(%zm)

Purchasing and Supply Chain
Management

Second Edition

(%) /MW. C. A% (W. C. Benton, Jr.) &

&

HHERF bRt



Mc .
g;;?w Education

RIS Ik b 4 PR

(320 )

Purchasing and Supply Chain
Management

Second Edition

AEXF HEH
=D



W. C. Benton, Jr.

Purchasing and Supply Chain Management, 2¢
ISBN: 978-0-07-352519-8

Copyright © 2010 by the McGraw-Hill Companies, Inc.

All Rights Reserved. No part of this publication may be reproduced or transmitted in any form or by any means, electronic
or mechanical, including without limitation photocopying, recording, taping, or any database, information or retrieval
system, without the prior written permission of the publisher.

This authorized English abridgement edition is jointly published by McGraw-Hill Education (Asia) and Tsinghua
University Press Limited. This edition is authorized for sale in the People’s Republic of China only, excluding Hong Kong,
Macao SAR and Taiwan.

Copyright © 2010 by McGraw-Hill Education (Asia), a division of the Singapore Branch of The McGraw-Hill Companies,
Inc. and Tsinghua University Press Limited.

FRUTE . REHBAEEBEAN, WNERBRYEFABIAFUERITTARERIHREE, SHEETIRTE
Bl FH. F%, SEIEMPEEE. FERTRRNARLA.

FRWEXHEMARAERF-BR (EN) HEHELATNEERZHEHARLAESELE. LEKZEN
REREARKRHEN (FEFEFBSINITER. RMBEITHRERRAZER) #HE.

BRAL ©2010 BIZEH-F/R (EH) BEHHRAFSHEREHRETRATE .

R TRAREERAFAZEILS BT 01-2010-6712

ABHEE McGraw-Hill 2FBHHFEE, THREEFBHEE,
MR, S5, @SB IE: 010-62782989 13701121933

BHERSER (CIP) #HE

SR W 54 R74% %5 M= Purchasing and Supply Chain Management: %5 2 i: 3/ (%) Zif (Benton, W.C.) 3. -t
A EERFEN R, 201012

( EEBE2EFEBBMEERT)
ISBN 978-7-302-24207-9

[. D% 0.DO&-- 0. OFRE—EE R x OfEE —HegE-%x V. OF47
oh E AR A< B B4R CIP #EEHEFE (2010) 35 228047 5 ’

wIEREE. EBH

FEMH: 7 F

HERZ T FHERFHRA ih HE: JEEBERFETRE A B
http: / www. tup. com, cn B % . 100084
it B #l. 010-62770175 11 M. 010-62786544

BES5EEIRE: 010-62776969, c-service@tup. tsinghua. edu. cn
E B R & 010-62772015,zhiliang@tup. tsinghua. edu. cn
AR E R BT
: S TR
. EEFEAE
. 203X260 E@ k. 26.75
. 201042 12 HH 1 MR En W 2010 4E 12 A 41 KER R
: 1~5000
: 40,00 7T

=

R
S8 5 I e bk

Ao FHER R

PEEM g S . 038968-01



NI BUESFSRUNRRES, BEERT KRS TR, 2IANEEEN
FHBEALRNEREFBICANIISHNER, BEASTHIRY SEINEIHIR
ADEIEFEHR—RIENAREFERSBNR . RIVFHERNES, £
LREBMBR., EEINEZRA, HEM TRANKERR, RuIRIRa
R E

ABRIFERBZFNHZ.. WRAOKKLLFE, RROSHEHNNFELE
SHREUISKIRASBR R, REBBHNAM STMRNEHEM.

B BBE-B/REEERATNEEAZHRM IR B IR BESER
R, ERINEBRHXEZHNRBSHNESERIRN DR RKhERA T DN
PEFE. NEBHEERSEK, HENRENRSIIRMER, BRIOMBRT D=
T (WEE4. 5. 12, 17, 188, WE SIS I BD), EXABHREBHE
NBEST P, ERBRPBIBNAN, BINGRIAFRRHEETHNEE, 2
EEER.

ERBRNBEFEIED, BRINEI T XENSZELF I BUEZAMLEEFNFIE
R, kR

BFREEFLERBBEE. SN XHEESSREAD, XIDRFEN
m, BUET KREBHERRIRB TR THE.

XL RIRSERIREEROZRARN, BRERAEXNEWALE
BAEEFCEMINEIMLER .

BRI
2010 £E 10 /3




R/MEBF R T 5 H RIS R A
(RA)

EREER, BRBINEBRREWIRE (MUTEHIR: SAEHS) BTHET
IS EmE, 430 F, BRBAR, DEEBHEH. 20 2 80 £, NEFRE
BRIBROBEARZEN MR T BENEHOARAR, HEZSHETESSK
BYBAT . DUBEA S R N AENE AR ISR S 3 5 /5L BB LR,
¥ T —ESRTBEEWIREPTFRE/INER . 2007 FLUK, ERFERBT
EERN EXERNBHFTIRERIE R NILENE R NBEREE RBHRBIR
Rigty, ERMHNERRE/IBHRENR R,

EXVR/EHFHNEY, REBRAB—E2RN. FNEEELZEPEA
AREBEHFHNRM. AANKBEEEFRBERESHAIRT, JIUEHFHNE
MERTRESRINERSEVERNRRERRFTNIRINARRR. ERRAS
mMER. RER/INERFEN TWFIRE, TUELBEINSBARAGREAM. R
o, ERAME—RMNRERHAENNERENE —FLENRBRRENNE
XA FRE/BHLHER. AMBELNENERIR, TRE/MERS, REK
FATMSHEX, BARRENTRBESHFREDNREFFAS. WEX, RE
FHRE/DEH S NRRBUMNAR XK, TRAEREFWERYE TRESURREN T
RE/REBFORAK, FRBITT MmO RaBEE.

EEF RS IRCEKEREN T, REPNFSEBREFDEMNE, B8
BEERFRS, SRFENRIEEMMDILSK; BUNNRIEENHLIEEMENFIRC
WMERSE. X—EBLMERNRMERFEETURAETNHRG. REQOW, &
BTFURBREIBESRELDESH—LER, REERENERRDRAT. £FD
FP, KBNBRERNRTENAENERGTIRKY; BRPERZBRHIE
I LOH, BERGEEIRE/NBRR. XHFMERERN, BEE/MERTH
I SWANES S0 2

B, £2HNPESRIREE, BFESSRANREHRELBRAS.
AT PNEFREER 400 ~ 500 TIH 32 AR, SBISER. TBRIRR. HESEN
N, EROINFEAERD, SHBDEHFRGHN, AGNEEEEER. 2
SHREEBTRNEBIN. “BEE DEARDANETHERNR, NSEITHE
O, REFEBUEBTHEEY. EFE. EER, MNEHFHD.

MSHRNEMREEEEREK, 16 FXE, 500~800 . MMRT LAEFAKZ
FERNIMRERNANERSTE— TN : EERNRNA, XL2EN8H, B4
858 ? HX, RAERZYSRUPLEFRIBRNBRTZATRESER (AIERPX
IRANEN), BREZUL. CNNEMAMNREBRCERNEAS, MAESK
A—. FESRINETMRA. WENABNE, B2EfTFEEY. REHE
RE—HRN, HRFEBERATMENCHNER. T, FTNHEIERIHE

v



WER, IREQTTER, ERHNBEABNDEENANCHE, SISER Y
1B, T, KEANBMES TSRS E. MEAMEN, BT BN
EME: MNAAABINRNBE, FEERE B FHBNRR, EFERNSINE
- Ao ER, MIEAETIRE T MR LISCHIEE .

BTN, RBEFARRBPHESHNE, CINRN =R EBE
HMR; GRIBNNR; B IGE W ENSBNMAREE. bR, —SIEsEE
KNBRAENE, FRERBRS, BRASIARNBE. NRESEK, S8
RIIHRR/BEHS, RioEARBERNTLANBERENRLTE. ®EZ, WP
BRBEEHE, HWRBAHRHKE, ARANRREOBMREMIERSS
WHIRE

EZSNIE, RRRBMNRRARETE. $TRAEERNESZRUEHENE
R, ZHEM AN RPEERS. BUNUWAERS O RBESOEES, 1REH0X2R0).
SRBEWCH, ENSISMERPNERIONE SN, METRERAIENEES
BREEENEFE. BRY. BHYNR. TREFSRSHOLREENNEEH
Mz, XEFHNNTIEMNABFRE SRS NBUTRRE,

GSPN, MZZTBFTHIRNRR, MXPREHNELSRENAIREDE
BB M2 PESEABTEHFRRIBELN, BRIR/AOEHSDEISRABIBER
“RBIVEHE S 281 ; (REREWBH O IMRERN. BIAEERS I
RREENNE, AE5—T2HUNBBRRETINE, /DB SREERY
8. RITETVEELENAR, ITETFREIIMETHE . HFORIR, BEER
AERRX, SEHRRFIMEENRERS, NRMIE, NBRIFARDEREE
TREED, BFINESRIREE NS :

SHFXE, BPEGSHRTE. BEMRNERENRRHF, USFRHM

NEBRMEL. BEXKTR, FEUR. REEDNKHRERTERMENSE,
EXF/MERFENEETRMNBIBER. REXIBHED, RN REFANREN
o A, X—IEBBUANBHZHTEHARBLS, BRZPEUBAIBITE, &/
WEHRFNREREZENERF REPESZTAINREIENGIT. RLT
R/IBHFNBNE BRRMIBN ESHIENEBRANT D RSIBINNE B
Bh, ERE/SBRFHNESNERM T EEE.
: BR, EEREEHNARABEROBER T, BRNZENRETASIIFES
&M RIBRREMEEIRERENHRIEF MR/ BBRFN RN 2R, &
ERPHBRADT NS —HERREEDBAT LR, BB USSR — D HINR/NBER
FPHRER. WS, BE LA LBERVBTSREEROBNSEXEHY ; ETN
BORK, KLEBPERINRSERTEHERBMNEE . B2, REBBEMRR
B, RSNRNENENRRESRBEMNAELIE.

BEMBBSNIMEFAARMBDER, BR/IOBHEENE DIENRERSTS
ESENEY, BRESRSEZEER/NEHFPRHRD, EEmK!

XIIMEFRRBAS
BR3S

VI



Preface

The material in this book is intended as an introduction to the field of purchasing
and supply chain management. It is suitable for both undergraduate and graduate
students. The field of purchasing has turned over many times during the past 25
years. The traditional purchasing function has evolved from a narrowly defined
activity into a professional supply chain management function driven by people
and technology. The role supply chain management is concerned with is cost
containment, profitability, and relationship building. The discipline of supply
management is the core component of an effective supply chain. This book is
based on more than 25 years of practice, teaching, research, and consulting experi-
ence. This book is different from other purchasing textbooks in that it focuses on
an analysis-driven purchasing practice. ,

. Interest in purchasing/supply chain management both in industry and in aca-
demia is growing at an increasing rate. There are several factors that have driven
the purchasing revival. First, many companies are becoming more profitable by in-
creasing throughput, lowering inventories, and minimizing operational expenses.
Second, supply chain information is becoming the primary driver throughout the
supply chain management system. Third are the recent trends in outsourcing and,
finally, buying organizations are using power to manage their supply chain. The in-
formation in this book provides state-of-the-art concepts, analysis, and supply
‘management solutions. The topical matter includes purchasing decisions and busi-
ness strategy, the legal aspects of purchasing, materigls management, inventory manage-
ment, just-in-time (lean) purchasing, purchasing procedures, e-purchasing, systems
contracting, supplier selection and evaluation, strategic outsourcing, global sourcing, pur-
chasing supply partnership, supply chain power, total quality management (TQM) and
purchasing; price determination, bargaining and negotiations, purchasing transportation
services, equipment acquisition and disposal, health care purchasing; and purchasing pro-
fessional services' Most purchasing, logistics, and supply management students will
be directly employed in purchasing or related supply chain management areas.
The book focuses on the interrelationships of purchasing with the rest of the func-
tional and system areas of the organization, with particular emphasis on the in-
terface with marketing, logistics, supply chain management, and operations
management. However, each chapter is designed to be self-contained, so that the
reader can easily refer to the topic of interest. There are numerous real-world cases
and exercises based on practical organizational situations. Each case has been re-
fined through in-class usage. The cases are intended to reinforce the lessons learned
from the chapters. :

The treatment of purchasing and supply chain management in this book is ex-
tensive and complete. The contents in the book can be covered in a one-semester
course. The textbook is intended to be used for undergraduate and graduate level
courses in purchasing management, supply management, procurement manage-
ment, contract management, logistics, and supply chain management. The book is
also an excellent resource for executive education and training seminars. Depend-
ing on the pedagogy the book also could be used in operations management and
industrial engineering courses. The book is an excellent resource for the Certified
Purchasing Manager (C.PM.) program sponsored by the Institute of Supply Man-
agement (ISM) and the certification program sponsored by the American Produc-
tion and Inventory Control Society (APICS).

* Omitted in this edition.
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CHANGES TO THIS EDITION

The second edition of Purchasing and Supply Chain Management focuses on the next
generation of purchasing and supply professionals. This is the best time for the next
generation of managers to pursue careers in purchasing supply chain management.
Supply professionals must possess a comprehensive skill set. They must have ex-
cellent technology and negotiations skills in order to add value to their organiza-
tion. Supply professionals also must be analytical problem solvers. In today’s
global arena, purchasing and supply professionals must be able to interact with
potential sources of materials and services throughout the world. This edition is a
comprehensive, easy-to-follow authoritative guide to state-of-the-art purchasing
and supply methods, perfect for both students and supply professionals.

Some of the highlights include the following new and expanded topical coverage:

An increased emphasis on the integrated supply value chain

A new chapter on strategic outsourcing

Expanded coverage of JIT (lean) purchasing

Expanded coverage of electronic purchasing

New coverage on purchasing methods for new product development
Expanded coverage of supply chain relationship management

New coverage of supplier relationship segmentation

Five new real-world cases

A comprehensive set of exercises and problems

The second edition is both timely and topical and intended to help the new gen-
eration of students and supply professionals to become more effective supply
management professionals.

BOOK STRUCTURE

The structure of this book is motivated by new developments in the field of pur-
chasing and supply chain management. An example of the coverage is given in
Parts One through Five below.

Part One. Introduction to Purchasing and Supply Chain Management

Chapter 1 establishes the purchasing function’s contributions to profitability. This
is the best time for the next generation of managers to pursue careers in purchas-
ing and supply chain management. Supply professionals must possess a compre-
hensive skill set. They must have excellent technology and negotiation skills
in order to add value to their organization. To become a competitive strategic
weapon, purchasing has abandoned the fragmented approaches of the past. The
‘purchasing function is an integral part of the transformation of raw materials and
component parts into finished goods by utilizing materials, systems, information,
and people. Supply professionals also must be analytical problem solvers. In
today’s global arena supply professionals must be able to interact with potential
sources of materials and services throughout the world.

In Chapter 2, a framework for linking purchasing decisions with the firm's
competitive strategy is presented. The framework offers a systematic approach for
designing purchasing strategies consistent with a firm’s competitive strategy. The
legal aspects are presented in Chapter 3. The purchasing professional in an organ-
ization must be able to understand the legal aspects of the purchasing function.
Perhaps the most significant change of the legal aspects of purchasing is the im-
pact of the information age.
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Part Two. Materials Management

Chapter 4 focuses on materials management in support of the transformation of
raw materials and component parts into throughput (sales). The materials man-
agement concept includes the following functions: (1) materials planning and con-
trol, (2) production scheduling, (3) receiving, (4) stores, (5) traffic, (6) disposal of
scrap, (7) quality control, and (8) inventory control. Inventory management is pre-
sented in Chapter 5. Inventory is the life blood of any business. Most firms store
thousands of different items. There are many inexpensive supply or operating
type items. The type of business a firm is in will usually determine how much of
the firm’s assets are invested in inventories. Hospitals carry beds, surgical instru-
ments, food, pharmaceuticals, and other miscellaneous items. On the other hand,
manufacturing firms carry office supplies, raw materials, component parts, fin-
ished products, and many other industry-related items. '

Part Three. Fundamentals of Purchasing and Supply Chain Management
Just-in-time (JIT) or lean purchasing is introduced inChapter 6. The current shift
‘toward the so-called lean thinking manufacturing environment is one of the

major motivations for JIT purchasing. JIT has changed the role of purchasing from
merely placing orders to investigating the supplier’s technical and process capabilities.
Perhaps the most important realization is the fact that suppliers should become an
extremely important consideration for the purchasing function, wherein they should
be viewed as partners and not adversaries.

Part Two ends with Chapter 7, purchasing procedures, e-purchasing, and sys-
tems contracting. The world of business-to-business commerce has become essen-
tial to the purchase of ORM and MRO items. E-purchasing has fundamentally
transformed the traditional indirect purchasing function. E-purchasing has led to
significant cost savings and coordinated efficiency. Online-driven indirect pur-
chasing reduces the day-to-day waste in the manual purchasing system. Direct
materials tend to be purchased in quantities based on complicated production
planning and control systems. Some direct material purchasing situations involve
long intricate negotiations. Many high-technology manufacturing firms purchase
fully assembled component systems electronically. The new information age will
force both large and small firms to consider the competitive advantages of online
reverse auctions and RFID technology. Businesses that use reverse auctions have
made testimonials of savings of more than $800 million from online bidding.

Supplier selection is addressed in Chapter 8. The selection of suppliers is a com-
plex and demanding question that has no real correct answer. Each firm must
weigh the benefits and risks of single and multiple sourcing. If it is clear to proceed
with a reduction of the supply base, numerous methods can be used. However, in
this chapter it is recommended that a strategic approach be incorporated into the
supplier selection process. A strategic match between buyer and supplier can
allow an easier cooperative relationship to exist and flourish. Buyer and supplier
relationships have become increasingly important for a number of reasons. There
is a trend toward specialization away from manufacturing an entire product and
to more contract manufacturing and purchasing. In some market segments, it is es-
timated that 80 percent or more of total product revenue often passes directly to
suppliers as payment for labor, materials, and equipment. This significant transfer
of value downstream emphasizes the importance and significance of supply chain
relationship management. For any buying organization to stay competitive
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in today’s aggressive market sectors, it is essential that they maintain strong
relationships with their best contract manufacturers and suppliers. The criterion
of net price is emphasized more heavily in the apparel and the electronics indus-
tries than in the chemical and construction industries. In the electronics industry,
this is due to the assumption that both quality and delivery are inherent in the
product. By deciding which criterion to emphasize, firms will be able to select the
suppliers from which they will benefit the most.

Strategic outsourcing is addressed in Chapter 9. Outsourcing is the complete
transfer of a business process that has been traditionally operated and managed in-
ternally to an independently owned external service provider. A complete transfer
means that the people, facilities, equipment, technology, and other assets are no
longer maintained once the business process is outsourced. Strategic outsourcing has
rapidly become the building block for globalization. Fueled by the Internet, outsourc-
ing has evolved into the most pervasive business paradigm in the past 50 years.

The anticipated economic implications of outsourcing initiatives are complex.
There are significant hidden outsourcing costs that are sometimes not accounted for.
The motivation for outsourcing is commonly driven by the savings in direct labor
and other tangible operating costs. Yet, significant hidden costs are often overlooked
when preparing a financial business case for outsourcing. Hidden costs include rela-
tionship management costs, quality costs, implementation- or transition-related
expenses, and internal coordination costs-among others. If not considered, these
financial implications can eat away at the anticipated gains from outsourcing.

In the coming decade more and more firms will be expanding their operations
into international markets. The subject of Chapter 10 is global sourcing. As firms’
competition heats up, firms will become more globally minded. To be a global
firm, management must be able to critically evaluate foreign markets. In the cur-
rent business environment, firms are beginning to develop global procurement
strategies. The electronics, chemical, and metal industries are leading the global
procurement charge. The North American Free Trade Agreement and the Euro-
pean Economic Community will fuel global sourcing in the next decade. In this
chapter a detailed total cost analysis approach is presented to show the hidden
costs associated with global sourcing. The buying firm also must know how to ne-
gotiate in foreign countries. Brief descriptions of the sourcing environment in the
UK, Germany, France, and China are presented.

Chapter 11 is entitled “Supply Partnerships and Supply Chain Power.” The in-
tense coordination necessary for effective supply chain integration necessitates a
reduced supplier base; where manufacturers were once producing products with
thousands of suppliers, successful firms are now manufacturing better products
with fewer suppliers. The large pie of purchased parts and materials thus gets di-
vided among fewer players, and more is at stake for the suppliers. The suppliers
must strive to develop best practices in order to gain the critical preferred status
with the manufacturers, and these preferred suppliers must maintain best prac-
tices or face effortless replacement from the large base of competitors. This inten-
sifies the power imbalance within an industry sector. The manufacturers can
maintain the attitude that the suppliers must maintain pace with the industry or
lose a potentially significant amount of their business.

Interfirm power may be defined as the ability of one firm (the source) to influ-
ence the actions and intentions of another firm (the target). Several sources of
power, both positive and negative, exist to affect the operational strategies and
processes of both the power target and the source. The influences of power affect
critical interfirm relationship elements as well as firm performance and satisfaction.
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Despite such effects, most firms may not be completely aware of the broad scope
of power dimensions and thus may not actively manage their power. A relational
orientation, though, complicates the role of power within interfirm interactions.
For instance, power may interfere with the mutuality and sincerity of interfirm
alliances, inducing the power source to more directly use its power. On the other
hand, allying firms may expose themselves to further opportunistic behavior by
conniving partners, thus increasing the prominence of power within the relation-
ship. This discussion highlights the importance of power awareness as well as
recognition of power as a valuable approach for increasing the competitive posi-
tioning of the entire supply chain. Beyond its valuable contributions to the inspi-
ration of supply chain management, this chapter only provides an initial glance at
power influences within the supply chain. A more comprehensive discussion on
power is given in the supplement to the chapter.

Chapter 12 is entitled “Total Quality Management (TQM) and Purchasing.”
Preliminary studies indicate that assembly time is roughly proportional to the
number of parts assembled. It has been shown that the number of parts in a design
can be decreased by 20 to 40 percent when engineers are told to design the product
to minimize the number of parts. Six Sigma is a way to measure supplier quality.
Supplying fims that follow the core philosophy of Six Sigma will make excellent
strategic partners. Six Sigma suppliers focus on (1) defects per million as a stan-
dard metric, (2) providing extensive employee training, and (3) the reduction of
non-value-added activities.

An awareness of the Taguchi philosophy, with a program to integrate design
and manufacturing, is the ingredient many manufacturers need to produce high-
quality, low-cost products. SPC alone will only determine conformance to design.
It will not produce designs that enable firms to compete effectively in the world
market in the millennium.

Part Four. Price/Cost Analysis and Negotiation Strategies

Chapter 13 focuses on price detennination, which is one of the most important de-
cisions that successful organizations make. The purchasing professional must be-
come an expert for the products or services for which they are responsible. Given
the complexity of the buying decision, the purchasing professional must be pre-
pared to analyze each significant buying situation on the basis of the conceptual
and the economic impacts of various buying decisions. The foundations for price
determination are rooted in the economics and psychology disciplines. It is conceiv-
able that a powerful buyer could force a supplier to eliminate its overhead from
the ultimate price. Price determination is becoming the most important competi-
tive weapon necessary to ensure survival in today’s competitive environment.
Companies are spending an increasingly larger percentage of their revenue dollars
for the acquisition of goods and services.

Chapter 14 examines the important human interactions called bargaining and
negotiation in a setting. Bargaining occurs between individuals, groups, organiza-
tions, and countries. In this chapter we consider bargaining between two parties,
each possessing resources the other side desires. Having two parties involved in
distributed bargaining leads to a situation where the parties are in basic conflict
and competition because of a clash of goals: the more one party gets, the less the
other gets. Integrative bargaining is a situation where some areas of mutual con-
cern-and complementary interest exist. The situation is a varying-sum schedule
such that by working together, both parties can increase the total profits available



XX Preface

to be divided between them. The distributive bargaining situation has been fully
explored by psychologists. Economists, on the other hand, have spent most of
their efforts in examining bargaining in integrative bargaining situations. An ex-
periment in distributive bargaining also is included to better illustrate effects of
both economic and psychological aspects on the outcome of bargaining situations.
The experiment examines the effect of contingency compensation on both buyers
and sellers. It also allows speculation about the differences in the power system of
buyers and sellers and how they affect the outcome of bargaining situations.

Part Five. Special Purchasing Applications

Chapter 15 provides an in-depth analysis of transportation costs. With JIT sys-
tems, transportation costs are magnified. Some of the transportation costs include
such activities as selecting the mode of transportation to be used in moving a par-
ticular shipment. In the most recent census data, transportation costs were about
$848 billion. Over-the-road transportation accounts for approximately 90 percent
of total transportation costs. In other words, a large share of the expenditures are
associated with moving products from the manufacturing facility to the ultimate
consumer. The competition in the trucking industry is fierce, so in order to be suc-
cessful, a carrier must provide the shipper with high service and low costs. The
general consensus is that on-time delivery and price are the key competitive
criteria. The chapter concludes with interviews with three Fortune 500 purchasing
executives.

In Chapter 16 a step-by-step capital acquisition process is given. The steps are
based on (1) requisition, (2) company objectives, (3) new product ideas, (4) cash
flow analysis, (5) an economic evaluation, (6) a financial plan analysis, and (7) ex-
penditure control. Next, an extensive lease-versus-buy decision is discussed and
illustrated. When does it make more sense to buy capital equipment? When does
it make more sense to lease? A detailed tutorial on lease-versus-buy decision is
given in the chapter appendix.

Chapter 17 is a special feature of the textbook. The cost of health care is ex-
pected to increase at an accelerating rate. Many businesses and health care organ-
izations will be driven from the market because of uncontrollable nonsalary costs
and declining profits. This radical shift is the result of increased price competition
and the regulatory environment. The focus of this chapter is on purchasing day-to-
day supplies and capital equipment acquisition. The day-to-day services include
dietary, linen, housekeeping, physical plant engineering, pharmacy, laboratory,
inpatient treatment (nursing units), surgery, radiology, administration, and others.
Each area has specific and often unique materials and supply needs, creating a re-
quirement in these facilities for a supply management system that can provide the
necessary supplies when needed. In the current climate of increasing health care
costs, systems inventory must be optimized without sacrificing the level of service
provided. Finally, businesses spend hundreds of millions of dollars on group
health plans every year. Premiums continue to increase. In 2008 health care costs
accounted for approximately 14 percent of GNP. According to the Kaiser Family
Foundation Employer Health Benefits Annual Survey, the costs for providing
health insurance increased by an average of 14.2 percent in 2008, the fourth
straight year of double-digit premium increases. Health care benefits costs have
clearly dominated overhead expenditures. Employers are responding to the in-
creased health care benefits costs by moving away from traditional employer-
sponsored insurance plans to consumer-driven health care plans.
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Chapter 18 focuses on procuring professional services. The service sector has
taken on an increasingly important role in the world economy. In the United
States, jobs in the service sector have increased from just under 50 percent to
85 percent of the total jobs. Thus, the purchasing of professional services is gaining
exceptional attention. The largest growth has come from the governmental sector.
Unlike manufacturing it is more difficult to measure the performance of design
consultants, contractors, and inspectors. The chapter ends with an appendix dedi-
cated to an extensive example of the scope of work for a federal highway adminis-
tration project.

Online Learning Center: www.mhhe.com/benton2e

The Instructor Edition of the Purchasing and Supply Chain Management, 2/e OLC is
password-protected and a convenient place for instructors to access course sup-
plements. Resources for professors include the Instructor’s Manual, PowerPoint
slides, solutions to exercises, sample syllabi, sample exam questions, and compre-
hensive solutions to the case studies. The case solutions are based on the latest
research and theoretical developments.

TEGRITY CAMPUS: LECTURES 24/7

%ﬂegrity campus

Tegrity Campus is a service that makes class time available 24/7 by automatically
capturing every lecture in a searchable format for students to review when they
study and complete assignments. With a simple one-click start-and-stop process,
you capture all computer screens and corresponding audio. Students can replay
any part of any class with easy-to-use browser-based viewing on a PC or Mac.

Educators know that the more students can see, hear, and experience class re-
sources, the better they learn. In fact, studies prove it. With Tegrity Campus, stu-
dents quickly recall key moments by using Tegrity Campus’s unique search
feature. This search helps students efficiently find what they need, when they need
it, across an entire semester of class recordings. Help turn all your students’ study
time into learning moments immediately supported by your lecture.

To learn more about Tegrity, watch a two-minute Flash demo at
http: //tegritycampus.mhhe.com.

AACSB STATEMENT

The McGraw-Hill Companies is a proud corporate member of AACSB International.
Understanding the importance and value of AACSB accreditation, Purchasing and
Supply Chain Management recognizes the curricula guidelines detailed in the AACSB
standards for business accreditation by connecting selected questions in the text to
the six general knowledge and skill guidelines in the AACSB standards.

The statements contained in Purchasing and Supply Chain Management are pro-
vided only as a guide for the users of this textbook. The AACSB leaves content
coverage and assessment within the purview of individual schools, the mission of
the school, and the faculty. While Purchasing and Supply Chain Management and the
teaching package make no claim of any specific AACSB qualification or evalua-
tion, we have within Purchasing and Supply Chain Management labeled selected
questions according to the six general knowledge and skills areas.
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Note to Students
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The material contained in this textbook is practical, relevant, and useful. The lessons
you learn from this book are based on proven conceptual and analytical principles.
The concepts covered in each chapter are relatively simple and highly intuitive.

" The primary focus is on the interrelationships of purchasing/supply chain
management with the rest of the functional and system areas of the organization
with particular emphasis on the interface with marketing, operations manage-
ment, and supply chain management. The ultimate goal for any for-profit concern
is to quickly transform all purchased resources into sales.

At the conclusion of a course in purchasing, you should be able to competently
buy products or services for profit and nonprofit organizations. In addition, you
should be able to view how the purchasing/supply function affects the through-
put of the entire operation of the organization and how the purchasing activity fits
within the supply chain management field. This textbook is also an excellent
preparation for the Certified Purchasing Manager (C.P.M.) program sponsored by
the Institute of Supply Management (ISM).
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