Supply chain management includes all stages in the total
flow of materials and information; it must eventually include

consideration of the final customers. When a customer decides to
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All the business in supply chain pass on potions of

that end customer* money to each other, each retaining

a margin for the value it has added. This book is providing
overall view of the entire supply chain and highlighting

opportunities for analysis and improvement.
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make a purchase, he or she triggers actions along the whole chain.
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‘Competition is a painful thing, but it produces great results’, says Jerry Flint
in Forbes. Facing the strong competition in global market, how can Hong

Kong maintain its competitive edge in the region and produce great results?

To answer the question, the quote from Computer Letter gives the best
solution to all: ‘Supply chain execution is likely to define the winners in the
race to compete with bricks-and-mortar retailers.” In short, the full adoption
of supply chain management (SCM) is the practical tool to increase their
competitiveness. SCM is a business strategy focusing on the quick response
to ever-changing market needs and shortened purchasing lead time, also
adding value to increasingly demanding customers at the least cost and
time. Today, we cannot rely on a single party to fulfil the sophisticated needs
of customers, we need a total commitment and full collaboration of all
trading parties such as suppliers, manufacturers, wholesalers, distributors,

banks, governments, etc.

To achieve the above, early in 1993, US and some European countries started
to adopt the concept of supply chain management under the banner of
“Efficient Consumer Response (ECR)” in response to the fast moving market
demands. Supply chain management is a consumer driven management
practice, satisfying the needs of consumers. The information flow within
the supply chain is crucial to integrate diverse business functions, and to
co-ordinate activities across different organizations around the world. To
ensure an accurate, reliable and efficient flow and integration of information

along the supply chain, embracing electronic commerce technologies is vital.

In view of the importance of supply chain management, the City University
of Hong Kong has kindly published this ‘Supply Chain Management’
publication to encourage and facilitate Hong Kong manufacturers for quality
transformation in the global economy. This book is the third out of the series
of booklets which serve as a valuable reference for manufacturers in Hong
Kong and China who are gearing up to maintain their competitiveness in

the global market.

Congratulations to the team who made this publication completed and |

wish the industry could benefit from the materials and concepts presented.

Anna Lin
Chief Executive, Hong Kong Article Numbering Association

Supply chain management
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Quality Transformation Series

Global manufacturing competitiveness has been complicated with the
accelerating pressures of industrial transformation, dynamic trading
conditions, ever-changing market demands and uplifting quality
requirements. These pressures have sharpened the industry's focus on
developing viable strategies and tactics in gaining and retaining their
competitiveness. Hong Kong is now undergoing a critical transformation
from low-cost assembly to high-value-added manufacturing. For a
successful transformation, Hong Kong manufacturers must provide better
quality products faster and cheaper than those of their competitors.
Adoption of effective quality strategies and practices is one of the crucial

factors for success.

This “Quality Transformation Series” is supported by the HKSAR
Government Industrial Support Fund to develop promotional and
educational materials, such as booklets, video and other multi-media in
quality topics. It aims to make the company executives more aware of
their crucial role in leading successful quality transformation in their
companies; to introduce modern quality improvement tools and
methodologies to Hong Kong manufacturers, and to provide examples

of best quality management practices in the Hong Kong environment.

With the launch of this series, we hope to encourage and facilitate Hong

Kong manufacturers in making the quality transformation.

Dr. K S Chin

Series Editor

Supply chain management
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The quality of purchased supplies are crucial to a purchasing organisation's
products and services and consequently to its success in the market
place. In many cases, bought-in components and services can account
for some 70% to 80% of the final cost of a product, therefore, it is

A

clear that suppliers are critical to the cost base of

the purchaser. Many major companies

have, during the last decade or so

started to encourage their suppliers Y

to develop their quality

management systems, adopt a

continuous improvement philosophy,

eliminate non-value added activity, improve

their manufacturing systems, use lean ’ ‘

manufacturing techniques, become more flexible and responsive, pursue

cost down activities, and concentrate on their core competencies and
production lines. This process of the customers working together with
their suppliers to effect these changes is given a variety of names, such
as: supplier development, supply chain management, co-makership,
partnership sourcing, customer-supplier alliances, and pro-active
purchasing. This variety of names, and the way different organisations
interpret them and the process, has led to much confusion about both

the meaning and practicality of the partnership approach to purchasing.

Throughout this booklet the term Supply Chain Management is used

and in it the key issues in establishing this is examined.

The traditional, open-market bargaining approach to customer-supplier
dealings in Hong Kong and mainland manufacturers has been based
on the assumption that the parties involved are adversaries who have
differing objectives and are engaged in a win-lose contest which is
based upon tough negotiations, cost under-cutting, and a degree of
selfishness and distrust. There is also a tendency to give contracts to
suppliers in which the purchaser has a personal friendship with a senior
manager. This approach focuses on negative issues and is characterised
by uncertainty which can seriously undermine rather than reinforce
competitiveness. The current relationship between customer and supplier
is also characterised by inconsistent quality and late and incomplete
delivery and there is a lack of commitment to developing a partnership

relationship between customer and supplier.

Supply Chain Management demands a new form of relationship. It
means working together towards common aims and aspirations, based
on the principle that both parties can gain more through co-operation
than conflict. It requires mutual trust and commitment, integrity,
integration, co-operation, honesty, a willingness to openly declare

problems and work together to find answers, the sharing of data and
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ideas, improvements and best practices, clearly understood responsibilities,
collaborative R and D, and a desire to continuously improve. In many

respects, this form of relationship has similarities with a vertically

integrated firm but without the difficulties of managing a complex
business across different types of technologies and processes. These
are various examples of this ranging from a supplier setting-up a
manufacturing facility alongside the customer original equipment
ERR-BUBTHRIXHERE  BE
HEERNTAREEFTEMEANEE - assemblies.
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WEHEREEHNER - EHERSE @ 1
MEEHMVEERNREREREERL

manufacturer (OEM) to a supplier's staff working on the customers

To develop a viable long-term business relationship, considerable changes
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in behaviour and attitude are required in both customer and supplier.
Customers need to be prepared to develop plans and procedures for
working with suppliers and commit resources to this. For their part,

suppliers have to accept full responsibility for the quality

of their shipped product and not rely on the
customer's receiving inspection to assess if
it meets their requirements. As a prerequisite,
both parties have to reach an agreement
on how they will work together, what they
want from the relationship and how to resolve
problems. To ensure that the relationship is sustainable
it is important that the objectives of the agreement should

be examined and discussed on a regular basis.

The typical benefits of developing a long term business partnership in
comparison to the use of several suppliers where price is the influential
factor, include:
¢ Reduction and elimination of the inspection of supplied parts and
materials.
¢ Improved product and service quality, and delivery performance and
responsiveness.
¢ Improved productivity, increased stock turns and lower inventory
carrying cost and reduced costs per piece.
¢ Value for money purchases.
e Security and stability of supplies.
¢ Transfer of ideas, expertise and technology and dissemination of

best practice.

¢ Joint problem-solving activities, with the customer providing assistance
to the supplier to help improve processes, leading to easier and
faster resolution of problems.

¢ Integration of business practices and procedures.

¢ Comprehensive customer-supplier communications network, to
ensure the supplier is provided with early access to customer future
designs and manufacturing plans and being kept informed of
changing customer requirements. This assists with the planning of
workloads and would typically open-up wider channels than those
in the traditional relationship where the buyer and sales representatives
would be the main point of contact.

e Customer and supplier being more willing and open to examine
their processes to look for improvements.

e The supplier contributing to the customer's design process,
undertaking development work and monitoring technological trends.

¢ Helping to develop sustainable growth of the supplier in terms of
investment in equipment and manufacturing resources. Related to
this is the reputation and credibility in the market place which arises
from the relationship.

¢ Exposure of the supplier to new tools, techniques, systems and
business practices.

e Provision by the customer of an advisory service to suppliers in terms

of training, equipment and operating methods.
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CONDITIONS OF SUPPLY
CHAIN MANAGEMENT

In Hong Kong and the mainland, dedicated suppliers are outnumbered
by weaker ones. However, their competitiveness are strong. The leading
edge suppliers will be dealing with most if not all the main companies
in their industry. These suppliers will work closely with a particular
customer to develop a product, process or service. The way that this
is done varies but includes obtaining a supplier's input on product
development and sharing product planning and development data with
suppliers. However the benefit to that customer is likely to be short
lived because, in a commercial environment, the supplier has to offer
this same type of R&D activity to its other customers in order to retain
their business. On this theme of development and the concentration
on core competencies by the major customers, it is clear that many
Hong Kong and mainland customers and suppliers are considering the

advantages of more co-operative partnerships.

Partnerships are developed in different ways in response to various
needs and circumstances. However, it must be recognised that no one
enters into a partnership with their suppliers or customers out of any
altruistic motive or wish to be 'nice' to them. Partnerships are driven
by hard-headed business objectives on which Hong Kong and mainland
manufacturers pride themselves. The usual objective is to achieve/maintain
competitiveness in an increasingly global and hostile business environment.
For example, even those suppliers who have long-term business
relationships with a customer are being told that for an increasing
amount of business they are expected to cut costs. Therefore, it has
to be recognised that customer-supplier partnerships are not an easy
option or some sort of panacea. This is particularly the case where a
supplier is expected to meet the global requirements of its major
customers. Underlying the rhetoric of partnership are difficult choices
not only about whether to enter into partnerships and the type to be
adopted but also, and perhaps more importantly, the internal upheavals

this requires.
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INTERNAL ISSUES TO BE
CONSIDERED WITHIN THE
PURCHASING ORGANISATION
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When organisations have examined all the issues involved and decided
that a supply chain management approach is for them, they should not
attempt to rush into building new external relationships and mechanisms
until they are sure that the internal equivalents are appropriate and
effective. In particular, senior management should follow in the four

steps outlined below:

Step 1-Outline clear objectives and ensure that those involved
understand what they are and are committed to the ideals.
The most critical task will be for the organisation to refocus and
restructure those aspects of its own operations which are crucial

to effective supplier performance. In effect, what is

increasing complexity of the task of obtaining

t /// ? required is for it to put its own house in order before
// it asks its suppliers to do the same. In particular, the
EENER LBIFEERNME —,

) conforming supplies at the right time, at the right price
and every time suggests that the conventional form and

organisation of the purchasing management function may no longer
be adequate. Traditional staff structures based on tight functional
groups have resulted in compartmentalised attitudes to suppliers which
hinders supplier development. Companies will need to restructure their
purchasing, quality and engineering departments to ensure that they
have the right skills in dealing with suppliers, and that functional
accountability and logistics are adequate for the task of supplier
development. Itis also important to establish a multi-functional teamwork

approach to purchasing.

Step 2 - Develop a strategy and plan to accomplish these objectives.
Well trained customer personnel are needed who are capable of working
with suppliers to achieve the objectives which have been agreed.
Purchasing and other staff who, where necessary, liaise with suppliers
will need to understand the capabilities of suppliers' processes and
systems and have a good working knowledge of the philosophy,
principles, technigues of Total Quality Management and continuous
improvement and shopfloor practices and procedures. It is also important
that a customer's staff can speak the same language as their suppliers
counterparts, whether these be in production, quality, design, finance
or sales activities. Embarking on an action plan for supply chain
management with insufficient regard to the needs of the purchasing
organisation's skills is likely to result in frustration and possibly eventual

failure of the initiative.

Typically, purchasing, quality, design, engineering/technical and production
personnel all talk to suppliers but with no single functional area accepting
total responsibility for the quality, cost and delivery of the bought-out
items. Another key issue is that the most effective mechanism and
linkages for communication and feedback are used. The need for clear
accountability and co-ordination is a crucial factor in ensuring that
channels of communication between the parties are effective and that
suppliers receive a consistent message. Importantly, it must be clear
who will be responsible for all negotiations and communications for

current and future business with each supplier.
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Step 3 - Establish a procedure for deciding which suppliers to
involve.

For a company with many suppliers and bought-out items, it may take
several years to introduce and develop an effective process of partnership.
It has to be recognised, that not all suppliers will welcome or be capable
of accepting this form of approach. Some, for whatever reason, will
prefer to maintain a more adversarial approach. Though in the longer
term a process of supply base reduction will eliminate many of these,
others may well remain. It will also be the case that whilst a few suppliers
may be world class, the majority will need to improve if they are to meet
the company's expectations. Therefore, most companies will find that

they will need to adopt different practices with different suppliers.

Therefore, before starting a process of partnership, a company will need
to review its supplier base and identify those suppliers with whom it
needs to work with in the long term and the type of relationship it will
be able to establish. As it will not be possible to launch a partnership
approach with all its suppliers at once, the company will need to establish
a mechanism for selecting the initial group of suppliers. One approach
is to concentrate on new products, product and process modifications
and new vendors. Another approach involves the use of Pareto Analysis
to focus priorities by ranking bought-out components and materials
according to some appropriate parameter (e.g. gross annual spend).
To assist their suppliers, some major organisations have documented
the fundamental requirements for the control of quality and achievement

of improvement, some have even produced explanatory booklets.

Step 4-Ensure that the philosophy of the organisation is in line
with, or can be re-aligned to, the partnership approach to
purchasing, especially the need for teamwork.

Assisting suppliers to improve their performance is important, however,
it must be recognised that the delivery of non-conforming product from
a supplier can often be attributed to an ambiguous purchasing
specification and poorly detailed customer requirements. Purchasing
specifications are working documents used by both customer and
supplier and must be treated as such. The purchasing department
should review the accuracy and completeness of purchasing documents

before they are released to suppliers.

It is also important to recognise that just as suppliers can learn from
customers, the reverse also applies. Suppliers are knowledgeable in their
own field of operation and should be given every opportunity to provide
a design input to the preparation of the specification. With the reduction
in specialist technical staff in many customers, this is now a common
occurrence. Suppliers will be more likely to accept responsibility for
defects and their associated costs if they are involved in the design of
the product or formally agree with the customer the specification and
drawing for the part to be produced. This supplier input to the design
process is a key factor in cost avoidance and helps to reduce the product

development lead time.

One outcome of partnerships is that an increasing number of major
purchasing organisations are awarding more long-term contracts and
contracts for the life of a part. Strategic sourcing will inevitably contribute
to the reduction in the size of the supplier base and this can result in
benefits such as:
e Less variation in the characteristics of the supplied product
¢ Improved opportunities for improving processes and developing
innovations
¢ Increases in the amount of time the customer's quality assurance
and purchasing personnel can devote to vendors and more frequent
interactions
¢ Improved and simplified communications with vendors
* Less paperwork
e Less transportation
¢ Less handling and inspection activity
e | ess accounts to be maintained and thus

reduced costs for both parties

It is easier to develop a partnership relationship \

if the suppliers are in close proximity to the customer.
Consequently, a number of customers are now reversing their
international sourcing strategies to develop shorter supply lines and are
recommending that suppliers set-up operations close to their main
manufacturing facilities. Closeness is also a vital element in the use of

a JIT purchasing strategy.
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Having put its own house in order and selected suitable suppliers for

inclusion in their partnership programme, there are four main steps to

be followed:

Step 1 - Contact the suppliers who are to be involved.

The purchasing organisation needs to get the selected suppliers involved
and obtain their commitment. This entails telling the suppliers what
is required and reaching an understanding with them on a set of common

objectives.

The most practical way of setting about this task is to hold presentations
to suppliers covering issues such as:
e the approach being taken to partnership,
e what is expected of suppliers and what assistance they can expect,
e the quality system standard to be used,
¢ how suppliers' performance will be assessed, how the results will
be communicated, and what assistance will be provided to help

suppliers improve.

Presentations to suppliers can be held either on the customer's premises
or at supplier sites. A supplier conference and/or presentation must

give those involved an opportunity to air grievances and discuss problems
in an open and honest manner and be aimed at establishing a climate

of co-operation and commitment.

Step 2 - Assess the suppliers
Once a supplier's senior management team have agreed to participate,

it is usual for the purchaser to visit their factory and carry out a formal

vendor approval survey. The objective of which is to assess
the supplier's suitability as a business partner including
the identification of strengths and weaknesses, awareness
of continuous improvement mechanisms and cost
effectiveness of collaboration. One method is to send the
supplier the survey form to complete, this helps to minimise
the data collected during the on-site visit. Once this is
received, it is assessed and evaluated. A visit to the supplier
is then arranged, during which answers provided in the questionnaires
are checked and additional data collected. An alternative method is
just to carry out an on-site assessment. The survey is a multi-disciplinary
task and should cover areas such as controls, processes and capabilities,
workshop environment, plant, technology, research and development,
quality systems, staff attitudes, responses, tooling, and planning and
administrative systems. The on-site assessment activity requires a
certain amount of judgement and experience on
the part of the assessors and to some degree it
needs to be disciplined. The assessors must
also develop listening and observation skills
and investigate examples of specific supplier
procedures. As part of its audit, a customer must
assess the supplier's commitment to advanced product
quality planning. Advanced product quality planning
commences with a joint review of the specification and classification

of product characteristics and the production of a Failure Mode and
Effects Analysis (FMEA). The supplier should prepare a control plan to
summarise the quality planning for significant product characteristics.
This would typically include a description of the manufacturing operation
and process flows, equipment used, control characteristics, control plans,
specification limits, the use of Statistical Process Control (SPC) and mistake
proofing, inspection details, and corrective and preventive action methods.
The supplier would then provide initial samples for evaluation, this would
be supported by data on process capability on the key characteristics
identified by both parties, plus test results. Following successful evaluation
of initial samples, the supplier is now in a position to start a trial production

run followed by routine volume production.
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Once the customer has assessed the adequacy of the supplier's policies,
systems, procedures and manufacturing methods, and the supplier has
been able to demonstrate the quality of its shipped product, the goods
inward inspection of suppliers can be reduced considerably; in some

cases down to the ideal situation of direct line supply. At this point,

‘preferred' or 'certified supplier' status can be conferred on the supplier.
Many companies now also operate a supplier award scheme to recognise

excellent supplier performance.

This assessment should not be a one-off exercise. An increasing number
of major purchasing organisations will audit all their suppliers at regular
intervals. This is to ensure that suppliers systems, processes and
procedures are being maintained and improved. The frequency at which
each supplier is reassessed is dependent on such factors as:

¢ The supplier's performance

¢ The status awarded to the supplier

*The type of item being supplied

¢ The volume of parts being supplied

¢ The occurrence of a major change at the supplier (e.g. change of

management, change of facilities and process change)

¢ The supplier's request for assistance

Vendor rating is used in the post-contract stage to measure and assess
the supplier's actual performance. It should ensure that the best possible
sources are used and provides a quantitative base on which to control
and improve supplier performance. The comparison can be made
against (i) a company standard, (ii) previous performance on a past order
or (iii) other suppliers' performance from the same commodity grouping.
The aspects of supplier performance which are usually measured include:
quality conformance, delivery reliability, quantity delivered, price, and

after-sales service.

The objective of measuring supplier performance is to further the
improvement process. The aim should be to use schemes which are
fully understood by all parties and suppliers must be given regular

information by the customer about their performance. The use of

vendor rating schemes are not without problems, including they
require a considerable amount of subjective judgement, they can

be time-consuming, and care needs to be exercised and not
—~——

)

penalised for customer inefficiencies.

Step 3 - Communication between purchaser and supplier.

The partnership process is on-going aimed at building-up an
effective business relationship based on openness. During the early
days, the parameters of the new relationship are never completely clear
to either both party and it takes time to work out ground rules which
are suitable for both of them. Major purchasing organisations are
increasingly introducing E-commerce with their key suppliers, including
the electronic sharing of product data. The more that can be done to
transfer data in digital format the better in terms of error reduction and
improved communication. This linking of information systems and
processes can often test the strength of the relationship, in particular,
when incompatibilities in customer and supplier systems are discovered.
The electronic data exchange relates to quality, technical requirements
and specifications, schedules, manufacturing programmes, lead times,
inventory management, and invoicing. Suppliers are obliged to
communicate any changes to materials, processes or methods that may
affect the dimensional, functional, compositional or appearance
characteristics of the product. Customers are obliged to provide sufficient
information and assistance to aid development of their suppliers' approach
to continuous improvement. In some cases this extends to joint problem
solving and cost reduction activities. When the relationship has developed
from problem solving to problem avoidance it indicates that relationship

has passed a major hurdle.

Step 4 - Supplier associations

Hong Kong and mainland manufacturers should consider setting-up a
grouping of first-level suppliers to a particular major customer. This is
a loose grouping of organisations who, share knowledge and experience
of the value-added chain from raw material to end product, for the

benefit of continuous improvement and cost reduction.
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POTENTIAL
DIFFICULTIES
OFf OPERATING
PARTNERSHIPS

RET

In a partnership which is regarded as a success by both parties, everyone
wins. If only one party is considered the winner, as is the case with
typical adversarial purchasing arrangements, there can be no basis for
a partnership. A partnership is about a long-term relationship between
a customer and a set of suppliers in order to reduce total costs all
round, develop and maintain a competitive position and satisfy the end
customer. It is important that the partnership is lived in the way it is
articulated and talked about. This is far from easy and their are many

potential obstacles.

The following are the main difficulties usually experienced in developing
this type of approach which Hong Kong and mainland manufacturers
should try and avoid:

¢ An over-emphasis on cost reduction and piece price down, rather
than the total cost of acquisition.

e Variations in the approaches of individuals and a general lack of
cohesion.

e A perceived lack of understanding by the customer of the business
implications of its actions e.g. sudden and large-scale changes in
production level and work mix, changes in priorities, and a failure
to stick with delivery schedules.

e Poor and inconsistent communication.

* An unwillingness by customers to reciprocate openness with the
suppliers.

e Poor reliability of information and systems.

* Inadequate project management.

e A tendency for the customer to blame all the problems which are
encountered on the supplier.

¢ Inability to respond to things which have gone wrong and to resolve
the problem.

e Failure to respond to suggestions and ideas for improvement.

¢ A lack of understanding from the customer of a supplier's constraints
and problems.

e A customer asking the supplier to do things which they themselves
have not achieved.

* A lack of understanding of the minor problems which undermine
the creditability of the customer.

¢ A mismatch between what is requested and the existing infrastructure.
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The following are broad guidelines which will help both customers

and suppliers establish the type of partnership that is most appropriate

for them:

1 Look at ways of reducing the size of the supplier base. By reducing
incoming material, component and sub-assembly variability, outgoing

product and service quality will improve.

2 Ensure that, in support of the supplier development process and its
various stages, your staff and those in the customer organisation
use the appropriate engineering quality tools. These tools include,
statistical process control, the seven quality control tools, the seven
management tools, FMEA, Quality Function Deployment (QFD),
Design of Experiments; the tools also facilitate Design for

Manufacturing/Assembly (DFMA) and cost avoidance.

3 Involve suppliers in new product development and investigate the

full range of ways of achieving this.

4 Encourage suppliers to despatch only conforming product, thereby
eliminating the need to carry out duplicate testing and inspection

on incoming goods.

5 Award long-term contracts to key suppliers who have shown
commitment and improvements in order to demonstrate the tangible

benefits that can arise from a long-term relationship.

6 Consider implementing an assessment and rating scheme to select
and measure the performance of suppliers. Poor selection will lead
to increased costs as other suppliers are sought to compensate for

the deficiencies of the one chosen without due care.

7 Develop procedures, objectives and strategies for communicating

with the supply base.

8 Treat suppliers as partners, thereby establishing trust, co-operation

and dependence.

9 Ensure that the staff dealing with suppliers act in a consistent and

courteous manner and match actions to words.

10 Respond positively to suppliers requests for information.

11 Develop and decide upon mutually agreed purposes and values that
define the relationship and measure its success. The approach by
the customer must be seen by the supplier as helpful, constructive

and of mutual benefit.

12 Decide and agree on the best means of communication and the
provision of reliable information and monitoring a constructive
dialogue. This requires defined points of communication to be

established.

13 Listen and be receptive to feedback and be willing to share information
and ideas and discuss problems. Discover and respond to functional
perceptions, in both customer and supplier, of the state of the

partnership.

14 Provide education to raise awareness of the Supply Chain Management

approach and specific training for the new skills required.
15 Be honest about the state of the partnership and avoid complacency.
16 Ensure that customer and supplier organisations are sufficiently
knowledgeable about each others business, products, procedures,

systems and how the respective organisation's worked.

17 Remember a flexible and open approach is crucial, with the

encouragement of positive constructive criticism.
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BARRIERS TO SUPPLY CHAIN MANAGEMENT
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The following are the major Don'ts:
1 Begin unless senior management understand what is involved and

that they support the concept.

2 Overlook the fact that senior management commitment, in both
customers and suppliers, to the ideals of partnership is necessary
along with their active participation in the process, including
understanding its importance. Management must recognise that
it is not a 'quick fix' solution to achieve cost reduction.

3 Treat suppliers as adversaries.

4 Keep suppliers short of information.

5 Buy goods on price alone. Ensure other criteria such as quality and
delivery performance, R and D potential, competitive manufacturing
and engineering excellence are also taken into account.

6 Constantly switch suppliers.

7 Accept non-conforming goods.

8 Talk quality but act production schedule and price per piece.

9 Forget that the initial samples procedures is a key factor in receiving

conforming supplies.

10 Forget that the customer and supplier must be prepared to add value
to each others operations, through reducing costs, identifying

opportunities for improvement.

11 Forget that the move to partnering usually takes longer than expected.

12 Overlook the fact that the principles and values of partnership must
be cascaded to all relevant levels in the customer and the supplier
and must be fully accepted, in particular, by those staff at the day-

to-day contact point.

13 Forget that the effectiveness of the partnership must be measured

and monitored.

14 Forget that developments affecting both parties should be carried

out with mutual consultation.

15 Assume that there will be no problems; ensure that suitable

countermeasures are ready to address the obstacles encountered.
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Assess the extent to which the following activities are considered to be important.

TEE FEEE
Not important Very important
1 EEES 1 2 3 4 5
Reducing the supplier base
2 HERRBEE--FRR 1 2 3 4 5
Single sourcing of supplies
. 3 HEESTHERNRE i 2 3 4 5
S U p p ll e r Suppliers are involved in new product development
Y | 4 HBTEEERPAY 1 2 3 4 5
'§ e O m e n t Long-term contracts are awarded to suppliers
" g= 5 REHERTIREREREEHERRE 1 2 3 4 5
7 ' : Assessment and rating schemes are used to select and
£ : . h d(l St measure supplier performance
8 6 BRERMHEHBENRFRER 1 2 3 4 5
26 s BB Procedurgs a.nd strategies are in place for
/BE communicating with suppliers
7 BEEREITRE 1 2 3 4 5

Assistance is provided to suppliers to help them improve

8 HRMEEBBEN—IBH 1 2 3 4 5
Suppliers are treated as part of your own organisation

9 TEMEREREIEE IR IEM R IRELD fE 1 2 3 4 5
Positive and fast response is given to requests for
data from suppliers

10 BENE I FAEUERRIEE 1 2 3 4 5
Goods are purchased not just on price criteria

ERNBDI DR 20 BIRRIRIIMEBEGLRE If you scored less than 20 your organisation is still operating in a
BB MBS R B Y B R traditional and adversary mode with your supplier base.

EIRWE DN TF20 L 402/ - BIR SRRV If you scored between 20 and 40 your organisation has begun the

BERHABHER journey to partnership.
EIRNB 2240 BIRTIROEECEHE If you scored more than 40 your organisation is committed to the ideals

HBERNERT TRAEREHEEMEESE of partnership and recognises its importance.
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Company: TechTronic Industrial Co. Ltd. (TTI)
Nature of Business: Manufacturer of rechargeable and A.C. products
(Power Tools and Floor Care)

Sales Turnover per year: HK$2.5 Billion

TTl are ISO 9001 certified and their purchasing activities comprise four

major steps.

Step 1 - Assessment of potential suppliers and their parts - TTI
requirements for approved suppliers are straight forward. In simple
terms the supplier must be able to supply parts which consistently meet
their technical, quality, delivery and quantity specifications and at a

competitive price.

The assessment of potential suppliers are undertaken using the
requirements of ISO 9001/2. In some cases, I1SO 9001/2 certified
companies have not been approved as suppliers as a number of flaws
in their approach to business have been identified. In addition to quality,
suppliers are also assessed on their production capability and capacity
to meet both part and order needs and requirements. The supplier
assessment process involves a number of departments. After the
organisational and system aspects of suppliers activities have been
assessed and approved, their parts also need to be evaluated before
orders are placed, this is undertaken through the initial sample inspection

reporting system.

Step 2 - Purchasing of parts - TTI do not always place orders on those
suppliers with the lowest price; the main decision making criteria are

quality, delivery and cost in that order of priority.

Step 3 - Inspection of purchased parts - With some of their strategic
suppliers, TTI operate a 'just-in-time' system with inspectors strategically
positioned at supplier's premise to inspect parts specified by PMC
(Production and Material Control). When these parts are needed for
production according to the schedule, PMC informed the supplier to
deliver these accepted parts. The accepted parts are delivered and
transferred direct to production lines to reduce handling time, storage

space and facilitate effective planning.

TTl conduct incoming inspection of purchased parts. All purchased parts
are evaluated by Engineering and QA departments and must be approved
before orders are placed or as a condition of the order.

The in-coming quality control inspectors inspect purchased parts according
to parts specification and sample data sheet using defined sampling
plan. Only accepted parts are forwarded to storage area pending issuance

to production.

The QA department issues a report to those suppliers whose parts have
been rejected. A formal corrective and preventive action request is issued
both for potential non-conforming and rejected batches of parts. This
feedback system is important for suppliers to assess TTl satisfaction level

with their incoming parts.

Step 4 - Performance review - A monthly suppliers performance report
is compiled which is communicated to suppliers. Those suppliers who
are under performing are requested to a meeting in order to discuss
their performances and subsequent countermeasures and improvement

actions.

Relationship with Suppliers
TTl place a large amount of orders, in monetary terms, with their suppliers

and are in a strong position to influence what they do. Discussions held
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with a sample of suppliers who have done business with TTI for many

years highlight some key issues.

(a) Purchasing power: - The growth of TTI business in the last decade
has been considerable and has seen a subsequent increase in purchased
orders over the years. TTI are viewed as a secure

customer to whom they wish to do business.

(b) Payment terms - It was pointed out that
this was a critical factor in their faith and
support provided to TTI. In the current
economic climate, TTI were able to pay, as
agreed, without holding up payment to
them; this is not the case with other

manufacturers.

(c) Communication - Suppliers indicated that they have
good relationships with TTI staff and this is aided by communication
in meetings, phone calls and plant visits. They have access to top and
senior management who are not involved in the day-to-day activities
associated with supplies. TTI are very open in their business approach

with suppliers.

(d) Requirements - It was mentioned that doing business with TTl is
getting increasingly tougher because their requirements are forever
increasing. However, they did point out that this has allowed them to

attain a more competitive position with their other customers.

TTl see the need in developing a strategic partnerships with their suppliers
with a number of objectives, including 'Improving the quality of parts
supplied', 'Reducing the cost of parts' and 'Increasing technical knowledge

for all sides’.

The Purchasing, QA, Engineering and PMC Departments identified key
suppliers for the initial strategic partnerships with suppliers. It is important

that such departments work closely together to develop action plans

BB ENHERETERUBREFEEN
key suppliers. BH - RBETEREE - IO HERRIE
DEVHER AR BERESRENER -
IR B AT HMIREERERE
T EURFEHNER - BEAMMEE B4R
about the cost reduction targets and the demand for higher quality ¥BBERERBTED  ERMRBE - Fit
BN Py N R AR LR EE - BEMIIER
£ B R Y37 BY [0 4 RFRGE o

and put in place a step-by-step approach to partnership with these

Meetings were carried out with selected suppliers to explain the purpose,

strategy, action and targets of partnership. Some suppliers were concerned

requirements. They feared that the new initiative will force them to
invest in equipment and staff in order to fulfill the new requirements.
Although they understand that this was going to be the trend in doing
business and staying competitive, they still have these underlying concerns —/NMERHER O R E ZIREER D BB
METERNREEERGRYUESTEE ° It
FHEERRBERTREE - RARRRE
BHINWRRE (BRI REER) KRB BRER
BT HBHIERREREEE

but remain committed to the partnership initiative.

A small group of suppliers have decided to appoint the service of the
same consultancy company to help them implement an effective quality
management system and improvement activities. This approach has
been considered to be both useful and cost effective because problems BHBENERZEERN  FHHHT:

- (actual and potential) - detected by in-coming inspection were outlined

to the consultant who in return has assisted the suppliers to put in place (a) EZRERTMNBEZER  SATEEBR
improvement activities. FHIRBIELZWRIE  RATEHEMER
BELHEER o
The results of the partnerships have been positive, \
as follows: \ (b) REEHY
mEEX  BA

REBENRES
ATE o HBIAERN
RETTEENE -

(a) Cost reduction targets have been 7

achieved thereby making the company
more competitive and obtaining more
orders, which in turn, have led to an
(c) BDALIER B IR N E M IIRVELE
RER  BLEEFRFESMENK
A B R UARRAMPNER o

increasing level of suppliers business.

(b) Improvements in the quality level of parts have
eliminated time wasted in dealing with non-conformances. The planning

of production schedule has also been more effective.

(c) Some suppliers have found that the improvement of their operation
and products have reduced their cost of non-quality which were eating

away their profits.
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Conclusion

onclusio

Suppliers are now recognised as an essential part of any organisations MERBEER AT MURBHRTE DN EEE é;
competitiveness. There are two major reasons for this - greater global 7o EXTEREMERRE-EANEIREE g
specialization and changes in the nature of competition. Effective {ERBRMENRE - BRNBHEEREE §,
partnership requires purchasing organisations to treat suppliers as long- FERERHEDARBELBME  E20% §
term business partners and this necessitates a fundamental shift from AREGNREHRERE-—BERANELESR 33
the traditional adversarial buyer-supplier relationship. Properly implemented R-EBRER o ERBITRHEREEHE
partnership will help to reduce costs and increase market share to the FRRRARIENTIZEER » Wi EBIR
benefit of both parties, together with technology transfer issues BEEM - BRE - ERRGHNRESEE -
surrounding product, process, practices, systems. However, the nature RN BARENME RSN ERS
and mechanisms of partnership must be related to the particular EWRBERBBEALNWEEZAERE -

circumstances and needs of those involved.
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