated in the future

also.

The findings identified in this study revealed that the refining of the current sourcing pro-
cess would be beneficial for the case company and the key stakeholders who use the
sourcing process in their daily work in order to get rid of the ad-hoc way of working and

achieving the goals defined in the current strategy. Also, streamlined processes that
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would be used globally would generate globally standard way of working and increase

the knowledge sharing inside the organization

7.2 Practical/ Managerial Implications

There are three practical implications that can be identified as the next focus of attention:
firstly, better linking between the process, procedure and template; secondly, further re-
finement of the processes, and thirdly, better taking into account the sourcing organiza-

tion strategy.

First, the case organization will benefit from further refining the current processes. If the
processes included in sourcing are more refined, it would give a better overview of the
process steps and elements, will better specify the roles and responsibilities of the sourc-
ing organization, and it will also give the key stakeholders a better view of the processes
that are available. Logical, detailed workflow of the processes, giving information what
and how to do in each step and, ideally, a unified location would make this visibility even
better.

Second, the current state analysis indicates that the process elements are not fully
aligned. The sourcing process would benefit from further aligning and better linking be-
tween the process, procedure and templates. Importantly, refining the processes with
detailed procedures and process attributes would work as a tool and lead the direction

for the tasks related to sourcing.

Finally, updating the processes and procedures to comply with the organization’s strat-
egy is a matter of key concern. Currently, categories are the driving force behind the
sourcing activities globally, and the local sourcing offices have quite a small role in the
current sourcing strategy. Based on the organization’s strategy, their role should grow
and, thus, the category special needs and opportunities could be more taken into use in

the sourcing process.
7.3 Evaluation of the Thesis

The study focused on building an improved process for supplier search and selection for
the sourcing organization. The proposal was built based on the results of data analysis
(data 1collections 2) and search for best practice from available knowledge. The pro-
posed sourcing process in this thesis develops from the current sourcing process that
the case company has, but suggests critical improvements related to streamlining the

steps and elements of the current practices into one common, logical flow. The proposed
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process has aims to give a more straight forward process option and more detailed pro-
cess attributes as identified from the current state analysis and the survey, and as sug-
gested by the key stakeholders. Pointing out these ideas on how to improve supplier
search and selection process will hopefully help the practical actions focused on improv-
ing the current sourcing process in the case company.

7.3.1 Outcome vs. Objective

Objective of the thesis was to create a proposal for supplier search and selection process
plan that can be used by the case company business division sourcing organization. In
the study, the available literature and best practice regarding sourcing process, supplier
search, and supplier selection was used to define the steps and elements in the supplier
search and selection process. The areas for improvement were identified based on the
current state analysis that gave the study defined direction.

Outcome of the study is a process for the supplier search and selection which was cre-
ated. Due to time constraints, the proposed process has not been implement or tested
in the case company, but validated with the key stakeholder discussion.

7.3.2 Reliability and Validity

In Section 2.3, the validity and reliability plan was suggested for the study to be con-
ducted in a valid matter and with reliable results. It was stated that Validity for the study
comes from utilizing multiple sources of evidence that can establish a chain of evidence
and strengthen the logic of the study. According to this plan, the current state analysis of
the internal processes with the stakeholders and a survey conducted with a pre-defined
group of key stakeholders were done in order to get the most reliable data and analysis
of the current processes. The proposal was based on the current state analysis and
backed with suggestions from available knowledge and best practice, as well as the key
stakeholder. Later, feedback for the proposed process in the scope of this study was
also the reviewed and commented by the sourcing director of the case company’s or-

ganization which made an essential phase of the research process.

Ensuring Reliability of the study was planned in such a way that the study should use
case study as a method and the defined protocol for it was maintained alongside with
database for data collection. The study used a case study approach and data was col-
lected in three different phases so that the reliability of the study could better fulfill the

requirements for reliability of qualitative research.



89

References

Benton W.C., JR. (2010). Purchasing and Supply Chain Management (2nd Ed.).
McGraw-Hill Irwin.

Branch, A.E. (2001). International Purchasing and Management. (1st Ed.). Thomson
Learning.

Christopher, M. (2011). Logistics and Supply Chain Management (4th Ed.). Pearson
Education Limited.

Giunipero, L.C. & Eltantawy, R.A. (2004). Securing the Upstream Supply Chain: A Risk
Management Approach. International Journal of Physical Distribution & Lo-
gistics Management. Vol. 34, Iss 9, pp. 698-713.

Huang, H.B. (2010). What is Good Action Research? University of Southern California,
USA. Available at: http://www.ohsu.edu/xd/education/schools/school-of-
medicine/departments/basic-science-departments/division-of-manage-
ment/people/upload/arj whatisgoodar.pdf (Accessed 10.1.2017)

Jansson, U. & Norrman, A. (2004). Ericsson's Proactive Supply Chain Risk Manage-
ment Approach after a Serious Sub-supplier Accident. International Journal
of Physical Distribution & Logistics Management. Vol. 34, Iss 5, pp. 434-456.

Jeeva, A. (2008). Supplier intelligence in MRO Procurement. Conference paper, Vol.2,
Iss: 1, pp. 1699-1704.

Jiao et al (2008). Operational Implications of Early Supplier Involvement in Semicon-
ductor Manufacturing Firms. Journal of Manufacturing Technology Manage-
ment. Vol. 19, Iss 8, pp. 913-932.

Lockstrém M. (2007). Low-Cost Country Sourcing: Trends and Implications. (1st Ed.).
Deutscher

Noor, K.B.M. (2008). Case Study: A Strategic Research Methodology. University In-
dustri Selangor, Malaysia. Available at: http://scholar.google.com/cita-
tions?view op=view_citation&hl=en&user=6imOQRgAAAAJ&cita-
tion for view=6imOQRgAAAAJ:UeHWpPB8XOCEIC (Accessed 10.10.2016)

Pidduck A.M. (2006) "Issues in supplier partner selection”, Journal of Enterprise Infor-
mation Management, Vol. 19 Iss: 3, pp.262 - 276

Sandberg, E. and Abrahamsson, M. (2011). Logistics capabilities for sustainable
competitive advantage. International Journal of Logistics, (14), 1, 61-75.
http://www.diva-portal.org/smash/get/diva2:399163/FULLTEXTO01.pdf (Accessed
10.10.2016)



http://www.ohsu.edu/xd/education/schools/school-of-medicine/departments/basic-science-departments/division-of-management/people/upload/arj_whatisgoodar.pdf
http://www.ohsu.edu/xd/education/schools/school-of-medicine/departments/basic-science-departments/division-of-management/people/upload/arj_whatisgoodar.pdf
http://www.ohsu.edu/xd/education/schools/school-of-medicine/departments/basic-science-departments/division-of-management/people/upload/arj_whatisgoodar.pdf
http://scholar.google.com/citations?view_op=view_citation&hl=en&user=6imOQRgAAAAJ&citation_for_view=6imOQRgAAAAJ:UeHWp8X0CEIC
http://scholar.google.com/citations?view_op=view_citation&hl=en&user=6imOQRgAAAAJ&citation_for_view=6imOQRgAAAAJ:UeHWp8X0CEIC
http://scholar.google.com/citations?view_op=view_citation&hl=en&user=6imOQRgAAAAJ&citation_for_view=6imOQRgAAAAJ:UeHWp8X0CEIC
http://www.emeraldinsight.com/author/Banks+Pidduck%2C+Anne
http://www.diva-portal.org/smash/get/diva2:399163/FULLTEXT01.pdf

90

Scary P.B., Skjott-Larsen T. (2001). Managing the Global Supply Chain (2nd Ed.). Co-
penhagen Business School Press, Copenhagen

Schuh C., Kromoser R., Strohmer M.F., Pérez R.R., Triplat A. (2008). The Purchasing
ChessboardTM (1st Ed.). Springer

Simpson, D.F. & Power, D.J. (2005). Use the Supply Relationship to Develop Lean and
Green Suppliers. Supply Chain Management: An International Journal. Vol.
10, Iss 1, pp. 60-68.

Takeishi, A. (2001). Bridging inter- and intra-firm boundaries: Management of Supplier
Involvement in Automobile Product Development. Strategic Management
Journal. 22, pp. 403-433.

Trent, R. & Monczka, R.M. (1999). Achieving World-class Supplier Quality. Total Qual-
ity Management. Vol. 10, Iss 6, pp. 927-938.

Vagadia B. (2012). Strategic Outsourcing - The Alchemy to Business Transformation
in a Globally Converged World. (1st Ed.). Springer-Verlag Berlin Heidelberg

van Weele A.J.(2005). Purchasing and Supply Chain Management: Analysis, Strategy,
Planning and Practise. (4th Ed.). Thomson Learning

Yin, R. K. (2003). Case study research: Design and methods (3rd Ed.). SAGE Publica-
tions

Zeng A.Z. (2003) Global sourcing: process and design for efficient management, Sup-
ply Chain Management: An International Journal, Vol. 8 Iss: 4, pp.367 — 379



Appendix 1
1(3)

Sourcing Survey

Sourcing survey
Yesino guestons with an option o give comments in the end regarding the guestbons.

=

. Ie thers & defined prooscs on how B0 cearch mew cupplisr candldaisc?
Waltse kalkiki soptval vainioshdot.

|:|‘|"=s-
[] me

Z It dhare o a prooscs, doss H decoribs the courcss whens fo caarch mew cuppllsrc?
Waltse kalkiki soptval vainioehdor.

[] ves
[] me

3. g there & progects how 1o calsat cupplisre?
Yaltze kalkl sophat vaihioehdod.

D‘l":s-
[] me

4. Do you fhink the procsce glves smowgh Infsrmabon on how to maks 3 calscfion?
WalTse kaikki sophaf vaififoshdor

|:| ez
D ]
= Can you polnt cut the looation whars the poccible propess decorptions are found 07

acked) T
Waltse kaikki sophaf vaifiioshdor.

[] wes
|:| Mo
£ Hawve you had clsar Instrustions on how to proossd with suppller cearch and celssilon by

using Msfcon 0Wn Drooscees T
Waltse kaikki sophaf vaififoshodof

[ wes
DHI:-

7. Ig thers & dafinsd prosscs whan 3 new cupplisr caaroh chould happsn?
Walrse kaikiki sophval vaiiioehdor

I:l‘l"zs-
Dm
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Z. Dosc diffsrent cetegories have defined cupplisr cearch and cslsction prooscost baced on
e cabsgory cpealal featurec?

VadTse kalkii sophal vaiffoshdor.
[ es
[] me

2. Do you feal that there's & need for mors detalled proceceecT
Waltse kalvki sophval vaififoshdor

|:|‘|"|:5
|:|Hc-

10 Do you think pacole working with cowroing aotheiflec Im Metco Autcmation have came way
of working globally and following the curmend procsccac?

Valtse kalkki sophval vainfoshdo
|:| ki
] me

1. Do you chars Enowlsdgs and sopsrisnoss on among peopls who work with cuppdisr
cearoh and calsoiion?

ValTse kalkki sophal waiifoshdor
|:| oz
[] M

1Z Do you Emow If other pencon working with S3ourcing In FC Auiomaion hac besn In oontaot
with pocclbls new cuppllsr when you have made an Inflal oontact fowards & potential new
cuppllers

For exampile conacting a potential supplier that has been confacied and screened before by
someone sise in the past

Valtse kalkki sophval wainfoshdo
[ es
|:| 2]

13 Do you think it would be Beneflolal o have 3 cuppller daiabace where pofertal, exictng
and “out of the game™ cappdisrs would be liched 7

ValTee kalkil cophal vainoahbor
[] wes
|:| 2]

14. Do you $hink an cpan bldding systam for cuppllers to bld agalinet sach other In asclion
typs clis ba voeadul?

WalTse kalkii sophaal vailfoshodor.

|:|‘|"|:5
] me

15. Would cpen bldding sycism reduce your workload I B exlcted 7
Walrse kailkiki sophaal vaiifoshdo

Dm
DH-:



Appendix 1
3(3)

15. Do you think that cowrolmg and proouramant e eMolent sncugh In Metco Automation?
Waitee kalkki sophval vaihfoshdot

D"I"H
Dm

17. Brisfly decoribs how new cuppdlsr |6 being cearohed and celeoisd T When and how doss
thie happen? What ¢ tha driving foros bshind thic avent?

1£. If you have pommenic regarding the guecilone or anyihing ralated to thecs topks pleace
add fres tect badow.
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Sourcing survey answers

I= thars a dafined procass on how to ssarch new supplisr candldates 7

Yes 4 BO%
e Mo 1 0%

I¥ there ks & procass, doss It describs the sources whers to ssarch new suppllars?

Yes 1 20%
an Ko 4 Bl%

I= thars a procass how to sslsct supplisrs}

E 10%
a 0%

z 8

Do you think the process gless enough Information on how to maks a sslection?

Yes 4 Bl%®
an Ko 1 0%

Can you point cut the location whers the posalbles process descriptlons ars found

{If asked)?
Yes 6 10%
Fan ko 0 0%

[ -]

Have you had claar Instructions on how to procssd with supplisr ssarch and
galection by using Metsos own procasses?
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Yes 4 B0%
Tan Mo 1 20%
-]
Iz thara a defined process whan a new aupplisr asarch ahould happen?
Yes 2 0%
Tan Mo 3 E0%

Dioea differant catagories have defined suppller esarch and aslection processes
basad on the category speclal features?

ez I 40%

T Mo 3 E0%
[ -]
Do you Tael that there's a nead for more detalled processss?
Yes 2 40%
T Ko 3 E0%
[ -]

Do you think peopls working with sourcing activities in Met=o Automation have
gams way of working globally and following the currant procasses?

Yes 2 £0%
Tan Mz 3 B0%

Do you share knowledgs and axpariences on among peopls who work with
suppliar s=arch and sslacton?

s F 10%
- Mo 0 0%

Do you know IT ofher pereon working with Sourcing In FC Automation has basn In
i with possible new supplisr when you hava mads an inftlal contact towards

a potential new supplisr?
Yes 2 40%
Ko 3 E0%
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TaE

]

LI0 ' OU TNK IT WOUME D8 DENETIcial o Nave 3 suppuer catabass whers potential,
exlzting and “ouwt of the game™ supplisrs would be lstad 7

Yes 3 T5i%
Mg 1 25%

D o think an open bldding system for aupplisrs fo bid agalnst sach other In
auctlon typs slite be useiul?

Yes 3

fau Ko 3 6&60%

Would open bidding system reduce your workioad If It exlated?
Yes 1 20%
Mo 4 B0%

D youw think that sourcing and procursmnent ke sficlent snowugh In Mateo
Automation?

Wes 4 BD%
Ko 1 20%

TN

Eriafly dascriba how new supplier 1= belng searched and aslactad? When and how
diogs thls happen? What ls the driving force bahind this event?

The nesd for new supplens |5 typically dus t0 0ot neduction a=oris or bo remedabs

performancs or capacity Issues with the sristng supplisrs

- typicaily cost reducing based reazors - singls souroe Slminafing - greating o

oormpetition in supplier nefwork - bad performance of CUTERE SUPPIETS CaUsES SOWTIng

projects

Metzo requiremments. and vendors satus

From Gookie, from falr, froe asking colleaguss, asking from supplier, kesping sy and =ars

openi. Driving Torce might be: bad quallty or periormance from curment suppler. Trying bo
make savings by competition.
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cieeck mions detalls In fhe process, duing last Tew years, mainly driving s from cost poing of
wiew

I you hawe comments regarding the questlons or anything ralsted to thess foplcs
pleaszs add free taxt balow.

-need o manage oommon projects with cument supplier for reducing costs Sopefer [akso
emginesring Imvokoed)
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3.12.2016
2 3.12.2016
3 3.12.2016
4 3.12.2016
5 3.12.2016
6 3.12.2016
7 3.12.2016

— Background of Case
Organlzatlon

3.21 - Global Sourcing
Organization

321 - Global Sourcing
Organization

3.3.1. Business organization
Sourcing Processes

3.3.1 — Business organization
Sourcing Process

3.3.1 Business organization
Sourcing Process

3.3.2 — The case company Code
of Conduct

Now days the sourcing organization is responsible for the sourcing activities for all plants and also for the Pumps which is now part of The
case company business organization

Sourcing offices meaning is not that important anymore and should be deleted from the organization chart. The categories are responsible
for the sourcing activities globally.

The defined percentage that was defined in the strategy is not the driving force anymore.

Anything which is reasonable to deal with price increase, delivery time or risk management will be moved sourcing wise to cheaper locations.

Processes are shared and used to the potential suppliers when pricing discussion is on-going. We have to do it because otherwise we would
not get prices and expenses Technical pictures are not enough to get the pricing.

Specifications needs to be shared with the suppliers. This includes processes, procedures and templates. Mutual understanding needs to
be there before any products can be delivered.

Sourcing organization will hand over the supplier when the first batch of products have been delivered and accepted there.

Non-disclosure agreement is always done with the suppliers before the process goes forward
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5.12.2016
3 5.12.2016
3 5.12.2016

5.3 — Proposal draft, sourcing
type

3.2.1 — Porposal draft, sourcing
type.

5.3 — Proposal draft, supplier
search

In complexed items global sourcing aspect is not smart. The sourcing should be done locally, but in a way that the sourcing is not done as
a single sourcing, but as a dual sourcing.

Issue with complex items and global sourcing usually lies in the communication, time difference and general understanding each other.

Dual sourcing should be done to all volume baskets. Intention and goal is to have two different suppliers. Ideally the suppliers should locate
in different countries, which will reduce the supply risk.

Many companies know the case company beforehand and reach out to the case company in a hope to become supplier. The supplier search
can also work opposite way. Most of these suppliers are from Far-East.



