', ’ Y LY EDe

SR 15 40 o 4

Sourcing and SUpply Chain Management

Fourth Edition

Robert B. Handfield
Robert M. Monczka
Larry C. Giunipero

James L. Patterson

(%)

s = E
ALK AR

&




HE DR Y RS EXHREAM

X W 15 vy 4 B

Sourcing and Supply Chain Management Fourth Edition

Robert B. Handfield
Robert M. Monczka
Larry C. Giunipero
James L. Patterson

() £

% 4 W

AR AL

it




Robert B. Handfield, Robert M. Monczka, Larry C. Giunipero, James L. Patterson
Sourcing and Supply Chain Management, 4 ed.

Copyright © 2009 Cengage Learning Asia Pte Ltd.

Original edition published by Cengage Learning. All Rights reserved. <5 Jfi i 4% 2] HARA A AR BT,
HENIATT .

Tsinghua University Press is authorized by Cengage Learning to publish and distribute exclusively this custom reprint
edition. This edition is authorized for sale in the People’s Republic of China only (excluding Hong Kong, Macao SAR and

Taiwan). Unauthorized export of this edition is a violation of the Copyright Act. No part of this publication may be
reproduced or distributed by any means, or stored in a database or retrieval system, without the prior written permission of

the publisher.

2% P 5 B B AR P 30 2 ST HH AR R AL K 2 tHRRAL R AR AT o BERRA (U RAE R4 N BSERE ST (A4
WiE R E A, W ATBX R E A 8. KA AT H DB B RARBGERAT A . RE HIRE
FOEBEEFA, AFUMEMF REHBEATA BT

978-1-111-63351-6

Cengage Learning Asia Pte. Ltd.
5 Shenton Way, # 01-01 UIC Building, Singapore 068808

bR AR FEER A FZiL S ES: 01-2010-1118
AP HENEA Cengage Learning FifAtr%, THREEFHFHE.
REALERA, 25, EEEIREIE: 010-62782989 13701121933

EHEMME (CIP) iR
SR 5 R 459FE = Sourcing and Supply Chain Management : %5 4 JiT : B /() PAEIE/R (Handfield,R.B.) 553
—— dbst AR AL, 20108

YL F RIS )
ISBN 978-7-302-23391-6

. OF- 0. QW M. OFM—Y¥ees — masr — 30 QWRELN —YvE s — s %A -9
V. @F25

[ A [ 08 CIP B8 4% (2010038 150779 5

EEHE. L W

FHEEH: 1 F

HARE 17 TR RAL it fE: Jb R E R R EOERIE A B
http://www. tup. com. cn g % . 100084
it 1 #l: 010-62770175 Hip M. 010-62786544

HEEIEERSE: 010-62776969,c-service@ tup. tsinghua. edu. cn
B B K 1&:010-62772015,zhiliang@ tup. tsinghua. edu. cn

R & dbEHE KRB

%27 F. btETE s B SUHIARITT

%z . £EFEBIE

FF A& 203X260 EJ 3. 45.25

kit W 2010 4F 8 A% 1M ED W 2010 4F 8 H A1 YKE kil
En #. 1~4000

E #: 66.00 JC

7 i 2. 038661-01



NI BUEFERURREES, REEA KRS TH. FINEEEINTH
NERBERNERATIBICANONTNER, BERSZHRAE SENEBHRATES
{EREIHR—RIEIREFEEH BN D. HIPMERNEH, EXLROHBR
2R, EEISRZRA. FHRZRBNLFE, BRAWORAIRAPRENEE
MNEARZIE, EEDIIED, BINBITRIBER. BN, FBHNEM, ®
HRER!

RIBREOBFKNER, BAVERENIZEPHIE 555 10 ERIRRE”, 55 13
BHFF0E 20 B RWSHUBHRRER”. RINERBRDNBNEN, LN
FR4mtl s FHNME, BRETFUER.

BFRESARERBVBCE. EFNXNERSSHEAR, IDHPHFUS,
WA KRB IR PERNUDHAOE .

BITRSXEZ D BRERNBRELFNFOARESTHE, NYREETEE
EWRESEBPhieH,

R RRELRINRHERNRAARY; ARBRABTREEWALTOR]
HEEATEMINEIMIBTE L.

BHER S HRAT
2010.7




WL, PESHRNAREARTENFIABE— URMEHRENESEA
ST G, DUREFLIUABENR. FICRTTHERNEEM, TROMBI
BB, 85, SHEHBNERSIE, HHNE 21 HeNPER—  ENFRNEE,
tOEISE — N BT R R.

HE, HUREEHERENEEY I SOENETENRE. HEFBOLEK, £
HR2 20 912 90 £ 25, N TRIDEBESET L —DNSHSBHERE. %
AFRNRELS, HTBBLBARRRN TORGET7ES. AEEFEEN
NERS, RDNEENNSED. BN, BNURIN —LERERNABNES
SESFAMABERWRT T KHSINSERR. WBLAFLSFERYRN,
2000 %, FHAABREMIL FTF 10 ARTTEREW, 2001 F4 ARETIEH
—REW, RNAENERERRE T #R RN - LEEATNPE R NACUNS
AASN, HESZA. BRZE, BT THR HEA-HE. DIRERR. 5
FiL, BIMNERBATIRSIED, FT0SESEINIAEIBER, Wk
RZUBRARISIIENNE . IHABENSNEATED, RNNSERE LS
ASFERSIE, SURDBARIX M EREREERUNE, UBEMHRS
BB EHRET RRAOBECEFNNE.

BEERSENLRE, AX0E. A TEFREVNTN, VAREREN, BT
BIF—ROKERBRE S, EORBEAGEREASEF SRS AFNA
RNBSDELOIE: “BIEPERENIUBEY, BE—AHBBTFEFH—
BAVE, ERETAN, MY THPBLUSBRNEFERAZ. BEASEFER
SEMBUTEE. SHER L —DRBSNEFERYROUSNS. HEOFR, &
SOENEE, NEERERNETTE. ENRIER RN P ERE, K
BROGSRR VALK MBA HEBNBRBHS. RS, IFRENKERLS
HREEDEENES TR, RERTESHRNERARNRN, MEBRPIEDEF
BEAZSSERES, NRERSHE, SHCEEUNERENES, KT
HYHSHRREN, HENSNETBRSE — JERRNEUR— EBAS
AEFEESNT. SIERADBIONANED. RRK—BR, BEAPEFERIR
RN R ARBRS NS, BAREARE—TIREY INGIVIRE, MESEL
SITE LRI ISP,

BB I, RAIREOABERAE(E. RO TRASENEK
PN, FFRBRRELDEUTNERTE, MARUFIERES
HHRERILS




BNRE, MEARMS, SINEEEIMNTENEELENEREFEEUT, X
REFNSENFER, ABHZRE. AIBRT S, BERBTERNR. EEMARR
RITRBEHRINRNREET], BREIMNEKIHRE SREMERFTRE, XHFEAMT
BUgE % RIFENRRBRAEARMEMBNLR, BRNEIURERIFEBBNERLE
Ko MXYTHLE—EINEED, BXAETEMITTREFINRS RSN, I
[iRAE DR BENBEFANEGN, LEREWIMNEHFEIRENERWLL. WR—TA
K AR EWINEED, MERSEISREBDEMKEELAIAEFFEE—F
BNE, MMEELEPRSECNRFEE. BRI, RITUN, B—EIMNEEMEIR
&, BRIZEEN— TEIRINIRR, RBENFER, Mi—EEY TXEX, FACN
REIR IR E R SRHRL S o

EEEXERBHEAN, BINEEEREEIRRRREFRNNTELEESEX
RASHNBLEH RN IFES. BN, RTRKNERENNEERENTRLSI
BE, RSTBLEINR, RIS BIOKEEE, SIS SUUIE, NI S SBRE. A
R, NFEHNERTR. HENSY, —EBREXLEBRB. DEMEZE. ik
BNt EIR, X, B¥—BIRRIE“-RBSEMMEE K.

B, SEREWRAERENRRIEE— D BNEER. —RIMRDDNS 1+
70, BN EBET, —RIREREEBHNN. BERIREFSESERBNR, Briftd
FRITWAB S — MR SIFEREVS I, BISNIRENRR, MBI FSEARXBHRV.
XK, FEIURDBRNBNAR. BERAF BRI FEXOE—ERURRY
RANETFENT. PE 1997 F, BEAZHRHBANASL, EEARPED IS
BSEREM, MERKR, aEURNEERERSIEN)\HNE, BEEAEES
FTRmMR %o

NI EEBERZEFERFHENTIRRNTE, BN ITOEEESH MBA
BRI ESNETFER S RNBIMASE RIS Y R, BERSHREER
EEHHSHRESHREDGFNERRFEDBZERD, BEM KIBHFAL.
ZFERAF+ FRIRFTRE RN ROEREAT .

NERENEEHESUEHAZROANZIHXRIN TAAR. BiEH; «
BRENEFE2REAMBNN A SEANBAErMHRES. REEREEXKY
BEENNNEETREBPN.

.

BERFEES



Preface 8

The Fourth Edition of Sourcing and Supply Chain Management is the culmination of
ongoing discussions and research with purchasing and supply chain executives and
managers across many industries from around the world. In this edition, we have com-
bined our experience and research to further enhance a managerial perspective of the
core tasks and challenges required to effectively manage the purchasing function within
the context of an integrated supply chain. Although prior editions have dealt with many
components of obtaining goods and services, we have created an integrated text that
helps managers develop purchasing and supply chain strategies that contribute to overall
business objectives. This new edition includes a number of innovative subjects that have
been developed as a result of recent research projects undertaken by the authors.

Some of the subjects that are newly introduced or expanded upon in this edition
include:
* Cross-functional teaming

« Purchasing and supply performance measurement
* Supplier integration into new product development

» Digitizing purchasing through electronic procurement systems and full
e-sourcing and supply

« Supplier development

» Strategic cost management and total cost of ownership
* B2B electronic commerce and e-reverse auctions
* Enterprise resource planning

o Third-party logistics

» Price analysis tools and techniques

« Negotiation simulations

o Contracting and Internet law

o Creating the lead supply chain

 Emerging strategies and practices

o Expanded and comprehensive cases

We are proud of this new edition and believe that it reflects many new themes that
are only beginning to emerge in industries worldwide.

Course Description

Sourcing and Supply Chain Management is intended for college and university
courses that are variously entitled purchasing, materials management, supply chain
management, sourcing management, and other similar titles. The text is also well sui-
ted for training seminars for buyers, and portions of it have been used in executive
education forums. Chapters have been used in both undergraduate and M.B.A. classes
in purchasing, e-commerce, operations management, and logistics. Some instructors
may also elect to use sections of the book for a class in operations management or
logistics.
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The text is appropriate for either an elective or a required course that fulfills the
American Assembly of Collegiate Schools of Business (AACSB) requirements for cov-
erage of materials management issues. Most of the cases included in the book are
based on actual companies and have all been used and modified through classroom
use by the authors.

Course Objectives

Depending on the placement of a course in the curriculum or the individual in-
structor’s philosophy, this book can be used to satisfy a variety of objectives:

1. Students should be made aware of the demands placed on purchasing and sup-
ply chain managers by business stakeholders.

2. As prospective managers, students need to understand the impact of purchas-
ing and supply chain management on the competitive success and profitability
of modern organizations.

3. Students should appreciate the ethical, contractual, and legal issues faced by
purchasing and supply chain professionals.

4. Students must understand the increasingly strategic nature of purchasing, espe-
cially the fact that purchasing is much more than simply buying goods and
services.

5. Students entering or currently in the workforce must understand the influence
of purchasing on other major functional activities, including product design,
information system design, e-commerce, manufacturing planning and control,
inventory management, human resource development, financial planning,
forecasting, sales, quality management, as well as many other areas.

Unique to This Edition

Many of the insights and topics presented throughout this book are based on exam-
ples developed through discussions with top purchasing executives and from various
research initiatives, including research published by CAPS Research, work at the
North Carolina State University Supply Chain Resource Consortium, and a project on
supplier integration funded by the National Science Foundation. In addition, the text
has a chapter format that includes an opening vignette, a set of sourcing snapshots,
and a concluding good practice example that illustrates and integrates each chapter’s
topics. These new case studies and examples provide up-to-date illustrations of the
concepts presented throughout each chapter.

The concept of teaming is emphasized throughout this book. Many of the case ex-
ercises require a team effort on the part of students. We recommend that the instruc-
tor have students work in teams for such projects to prepare them for the team envi-
ronment found in most organizations.

Structure of the Book

This book is subdivided into six parts and 20 chapters that provide thorough cover-
age of purchasing and supply chain management.
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Part 1: Introduction

Chapter 1 introduces the reader to purchasing and supply chain management. This
chapter defines procurement and sourcing, introduces the notion of the supply chain,
and summarizes the evolution of purchasing and supply chain management as an
organizational activity.

Part 2: Purchasing Operations and Structure

The chapters in Part 2 provide an in-depth understanding of the fundamentals
surrounding the operational activity called purchasing. These chapters focus primarily
on the fundamentals of purchasing as a functional activity. Without a solid under-
standing of purchasing basics, appreciating the important role that purchasing can
play becomes difficult.

Chapter 2 provides an overview of the purchasing process by presenting the objec-
tives of world-class purchasing organizations, the responsibilities of professional pur-
chasers, the purchasing cycle, and various types of purchasing documents and types of
purchases. Chapter 3 examines various categories and types of purchasing policy and
procedure. Most firms have a set of policies outlining the directives of executive man-
agement. These directives guide behavior and decision making and place boundaries
on the behavior of personnel. Chapter 4 examines purchasing as a boundary-spanning
function. Much of what purchasing involves requires interacting and working with
other functional areas and suppliers. This chapter examines the intra-firm linkages be-
tween purchasing and other groups, including suppliers. Chapter 5 focuses on pur-
chasing and supply chain organization. This includes a discussion of purchasing in the
organizational hierarchy, how the purchasing function is organized, and the placement
of purchasing authority. The chapter also describes the team approach as part of the
organizational structure.

Part 3: Strategic Sourcing

A major premise underlying this book is that purchasing is a critical process and
makes as important a contribution as manufacturing, marketing, or engineering to the
pursuit of a firm’s strategic objectives. Progressive firms have little doubt about pur-
chasing’s impact on total quality, cost, delivery, technology, and responsiveness to the
needs of external customers. Part 3 addresses what firms must do to achieve a com-
petitive advantage from their procurement and sourcing processes. Realizing these ad-
vantages requires shifting our view of purchasing from a tactical or clerically oriented
activity to one focusing on strategic supply management. Strategic supply manage-
ment involves developing the strategies, approaches, and methods for realizing a com-
petitive advantage and improvement from the procurement and sourcing process,
particularly through direct involvement and interaction with suppliers.

Chapter 6 develops an understanding of how firms set purchasing strategies. This
process should include a vision and plan of what a firm must do in its purchasing/

sourcing efforts to support achieving corporate goals and objectives. Clearly, the -

strategic planning process should be the starting point for any discussion of strategic
supply management. Purchasing and commodity strategy development processes are
discussed. Chapter 7 focuses on one of the most important processes performed by
firms today—that is, supplier evaluation, selection, and measurement. Selecting the
right suppliers helps ensure that buyers receive the right inputs to satisfy their quality,
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cost, delivery, and technology requirements. Selecting the right suppliers also creates
the foundation for working closely with suppliers, when required, to further improve
performance. Chapter 8 describes how a progressive firm manages and improves sup-
plier quality once it selects its suppliers. Improving supplier quality may also create
advantages that are not available to competing firms. Six Sigma applications are dis-
cussed. Chapter 9 describes what firms must do to manage and develop world-class
supply-base performance. Supplier development is a focus. Finally, Chapter 10 focuses
on worldwide sourcing, which is an important part of strategic supply management as
firms search worldwide for the best resources.

Part 4: Strategic Sourcing Process

Chapter 11 focuses on strategic cost management and cost/price analysis. Progres-
sive firms focus on cost control and reduction with suppliers as a way to improve (i.e.,
reduce) purchase price over time. Understanding cost fundamentals and appreciating
how and when to use advanced costing techniques is critical for purchasers. This
chapter details various types of costs, presents cost analysis techniques, and discusses
the factors that affect a supplier’s price. The chapter also discusses total cost analysis,
cost-based pricing, and other innovative techniques designed to provide accurate and
timely cost data.

Purchasing professionals rely on an assortment of tools, techniques, and ap-
proaches for managing the procurement and supply chain process. Chapter 12
presents various tools and techniques that purchasers use when problem solving and
pursuing performance improvements. The use of these tools and techniques can help
purchasers achieve specific outcomes such as reducing cost/price, improving quality,
reducing time, or improving delivery performance from suppliers.

Chapter 13 deals with purchase negotiation. Effective purchasers know how to plan
for and negotiate contracts that create value within a buyer-seller relationship. Increas-
ingly, purchase contracts emphasize more than simply purchase price. Buyers and
sellers may negotiate cost reductions, delivery requirements, quality levels, payment
terms, or anything else important to the parties. Purchase negotiation will become
increasingly important as firms focus on non-price issues and longer-term, complex
purchase agreements.

Chapter 14 addresses the fundamentals of contracting. The formal contracting
process creates the framework for conducting business between two or more firms. As
such, an understanding of contracting is essential when attempting to manage costs
within a buyer-seller relationship. Chapter 15 addresses the major legal considerations
in purchasing, including the legal authority of the purchasing manager. The chapter
also discusses sources of U.S. law, warranties, purchase order contracts, breaches of
contract, and patent and intellectual property rights. Because contracting is a part of
the legal process, this chapter naturally follows the contracting chapter.

Part 5: Critical Supply Chain Elements

Part 5 describes the major activities that relate to or directly support supply chain
management. Some of these activities involve specific disciplines, such as inventory
management or transportation; other activities relate to the development of supply
chain support systems. These systems include performance measurement systems and
computerized information technology systems. The activities presented in this part
may or may not be a formal part of the purchasing organization. These activities and
systems, however, are key elements of purchasing and supply chain management.
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Without them, purchasing probably cannot effectively pursue its goals and objectives.
Therefore, purchasing students must be familiar with a range of supply chain
activities.

Chapter 16 focuses on a topic of increasing interest—the management of a firm’s
inventory investment. The money that a firm commits to inventory usually involves a
significant commitment of financial resources. This chapter discusses the function of
inventory within a firm, factors leading to inventory waste, creating a lean supply
chain, approaches for managing a firm’s inventory investment, and future trends
related to managing inventory. At some firms, purchasing is responsible for the day-
to-day management of inventory.

Another area of interest involves the purchase of transportation and other services.
We have witnessed major changes in transportation over the last 15 years, many
of which have affected purchasing. Since Congress deregulated the transportation in-
dustry in the early 1980, the role of the buyer has changed dramatically. More than
ever, purchasing is involving itself in the evaluation, selection, and management
of transportation carriers. Even if a buyer does not get involved directly with transpor-
tation, having a working knowledge of this dynamic area is critical. Chapter 17
highlights purchasing’s role in transportation and service buying, presents a decision-
making framework for developing transportation strategy, discusses ways to control
and influence inbound transportation, and evaluates trends affecting the purchase of
transportation services such as performance-based logistics. In addition, insights into
how other services are purchased are discussed.

Information technology systems are changing business. Purchasing, too, can benefit
from the development of current information technology systems. Chapter 18
examines the role of supply chain information systems and electronic commerce. The
chapter also addresses the electronic linkage between firms through electronic data
interchange (EDI) and Internet capability. Finally, this chapter discusses some ad-
vanced and future e-purchasing and supply systems’ applications. The availability of
information technology systems greatly enhances purchasing’s ability to operate at the
highest levels of efficiency and effectiveness.

Chapter 19 focuses on performance measurement and evaluation. Increasingly,
firms must develop valid measurement systems that reveal how well a firm is perform-
ing, including the performance of its purchasing and supply chain management
efforts. These systems need to be clearly linked to overall company objectives.
Measurement systems support procurement and sourcing decision making by provid-
ing accurate and timely performance data. This chapter examines why firms measure
performance, defines various purchasing performance measurement categories, and
discusses how to develop a purchasing performance measurement system, including a
balanced scorecard.

Part 6: Future Directions

Chapter 20 focuses on what purchasing and supply chain management will look
like in the 21st century. These trends, which are adapted directly from recent surveys
and studies of key executive managers from a variety of global organizations, can help
students identify how the field of purchasing and sourcing management is changing,
and what skills they will need to develop in view of these changes. The latest predic-
tions are included from CAPS Research Project 10X EA and a joint CAPS Research,
AT Kearney, and ISM study focused on supply strategies for the decade ahead.

XXIX



XXX

Preface

Case Studies and Instructor’s Resources

Sourcing and Supply Chain Management contains new and revised cases featured
within the book. These cases have been classroom tested and used within the industry.
A test bank, PowerPoint® presentation, and other ancillary materials are available on
the web site international.cengage.com to help instructors identify how best to use and
interpret the text and cases. Of particular interest are the negotiation and supplier
selection cases, which allow students to experience the purchasing decision-making
process in real time.
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