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FOREWORD

Consumption is the sole end and purpose of all production; and
the interest of the producer ought to be attended to only so far as it
may be necessary for promoting that of the consumer. The
maxim is so perfectly self-evident, that it would be absurd to.
attempt to prove it. e

—ApaM SMiTH, Wealth of Nations, Book IV, Chap. VIII.

One last complaint, by your leave. You do talk about con-
sumers in marketing research, and you do study them. But the
way you analyze and talk about them suggests that you think of
them as simply the raw materials out of which good business and
good profits are fabricated. You point out that they are emotional
in their reaction to sales appeal, that they can be carried off their
feet, that often they seem to make a purchase without really mak-
ing a decision, and can be dominated and sold through trickery,
and so on; and these facts, all of them true, you seem ready to
accept as fixed and unchangeable, and upon this unchangeable basis
proceed to build the doctrine of how consumer ignorance and gulli-
bility and emotion must be solemnly served and respected, ahd
incidentally turned to good account in a business way. This may
be practical, and for all I know it may also be quite moral; but one'
thing it clearly is not—of value to household buyers.

—D. E. MONTGOMERY, ‘‘ The Value of Marketing Research to
Household Consumers,” The Journal of Marketing, July, 1938.

The two statements quoted above were made with particular
reference to the so-called ultimate consumer, but they are, almost
without changing a single word, equally applicable to the industrial
purchaser. Much has been written about the buying problem of
the ultimate consumer, but far less about the purchasing problems
of manufacturers. It is with this subject of purchasing by indus-
trial users, considered from the standpoint of the buyer, that the
cases in this book deal.

It would be impossible to study a large number of such cases as
these on the subject of industrial procurement without coming to
certain conclusions as to its objectives and its scope. The
following unsupported conclusions, arrived at in this manner, are
presented in the hope that they may make somewhat clearer to
the reader the viewpoint of the book as a whole.

v



vi FOREWORD

Industrial procurement within a manufacturing concern has
as its objectives: (1) to relieve the various departments of
the concern of the responsibility of making available, when
and as required, equipment, materials, and supplies of the proper
quality and characteristics, thereby enabling the departmental
heads to devote their entire attention to the actual operation
of their departments, and thus, (2) through specialization,
to acquire these items more efficiently than could be done
otherwise. The term, properly interpreted, includes the acquisi-
tion of such materials not only through purchase, but also by
manufacture for a company’s own use, and even by barter.
Industrial purchasing as a phase of procurement should be con-
sidered as a specialized function, primarily because of the peculiar
type of knowledge and judgment required (1) to anticipate the
requirements of users, (2) to interpret price trends and market
conditions, (3) to locate and determine the reliability of sources,
and (4) to negotiate wisely with vendors. It is a major function
of business, not only becausc of the large percentage of total outlay
represented by such expenditures, but likewise because of the
implications that the performance of this function has for the
profits of the company through cost reduction, quality control,
pricing policies, and customer goodwill.

There is a much wider significance to industrial procurement
than that of company well-being alone, for the manner in which
these activities are conducted has far-reaching social and economic
consequences upon the volume of industrial and commercial
activity, the direction that such activity takes, the stability of
business enterprise, and the costs of distribution. The connec-
tion between ‘‘business spending” and the business cycle is inti-
mate and continuous —a fact upon which there is more general
agreement than there is upon just what that connection is.

Census returns from the 210,959 manufacturing (and printing and
publishing) establishments of the country indicated an aggregate outlay
of $36,683,000,000 for raw and semimanufactured materials (exclusive
of fuels) used in these plants in 1929, about 35 per cent of which ($12,-
676,000,000) was for raw materials alone. ... About two-thirds
(67.3 per cent) of the cost of the crude materials consumed in manu-
factures went for those produced by agriculture and animal husbandry.
. . . Of the raw materials consumed, 82.6 per cent were of domestic
origin; the remainder came from abroad. . . . The outlay for materials
is the largest single item of cost for the average manufacturer. . . . For
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all manufacturing industries the combined cost of materials, fuel, etc.,
was 54.7 per cent of the value of output in 1929. . . . Because of the
relative importance of material costs and the demand for high-speed
production, any prolonged industrial advance would be likely to bring
about marked improvement in the selection, care, and use of materials.
Furthermore, the fact that they, like machines, are inanimate and con-
trollable as compared with industrial personnel focuses attention on
materials as being excellent subjects for the realization of pronounced
economies. The materials organizations in industrial establishments,
as a matter of fact, underwent a mild revolution in recent years, as
attested by the increased number of concerns in which were to be found
perpetual-inventory systems, specialized purchasing officials, salvage
departments, material specifications, carefully laid out storerooms, and
experimental and testing laboratories.!

The implications of these facts are just coming to be recognized
by business management and by students of business. It is still
unfortunately true, as Gushée and Lovejoy said in 1933, that:

In every organization, large or small, there is a body of opinion which
believes that the individual who requires materials or supplies can do
just as good a job of buying for the company as can the purchasing
department. This is a very natural human reaction. Everyone has
had some experience in buying for personal or corporate needs; more-
over, there is a very distinct ego satisfaction—if we may borrow a term
from modern psychology—in placing an order for goods. The con-
ferring of a favor upon a salesman in the shape of an order makes us all
fzel a little superior. This makes the act of purchasing a desirable one.
It is power—and we all love power.

On the other hand, as far back as 1912, Wesley C. Mitchell
wrote:

In the scheme of modern life, making money and spending money are
strictly correlative arts. . . . The vast majority would gain as much
from wiser spending as from increased earning. Important as the art
of spending is, we have developed less skill in its practice than in the
practice of making money. . . . To spend money is easy, to spend it
well is hard.?

It was with the conviction that this last statement is essentially
sound, and consequently that greater emphasis should be placed

1 U. S. Bureau of the Census, Materials Used in Manufactures: 1929 (Washington,
Government Printing Office, 1933), gp. 4(13-44. . X
7 2 From “The Backward Art of Spending Money,” American Economic Review,
une, 1912.
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upon industrial procurement, that the Harvard Graduate School
of Business Administration, some ten years ago, undertook
organized research in this field, and in the spring of 1932 formally
opened a course to election by second-year men.! One of the
difficulties encountered by those who have undertaken serious
study in this field has been, until recently, the lack of definite and
penetrating discussions of actual procurement problems. Stuart
Heinritz, L. F. Boffey, Edward T. Gushée, Russell Forbes,
George A. Renard, Donald G. Clark, Norman F. Harriman,
W. N. Mitchell, and others are notable for their pioneering work
in this field, and the National Association of Purchasing Agents
has distributed a considerable volume of valuable material. But
while all these efforts have resulted in a genuine contribution to
purchasing officers as well as to management, there is still a real
need, especially in educational institutions, for a presentation of
purchasing problems from the actual experiences of companies in
various industries. The cases included in the present volume are
intended in some part to meet this need. Primarily, the purpose
of these cases is to provide a basis for discussion; but it is believed
that, supplemented by reading material, they provide an adequate
foundation for the development of a systematic study of this
important function.

In using this volume, however, the reader should keep one
definite fact in mind, namely, that the material contained herein
is designed primarily for use at the Harvard Graduate School of
Business Administration. This fact has of necessity determined
not only the number and type of cases selected, but likewise the
point of view.

Thus, the objective of this volume is not a narrow vocational
one, but rather, it is something much broader. Indeed the
objective is a twofold one. The first is so to impress upon students
the importance of the procurement function that if and when they
attain positions of executive responsibility, they may have a more
complete and more sympathetic appreciation of its true impor-
tance. The second is even more fundamental, namely, to teach
men how to think realistically and clearly, to the end that they
may reach intelligent business decisions in whatever area they

1 From 1918 to 1921 a course in industrial gurchasins was offered, but it was
dropped from the curriculum in 1922 and not offered again until 1932, from which
time it has been given regularly.
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may be operating. True, the cases frequently have, of necessity,
somewhat narrow vocational aspects—it could scarcely be other-
wise if they are to be actual, concrete, and specific. But it should
be borne in mind that such vocational aspects are quite incidental
to the main purpose of the instruction.

The omission of any discussion of the purchase of goods for
resale may call for an explanation. Briefly, there are three reasons
for not including such a discussion in the present volume: the first
is that this type of buying is covered in courses in marketing and
sales management; the second, that the types of problems faced
by an industrial distributor are much more similar to those of
other middlemen than they are to the problems of the manu-
facturer who buys for his own use; and the third, that the limita-
tions of space of necessity force some exclusions.

The fact that the cases deal with procurement by manufactur-
ing concerns in the main explains why there are no cases from the
field of government buying; why there are practically none of an
institutional character; and why the industrial distributor receives
no attention except as a source of supply.

Save only in connection with commercial bribery, there are no
separate cases dealing with the legal aspects of purchasing,
although the thoughtful reader will recognize legal implications
at almost every turn; the instructor who wishes to do so can raise
such issues practically at will, and the appended bibliography
contains a number of references which may be used in this

* connection.

There is no separate treatment of purchase budgetary problems
or of price forecasting. The explanation of this seemingly serious
omission lies not in any failure on the part of the author to recog-
nize the great importance of these problems, but rather in the fact
that practically every student in the School meets them in other
courses; consequently, under the pressure of time, such material
has been omitted from this particular collection of case material.
The bibliography, however, does contain a selected group of
references upon which the interested student may draw.

A glance at the table of contents will indicate the general order
of presentation. This order differs substantially from that found
in the first edition by the addition of two new sections (those
dealing with manufacturing as an alternative of purchase and with
the procurement of equipment), by the rearrangement of the
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cases retained from the former edition, and by the addition of new
material. The new cases that have been added deal particularly
with the relation of purchasing to the problem of quality control,
with the disposition of scrap, with reciprocity, with forward buy-
ing, and with the measurement of performance. Twenty-four of
the cases found in the first edition have been omitted from this
one, and forty new ones added, making a total of eighty-seven as
against seventy-one in the earlier volume.

Space limitations forbid giving individual credit to all those
who have made this book possible. The author is deeply grateful
for the cooperation of the many industrial executives who have
given so unsparingly of their time, and without whose assistance
this volume obviously could not have been written. Appreciation
should also be expressed both to the officers, past and present, and
to the members of the National Association of Purchasing Agents
for the encouragement and help that they have so freely given.
There are few parallels in the history of trade association efforts
for the far-seeing campaign of real education conducted by that
organization.

The author also wishes to express his very real appreciation
for the research assistance of Mr. Lawrence O. Paul, and for the
suggestions and -help, editorial and otherwise, of Miss Helen
Eastman.

Howarp T. LEwis.
Sovrpiers F1ELD,
BosToN, Mass.,
July, 1939.
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SECTION I
NATURE OF THE PURCHASING FUNCTION






1. SCOPE OF THE PURCHASING FUNCTION

In 1935 the National Association of Purchasing Agents,
through its Committee on Purchasing Department Organization
and Procedure, undertook an investigation of the operations of
industrial purchasing departments.! Inresponse to questionnaires
sent out by the Association, valuable information was secured
from the purchasing agents of forty-five companies, subsequently
classified as ‘‘fifteen large, fifteen medium, and fifteen small
companies.” On the basis of these data an effort was made to
define ‘““the extent of those responsibilities which become, by the
nature of things, the inherent and exclusive task of the purchasing
function.” The following material is taken in part from the pub-
lished results of the study.

EXHIBIT 1
External Activities of the Purchasing Department by Type of Activity

Responsibility

Full Partial | None

In at least one external activity................ 100

Checking of invoices.......................... 75 25

Material and inventory control................. 55 13 32
Incoming trafficcontrol....................... 39 25 36
Storescontrol............. ... ... ... iieie.n, 49 3 48
Receiving of materials........................ 43 4 53
Inspection and testing........................ 27 17 56

The first task undertaken was to determine how extensively
the duties of the purchasing department, irrespective of its size,
were ‘‘limited to actual purchasing’ and how far the department
was responsible for certain other ‘“‘external” activities. Exhibit 1
lists the results in terms of ratios to the total number of replies
received.

1 The results of this investigation were published in November, 1935, as N.A.P.A.
Pamphlet No. 22, The Scope of the Purchasing Function, b{ Erwin H. Schell, Pro-
fessor of Business Management, Massachusetts Institute of Technology.

3



4 PROBLEMS IN INDUSTRIAL PURCHASING

In response to a request for ‘‘comments on what you consider
the scope or duties of a purchasing department,” the following
illustrative replies indicated that complete uniformity of opinion
did not exist among purchasing agents.

{1] The duties and scope of the purchasing department for a
high production manufacturing company should be limited to actual
purchasing, and other duties incidental to this work should be handled
by the receiving, inspection, and stores and inventory control depart-
ments. . . .

[2] In general the purchasing department should be charged with
those duties which . . . form a continuous chain in the procurement
of supplies from the receipt of the “Requisition on Purchasing Agent”’
to the delivery of the materials at the plant or construction operation
in good order and the approval of invoices for payment.

[31 . . . the traffic, inspection, stores, and expediting departments
were all under the jurisdiction of the general purchasing agent. I
accepted the responsibility for the material from the time we received
a requisition until it was withdrawn from the stores by the shop or
field. I firmly believe that this is the best system for handling the
purchases with a concern of any size, and that the organization should
consist of a director of purchases, with assistants in charge of purchas-
ing, stores (and inventory), traffic, and inspection under him.

(4] The scope of the duties of a purchasing department can never
be standardized for the reasons before mentioned (size, character,
location, and policy). Another variable which will always have to be
considered is the individuality, personality, ability, and training of the
purchasing agent.

The next step in the analysis was:

. to establish three groupings of manufacturing companies
which could be classified with reasonable certainty as large (2,500
employees or more), moderate in size (500 to 2,500 employees), and
small (less than 500 employees). The average ratios of responsibility
in allied areas (receiving, inspection and testing, storing, material

ExHiBiT 2
External Activities of the Purchasing Department by Size of Company

Responsibility

Full | Partial | None

Large companies (15).. 22 15. 63
ium companies (r 5) 33 20 47
Small companies (15)..... 64 16 20
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and inventory control, traffic, and auditing of invoices) were then deter-
mined for each group. (See Exhibit 2.)

The compiler then added the following comment:

. . . When we examine into the nature of the work undertaken by
the purchasing agents in the small companies, we encounter such
varied titles as the following:

Secretary-Treasurer Assistant Secretary and Treasurer
Director of Purchases and Stores  Superintendent
Secretary Vice President

which points to the fact that in some instances small size permits
responsibilities not only to cover allied material functions, but finance
or production as well. In other words, one man may be the executive
head of several distinct functions.

Thus it becomes clear that the responsibilities of the purchasing
function may require, in the larger organizations, a considerable
enlargement of subordinate personnel. But these comments throw
little light upon the precise relationships existing in these large com-
panies between purchasing, receiving, inspecting and testing, inven-
tory control, and traffic. Are there officials bearing other titles who
coordinate these activities as does the purchasing agent in certain of
the smaller organizations?

Additional data were requested from medium-size and large
companies in an effort to throw some light on this problem. It
was found that of the purchasing departments of the 14 medium-
size establishments responding to this subsequent request, 11
reported directly to a coordinating executive, this term being
applied “to those major executives (such as presidents, vice
presidents, and general managers) whose responsibilities are
primarily coordinative in nature.” In the 14 companies, traffic
reported directly to the purchasing department in 4 instances,
inventory control reported in 6, stores in 7, testing in 3, inspection
in 4, and receiving in 7. In general, in companies in which these
activities were not a responsibility of the purchasing department,
such activities were the responsibility of production, except in the
case of traffic, which in 4 of the 14 companies reported directly to
the coordinating executive and in 3 to the selling division.

Of the purchasing departments of the 15 large establishments
responding to the subsequent questionnaire, 14 reported directly
to a coordinating executive. In the same 15 companies, traffic
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reported directly to the purchasing department in 1 instance,
inventory control reported in 4, stores control in 4, and receiving
in 5. In the large establishments, as in those of medium size,
these activities, when not a responsibility of the purchasing depart-
ment, generally reported to production, except in the case of
traffic, which in 10 of the 15 companies reported to a coordinating
executive, and in 3 to selling. In none of the large companies did
either testing or inspection fall under the supervision of the
purchasing department.

The pamphlet then presents the following “four tendencies”
as having been established by the information obtained from the
second questionnaire:

First, the high ranking of the purchasing department. In only
one instance in each group does the purchasing department report to
other than the coordinating executive.

Second, as the establishments increase in size, allied responsibilities
of purchasing tend to be shouldered by the production division. This
tendency applies to the functions of receiving, inspection, testing, and
stores.

Third, in the larger establishments, the traffic function increases
in importance, tending to report to the coordinating executive rather
than to the purchasing or other departments.

Fourth, while the evidence is not great, there is indication that
inventory control tends, in the larger companies, to seek committee
control rather than departmental supervision.

In answering the question which prompted the second question-
naire, we may say in general there appears to be no single executive
in the larger companies who directly coordinates purchasing, receiving,
inspection, testing, stores, inventory control, and traffic. Instead,
the functions of receiving, inspection, testing, and stores, when not
under the control of the purchasing agent, are characteristically coordi-
nated under the executive who has charge of production. This
executive is of equal but not superior rank to the purchasing agent
and traffic manager. Coordination of purchasing, traffic, and produc-
tion, together with other functions, such as finance and marketing,
is effected by a higher official who may have the title of president,
vice president, or general manager.

Having summarized the factual findings and in part interpreted
them, the writer of the pamphlet then attempted to define the
proper limits of the purchasing function as a basis for determining
whether or not a particular activity should properly be considered



NATURE OF THE PURCHASING FUNCTION 7

a part of purchasing. The following excerpts are taken from this
section of the discussion:

Clearly then, the problem of scope is not one of attaining recog-
nition, for rank has been readily granted. On the contrary, it is this
high status which dictates the scope of the purchasing function.
Indeed I am convinced that here lies the key to the principle upon
which may be based all decisions with respect to scope.

When is it proper to give a high rank to an industrial function?
The answer turns on the fundamental fact that industry is inherently
made of human stuff. Those functions which report to the higher
officials as a matter of natural right are those which enjoy intimate and
exclusive relationship with some distinct and important group of
individuals to whose interests the company directly administers.
The sales executive enjoys this relation to the customers who constitute
the company’s market; the financial executive likewise to the fiscal
interests, the productxon executive to the operating employee group,
the techmcal executive to the creative, scientific, and engineering
group. The purchasing agent enjoys this relation to that inescapably
essential group,—the vendors or suppliers of the company’s material
requirements.

It is this specific body of contacts peculiar to the purchasing func-
tion that entitles the executive to a place in the higher coordinative
zone.

Such privilege is accompanied by corresponding obligation. The
purchasing agent, to justify his rank, should maintain strong command
over company-vendor relationships. When he has shown such com-
petence in these areas that general officials to whom he reports place
implicit confidence in his technique and judgment, then he has attained
the fullest scope of his stated and implied powers. In some of the
smaller organizations it is possible for these standards to be reached,
still leaving time and energy for other activities.

Serialized procurement—An attractive proposal for enlarging the scope
of the purchasing department has been to extend the control of pur-
chasing over allied activities until all functions of procurement, from
the receipt of purchase requisition to the delivery of the materials
on the production floor, should fall under the jurisdiction of the pro-
curement officer, as the purchasing agent might then be called.

The purchasing agent whose department is sufficiently large to
justify the employment of specialized buyers is freed from much routine.
Is he not in proper position to supervise allied departments, and assume
the position of procurement officer?

No matter how large the purchasing department, the prime responsi-
bilities of its chief are negotiating rather than executive. He should
be the man who personally conducts the most important and delicate
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negotiations. He should be in position to give freely of his time for
these activities and to go where negotiations may best be conducted.

The greatest hazard confronting the “procurement officer” is
that in his zeal to coordinate the work of several departments he may
not attend to his major task, and may ultimately find that it is another’s
judgment which decides important questions of purchasing policy and
anlother’s personality and authority upon which important vendors
rely.

The closest possible coordination between the activities of related
departments is always desirable. And such coordination should be
equally high throughout the entire sequence of operations from the
purchase of raw materials to the delivery of finished goods to
the customer. To isolate, for especial coordination, that forepart of the
sequence relating to procurement is to assume a divided unity which
does not exist in the process of manufacture.

It is the prime responsibility of the general manager to coordinate
this entite sequence. With adequate facilities in the form of budgetary
control, manufacturing schedules, and the like, together with the
cooperation of his subordinate executives in charge of major functions,
satisfactory coordination is possible under this general executive.

The notion that the procurement sequence is entitled to especial
coordination is characteristic of the period in which production was
assumed to dominate manufacturing policy, including not only procure-
ment, but sales. Today and tomorrow it is clear that the ultimate
market is the final dictator, and that the complete manufacturing
process from vendor to customer must be coordinated as a unit so
that it may be brought into harmony with the ever-changing require-
ments of the consumer.

Applying this doctrine to specific activities:

[1] Receiving of incoming materials and supplies—Company-vendor
relationships are strengthened when the purchasing division receives
and verifies quantitatively the incoming materials and supplies which
it has purchased. Conversely, difficulty and loss result when the
purchasing division does not at some time have supervision over the
physical objects which it has procured.

(2] Inspection and testing of purchased materials—Here we are con-
sidering the determination of quality. Quantity inspection or checking
is normally the responsibility of the receiving function. Vendor-
company relationships are strengthened when quality determinations,
where practicable, take place in the receiving department under the
surveillance of the department head. But these activities should be
under the control of the general inspection division of the company
which also is commissioned to maintain quality standards for work .in
process and finished product.
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Despite proper specifications and agreed-upon methods of measuring
quality, the results of inspection form a fertile basis for friction between
vendor and company. Standards may be maintained with least loss
of goodwill if the purchasing department, in returning a shipment, is in
position to deal impersonally with the situation. Such procedure
does not entail the avoidance of responsibility. Rather is it the
acceptance of objective and dissociated judgment of qualified experts.

[3] Material and inventory control—Vendor-company relationships are
strengthened when the procurement executive is in position to collab-
orate in decisions regarding material and supply inventories. A
vendor sells delivery, as well as form and substance. And delivery is
directly affected by inventory control. When the vendor appreciates
that he will be given opportunity to be of fullest service in point of
delivery, as well as price and quality, his sense of affiliation with
company interests will increase.

But the purchasing agent cannot expect exclusively to control
material inventories, for productive financial and marketing considera-
tions should have equal weight in deliberations.

(4] Stores—Assuming the procurement function to have active voice
in matters of material inventory control, vendor-company relationships
will not be strengthened by purchasing jurisdiction over the stores
department. Indeed, the stores function, viewed as a physical facility
(storing and issuance), is almost entirely a service activity in behalf
of production, and its mismanagement bears most heavily, if not com-
pletely, upon productive activities. Therefore, by the nature of things,
its administration rests with the operating division.

[5) Incoming traffic—Strong vendor-company relationships require
that the procurement division lay down suitable specifications concern-
ing the transport of incoming materials. Such specifications should
be qualitative rather than determinative. That is to say, after the
relative requirements in terms of speed, safety, and cost have been
outlined, the methods of meeting these requirements should be deter-
mined by the traffic department. The traffic manager, like the purchas-
ing agent, has intimate and exclusive relationships with the carriers
and should therefore report to a general official. The data reflect
this tendency as the size of establishments increases.

[6) Checking of material and supply invoices—Vendor-company relation-
ships are strengthened when the purchasing division approves payment
of invoices. That the buyer shall pay is a rule of trade as old as
commerce itself. The purchaser, as company representative in the
transaction, should remain such until the transaction is completed,
if best trade relations are to result. Such approval of payment is
based on a verification of the invoice as a result of comparisons with
purchase order and receiving record. That such evidence may accom-
pany the approved purchase order for subsequent audit by the
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comptroller does not lessen the justification of invoice approval as a
purchasing activity. The checking of mathematical extensions is a
spec:allzed routine which may be performed by the purchasing, account-
ing, or financial divisions depending upon clerical resource and fitness.

(71 Activities complemmtary to purchasing . . . Another possibility for
allied activity lies in the sales of scrap or waste products. Where
sales are made to vendors, trade relationships may be strengthened
through purchasing control, and the routine becomes not only per-
missable but obligatory upon the purchasing agent. Where sales
of waste products are allied with product markets, it is equally clear
that the sales department should perform these duties. Where sales
are related neither to vendor nor to market, the sales department should
logically supervise unless specific reason can be found to the contrary.



2. NATIONAL SURVEY OF INDUSTRIAL OILS AND GREASES!

In 1930, and again in 1937, the research department of
McGraw-Hill Publishing Company, Inc., of New York City, con-
ducted a nation-wide survey on the marketing of industrial oils
and greases. Both surveys were conducted by questionnaires
filled in during personal interviews.

The number of such interviews conducted in the course of the
1930 survey was 1,216;in 1937 it was 1,428. The men from whom
information was sought included, among others, administrative
executives, production and operation executives, plant service and
maintenance men, and purchasing officers. The percentage in
each classification varied somewhat as between the two years.
Thus, of the total number in 1930, 15.1% were administrative
executives; whereas in 1937, 23.3% were in this group. Again, in
the former year, 329, were purchasing officers; in 1937, 16.7%
were so classified.

After the data obtained in 1937 had been assembled, tabulated,
and analyzed, the newspaper service bureau of the McGraw-Hill
company released the following news bulletin, which was printed
in many newspapers and trade journals:

New York, Oct.—A study of industrial oils and greases, just com-
pleted by the research department of McGraw-Hill Publishing Com-
pany, shows many important trends since the first survey of this
market conducted by the same company in 1g930. Seven years ago
price was the controlling reason for purchasing a brand in 34.1% of
the cases studied; today “dependable quality” is the most important
reason, “manufacturer’s reputation” second in importance, “delivery
service” third, “test” fourth, while “price” was fifth in rank.

This shift in reasons for the selection of one brand over another
has resulted in important changes in the types of men who participate
in buymg The purchasing agent, according to the survey, has
declined in 1mp0rtance perceptibly from 66.5%, in 1930 to 27.7% in
1937. The replies in over 4,000 case studies indicate that the trend
to buy more on quality and less on price in the oil and grease field
has much to do with bringing the higher executive into greater prom-
inence as a participator in buying. He was found to be in this group
ni 48% of the plants in 1930; today he is in this group in §2.5% of the
plants.

The tremendous increased volume of industrial advertising is
reported to be responsible for selling industry on buying more on quality

! Made by McGraw-Hill Publishing Company, Inc., in 1930 and 1937.
11
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and service, less on price. Engineers and executives are now taking
a greater interest in lubrication and in buying lubricants. Following
through on research and education, 50.3% of the firms questioned
stated that they had reduced costs through use of better oils and greases.

The use of all types of oils and greases is definitely upward. This
trend is due partly to increased production, and partly to increased
mechanization and to the greater use of oils in certain fields, such as
diesel fuels, diesel lubricants, and aviation lubricants.

The following exhibits present some of the findings of the
McGraw-Hill company resulting from its 1930 and 1937 surveys
on the marketing of oils and greases.

ExHIBIT 1
Reasons for Brand Preference
(1930 and 1937)

1937 1930

Number of transactions studied............. 4,322 = 100% | 1,186 = 100%

%

=
a
o
1
G4
=
-
N

Volatility.................. ...........
Flashpoint.............................
Firepoint..............................
Cold or pour test. .
Base......c..oiiiiiiii

Reclaiming properties. . ... .. W
Color.......ooovveiiiini i

W DWW ~O
WO IO N

NN OO OW
W N0 LWL W

3
Consumption....................coei i 4.

Other characteristics....................|..c.cooeiinne. 7
General characteristics:

- 00

1
Engineering service. .................... 19.7
Reciprocity............................ 25.7
Discounts.....................coo il 2.0
Lowerprice..................c.o0innn 22.2
Good salesman......................... 5.3
Recommendations of machinery builders. . . 8.7 5.

S

7

6

I

)

om0 oh
P OGN

Delnendable quality.....................
Delivery service........................
Friendship.............................

Manufacturer’s reputation...............
Investments............................

Outside influences.......................
Price per production unit. . ..
Other price reasons......................

Otherreasons..........................

NO WO~
NNON~O

NotEe: In this and the following exhibits the omission of figures for either 1937 or 1930 indi-
cates that the data were not requested in that year.
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ExHIBIT 2
Source of Purchase
(1930 and 1937)

1937 1930
Number of transactions studied.............| 4,777 = 100% | 1,186 = 100%
Source:
Direct............ e .. 76.9% 81.3%
Distributors................. e 19.0 15.2
Both.........ooiiii 1.0
Service stations 2.6
Direct and service stations............... o.1
Other..........oovviiivinnn. e .. 0.4 3.5
Exnmir 3
Who Participates in the Buying of Oils and Greases*
(1930 and 1937)
1937 1930
Number of transactions studied {'{I&ee:: 2: gg; o ;g} (;%t;
Specifies Approves Decides
Type | Make | Type | Make | Type | Make
PFunction:
Administrative executives.....[12.0 %|19.6 %[26.3 %(36.0 %|34.4 %[42.4%| 48.0%
Production and operation ex-
ECULIVES. .o vveuvnrnnnnanns 18.9 (17.8 |21.0 [18.4 |22.6 |(20.9 56.7
Plant service and maintenance
exXecutives......oovuienns 19.5 |[17.3 |[18.5 [15.5 |[11.8 | 0.8 40.6
Operators and use: .3 . . . .8 3.5
Purchasing agents .4 .9 66.5
Others........... ..| 8.7 .8 5.2
Sales and advertising execu-
tives..... -5
Engineers........oovievninn -9
Foremen............covvvuens .9
Electrical plant service.......|.... v 13.5
Mechanical plant service. . ... el 3901
hemical testing............. 1.9
Production engineering. ...... 2.4

* The figures for ?37 were obtained in answer to two questions: ' Who participates in the
selection of the TYPE of oil?'' and ‘* Who participates in the selection of the MAKE of oil?"
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ExniBIT 4
Reasons for Preference of Source*
(1937)

Direct
and Other
service

Distribu- Both Service

Direct tors stations

Number of trans-
actions studied.. .[3, 462 = 100 %[835 = 100 %42 = 100 %|124 = 100 %|4 = 100 %(17 =100 %

Reasons: X
Delivery service.. 57 9% 59 2% 1.4 % 16.1%
Engineering serv-

19 7 14.9 45 2 6.5 ... 23.5%
36 4 15 2 45 2 105 |o..o.... 47.1
1.0 4.1 333 15 3
Reciprocity...... 25.4 12 2 33 3 18.5 100.0 %
Friendship....... 6.2 193 feeoiion. 31.4
Company reputa-
tion........... 32.4 29 0 50 0 250 fiiienenn 64.7
Other........... 9.0 15 6 24 355 . e 11.8

* No comparable information is available for 1930 survey.

The following reports which were written by two McGraw-Hill
field agents participating in the 1937 survey give general opinions
relative to industrial oils and greases.

REPORT OF FIELD AGENT “A”

These opinions are discussed under four factors: (1) Selection of
Type of Oil, (2) Selection of Make of Oil, (3) Source and Method of
Purchase, and (4) Value of Publication Advertising and Direct Mail
Literature.

Selection of Type of Oil.—In the average plant insufficient thought
has been given to the selection of the type of lubricant for a particular
purpose. Oils and greases are, in many instances, used interchangeably
with apparently little regard to the varying efficiency and operating
costs of the machine when so lubricated. This condition is particularly
prevalent in small plants using small quantities of oils and greases. It
is not uncommon to find heavy, slow-moving parts lubricated with the
same grease which is used in small machines which are operated at high
speeds. The reason for the prevalence of this condition is probably
that the annual grease and oil expenditure is small in these plants, and
the plant executives do not wish to have money invested in a number of
types of lubricants which are not used often.

Even in plants using large quantities of lubricants, the selection of
the type to be used is left largely to the engineers or maintenance men,
who do not give individual lubricating problems particular attention.
My observation has been that only in those plants where oil companies
have surveyed the equipment and made specific recommendations are
the proper types of lubricants used. Needless to say, many plant
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managers will not allow oil companies this freedom. When oil com-
panies suggest that surveys be made they are informed that company
engineers are capable of specifying the proper types of lubricants.
Some companies which were contacted had allowed surveys to be made,
but were not following the oil company’s recommendations. The one
company interviewed which did follow the recommendations of the oil
company was of the opinion that the proper type of lubricant was being
used in all equipment, so lessening upkeep and depreciation costs as well
as grease and oil costs.

Selection of Make of Oil.—In most cases the products of the leading
oil companies are considered of equal quality. That is, most engineers,
purchasing agents, and plant executives feel that any one of the large
oil companies has a product which is suitable to the particular needs of
their plant. Similarly, for the same grade of oil there is found to be
little if any difference in the price quoted by the oil companies. Since
immediate delivery can be had from nearly all companies, the reason
for the selection of the make of oil is usually friendship and reciprocity.
Someone high up in the management of the plant wishes to throw his
business to a personal friend or concern with whom he does business,
and specifies the make of oil that is to be used. The selection of the
make of oil used can, in some cases, be traced to aggressive selling, but
this is the exception rather than the rule. Few oil salesmen call on the
average plant, probably because of the small quantities of lubricants
used. The usual procedure in purchasing oils and greases is for the
engineer to requisition the type of lubricant needed and the purchasing
agent to call the.oil company or distributor whom he has been asked by
his superiors to patronize.

In branch factories the men in charge of the branches usually have
no voice in specifying either the type or make of lubricant used. The
engineers in the home office specify the type of lubricant to be used and
the company executives specify the make used. The oil companies’
salesmen call only at the home office, and the branch managers are, in
many cases, entirely ignorant of how lubricating problems are attacked.
As the central office usually forbids its branches to give out any informa-
tion, salesmen who do call at these branches not only are unable to make
a sale, but also are unable to gain any information that is of value in
making a sale at the central office.

Source and Method of Purchase.—The source of purchase depends
largely on friendship and reciprocity. In fact friendship or reciprocity,
which determines the source, automatically determines the make of
lubricant used. If any definite line can be drawn between the source
picked because of reciprocity and the one picked because of friendship,
it can probably be said that the distributor supplies the oils and greases
when friendship is involved, and the oil company supplies those whose
purchase is the result of a reciprocal arrangement.

There are some instances in which the oil company has been able to
underbid the distributor. In these cases the oil company is awarded
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the contract unless there is a reciprocal agreement with the distributor.
In no case has there been any dissatisfaction with the delivery service of
either the oil company or the distributor.

Also, there are cases in which the oil company is able to give
engineering service which is of value to the purchaser. When this
service is needed, the oil company rather than the distributor is allowed
to supply the oil.

Companies using large quantities of oil nearly always have an annual
contract with the oil company or distributor. A lower price is made
when purchasing on contract than when no contract has been signed.
Though the smaller plants seldom have such contracts, they ordinarily
buy the same make of cil year after year and are supplied by the same
source unless the service becomes unsatisfactory or reciprocal arrange-
ments make it advisable to purchase elsewhere.

Value of Publication Advertising and Direct Mail Literature.—The
publication advertising of oil companies has been found of little value
in helping plant managers with specific lubricating problems. In fact
it is only seldom that a man will admit that the publication advertising
of an oil company has had anything to do with his selection of that make
of oil. However, this does not mean that the publication advertising is
worthless. Many of the men interviewed have said that they expected
to see advertisements of the oil companies whose products they were
using. All of them have felt that the advertising which they had seen
had been generally helpful and had made them conscious of lubricating
problems which otherwise might have been discredited if not entirely
overlooked.

The direct mail literature which is received seldom gets any atten-
tion. The usual answer to the question, “ Which oil companies have
sent you direct mail literature this year?” is “Oh, several,” “I just
throw it in the waste basket.” On further questioning it is found that
these men do not remember which oil companies sent out the literature.

Conclusion.—It is concluded from this brief analysis that the oil
companies themselves must recommend the types of lubricants to be
used. This program can probably best be put across through the
distributors who are personal friends of the executives in companies
which they supply. If annual contracts are desired from the users of
industrial oils and greases, it will be necessary to make some price
concession. However, because of reciprocal agreements and friendship
with many dealers, it is doubtful if price concessions could be made
attractive enough to induce the small plants using only a few barrels of
oil per year to sign an annual contract.

In advertising their products in technical publications, oil companies
might do well to suggest specific types of oil for specific purposes, but in
general publications, institutional advertising is considered more valu-
able. Unless the information obtained in this part of the survey is not
a representative sample, I would suggest that direct mail literature be
discontinued.
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REPORT OF FIELD AGENT “B”

The purchasing habits of companies in respect to oil may be divided
into two groups, the first group, those that use large amounts and
pay special attention to their purchases, and the second or small
group that pays little attention to oil purchases since it is such a small
factor.

The usual pattern followed by large companies is to purchase by
yearly contract direct from the oil company. There seems to be little
reason for the direct purchase other than that the size of their purchase
warrants it.

In the selection of brand and type of oil, maintenance men and
regular shop workers may play a rather important part in selection
through a suggestion plan. They are in close contact with oiling
problems and machine wear. They notice unusual wear and suggest
a different type or brand of oil or grease. They may receive credit, but
it is doubtful whether this would appear in answers of executives who
have final authority and are led to believe that they initiated the
change.

Another important aspect of purchasing in large companies is that
they maintain general laboratories and have different brands and grades
of oil tested before purchases are made. I also believe that an impor-
tant reason for purchasing is custom. Companies have used one brand
of lubricants for years; they have had satisfactory results and would not
change for even a big price concession.

An important aspect that I have noticed where there are several
mills or factories, or where operations are spread over large areas, is that
the selection of type and brand of lubricant is left to the judgment of
the individual factory manager or machine operator.

I also gained the impression that reciprocal buying and purchasing
is increasing. Many companies believe it is the best way of doing
business while others do not approve it.

The small companies pay little attention to their oil purchases.
They use such a small amount that it would not pay to test. Small
companies are inclined to use oil recommended by a friend or buy a
brand that is said to be good in a trade journal. They purchase in very
small amounts, and it is usually from a distributor.

In all cases, it appears that salesmen can do little to sell their
products. Companies either have settled on one brand which they will
use until it proves unsatisfactory or else they buy purely from a stand-
point of price, in which case the lowest bidder gets the contract. In
other words, the only time when a salesman has a chance to get a new
customer is when a person becomes dissatisfied with the product he is
using. This makes it difficult, for salesmen must reach the company at
the exact time the oil proves unsatisfactory. Another difficult situation
is found where there is central purchasing, yet specification of brands
comes from individual mill managers or machine operators.
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There is a conviction shown among the purchasers, that all oil
companies put out products of similar grade. They discount sales
stories of salesmen as being of little truth. They have had satisfactory
relations with their present source and, since the claims of superiority
of competing salesmen are discounted, they believe that they will get
better service and price by sticking with their old source of supply.

The business of the small companies amounts to so little that the oil
companies do not call on them. They are left to their own devices and
no salesman attempts to influence their choice.

In answering the questions on advertising, the executives were
unanimous in saying that this played no part in helping them to select
their brand of oil. They could not say which company had the best
advertising. However, most executives had some opinion on which
company had the best reputation. In all cases they would not answer
the reputation question, but it was apparent that they had preferences.
For this reason, I believe that the institutional type of advertising would
be more effective. I believe this is borne out in the statement of several
men that the competitive advertising done by the oil companies is a pure
waste of money.

I reached the conclusion that the men appreciated the magazines on
lubrication more than any other type of advertising. The magazine is
useful, and although little time is given to reading it except where
articles touch the executives’ business, yet it is the one that is appre-
ciated most.

The savings of companies that have been effected through oil are
usually classified in three groups. The first and most important is
through better lubricating devices. These include enclosed bearings,
pressure lubrication, and other of the modern improvements in lubricat-
ing devices. The second largest savings have been accomplished
through the introduction of reclaiming devices. These take the form
of removing foreign matter from oil, reclaiming engine oil, and putting
filters on air and refrigerator compressors. The last type of saving
is through the better quality of oil produced now. In all these cases,
repairs, etc., have been materially reduced. ’

Small companies pay little attention to savings that may be accom-
plished through the better handling of their lubrication problems.
The savings would be so small that they appear to the owner not
worthy of investigation.

I do not believe that the engineering service of the oil companies
is used as effectively as it might be. In my estimation, the companies
are too liberal and their return is small. All large companies have
had at least two in the last several years. The companies should try
to make the engineering service more of an obvious favor rather than
usual service. Companies may find ways of reducing costs through
this service and yet they prefer to continue to do business with the
old company. The service does not create the goodwill that it should.

One place where the service is used to advantage is where a company
lets a contract to supply all oil and grease to one oil company. The



NATURE OF THE PURCHASING FUNCTION 19

engineering service makes a survey of the plant, specifies type of oil,
and the contract is awarded to the lowest bidder.

I gained the impression that the companies that I visited had
absolutely no interest in specifying the type of oil and grease that should
be used in their machines. It is probable, however, that this situation
resulted from the fact that only one manufactured a standard line of
machines. They concluded that it would not be worth while to make
an individual study of each machine to determine its special oil and
grease requirements.

I also gained the impression that users of equipment followed manu-
facturers’ recommendation as to type and brand until it proved
unsatisfactory. This shows that there is a large field for the oil
companies to develop.

In my opinion, the figures and information given were accurate.
The companies made a genuine effort to cooperate. The questions of
opinion on the best oil, grease, reputation, etc., were not answered for
business reasons. They were afraid the information would be divulged,
even with the assurance of absolute secrecy. The survey, in my
opinion, is accurate, and although some figures for oil are in totals, the
answers are reliable.



3. GINN AND COMPANY

CENTRALIZATION OF PURCHASING FUNCTION

In October, 1925, the executives of the Athenaeum Press of
Ginn and Company had under discussion the advisability of
establishing a centralized purchasing department.

Ginn and Company had been founded in 1867 by Edward
Ginn. Itsactivities included the publishing of college, high school,
and elementary school textbooks, as well as book printing and
binding. The business was organized as a partnership which was
extended to executives in key positions as they proved their worth.
In 1925 there were 18 partners: 1 was manager of the editorial
department; 2 were in charge of accounting and finance; 14 were
in charge of sales districts; and 1, the production manager, was in
charge of manufacturing, which was centered in the Athenaeum
Press located in Cambridge, Massachusetts.

The organization of the Athenaeum Press consisted of four
divisions: composing, press, bindery, and finished stock and
shipping. Each division was managed by a specialist in his field
who had been in the company’s employ for many years. The
managers of the composing, press, and bindery divisions were
skilled craftsmen who took pride in their work. The division
managers had their own offices and clerical forces. They approved
all purchases made for their divisions and supervised the necessary
purchasing routine except in the case of paper, which was pur-
chased by the production manager.

Total purchases for 1924 exceeded $1,000,000, half of which
represented paper purchases; other items included factory supplies,
ink, glue, bindery supplies, shipping supplies, wax, chemicals,
printing-plant equipment, fuel, power, and metal for type and
book plates.

Each division of the Athenaeum Press, so far as purchasing
was concerned, was an independent unit in the business. Under
this system there was duplication in buying the many supplies
which were common to all divisions. Even within a division,
purchasing was not always confined to one person but was some-
times done by any individual responsible for the use of particular
materials or supplies, The vendors’ salesmen entered the plant,
sought out the person or persons responsible for the use of their
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products and, if possible, secured orders. There was no uniformity
in the quantities ordered, no standardization as to brands or
grades, and no regulation as to the quantities to be used over a
period of time. Control of stores also was decentralized. Each
division was responsible for the supplies used in that division
and maintained its own storeroom.

This decentralization in purchasing and stores control carried
with it several disadvantages. The difficulty that the accounting
department experienced in ascertaining the division responsible for
checking specific invoices meant delays, which resulted in the loss
of cash discounts. Another disadvantage was the difficulty
encountered in securing information, for the purpose of accounting
and statistical control, as to the quantity of materials on order or in
stores. The lack of such information often resulted in a shortage
of some materials and in an excessive stock of others. Under the
proposed plan of purchasing, a centralized system of purchase
records would be maintained.

If a purchasing department was established, it would be
necessary to select a purchasing officer. The executives considered
three possibilities: the paper buyer could be given the new duties
and thus have all purchasing under his direction; an experienced
purchasing officer could be brought in from outside the company;
or some member of the organization other than the paper buyer
could be given the position.

Executives of the company believed that the establishment of a
centralized purchasing department under the direction of the
paper buyer offered some real advantages. Since he was the
production manager, he was familiar with all parts of the organiza-
tion and knew the materials that had to be purchased. Because
of his established authority, the four division managers would be
less likely to resent their loss of authority over purchasing than
if the position was given to someone else. Furthermore, it was
likely that his function of coordinating the various divisions would
simplify control over purchasing and over stores. Finally, his
past experience in buying would be helpful to him.

On the other hand, the production manager had sufficient duties
under the existing organization to require his full attention. If he
assumed, in addition to these, a function as important as purchas-
ing, he would have to delegate some of his other duties to a
subordinate or appoint a subordinate to assist him in purchasing.
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The production manager, furthermore, should not be burdened
with the detail necessitated by the installation of proper records.

If an experienced purchasing officer was brought in to head the
new department, he would be able to install the necessary records
and would know the routine of dealing with salesmen. If his
experience had been gained in the book publishing or printing
field, sources of supply of the various products and materials
would be familiar to him.

Such an appointment, however, would present some dis-
advantages. A new man would not know the various members
of the organization, and he might not cooperate with the division
managers. It might be impossible to get a purchasing officer
with publishing or printing experience. Under an experienced
man, furthermore, the department might be developed too rapidly
to permit harmonious adjustments within the company.

If a man other than the production manager was taken from
the existing organization, someone with experience would have to
be obtained to install a system of records and methods for central-
ized control. Purchasing routine, purchasing practices, methods
of dealing with salesmen, and the sources of supply would have
to be learned by the man given the position. A trial-and-error
method would be one of the principal means of learning the duties
of the new position, and only a very able man could survive under
such a system. A poor selection made in the beginning might
result in the discrediting of the purchasing department before it
had had an opportunity to prove its value.

On the other hand, the appointment of a man from the organ-
ization would have certain advantages. His past record would be
available and his capabilities known. He would be familiar with
the organization and would know the several division heads
personally. The growth of his work would be slow at first and
would be the result of gradual acquisition of the knowledge
necessary to perform properly the duties of purchasing officer.
Such a transition would, however, lead to the harmonious estab-
lishment of a purchasing department, as there would be no sudden
divorcing of authority from the division heads.



4. REXBURG MACHINERY COMPANY

DIVISION OF PURCHASING RESPONSIBILITY

The Rexburg Machinery Company manufactured machine
tools. All purchases of materials and supplies except castings
were made by the purchasing officer; castings were bought by
officials of the production department. Castings comprised 9o%
of the weight, from 509, to 60%, of the number of pieces, and 809,
of the cost of materials used in the manufacture of the company’s
products. Because the purchasing officer believed that the pro-
curement of castings should be a function of his department, on
two occasions he brought the problem of castings purchases to the
attention of the general manager.

Purchases of the Rexburg Machinery Company embraced
about go classifications of commodities, including such items as
acids, adhesives, bearings, belting, brushes, castings, chemicals,
electrical goods, heaters, lumber, machinery and tools, pattern
supplies, rubber, steel, nonferrous metals, bakelite, hospital
supplies, and office supplies. Each of these classifications included
several subdivisions.

Purchases were made in response to requisitions which origi-
nated with either the balance of stores clerk or the foreman of an
operating department. On these requisitions were described the
materials or supplies desired. Usually the descriptions were not
sufficiently complete to be used on the purchase order, and the
purchasing officer therefore was forced to supply additional
information. His usual sources of information were the records
on file in the purchasing department, suppliers’ catalogues, and
his own experience covering a period of over 10 years. In addi-
tion, the purchasing officer made frequent trips through the com-
pany’s plant in order to keep informed as to the types of machinery
which were being manufactured. Blueprints were available
currently for his examination. For example, a typical requisition
from an operating department requested the purchasing officer
to buy ‘24 washers as per blueprint 702.” After examining this
blueprint, the purchasing officer changed the requisition to read
““24 washers 14" X 1"’ X 14" of S.A.E. #F1 hard white felt.”

The purchasing officer usually ordered the quantities indicated
on the requisitions. If a considerable saving was possible from
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increasing the quantity, however, and if the quantities of the
particular commodity purchased in the past indicated that no
excessive stock would result, he increased the quantity to the
amount required to effect the saving. For example, a requisition
from an operating department called for 25 springs of a certain
type. Upon investigation, the purchasing officer found that the
25 springs would cost $2.10, while double the quantity would cost
only $3.58. His purchase records revealed that in 1937 the
number purchased had increased to 50 over the 25 purchased in
1936, and that 50 had been purchased in the first six months of
1938. He therefore ordered 50 springs instead of the 25 requested
on the requisition.

After checking description, quantity, and other information
given on the requisition, the purchasing officer approved the
requisition, which was then used as a basis for filling out the
purchase order. The description of the materials or supplies
desired and all the information in regard to quantity, price,
routing, and terms were duplicated on the purchase order.

In addition to requisitions and purchase orders, all invoices
were submitted to the purchasing officer for approval after he had
examined prices, discounts, and terms. Quantities indicated on
the invoice were checked against the receiving slips by the account-
ing department.

Throughout this purchasing routine, the purchasing officer had
considerable freedom of action. For most classifications of com-
modities he was free to buy from any sources of supply which
could furnish the materials desired, and he carried out all negotia-
tions with suppliers. He interviewed most salesmen or, if desir-
able, made arrangements for interviews between a salesman and
engineering or production officials of the Rexburg company. In
any event, he usually participated in the final selection of suppliers
and in the determination of price. Such details of the transaction
as terms, shipping dates, routing, packing, and labeling were all
his responsibility.

Although, with the exception of castings, the purchasing officer
issued all purchase orders, in the case of electric motors the
problems of what to buy and where to buy were to a large extent
decided elsewhere than in the purchasing department. In the
purchase of electric motors, company policy dictated the selection
of one brand almost to the exclusion of other makes. Because the
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motors which were used embraced a wide variety of sizes and types,
the Rexburg company did not stock any quantity of them and
was therefore dependent upon prompt shipments from a near-by
manufacturer. As the selection of motors for a machine was a
highly technical function, certain of the company’s electrical
engineers interviewed most of the salesmen selling motors and
motor controls, selected the motors to be purchased, and arranged
for shipments either with the salesmen verbally or by telephone
directly with the executives at the motor manufacturer’s plant.
The purchasing officer was usually informed of these arrangements
by the requisitions which were sent to him from the engineering
department. These requisitions noted such pertinent information
as the name of the supplier, the description of the equipment
ordered, prices, terms, and the shipping date promised. The
purchasing officer then sent a purchase order to the supplier to
confirm the verbal agreements. Occasionally, however, the
engineering department carried through such purchases without
notifying the purchasing officer, and when he received the invoice,
he could find no record of the purchase. Under such circum-
stances the invoice was referred to the engineering department for
checking prior to payment.

The purchasing officer had been unable to eliminate this prac-
tice until early in 1938 when a shipment based on one of the tele-
phone orders was delayed. Because the purchasing department
had no record of the transaction, it had not carried out its usual
routine of following up delayed shipments, and the engineering
department, therefore, had to assume that responsibility. Usually
the engineering department might have performed this task with-
out a great expenditure of time, but in this instance the supplier
had mislaid its record of the order, largely because the Rexburg
company had not sent a confirming purchase order containing an
identifying number. After this experience, although the engineer-
ing department in emergencies continued to telephone orders,
with rare exceptions it notified the purchasing department before
placing the order, so that the number on the confirming purchase
order could be used to identify the telephone order.

In addition to these two commodities, there were others over
which the purchasing officer’s control was limited to some extent;
usually the only limitation was that members of his department
did not interview all salesmen representing the Rexburg company’s
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usual sources of supply. In each case, however, the purchasing
department was expected to interview the salesmen representing
companies from which the Rexburg company was not buying.
These commodities were as follows: (1) office machinery, furniture,
and equipment; (2) maintenance supplies and power plant equip-
ment; (3) machine tools; (4) tools and tool supplies; (5) painting
and polishing materials; and (6) welding supplies and equipment.

The procurement of castings, however, was carried out entirely
independently of the purchasing officer. Castings were made of
cast iron, steel, malleable iron, aluminum, brass, and bronze.
Two tons of castings a day were required when the company
operated at normal capacity, and the employment of from 100 to
150 workers was dependent upon the prompt and regular delivery
of this quantity. As the machines manufactured by the Rexburg
Machinery Company were all of special design, the company could
not stock a supply of castings in anticipation of requirements. If
a supplier delayed shipment or if the company was obliged to
discard some castings because they were found to be defective
when machined, a shortage of these essential parts would result,
with a consequent disruption of the production schedule. Main-
taining production schedules was of primary importance because it
was the practice of the Rexburg company to promise its customers
shipment by a definite date.

Of equal importance was maintenance of the quality of the
castings. As the Rexburg company itself made the patterns used
in the manufacture of the castings and furnished them to its
suppliers, the foundries were responsible only for the following:
(1) handling the patterns without damaging them; (2) making the
molds accurately; (3) properly preparing metal of the specified
analysis; (4) pouring the castings so that no defects, such as blow-
holes, shrink holes, or sand holes, would occur; and (5) trimming
the castings of excess material. Even if actual defects were not
present, castings of poor quality would result in excessive cost of
machining to the Rexburg company.

Because of the importance of prompt shipments and high
quality, the superintendent of the production department of the
Rexburg Machinery Company directed the purchase of castings.
Most of the negotiations with the foundries, however, were carried
on by two of his subordinates, the foreman of the pattern depart-
ment and the head of the planning department. As soon as a
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machine was ordered into production, these officials made arrange-
ments for the delivery of the castings needed. The foreman of
the pattern department examined the blueprints of the machine
to see what new patterns, if any, were required to make the
castings. Patterns that could be reused were usually already in
the possession of the foundry which was best equipped to make the
castings. After consulting the head of the planning department,
the foreman of the pattern department then arranged with the
foundry for deliveries of castings at times which would enable the
Rexburg company to meet the tentative production schedule.
The foreman of the pattern department generally played the most
important role in conducting negotiations with the foundry, but,
as the production schedule was conditioned upon the delivery of
the castings, the other official closely followed the negotiations and
frequently participated directly in discussions with representatives
of the foundries.

For purchases of castings a requisition form was used as both
requisition and purchase order. As a rule the officials who
purchased castings carried out all arrangements and negotiations
with foundries without consulting the purchasing department.

The purchasing officer was opposed to this method of buying
castings because he believed that through experience the purchas-
ing department, not the production department, was best fitted
to deal with suppliers. The purchasing department was con-
stantly endeavoring to purchase at the lowest prices which could
be obtained without sacrifice of quality and service. The produc-
tion department, on the other hand, was primarily concerned with
achieving a more rapid rate of production. Furthermore, check-
ing deliveries was part of the normal routine of the purchasing
department; its tickler files were arranged so that purchase orders
were followed up systematically. Moreover, for about a year
just prior to his appointment as purchasing officer, his work had
involved arranging for prompt deliveries from the company’s
casting suppliers. At that time he had been commended for his
success at this task. The purchasing officer failed to see wherein
he had since become incapable of doing this work. He believed,
furthermore, that if he were unable to serve the production depart-
ment promptly, the company should acquire the services of a
purchasing officer who could do so, rather than divide the purchas-
ing function.
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The officials of the production department, on the other hand,
believed that castings should be purchased by the individuals who
knew them best and that referring such matters to the purchasing
department would involve extensive intercompany correspondence
which would result in delays in obtaining requirements. They
believed that the decision as to which of the usual foundries should
be the source of supply for certain castings was determined more
by the character of the castings than by questions of price. Each
of the foundries which were the company’s principal sources of
supply for castings was particularly well adapted, by the nature of
its equipment and the skill and experience of its workers, to
produce certain types of castings. The selection depended
chiefly upon (1) the kind and quality of the metal and (2) the size
and intricacy of the castings. From experience the production
department knew, for example, the one foundry that was best
fitted to produce intricate castings and, as a result, all really.
difficult shapes were purchased from this particular foundry.
Another foundry was able to pour castings rapidly and at low cost;
consequently, when the Rexburg company needed a large quantity
of relatively simple castings, this foundry was the logical source of
supply. In addition to knowing which foundries were best
equipped to produce the various types of castings, the pattern
department foreman had to keep informed as to operating condi-
tions at the foundries. If the foundry best equipped to make a
certain casting was already operating at capacity, the foreman of
the pattern department might have to procure the castings from
another source of supply. However, by taking the matter up
personally with executives of the foundry, he was usually able to
work out a satisfactory arrangement.

Selecting the source of supply was, therefore, a matter of simple
routine for the foreman of the pattern department, who had had
long experience in analyzing patterns and in studying the casting
problems involved. If a casting was found to be defective, this
official could take immediate action to prevent production delay by
instructing the foundry to pour replacements at once.

In 1930 the purchasing officer first brought the question of
castings purchases to the attention of the general manager and
thereafter continued to urge a change in the purchasing procedure
for castings. Finally, in 1935, the general manager wrote a letter
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to each of the officials concerned, in which he stated that purchases
of castings would continue to be handled by the production
department but that ‘“all deals with the foundries supplying
castings should be made in collaboration with the purchasing
officer, so that he may know of and approve the price we are paying
and may be in a position properly to check such prices from time
to time.”

The purchasing officer attempted to conform to these directions
by endeavoring to keep informed on negotiations with suppliers of
castings in order to have adequate information for checking
invoices. He found, however, that officials of the production
department continued to buy castings virtually as before, to the
exclusion of the purchasing department. Early in 1936, therefore,
he again brought the matter to the attention of the general
manager.

The general manager arranged for a conference which was
attended by him, the head of the planning department, the
superintendent of production, the foreman of the pattern depart-
ment, and the purchasing officer. The superintendent of produc-
tion and the purchasing officer agreed to issue a written statement
which reiterated most of the ideas presented in the general
manager’s letter but indicated definitely that the procurement of
castings was to be done cooperatively by the superintendent of
production, the pattern department foreman, and the purchasing
officer. It was agreed that the foreman of the pattern department
was to order specific parts from the foundries he considered best
equipped to make them, but in cases of poor quality or service or
other complaints, changes in sources might be suggested by the
superintendent of production. The purchasing officer was to be
kept fully informed on all arrangements with the foundries and on
all complaints arising from relationships with the foundries, so
that he would have sufficient information to analyze existing
sources with a view to suggesting changes which might result in
lower prices or better service. All foundry salesmen were to be
interviewed in the purchasing department. Furthermore, the
purchasing officer was given the right to suggest changes in order-
ing routine which would aid his records and permit consideration
of possible savings in the purchase of castings before such pur-
chases were made. The proviso was added, however, that the
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suggested changes must not be of such a nature that they would
delay deliveries of castings. Finally, a record of arrangements
with foundries was to be sent to the planning department.

Notwithstanding this agreement, which was drawn up in
January, 1936, castings continued to be procured by the foreman
of the pattern department with the cooperation of the head of the
planning department, almost to the exclusion of the purchasing
department. The purchasing officer was supposed to check
invoices and was prepared to do so when he had available informa-
tion on which to base his judgment. As, however, he seldom was
informed about the purchase of castings, he examined castings
invoices but did not initial them. He did buy malleable iron
castings, as the volume of these purchases was so slight that no
other official was interested.

Despite the existing situation, the purchasing officer in 1938
was still convinced that the purchasing department should be the
center of all procurement activities. He believed that only this
department consistently maintained the attitude of questioning
the adequacy of all suppliers, all products, and all prices. If a
product performed satisfactorily, members of the production
department were not likely to spare, from their consideration of
really pressing problems, sufficient time to analyze alternative
products.

A situation which had arisen in 1937 illustrated the purchasing
officer’s idea of the proper function of the purchasing department.
Early in that year the production department ordered 120 sets of
three stainless steel castings from a certain foundry. Each set of
three parts weighed 400 pounds and cost $1.17 a pound. As usual,
negotiations were carried out and the order was placed without
reference to the purchasing department. When the purchasing
officer received the invoice for the sets, he immediately sent for the
blueprints to find the reason for what appeared to him to be an
unusually high cost. After examining the blueprints, the purchas-
ing officer was convinced that a saving in purchase cost would have
resulted if the sets had been manufactured by machining and
welding bar stock. He did not have the technical knowledge
necessary to suggest the design changes which would have been
required, but after his complaint the methods department
developed a new design composed of six parts which could readily
be made from bar stock. It was then found that five sets of the
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new six-part design could, in the future, be bought for the cost of
two sets of the three-part design that had actually been'purchased.
In addition, each set of six parts could be made five times as
rapidly as each set of three castings. The purchasing officer
believed that the savings could have been realized on the original
purchase if he had been informed of the purchase in advance.



5. SAGE PAPER COMPANY

DISCONTINUANCE OF PURCHASING DEPARTMENT

The Sage Paper Company manufactured stationery, writing
tablets, and greeting cards. Its operations consisted of cutting,
folding, designing, printing, and boxing the finished papers that it
purchased, as well as the manufacture of the boxes themselves.
The company’s total annual purchases exceeded $700,000. For
over 20 years all purchases of supplies and raw materials had been
transacted by the company’s purchasing department. Late in
1937, however, the management was considering the desirability
of eliminating this department.

Prior to 1925 the company’s sales had consisted largely of
high-quality writing paper. One of the first to pack stationery in
attractively styled boxes, the company was noted for the variety
of textures and styles of paper used in the manufacture of its
stationery. In the early 1920’s, in order to tap the market for
low-cost writing materials, the company added a low-price line of
stationery. The company began designing and manufacturing
greeting cards in 1924. By 1930 more than half the company’s
annual sales of $2,000,000 were realized from its line of greeting
cards, writing tablets, and low-price stationery. During the
period 1930 to 1934, the company became increasingly dependent
on greeting cards, and by 1935 this line alone represented half the
company'’s sales volume.

Most of the raw materials and supplies used in the manufacture
of stationery and writing tablets were staple items. Methods of
drawing up specifications and describing the quantity, quality,
composition, weight, finish, and texture of papers used in these
two lines were standardized throughout the paper industry. For
papers that were available from a variety of sources, the Paper
Makers’ Association published standard price sheets. Even when
a paper was of such a special finish or texture that it was available
from only one source, prices were based largely on the published
price list.

The manufacture of greeting cards, on the other hand, required
special papers and inks. These materials were purchased largely
on the basis of samples submitted by suppliers’ salesmen. Whereas
the materials used in stationery represented 40% and in writing
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tablets 55% of the respective manufacturing costs of these lines,
the materials used in greeting cards represented about 20%, of the
cost. Twelve months in advance of actual sales and delivery,
samples of new greeting cards were submitted to the largest
buyers in the trade and tentative orders were received, which
indicated the reaction of the trade toward the various items. On
the basis of these initial orders the company estimated sales of
each type of card and built up its finished stock accordingly.

Until 1930 the purchasing officer had complete charge of
purchasing, including the selection of sources and the arrangement
of prices and terms. Paper represented 60% of the materials
purchased. (See Exhibit 1.) The control of raw material inven-
tories was also under the jurisdiction of the purchasing officer.
No purchase orders were valid unless issued by his department, and
no invoices were paid until he had approved them. He inter-
viewed all salesmen. It was also his responsibility to arrange for
the sale of scrap, which annually amounted to $25,000.

Purchase requisitions for materials were received from the
balance of stores clerk. They were checked by the purchasing
officer to determine whether (1) a slight increase in quantity might
not bring a more favorable price, (2) the specifications clearly
denoted the quality he believed was desired, (3) the proper supplier

EXHIBIT 1
SAGE PaPErR CoMPANY
Materials Purchased, Expressed as Percentages of Total

%
) 13 P 60
Paper board. ... ...ttt i i e e e, 10
Cartons and CASES........ouuvvriternnernureratenieeaiieenaeairanas 10
Inks, gums, chemicals............coiiiiiiiiiiiiiiii i 5
Glassine envelopes:
Cellophane
Binding materials p.......oiiiiiiii i i e i 15
Blotters
Shooks

had been selected, and (4) the price, terms, and routing were
correct. The basis for his decisions was his detailed knowledge
of the markets and his long experience with nearly every available
supplier. He was free to buy from any supplier and could change
quantities at his discretion so long as there were sufficient raw
materials available for the factory at the time specified on
the requisition. Also he was held responsible when excessive
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inventories resulted from his increasing the quantities given on
requisitions.

Purchase requisitions for supplies were received from a depart-
ment foreman after they were approved by the factory superin-
tendent. Though not compelled to do so, the purchasing officer
usually adhered strictly to the items, specifications, prices, and
suppliers given on this type of requisition.

Inventories of raw materials used in the manufacture of
greeting cards were kept at a minimum. Since each card was
salable for but one season, it was unwise to order more than the
estimated requirement for a particular production order unless a
good saving might result in case larger quantities were bought.
Materials used in the manufacture of stationery and writing
tablets, on the other hand, were controlled by maximum-minimum
inventory limits set by the purchasing officer. Stationery also
was enough of a style item so that inventories had to be watched
with a view to avoiding obsolescence of materials.

The finished stock inventory of each of the company’s three
lines—stationery, writing tablets, and greeting cards—was con-
trolled by the manager distributing that particular line. When a
finished stock of an item needed replenishing, the manager in
charge of the line of which the item was a part authorized produc-
tion requisitions which were translated into production orders.

In 1930 a standards department was organized to determine
standard cost figures for materials, labor, and burden. The
balance of stores clerk and the finished stock records clerk were
moved to this department to facilitate access to raw material
prices and inventory figures. The company had been operating
at a loss for one year, and it was hoped that this change might
effect some savings.

At this same time the control of raw material inventories was
removed from the jurisdiction of the purchasing officer and placed
under the managers of the company’s three lines. The standards
and production departments furnished pertinent information and
recommendations, but final authority was in the hands of the
managers. It was expected that the new setup would provide
closer coordination among raw materials on hand and on order,
work in process, and finished goods. .

After 1930, as the company became increasingly dependent
upon its sales of greeting cards, the styling and designing of the line
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became a more important function. The designers interviewed
salesmen; examined and selected samples of papers and ink;
selected the best of the drawings submitted by outside artists;
developed appropriate sentiments; and determined the size, shape,
and method of folding the card. The results of the designers’
work were analyzed by a design committee, composed of the chief
designer, the designer who had developed the card under discus-
sion, the manager of the greeting card line, and the president of the
company, who was primarily interested in sales. This group
selected those cards which were to be included in the company’s
line of samples.

By 1934 the purchasing officer found that in purchasing
materials for greeting card manufacture his decisions were largely
being made for him by the designers and the design committee.
Approximately 30% of the paper and 50%, of the supplies pur-
chased by the Sage company were used in the manufacture of
greeting cards. About 359, of the salesmen calling on the com-
pany were selling materials for use in this line and were therefore
going directly to the designers. Although usually the purchasing
officer was not informed concerning the details of the discussions
and arrangements between the salesmen and the designers, he did
try to keep informed about the materials selected and the prices
agreed to. The purchasing officer recognized that the problems
of design were outside his province and that such decisions had to
be made by experienced designers. Furthermore, he still inter-
viewed the salesmen who called on the company selling materials
for the stationery and writing tablets lines. Because of his long
experience and many friendships in the trade, the purchasing
officer continued to be the company’s most authoritative source
of information concerning sources and prices of raw materials,
particularly paper.

In 1934 the company was still operating at a loss. During the
previous 21 years it had not been free of bank loans at the end of
its fiscal year, and for the past 6 years the total losses sustained
amounted to $750,000. The company’s banking connection
recommended for the position of comptroller a Mr. Hartley, who
had for 12 years been employed in the treasurer’s office of a large
textile - manufacturer. After interviewing Mr. Hartley, the
owner of the Sage company appointed him comptroller of the
company.
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Upon taking office, Mr. Hartley examined all phases of the
company’s operations, particularly checking all cash expenditures
and operating costs. As a result of this examination, Mr. Hartley
was convinced that inventory control was a chief source of trouble.
Since nearly 50%, of the shipments to customers were made in the
months of October, November, and December, the company
necessarily was forced to carry a large stock of finished goods dur-
ing the second half of the year. Throughout the remaining nine
months the company could expect only limited cash receipts. As
a result the company depended upon bank loans for its operating
capital during much of the year. Mr. Hartley expected to reduce
the company’s bank indebtedness by reducing raw material and
finished goods inventories. He checked finished goods stock in
two ways: (1) He eliminated all items that had not sold in some
volume, even though in many instances this action involved a
considerable loss. On the first ““closing out” list that he prepared
there were over 100 classes of items. (2) Two or three times a
week he examined perpetual inventory records of the principal
types of finished goods that were in stock and reviewed the deci-
sions of the individual managers in regard to amounts ordered into
production.

Equally important to Mr. Hartley was the problem of raw
material inventories. He believed that they should be supervised
by someone who was in a position to know production and sales
commitments. Mr. Hartley therefore directed that all purchase
requisitions be forwarded to him for approval. Whereas this
procedure did not require a great change in actual purchasing
routine, it did decrease the responsibility of the purchasing officer.
The flow of purchase requisitions continued to be from the balance
of stores clerk to the purchasing officer. The purchasing officer,
however, checked the prices and routing and also examined the
materials specifications to see if they would be clearly understood
by the supplier. He then transmitted the purchase requisition to
Mr. Hartley for approval.

Before approving and returning the requisitions to the purchas-
ing officer, Mr. Hartley examined them in great detail. First of
all, he checked the price and supplier. Through exhaustive study
since entering the employ of the Sage company, Mr. Hartley had
acquired a thorough knowledge of the prices and markets for the
principal commodities that were purchased by the company.
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Although the practice of the industry varied, he believed that in
most instances prices given on standard price sheets could be
followed with reasonable assurance that they represented the
current market. For example, paper prices were the base prices
set by the Paper Makers’ Association, plus design, style, size, and
quantity extras.

Second, Mr. Hartley examined the delivery date requested on
the requisition. He checked this delivery date to determine
whether it was in accord with the sales needs of the company and
whether the factory department in which the material was to be
used would be ready for it. If either of these inquiries revealed
that delivery had been requested for a date earlier than necessary,
it was his policy to ask for a delay in shipment. In this way raw
materials moved more promptly into production.

Third, Mr. Hartley examined the terms of payment given on
the requisition. If the terms were 2/10 net 30, Mr. Hartley usu-
ally let the requisition go through without comment. If the
discount offered was 2%, 1oth of the following month, he placed
orders, if expedient, so that the material would be received during
the first 10 days of a month, thereby extending the discount
period by approximately 30 days.

Though 1937 sales were $300,000 larger than in the previous
year, total raw material and finished goods inventories were
reduced over 30%. Also, since Mr. Hartley had taken charge,
the Sage company had been entirely free of bank loans on Decem-
ber 31 for the last four years. Sales of greeting cards had grown
to represent about 509, of the company’s total sales, the remainder
being divided between about 30%, for stationery and 20%, for
writing tablets. Mr. Hartley in December, 1937, recommended
to the directors that writing tablets be discontinued; and it was
voted to liquidate this part of the business by the end of the year,
since for 10 years no profit had been made on this line.

In December, 1937, Mr. Hartley and the president of the Sage
company were convinced that it was no longer necessary for the
company to operate a purchasing department. As already shown,
little discretion had been left to the purchasing officer in purchasing
materials for manufacture of greeting cards. The personnel of the
purchasing department had gradually decreased until the purchas-
ing officer was the only individual left in the department. It
appeared to Mr. Hartley that the actual purchasing decisions
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were currently being made by the designers and managers of each
department. Also, the balance of stores clerk was believed to be
in a position to know, from Kardex files, from his experience in
handling requisitions, and from information given him by the
designers who interviewed the salesmen, the proper suppliers and
the most economical quantities to buy. Terms, prices, suppliers,
and deliveries were already being checked regularly by Mr.
Hartley. The discontinuance of the purchasing department
would save the Sage company the purchasing officer’s salary of
about $3,000 a year. Because of his title, furthermore, the
purchasing officer was receiving much correspondence in regard to
shipments, terms, invoices, and new products which should more
properly have gone directly to someone else. In many instances
salesmen still called on the purchasing officer, although he no
longer made the actual decisions. Mr. Hartley and the president,
therefore, saw no reason to continue the purchasing department.

When informed by the president and Mr. Hartley that after
January, 1938, the company would no longer need his services,
the purchasing officer argued that there was still a need for a
central clearing house for all information in regard to purchases.
He could furnish information as to where a certain type or finish
of paper might be obtained. Furthermore, on the basis of con-
tacts in the trade, he often received advance information on style
trends, which was of value in product designing. Though this
information might be passed on immediately, the department
would have done its duty in acting as a collecting agency. He
pointed out also that unless a potential or actual supplier had an
intimate knowledge of the Sage company, such a supplier would
not know whom to contact in the absence of a purchasing officer.



6. UNITED STATES RUBBER COMPANY (A)

CENTRAL PURCHASING DEPARTMENT AS A GENERAL SERVICE
DEPARTMENT

As the result of a reorganization of the United States Rubber
Company in the closing months of 1928, a plan was adopted to
decentralize the operating departments of the company. In
accordance with the provisions of the new plan of organization
the general purchasing department was to be placed, together
with several other departments, in a group to be known as general
service departments. The operating departments would have
access to the facilities of these several departments but would not
be required to use them.

The United States Rubber Company, one of the largest rubber
manufacturers in the world, produced practically every type of
product requiring rubber in its fabrication. Some of the leading
products of the company were tire tubes and casings, tile flooring,
clothing, footwear, hard rubber goods, household articles, mechani-
cal goods, packing, belting, molded goods, plumbers’ supplies, and
sporting goods.

Before 1929 the company operated 25 manufacturing plants
scattered from Boston to Chicago; a foreign subsidiary with plants
in Canada and England; and in the East Indies, the largest rubber
plantations in the world under American ownership. In general
the various factories specialized in groups of related products, but
in a number of cases there was duplication of facilities. The
growth of the United States Rubber Company had come about
largely through consolidations, and it was only natural that each
plant had wanted to continue manufacturing a full line even
though certain of its products could be produced more efficiently
in other factories.

World-wide distribution of the company’s products was
obtained through company-owned subsidiaries, direct sales
branches, branch stores, dealers, and agents. Sales for 1929
were $193,000,000.

Before January, 1929, the company was operated as an
organization with highly centralized administration for all depart-
ments. All manufacturing was carried on under two major
departments: the tire department and the general department.

39
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The operating” executives of these two units were located in
New York City.

Purchasing for all plants was fully centralized in the general
purchasing department located in New York City. Except in an
emergency, no plant could make any purchase directly from a
supplier or place an order directly against any contract for
requirements without obtaining the consent of the general
purchasing officer. Each plant was supposed to have a local
purchasing organization, but in actual practice the duties were so
largely of a clerical nature that they were assigned to some
individual who also performed other work. In some cases the
storeskeeper was the local plant purchasing officer.

Under this method of procedure the general purchasing depart-
ment bought 95%, of all the company’s requirements of materials.
Annual purchases, exclusive of rubber, approximated $40,000,000.
The company used about 100,000,000 pounds of rubber a year, all
of which was purchased by a subsidiary corporation, the General
Rubber Company.

The whole purchasing system was inflexible and costly.
This was especially true in the purchase of minor items that were
peculiar to one plant. The fact that no one individual in a plant
was responsible for purchasing the requirements of the plant
caused little interest to be taken in the proper performance of the
purchasing function. Purchasing policies announced by the
general purchasing department were in many instances dictatorial.
As a result there was continual friction between the general pur-
chasing department and the various plants. In some instances
this lack of coordination between production and purchasing
interrupted manufacturing schedules, and such interruptions, in
turn, resulted in delayed deliveries to customers and trouble for
the sales department. Excessive inventories often resulted from
unwise purchasing policies and the lack of coordination between
production and purchase schedules. These evils, with the attend-
ant increased costs and loss of customers, had much to do with the
unprofitable operation of the company.

In the general executive offices there was no well-defined
means of contact between the executive heads of the various
functions of the company. The general purchasing officer’s
lack of information as to what the other executives were planning
interfered with a well-rounded purchasing policy. Lines of
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authority were not clearly defined, and the resulting confusion
often interfered with obtaining prompt executive approval for
material commitments.

In December, 1928, new management entered the company,
and in January, 1929, a reorganization of the company was
initiated. Definite lines of authority were established so that
responsibility could be placed on individuals for operating results
and on committees for the determination of policies.

The new president, who was also chairman of the board of
directors, was responsible to the full board of directors as well as
to a finance committee of four and an executive committee of six
members. All members of the latter committee were to be oper-
ating executives. Both committees were to work in close conjunc-
tion with the operating personnel and not to be mere outgrowths
of the board of directors as they had been in the past.

Surveys of the company’s production facilities convinced the
new management that the production and selling units were too
widely scattered for efficient operation. Some of the more
successful rubber companies, such as the Goodyear Tire and
Rubber Company and the Firestone Tire and Rubber Company,
had highly centralized manufacturing facilities. The new presi-
dent, therefore, believed that he should devote his first attention
to the development of a policy of general plant consolidation.

It was decided to divide the operations of the company into 12
major operating departments. (See Exhibit 1.) Each of these
departments was to be in charge of an executive of proved manu-
facturing and selling ability who was to be master of his own
department and responsible for earning a proper return on the cap-
ital the company had invested in his department. It was expected
that factories would be consolidated and that each operating
department would become a closely knit, self-sufficient unit.
Approximately 10 plants would be discontinued, and their facilities
discarded or moved to other plants.

All the nonoperating departments of the old organization, such
as traffic, advertising, legal, and purchasing, were to be placed in a
group known as general service departments, with headquarters
in New York City. These service departments were to be avail-
able to all operating departments. However, an operating depart-
ment would not be compelled to use the facilities of the service
departments but might do the work itself if it believed that it
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could perform the service more effectively and efficiently. A
charge would be made for the use of the service departments.
The assistant general purchasing officer in the old organization
was made director of purchases under the new plan of organization.
He reported to the president and to the purchasing committee,
which was a subcommittee of the executive committee and was
composed of the vice president in charge of finance, two vice
presidents in charge of manufacturing, the director of purchases,
and the director of commercial research. This committee passed
on all major changes in purchasing policy and authorized all
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Examit 1.—United States Rubber Company. Organization chart, 1930.
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commitments which extended over six months or a year, depending
on the commodity.

The director of purchases believed that, in order to make his
department a success, he should perform the purchasing function
so expertly and efficiently that the operating departments would
recognize the advantage of having the central purchasing depart-
ment do their buying. He realized, however, that, when items
were local to one operating department or special conditions were
present, purchasing could be carried on locally to the greatest
advantage. He therefore encouraged the head of each operating
department to appoint a purchasing officer to be in charge of all
the purchasing activities of the department.
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Under the old organization, no one buyer had been responsible
for purchasing any particular commodity or group of commodities.
Thus one month Buyer 4 might purchase zinc oxide while Buyer
B purchased fabrics; during the next month the position would
be reversed, and Buyer B would purchase the zinc oxide and Buyer
A the fabrics. This resulted in confusion and lack of continuity
in buying experience. The buyers did not become expert in any
one commodity or group of commodities and thus could not
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Exnumir 2.—United States Rubber Company. Purchasing department.

purchase to great advantage. In the hope of correcting this
condition the director of purchases organized his department on a
commodity group basis as shown in Exhibit 2.

Each of the five groups into which the commodities were
divided was to be known as a division, and the buyer in charge
was to be known as the division purchasing officer. The fabric
division was to buy all fabrics, including drills, jeans, sheeting,
twills, whipcord, enameling duck, wool fleece, felt, and cotton.
The chemical and pigment division would purchase such items
as zinc oxide, chalk whiting, pine tar, carbon black, linseed oil,
mineral rubber, sulphur, gasoline, mica, and lime. The packaging
division was to buy all materials needed to package the company’s
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products, including kraft tire-wrap paper, burlap transfer labels,
cans, paper tubes, bottles, and lumber. The fuel and equipment
division was expected eventually to purchase all machinery and
plant equipment, but until the many changes resulting from the
new plan of plant consolidation were completed, it was expected
that the planning and engineering department would make all
equipment purchases. However, the fuel and equipment division
would buy coal, aluminum, copper, lead, and steel. The printing
and office supply division was to purchase all the supplies needed
by the sales and administrative offices.

The buyers were expected to become specialists in the com-
modities which they purchased, and to know in detail the factors
affecting supply and demand and price movements. They were
to maintain all necessary statistical records and, if they wished,
could call on the commercial research department, one of the
general service departments, for special studies and statistics on
business conditions, industries, and commodities.

A central clerical and statistical division within the general
purchasing department was to be in charge of a chief clerk. Three
sections—invoice commitment, order writing and files, and
delivery—were to perform the routine work of receiving, recording,
and consolidating requisitions; writing, recording, and filing orders;
and tracing orders to insure delivery to the plants as scheduled for
production purposes.

The purchasing officers located in the various operating depart-
ments were to be responsible to the executives of the departments
and not to the director of purchases. The general purchasing
department was, however, to have advisory jurisdiction over the
local purchasing departments in the matter of buying policy.
The director of purchases could suggest changes which he believed
would lead to greater efficiency, but the executive in charge of an
operating department had the final authority. It was hoped,
however, that a spirit of cooperation would prevail and that all
action would be directed toward policies which would reflect the
greatest advantage for the company.

Each operating department was to be divided into three major
divisions: manufacturing, sales, and control. The manufacturing
division was to include all production facilities, laboratories, and
facilities for the development of new products. The sales division
would have jurisdiction over all sales activities. The control
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division was to act as a coordinating unit between manufacturing
and sales and would include among its duties all accounting and
statistical records for the operating department, all cost account-
ing, the compilation of manufacturing schedules, the control of
raw materials and finished goods inventories, and purchasing.

After reorganizing the general purchasing department and
aiding in the establishment of a suitable purchasing unit for each
operating department, the director of purchases announced the
policy which he hoped would govern purchasing. In general he
wanted the local purchasing departments to buy locally all items
which could be purchased advantageously by them. Among such
items would be materials and equipment that were used in only
one operating department, such as tire molds in the tire depart-
ment; items that were needed infrequently but urgently when the
need arose, such as machinery parts; and items that could be pur-
chased locally as cheaply as centrally, such as maintenance
supplies, pipe, valves, and some of the packaging supplies.

The director of purchases was thoroughly convinced that the
effective performance of the purchasing function depended largely
upon the cooperation of the local purchasing officers. By giving
them definite authority to buy certain items, he hoped to increase
their prestige both in the plant and in the community. The
director of purchases believed that this change in attitude toward
the local buyers would develop a greater sense of responsibility
in the buyers. "Moreover, they would have more work to do and
less time to criticize the general purchasing department. In order
to aid them, the director of purchases expected to make frequent
visits to the various local purchasing officers and through them
meet local suppliers. He hoped by this means to impress upon
the suppliers that the general purchasing department was inter-
ested in the local purchasing departments and was giving them
active support.

Copies of purchase orders placed locally were to be sent to
the general purchasing office, where prices would be checked. If
the general purchasing department had obtained prices that were
lower than those paid by the local purchasing department, the
local buyers would be so notified. Blanket contracts and contracts
for requirements within maximum and minimum limits were to be
made whenever possible by the general purchasing department.
The local purchasing departments would be given copies of each
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contract and would place their orders against the contract directly
with the suppliers, at the same time sending a copy of the order to
the general purchasing department. Such contracts usually
would be made for six months or a year, depending on the custom
of the trade and the nature of the material.

The requirements for the various materials needed in the
operation of the company would be determined from a number of
sources. Each operating department was to be governed by a
yearly budget which would be revised quarterly but always be
kept for a year in advance. This budget would state the number
of units which the company expected to produce over the period
and the amount of money which would be required to produce the
units. The planning and scheduling divisions of each operating
department kept a running production schedule three months
in advance with the first month’s schedule definite and the last
two estimated and subject to revision. Nearly all materials that
were stocked would be governed by maximum and minimum
limits which would be detérmined after consideration of the
amount used in a production period, the time required to obtain
the material, and whether or not the material deteriorated rapidly
or was subject to obsolescence.

Inventory reports for materials used in the manufacturing
process were to be submitted to the general purchasing department
each month. These reports would show the amount of the
materials on hand and the amount on order. The director of
purchases might comment on the condition of the inventory, but
the final control of inventory was to be vested in each operating
department.

After the production schedules had been determined, requisi-
tions were to be filled out showing what materials would be needed
to meet the requirements of the schedule. The requisitions would
then be checked against the inventory of materials on hand, and
the amounts that would have to be ordered were determined. If
the materials were to be purchased by the general purchasing
department, the requisitions were forwarded to New York;
otherwise they were retained for use by the local purchasing
department. The director of purchases expected that under the
new plan of organization approximately from 85% to go9%, of the
total purchases would be performed by the general purchasing
department.



NATURE OF THE PURCHASING FUNCTION 47

The director of purchases would require each division purchas-
ing officer to submit a monthly report covering the work accom-
plished by his division. These reports were expected to mention
the market conditions concerning the various items bought by
the division; the work being performed at the time; the work
accomplished since the last report; and any savings that had been
made. These reports were to be submitted to the executive
committee.

In the middle of each month, multigraphed forms, each of
which listed commodities of interest to a particular manufacturing
department, were to be sent by the director of purchases to the
division purchasing officers with a request to fill in the actual
market prices then prevailing. After these reports were properly
filled in and returned to the director of purchases, copies were
distributed among the various manufacturing departments.

Every three months each division purchasing officer was
expected to submit a report known as the forecast price list. This
report was to give estimates of prices which were expected to pre-
vail monthly for the coming year. These estimates were to be
based on the buyer’s study of the market, trade publications, and
contacts with producers. The reports would be sent to each
operating department, where they would be used in preparing
raw material budget estimates.

Whenever the local departments employed the services of the
general purchasing department, they would be charged with the
cost to the central purchasing department of performing such
services. A plan was worked out which made possible, to the
satisfaction of the general purchasing officer, the determination of
such costs within a reasonable degree of accuracy.

The director of purchases realized that after experience was
gained through the operation of the plan many changes would
have to be made in the new organization.



7. CARLYLE MACHINERY COMPANY

REORGANIZATION TO CORRECT OVERCENTRALIZATION

In June, 1930, a new general purchasing officer was appointed
by the president of the Carlyle Machinery Company, manufac-
turer of heavy machinery, oil and gas engines, condensers, and
hydraulic turbines. After making a survey of the methods and
routine of the purchasing department, Mr. Probeck, the new
general purchasing officer, decided that certain changes could be
made that would allow the benefits of completely centralized
purchasing control and at the same time greater decentralization
of the actual placing of orders and the routine involved. He
believed that greater decentralization would permit increased
flexibility within the organization and would result in more
economical and efficient operation of the purchasing department.

The Carlyle Machinery Company, with executive offices in
New York City, was one of the largest manufacturers of pumps
and heavy machinery. The manufacturing facilities of the
company were located in four plants: Trenton, New Jersey;
Boston, Massachusetts; Cleveland, Ohio; and Rochester, New
York. Each plant specialized in the manufacture of certain
groups of the company’s products; for instance, all Diesel engines
were built at the Rochester plant. An engineering department in
each plant designed the products made in that plant.

World-wide distribution of the company’s products was
obtained through company sales offices in the principal cities in
the United States and foreign countries. In 1929 the total sales
of the company amounted to $20,000,000, approximately 50% of
which represented products that required special designing and
building. In recent years the company had noted a definite
upward trend in the number of orders for products to be manu-
factured according to the specifications of the buyer. Such
products could not be carried in stock and were built only after
orders actually had been received.

The vice president in charge of manufacturing and engineering
acted as the general manager in charge of all the company’s
production facilities. Under his leadership an operating com-
mittee, composed of the four plant managers, determined policies
affecting the operation of the production facilities of the company.

48
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All stores and inventories of both raw and finished materials
were under the control of the same vice president. He was also
the executive to whom the general purchasing officer reported
(See Exhibit 1.)

The general purchasing department was located in New York
City, with the executive offices of the company, and was in charge
of the general purchasing officer, as shown in Exhibit 2. The
general purchasing officer supervised the placing of all large
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contracts. An assistant general purchasing officer was responsible
for the department when his superior was away. The assistant
bought all pig iron, scrap, coal, alloy metals, oils, and lubricants
for all the plants. The other materials needed by the company
were purchased by three buyers, to each of whom was assigned a
specific group of commodities. One buyer purchased all sta-
tionery and printing; the latter was an important item because
of the technical nature of the printed material used by the company
in its sales work. Electrical equipment and supplies, motors,
turbines, lumber, paints, and bolts and nuts were purchased by
another buyer. The third buyer bought all steel bars, forgings,
shapes, tubes, and sheets. A chief clerk, in charge of records and
files, and seven clerks and stenographers completed the personnel
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of the New York general purchasing department. Purchases
made by the general purchasing department in 1929 approximated
$6,700,000.

In addition to the general purchasing department in New York,
the company maintained in each plant a purchasing department
with a purchasing officer in charge. The general purchasing
officer determined the general policies to be followed by the plant
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purchasing departments and controlled their personnel, taking
care to have the personnel acceptable to the plant managers. At
the Cleveland plant the purchasing department was comprised of a
purchasing officer and four clerks; the Rochester plant required a
purchasing officer, an assistant, and four clerks; the Boston plant,
a purchasing officer and two clerks; and the Trenton plant, a
purchasing officer, an assistant, and six clerks. The combined
purchases made by the plant purchasing departments in 1929
approximated $300,000.
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Under the policies followed by the predecessor of Mr. Probeck,
except in emergencies the plant purchasing departments could
make only those purchases in which the sum involved was less
then $300. All other purchases had to be made through the
general purchasing department. For this purpose each plant
sent requisitions for its requirements to the New York office.
Such a method entailed a large amount of correspondence and
many records. A further disadvantage was encountered when
articles were being manufactured to fill special orders. In such
cases the engineering department had to consult the local plant
purchasing officer on matters of material supplies and prices. He,
in turn, communicated with the general purchasing office in
New York. This procedure not only was inflexible but also
involved considerable time. The former general purchasing
officer had followed a policy of requiring that all correspondence
and orders be sent to him for review and signature. As a result
he had been obliged to review personally all activities of the
purchasing department. Thus he was burdened with routine;
and the buyers, as well as the plant purchasing officers, were not
encouraged to develop a sense of responsibility for their own
activities.

Mr. Probeck believed that the function of the general purchas-
ing officer was to determine policies rather than to perform
detailed routine operations. He believed, furthermore, that
unless he had the time to think over the problems of his depart-
ment, he could not formulate effective policies or actively promote
the interchange of ideas and opinions which would be to the
greatest advantage of the company. He was convinced also that
if the buyers and plant purchasing officers were given more
responsibility, they would perform their work with greater effi-
ciency and more constructive effort. Moreover, if the plant
purchasing officers did more direct purchasing, there would be
less red tape and fewer records at the New York office.

In accordance with his convictions Mr. Probeck drew up a
plan which he considered well suited to the development of the
purchasing function. He realized that one of his problems would
be to educate the plant purchasing personnel so that it would
be able to carry out the operation of his new plan. He proposed
to add new responsibilities gradually, watching the results closely
in order to determine the capabilities of the members of the various
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plant purchasing departments. He intended to change the exist-
ing personnel only when it proved inefficieht, for he believed
that, when the members of an organization of a manufacturing
plant had become accustomed to working with a certain man and
liked him, it was difficult to replace that man with another,
however efficient the new one might be. The new man would
be handicapped by having to combat the resentment of the
personnel at the replacement of a friend.

Mr. Probeck was convinced that the plant purchasing officers
should place as many as possible of their purchase orders directly
with the suppliers. This policy could be followed and the advan-
tages of centralized buying still be retained if the general purchas-
ing office made contracts providing for the quantity of those items
required by two or more of the plants. Typical examples of
products which could be ordered under these contracts were nuts
and bolts, condenser tubes, electric motors, electrical equipment,
and steel. Plant purchasing officers would be expected to place
orders directly against such contracts. Similar contracts for
requirements had been made in the past, but orders against these
contracts had been placed only by the general purchasing officer.
Mr. Probeck believed further that there were certain items for
which the plant purchasing officers could contract directly, without
any action on the part of the general purchasing department.

Under the new system of procedure each plant purchasing
officer would be furnished with pertinent information concerning
all purchase contracts that were in force and against which orders
could be placed. In placing orders, the plant purchasing officer
was to make out a purchase order with six copies, one of which
was to go to the New York purchasing office as a record of the
transaction.

Under this new method the procedure of ordering materials
or products covered by contracts would be simplified, time would
be saved, and less clerical labor would be required in the general
purchasing office. Mr. Probeck expected that, since the plant
purchasing departments would be able to furnish more definite
information when asked about prices, materials, and deliveries,
there would be increased coordination between the plant purchas-
ing departments and the plant engineering departments.

The general purchasing officer decided to call a meeting of all
plant purchasing officers in order to present his new plans. He
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hoped that if the plant purchasing officers were given an oppor-
tunity to contribute suggestions, they would cooperate in making
the operation of the plan a success.

In preparation for the meeting Mr. Probeck assembled the
material which he considered it advisable to use in introducing
his plan. His first concern was to formulate the principles upon
which, in his opinion, the operation of the purchasing department
should be based. He stated these as follows:

1. Only those materials should be secured that will prove the
cheapest in the long run, price and quality considered.

2. The source of supply to be used should insure the best possible
service obtainable.

3. All purchases should be scheduled in order to keep inventories at
a minimum,

4. In order to effect maximum economies, full advantage must be
taken of the company’s centralized purchasing power.

5. It should be remembered that the primary object of the company
is to sell its products; and its purchases from its customers should be so
conducted as to insure the greatest advantage possible.

In order to apply these principles effectively, it was necessary
to set up a procedure which could be followed by the plant
purchasing officers in buying items designated by the general
purchasing department for local purchase. The plan of procedure
drawn up was as follows:

1. Each plant purchasing department will be expected to compile,
in cooperation with and subject to the approval of the general purchas-
ing department, an approved bidders’ list for each class of items
purchased at the plant. Changes in this list will be subject to the
approval of the general purchasing officer.

2. Requests for quotations will be sent to the entire list of approved
bidders. A copy of such a request will be sent to the general purchasing
department at the same time that it is mailed to prospective bidders.

3. A summary of all quotations received will be mailed to the general
purchasing department with a recommendation as to which supplier
should be awarded the contract.

4. After the quotation has been approved by the general purchasing
department, the plant purchasing department will place the purchase
order. If an emergency exists and immediate action is required, a
summary of quotations and the recommendation will be forwarded
by night letter or regular telegram.

5. In the past, the plant purchasing departments’ expenditure for
an item or a group of similar items has been limited to $300. This
limit will continue to be in force but will be waived on items agreed
upon by the general purchasing department.
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After working out a method of procedure for making local
purchases, the general purchasing officer considered what specific
items, other than those purchased under the $300 limit, could be
purchased more advantageously by the plant purchasing depart-
ments than by the general purchasing department. Such items
would be purchased directly from the supplier by the local plant
purchasing departments. The local departments then would
be responsible for all purchase negotiations and contractual
relationships. The general purchasing officer believed that the
following items would serve to put the new plan inta effect:

1. Forgings and steel castings are to be purchased by the plant
purchasing departments. These items are individual to each plant;
and, although in the past they have been purchased by the general
purchasing department, they have been purchased whenever possible
from suppliers in the same locality as the plant requiring the items.
This has been done in order to save freight, which is a major item in
the costs of bulky and heavy castings.

2. Machine tools are to be purchased by the plant purchasing
departments. These items are generally purchased for particular needs
in a plant, and there is no advantage in consolidating requirements.
The following procedure is to be followed:

a. Before a capital appropriation is requested from the appropria-
tion committee in order to purchase machine tools, requests for
bids should be sent to all companies on the approved bidders’
list for that particular tool.

b. Either the bids or a summary of the bids should accompany a
request for an appropriation.

¢. After approval by the appropriation committee at the New
York office, all papers should be sent to the general purchasing
department for approval of vendor and price.

d. On receipt of the approved papers by the plant purchasing
department, the purchase may be made. It should be under-
stood by all plant purchasing officers that, in making pur-
chases of this sort, even after approval has been received all
efforts should be made to obtain the lowest possible price.

3. Scrap is another item to be handled locally. The plant purchas-
ing departments are not only to secure competitive quotations on
all scrap to be purchased, but also to solicit offers on scrap material
to be sold. Scrap prices vary considerably in the several local markets,
and it is believed that the local plant purchasing officers are in the best
position to watch the local scrap market. A tabulation of the quoted
prices should be referred to the general purchasing department for
authority to purchase or sell. In the case of purchase of scrap, the
plant purchasing officer should submit recommendations of the quantity
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to be ordered and the production period to be covered. The order
placed will be based on the approval of the recommendations.

4. Such items as hardware, supplies, repair parts, brooms, soap,
and other maintenance supplies, which in the past have been purchased
locally under the $300 purchase limit, will continue to be purchased
by the plant purchasing departments.

In general the plant purchasing departments were to be
allowed to order directly against the contracts made by the
general purchasing department. One -exception to this policy
and one further point in the proposed procedure were to be
mentioned at the meeting:

1. Orders for electrical equipment other than motors, generators,
and exciters, which have heretofore been placed through the general
purchasing department, are to be placed directly by the plant purchas-
ing departments as soon as a definite procedure can be worked out with
the electrical companies for acceptance of such orders at local branches.

2. In cases where contracts for the company’s requirements are
split between two or more suppliers, the general purchasing depart-
ment is to advise the local purchasing departments of the percentage
of requirements to be ordered from the various suppliers.

The general purchasing officer estimated that under his plan
approximately 129, of the total annual purchases would be made
directly by the plant purchasing departments. About 709, of
the total materials required annually would be ordered by the
plant purchasing departments against contracts made by the
general purchasing department. The remaining 189, would be
taken care of in all details by the general purchasing department.
Among the items included in this latter group were the basic
raw materials used by all plants, such as pig iron, coal, and coke.
Since these materials could be ordered in quantities which would
last over a predetermined production period, they would be
ordered through the general purchasing department by the use
of requisitions. Market conditions for these materials were such
that often it was not advisable to place contracts for requirements.

The general purchasing officer realized that as the methods
were put into use further changes would be necessary. He planned
to visit the plant purchasing departments frequently in order to
aid the personnel in meeting their new responsibilities and in
making contracts for those items which were to be purchased
locally. By having all local purchasing officers meet with him
at intervals to discuss common problems, he planned to encourage
suggestions for the improvement of purchasing methods.



8. WATTERSON COMPANY

CENTRALIZATION OF MERCHANDISING DUTIES

In 1931 the Watterson Company decided to make a systematic
effort to centralize the duties involved in the performance of the
merchandising function. The primary purpose of this undertak-
ing was not to add any new duties but to obtain better organization
for the performance of existing duties.

The Watterson Company was founded during the Civil War
and from a small cellar workshop had grown by 1931 to be one
of the largest enterprises of its type in the world, with annual sales
amounting to several million dollars. The founders had started
out with only one type of product which was distributed directly to
consumers by means of house-to-house selling. As the business
prospered, the company’s line was widened to include industrial,
testing, and research products designed for use in educational
institutions and industrial companies.

The World War created a huge demand for the company’s
existing lines, and also for new types of industrial, testing, and
research products which had to be developed to meet the needs of
the government and of industrial companies. Before the War the
company'’s line of such products had accounted for between 209,
and 309, of the total business. Since the War, however, there
had been a definite increase, so that in 1929 and 1930 the sale of
industrial, testing, and research products amounted to about 50%
of the total business.

The company maintained wholesale branch sales offices
for its consumer products in the principal cities of the United
States and Canada. Each branch served as the district head-
quarters for the salesmen who sold to jobbers and retailers in that
territory. In 1928 the company purchased a substantial interest
in several of the major jobbers selling the company’s products
throughout the country. The jobbers still continued to sell
competitors’ products and were responsible for their own manage-
ment policy, but they were aided in their problems of inventory
control and credit policy by the Watterson Company.

The market for the Watterson Company’s consumer products
was extensive, as it was estimated that four out of every ten
persons were users or prospective users of this type of product. A

56
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reasonable assumption was that repeat demand could be expected
about every five years. Before the World War the company had
had little domestic competition in the sale of its consumer prod
ucts, but since then aggressive competitors had entered the
market and were making active bids for business. None of these
competitors manufactured a complete line of industrial products to
accompany their consumer products. The Watterson Company
had successfully retained its competitive position and in most
instances was slightly ahead of its competitors in styling.

Before 1920 little attention had been paid to the style element
in the company’s line of consumer products. Since that time,
however, the rapidity of change occurring in almost all commodi-
ties, together with the increased consciousness of the American
people toward style in the articles which they used in their every-
day pursuits, had made it imperative for the company to style
its consumer products. Suggestions were welcomed from con-
sumers and retailers as well as from the sales, purchasing, and
engineering departments. A convention of the jobbers was held
at the factory twice a year, at which time new styles were presented
to the jobbers for their comments, and their suggestions were
studied closely.

Because of the highly technical nature of the company’s lines
of industrial, testing, and research products, sales were made by
the company’s salesmen directly to educational institutions and
industrial companies. It was the policy of the company to
employ men already trained in engineering and then give them a
special course at the factory in order to familiarize them with the
facilities which the company had to offer. In selling these
specialized products to industrial companies, a salesman had to
study the needs of each prospective customer and then show him
that the use of Watterson products would give an added control
over his manufacturing process. In dealing with educational
institutions and in some instances with research departments of
industrial concerns, it was sometimes ‘necessary for the salesmen
to obtain from the prospective customers their ideas of what they
wanted developed or built to order.

The educational and industrial markets for Watterson products
were of undetermined limits. In the latter part of 1929 the
engineering department, at the suggestion of the management,
established a special division to investigate all possible uses for the
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company’s industrial products in the major industries. As the
results of this research work were made available for a particula
industry, the sales department distributed special booklets and
catalogues and then conducted a sales campaign among the majo:
companies of that industry. From time to time classes were held
at the factory for men from the various industries. These classes
usually lasted for a period of from two to four weeks, admission
being by invitation. By 1931 this program of research was in full
operation. Sales research activities were still in an embryonic
state, but a man trained in making market analyses had taken
over the work and was preparing the necessary background for a
comprehensive plan of providing up-to-date analyses of present
and future markets.

The company’s organization as it existed in the spring of
1931 was the result of a steady growth and development, with
certain definite contributions made within recent years by some
of the younger executives. The operating and financial control
of the company was within two family groups, although employees
were permitted to purchase certain classes of the company’s
stock and thus shared in any benefits derived from the growth
and prosperity of the company. In addition to the president, the
general manager, and the treasurer, there were five directors,
each of whom was the head of an operating division. One of
these directors was the comptroller; the others were in charge of
sales, engineering and research, production and service, and
manufacturing.

The sales division was divided into three major groups, as
shown in Exhibit 1. One group sold all consumer products and
certain equipment used by retailers in the sale of the consumer
products. The salesmen in this group called on both jobbers and
retailers. In many localities orders received from retailers were
turned over to the jobbers.

The second group of the sales division specialized in sales to
educational institutions. At one time salesmen in this division
had specialized by products, but in recent years salesmen had
been assigned to definite territories and thus specialized by
customers instead of by products. Certain standard types of
research products accounted for the major portion of the sales to
educational institutions. The rest of the sales were made up of
special orders for products designed to meet the needs of any



NATURE OF THE PURCHASING FUNCTION 59

professor who was doing special development or research work.
This special-order business had not been profitable, but the com-
pany deemed it necessary in order to maintain and develop
goodwill. Then, too, in some instances specially built units
could later be adapted to industrial usage.

Sales Director

Sales Manager Sales Manager [Sales Manager
Consumer Educational Industrial
Products Products Products

ExHiBiT 1.—Watterson Company. Sales division.

The third group of the sales division made all sales to indus-
trial users. The industrial line comprised approximately 500
separate items, many of which were also included in the educa-
tional line. In the past, salesmen selling to industrial users had
specialized by groups of products; since this policy had required
that several company salesmen call on one industrial company, a
change had been made in order to avoid situations which had not
proved satisfactory. In recent years salesmen had specialized
by territories and customers, and each salesman had sold the

. Director of
Engineering and Research
I
[ 1 ] B ]
Scientific Technical Machine Drafting Labora-
B’ureau Bureau Development acr“ﬂ%r"ic'f* tories
[ [ [ 1 1
Patent Government Consumer Educational Final
Products Products Industrial i
Bureau Development| |De v’:iopmen ; Prg dugfas Inspection
Development

ExHiBIT 2.—Watterson Company. Engineering and research division.

entire line of industrial products. Starting in 1931 special study
was given to one industry at a time, and selling efforts were
centered on that industry. In this manner it was hoped that the
company would be able to broaden its markets.

The engineering and research division, shown in Exhibit 2,
had been looked upon as one of the most vital departments because
of the scientific nature of the company’s products. This division
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was responsible for the development of these products. It
worked upon its own ideas, as well as on ideas presented by cus-
tomers or recommended by the sales division, although the
engineering and research division made the final decision as to the
developmental and research work to be performed. Its duties
were performed by 10 subdivisions as follows:

1. Scientific bureau, which was expected to follow scientific
developments and to apply such developments to the company’s exist-
ing products whenever possible. All new products developed in the
division had to be approved by this bureau before they were adopted
for manufacture.

2. Technical bureau, which was responsible for all technical
matters concerning the design and function of the products. All
products developed in the division had to be approved by this bureau
also before manufacturing.

3. Machine development department, which was responsible for
all research and development work necessary for the construction of
the machines which were sold to retailers to facilitate the sale of
consumer products.

4. Drafting and specifications department, which was responsible
for making all drawings and compiling all specifications, both for
finished products and for raw materials. On specifications for raw
materials, the purchasing department was consulted in order that
commercial standards would be followed whenever possible.

5. Laboratories, which were responsible for making all tests
involving chemical analyses.

6. Patent bureau, which performed all duties necessary for
the obtaining of patents and for the investigation of any patent
infringements.

7. Government products development department, which per-
formed all research and development work on products and equipment
used for government purposes.

8. Consumer products development department, which con-
cerned itself with the technical development of the consumer products.
While this department actually worked out the new styles, most of
the suggestions for them were received from the sales department and
from jobbers.

9. Educational-industrial (testing and research) products develop-
ment department, which was concerned with all research and develop-
ment work necessary to bring out new products and improve existing
products.

10. Finalinspection group. This group made a thorough inspection
of all products before they left the factory.

The manufacturing division performed all duties necessary
for the actual manufacture of the various products. This division
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was divided into 1o departments, one of which was concerned with
the development of equipment used in the manufacture of the
company’s products, and another with process development. The
latter department was located in the manufacturing divisio.
instead of in the engineering and research division, where it
properly belonged, simply because it had been developed in the
manufacturing division. It was responsible for studying the
methods of manufacture and for suggesting and planning changes
which would lead to better control of quality or greater efficiency
or both.

The director in charge of the production and service division
controlled functions not usually found together in an industrial
company. In addition to the duties commonly involved in
production planning and finished products inventory control, this
division also operated the purchasing department. The latter
purchased all the materials and equipment used by the company,
operated the company trucks, received and, with the assistance of
the laboratories, inspected all incoming materials, and was in
charge of raw material stocks.

The employee training group was also a part of the production
and service division. This group operated the employee sugges-
tion system by which the employees were encouraged to suggest
improvements in products, process, and management. Training
and education work consisted of training college men who were
brought in to learn some branch of the business; working in
cooperation with local technical schools; and training factory
employees for higher positions.

The fifth major division of the company was known as the
comptroller’s division. The head of this division also served the
company as assistant treasurer. In addition to the duties usually
associated with this function, the division operated the legal
department and supervised the jobbing concerns in which the
company owned an interest. Within this division also there was
a group that made market analyses and compiled sales estimates
in order that a check could be made on the budget estimates
submitted by the sales division. This group also made market
studies for the sales division.

The fact that the management of the company was closely
held, the outstanding ability of the presidents, and the company’s
unique position of having little or no able domestic competition
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until very recent times were among the factors which had allowed
the company to grow and prosper without material change in its
organization. Gradually the major divisions had acquired addi-
tional duties, often as a result of the force of the personality of the
executive rather than because the added duties logically belonged
in the division.

Although the company operated smoothly under the existing
setup, and there was splendid cooperation among the major
executives, it was nevertheless becoming apparent in 1931 that
the exccutives of the company might well consider realigning
certain duties in order to benefit from the interaction of duties
which naturally fell into the same group. Such a realignment
seemed especially essential in considering the duties involved
in the performance of the merchandising function. In the past,
merchandising had not bcen recognized as a distinct function
in the operation of the company. Merchandising duties were
scattered among all the major divisions; and although the engineer-
ing and research division attempted to coordinate all duties
involved in the development and selection of new products, and
the production control division attempted to centralize and
coordinate all activities relating to the quantity of each item
to be produced, in neither case were the duties so aligned as to
facilitate the accomplishment of the task to the best interests
of the company.

Some of the company’s executives believed that the lack of
appreciation of merchandising problems could be traced to tan-
gible causes. Almost from the beginning, the major problems
of the company were those involving engineering and technical
knowledge. In order to reduce costs and thus lower the selling
prices of the company’s products, it bad been necessary to develop
intricate machines which could supplant highly skilled labor.
The fact that the products required great precision and broke
easily intensified the difficulties and created problems the solution
of which required an enormous amount of technical thought and
skill. The problems of improving the product and developing
new industrial products were of a highly technical nature and of
necessity were worked on by engineers and men with a technical
point of view. The whole atmosphere of the company reflected
the predominance of the engineer.
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The company had been able to follow a policy dictated by
engineers without severe reaction from the market because there
was little or no aggressive domestic competition. The reputation
of the Watterson Company rested firmly on the soundness and
brilliance of its engineering. After 1920, however, there was a
noticeable increase in the tempo of business, higher standards
of living were achieved, and rapid progress was made in the
improvement of methods of marketing and distributing products.
These conditions reacted to the benefit of some of the company’s
small competitors which had more flexible organizations and were
able to follow more aggressive merchandising policies.

Not until 1927 did the Watterson Company fully realize that
a revision of policy was nccessary and that engineering policies
were desirable only in proper perspective to general policies.
More attention was given to the style element in the consumer
products, and more aggressive methods were introduced for the

ExHiIBIT 3

WATTERSON COMPANY
New Products Added, Products Dropped, and Design Changes, 1925-1930

1925|1926 | 1927 | 1928 | 1929 | 1930

Total new products added (1925 = base) [100%| 92%| 81%| 78%| 81%]|158%
Percentage of the year’s total:

Consumer products... .... ... ...| 52 [55 |45 |58 | 48 | 31
Educational products ...... .. .. | 24 27 | 41 34 | 34 25
Industrial products.......... ..... 24 |18 |14 8 |18 |44

100%[100% [ 1009|1009, {100% | 100%,

Products dropped (1925 = base)........ 1007 {152%|1405( 2007|204 %|181%,

Percentage of the year’s total:

Consumer products ...... ... 32 [ 28 [37 |33 |34 |25
Educational products ..... oo 12 | 28 | 28 | 32 |30 | 22
Industrial products......... . ... 56 |44 |35 |35 |36 |53

100%100% | 100%|100% | 100, {10075
Design changes in old products (1925 =

base).......... ..... C e e 100%| 94%| 80%| 89%| 85%(158%
Percentage of the year’s total:
Consumer products. . . .. L 10 7 5 |12 | 11 2
Educational products.. ... ..... .| 60 | 65 |49 |52 |52 | 70
Industrial products.. .......... ..[ 30 | 28 |46 |36 |37 | 28

1007, 100% 1009, 100%|100%,|100%,

Nork: In 1925 the total number of the company's products (exclusive of government) were
divided among the various lines as follows: consumer products 15 %, educational products 55 %,
industrial products 30 %. The total new products added equaled 10 % of all the company's
items in all lines. Products dropped in the same year equaled 4 % of total items in all lines.
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distribution of all the company’s products. As the number of
the company’s products increased, there was continual need to
make decisions on the adoption of new products, the dropping
of old, the quantities to manufacture, the development of markets,
style, and the many other questions and problems involving
the merchandising of the company’s products. The extent to
which the company added and dropped items and changed
the designs of its products from 1925 through 1930 is shown in
Exhibit 3.

In 1931, at the time when a realignment of duties within the
organization was being considered, the duties necessary in the
performance of the merchandising function were still scattered
among four of the five major divisions. The following is a brief
summary of how some of the duties were divided.

In the determination of what new products to manufacture,
the following divisions or groups of departments performed one
or more duties:

1. The sales division, with its broad market contacts, was responsi-
ble for over half of all suggestions submitted for the development of
new products. Each salesman was required to submit a daily report
covering his activities and describing any suggestions for new products.

2, The production and service division was given an opportunity to
express an opinion on the advisability of adding new products. From
its knowledge of how the new product would fit into existing production
schedules, this division was often able to make pertinent suggestions.
The purchasing department, which was in this division, was often
able to pass judgment on new products and to suggest new products
as a result of ideas or information received from vendor salesmen.
Before new products were adopted, the purchasing director often had
to investigate sources of supply to insure that desired quality could be
secured from reliable suppliers at a reasonable cost.

3. The comptroller’s division, through its control of the sales and
market analysis work, of all budget figures, and of the statistics of
operation, indicated the market potentials on each manufacturing
authorization. This division was also undertaking sales research work
which, when developed, was expected to aid in determining the sales
possibilities of the new products to be manufactured.

4. The engineering and research division had the most important
part in the determination of the new products to be produced. In
fact, this division had the final authority in deciding whether or not
to proceed with the development of a new product. Only through
appeal to the president or to the general manager could the sales
division force the engineering and research division to undertake the
development work necessary to bring out a new product.



NATURE OF THE PURCHASING FUNCTION 65

Title.

Give description of product as completely as it is pos-
sible to visualize it:

Copies of order to

Sci. bur.
Tech. bur.
Draft.
Ind. prod. devel.
Cons. prod. devel.
Mach. devel.
a. Manufacturing
superintendent
b. Manufacturing
superintendent
Plant
Expected to result in—(Check proper classification)
8o-1 Experimental new product for special
customer.
80-2 Experimental new product development.
80-3 Research work on products.
80-4__ Experimental improvement in present
product.
Desired net selling price.
Expectations as to market_
How will this affect sales of present product?
Maximum amount that should be spent on work____| Cost

Check work to be done:

Experimental _____ Preliminary design______ Sample Estimate_____|
Signed by. Date Priority.__l Class
Approved by. Date. F. O

ExHIBIT 4.—Watterson Company. Official order for product experimental and
developmental work.
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Class Date
Product Description
Refer to sample and attached information Assigned to | Signature | Date
Specific type
DESIGN
Mechanical
PATENT
INSPECTION
MANUFACTURE
ESTIMATE
Data for Sales Manual
Manufacture of what items affected
SALES ) . B
del:{:::t(i:\t)n Net price | Quantity
ADVERTISING
PRODUCTION
List of parts
Drawings
GENERAL Operating layout
SPECIFICATIONS Assembly layout
Container data
Red order
Director in charge Director in charge
Noted by General manager of production of engineering and research|
Production promise date Product description
Placed on priority
Ordering specifications received
Factory order placed
Cont. stk. Fin. prod. stk. '

Exﬂmn‘ 5.—Watterson Company. Manufacturing authorization for new indus-
trial product work.
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A

Frequently, when a market survey was necessary to estimate
the potential market for a new product, the engineering and
research division compiled and mailed questionnaires seeking
information that would be of help in determining the marketability
of the new product. On some occasions the engineering and
research division would ask the sales division or the purchasing
department to determine the extent of the market. There was
no one definite procedure. The head of the engineering and
research division, however, believed that, because of the technical
nature of the company’s products, his division was best qualified
to know the uses for the products and hence to pass judgment
on the extent of the market. Whenever it was decided to develop
a new product, a form, shown in Exhibit 4, was prepared which
had to be signed by the director in charge of engineering and
research. This executive was held responsible for all expenditures
incurred by the development of products and was allowed a
definite sum each year for the work of his department.

When a new product had been developed by the engincering
and research division and was ready for production, a manufactur-
ing authorization, shown in Exhibit 5, was compiled and sent to
each of the major divisions with the exception of the comptroller’s
division. In this way each division was shown the status of the
new product and given an opportunity to signify that the division
was prepared to perform the duties required in the production
of the item. Thus no executive could claim later that he had
not been consulted or informed of new developments. The
specific contributions of the various divisions were as follows:

1. The engineering and research division usually made a recom-
mendation, based on its market survey, as to how many units of a new
product should be produced on the first manufacturing schedule.
More units than were required immediately were usually manufactured,
as the cost of building only one unit was excessive and it was hoped
that future demand would absorb those units not used at once. Only
on standard products were economical lots of manufacture possible.

2. At the time it compiled its estimates for the budget, the sales
division offered suggestions as to the number of various products
which should be made. If conditions were altered materially after
the budget was made, the sales division was expected to report the
nature of the changes and their effects on its budget estimates.

3. The comptroller’s division had an influence on the determination
of the volume of production through the operation of the budget.
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4. The production and service division actually compiled the
production schedules, using information from its own records of stock
on hand, knowledge of work in process, the reports from the comptroller
showing actual as against budgeted sales, and the business judgment.
of the director in charge of the division. If a new product was to be
brought out at some time not far distant, existing products were
analyzed to determine what effect the new product would have on
them, and current production schedules were modified if necessary.

Another merchandising question of importance was that of
determining when a product should be dropped because it no
longer fitted into the company’s line of products. In decisions
of this kind the following divisions had a voice:

1. The comptroller’s division, through comparison of actual
performance against estimated or budgeted sales by product classes,
could tell when the sales of certain product classes were not reaching
the standards established and could recommend that an investigation
be started in order to determine the trouble.

2. The sales division made the final decisions as to what items to
drop and when to drop them.

3. The engineering and research division could recommend the
dropping of a product if it believed that new products which were in
the process of development would make existing products obsolete.

4. The production and service division could recommend that
slow-moving items, and items which were likely to be replaced by new
products, should be dropped. Whenever inventory records showed
that certain items were moving slowly, an investigation was made
by this division to discover, if possible, the causes. Monthly reports,
of the form shown in Exhibit 6, were compiled by the production
and service division for obsolete and slow-moving units and sent
to the sales division. An effort was made to anticipate discontinuance
of the manufacture of any product so that raw materials needed
specially for the product could be exhausted from stock, and the pur-
chasing department would have ample time to discontinue further
purchase of such materials.

The solution of questions concerning the style of consumer
products was left almost entirely to a committee in the sales
division, although the engineering and research division added
its suggestions when developing designs for the products, and
the purchasing officer passed along new ideas on styles and
materials received from vendor salesmen.

Problems of service to customers were under the jurisdiction
of the production and service division. Products required for
“rush” delivery were so scheduled as to specd up the manu-
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facturing process. Products returned to the factory for repairs
were received by a separate receiving department and sent to a
special department of the factory which was reserved entirely
for service work of this nature. In the past the company had
followed the practice of sending repair merchandise through the
regular production routine, but this method had been unsatis-
factory. Regular production orders were worked on first, and
the special repair orders were often neglected, if not entirely
forgotten. In order to remedy this situation, workmen highly
skilled in all types of production work were placed in a special
repair department.

After a consideration of the manner in which some of the
merchandising duties were performed, it could be scen clearly
that there was little or no centralization of such duties. A
considerable duplication of duties existed among the various
major divisions. Confusion as to lines of authority occasionally
arose. In some instances duties were performed in one division
which could have been performed better in one of the other
divisions.

The only means which had existed to obtain any degree of
coordination was a weekly meeting of the five division heads.
All types of problems, however, were considered at the mcetings,
with no special attention being given to merchandising problems
as a group. Moreover, since no one at the meetings was specifi-
cally responsible for merchandising duties as a group, coordinated
performance of the various duties was not possible even when
all the members present were in accord.

In considering the realignment of duties necessary to centralize
the performance of the merchandising function, the president
of the company appointed a committee to draft a plan which
could be applied to the organization of the company. This
committee was composed of the executives in charge of the
production and service division and the engincering and research
division. It was the president’s belief that these two men were
more concerned with merchandising duties than were the other
executives. The committee members were to investigate all
available information regarding the modern development of the
merchandising function; they were to visit several companies
which had had successful merchandising departments in operation;
and finally, after several meetings, they were to present a report
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describing a form of organization which they believed could be
adapted to the needs of the company. Their report was to be
divided into two parts: the first describing the purpose of the
merchandising function and the organization of the duties neces-
sary in the performance of the function; the second considering
where the merchandising function should be placed in the com-
pany organization.
A summary of the report submitted follows:

Part I

Introduction.—Within recent years our company, as well as other
industrial companies, has been faced with the elements of rapid changes
and shifts in demand for industrial and consumer goods. Changes in
the needs and fancies of consumers, changes in manufacturing tech-
nique, new inventions, and changes in the arts, all have worked to
bring about more or less frequent alterations in the types of products.

To meet the problems of determining what to add to a line, what
to discard, what to revamp, how many units to make, the development
of additional uses for existing products, the determination of selling
price, and the rendering of adequate service to customers, it is necessary
to obtain a degree of coordination between sales and production
unknown in the past. The duties involved in the work of coordination
are becoming known as merchandising duties. In the history of
industrial organization, one of the outstanding developments has been
the splitting off of one specialized function after another. Industry
in general has just now started to recognize that merchandising may be
a specialized function. .

If merchandising is to be recognized as a distinct function in
management, the responsibility for the performance of that function
should be definitely fixed. The major difficulty in our company has
been that merchandising duties have not been properly centralized
and thus complete coordination has been lacking.

Objective.—The objective to be achieved in the plan herein submitted
is to centralize the merchandising duties in a unit which will act as a
coordinating agency between the sales division and the manufacturing
division. The sales division will be expected to perform all duties
involved in the actual selling of the company’s products, such as the
control of salesmen, the methods of payment of salesmen, the division
of sales territories, the thorough cultivation of old markets and the
finding of new markets, and all selling relationships with customers.
The manufacturing division will continue to have full control over the
actual performance of manufacturing duties.

The coordinating unit will be responsible for the final action on
what to produce, for ascertaining wherein the make-up of the line can
be changed to gain either a substantial sales advantage or a material
production economy, for the determination of what products to dis-
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continue, for the determination of selling prices, and for all quality
and service complaints.

The Suggested Plan.—The formation of any plan or method which
will provide for a merchandising unit must recognize the independence
and freedom to function of the other major departments but at the
same time must provide for their cooperation. The method which
has been used in other companies, and which scems to hold the greatest
promise of success for our company, is to have a committee form of
organization to perform the duties of merchandising.

A committee should be formed for each of the following groups:

1. Consumer products.

2. Educational products.

3. Industrial products.

4. Government products.

A general merchandise committee should also be formed to supervise
and coordinate the activities of the four merchandise committees.

The merchandise committee in charge of consumer products should
be composed of the following representatives:

1. The sales manager in charge of the sale of consumer products.
This executive will be expected to furnish the committee with the sales
point of view, information concerning the market, and customers’
reactions to the company’s consumer products

2. The manufacturing executives in charge of the actual manu-
Tacture of the consumer products. These two executives will fur-
nish the committee with all information concerning the facilities for
manufacture.

3. The engineer in charge of the consumer product development
department of the engineering and research division. This executive
will furnish all technical and engineering information required by the
committee.

4. The committee in the sales division which in the past has deter-
mined the style of the consumer products.

5. The chairman of the committee, who will be responsible for the
development of all policies determined in the discussion of the problems
confronting the committee. This chairman will be the merchandising
manager for the consumer products and will conduct all activity
necessary to perform the merchandising duties.

The merchandising committee concerned with educational products
should be composed of the following:

1. The sales manager in charge of educational products sales, who
will provide the committee with information on market conditions
and transmit customers’ ideas for new products to the committee.

2. One of the manufacturing executives from the educational-
industrial products department of the manufacturing division. This
executive will be responsible for providing the committee with all facts
concerning production capacity, facilities, and the manufacturing cycle.

3. An engineer from the educational-industrial products develop-
ment department of the engineering and research division, who will
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furnish technical and engineering information for the guidance of the
committee.

4. The chairman of the committee, who is expected to guide all
activities of the committee and to perform all merchandising duties
required for the educational group of products. After a discussion
of any problem by the committee, the chairman will be responsible for
conducting further investigation or for executing recommendations
made by the committee.

The merchandising committee concerned with industrial products
should be composed of the following:

1. The sales manager in charge of industrial products sales, who
will provide the committee with all the necessary information concern-
ing markets, customers’ reaction to the product, and new ideas sub-
mitted by customers.

2. The manufacturing executive in charge of the educational-
industrial products department of the manufacturing division, who will
furnish all necessary information regarding the ability to manufacture
products.

3. The engineer in charge of the educational-industrial products
development department of the engineering and research division, who
will furnish the committee with all information in regard to the develop-
ment of new products.

4. The chairman of the committee, who will be the same individual
who is chairman of the educational products merchandising committee.
He will be responsible for the performance of all merchandising duties
concerning these groups of products.

The authority of the merchandising committee in charge of govern-
ment products will be of limited extent because of the narrow market
for the products. The committee will be composed of:

1. The engineer in charge of the development of government prod-
ucts, who will act as chairman of the committee, but who will be
responsible to the chairman of the industrial products merchandising
committee for the performance of all merchandising duties.

2. The manufacturing executive in charge of the government
products department of the manufacturing division.

The general merchandising committee will be responsible for the
determination of the major merchandising policies; for the coordination
of all sales and production; and for keeping the different lines well
balanced in relation t6 the business as a whole. This committee should
be composed of the following representatives:

1. The sales director, who will be expected to furnish the com-
mittee with all sales information.

2. The manufacturing director, who will be expected to furnish
the committee with all information concerning the manufacturing
equipment and facilities of the company.

3. The director of engineering and research, who will be expected
to furnish all technical and scientific information relative to the com-
pany’s products and any developmental work which is in progress.
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4. The assistant comptroller, who will be expected to furnish the
committee with all statistics and figures used for control purposes.

5. The purchasing officer, who will be expected to furnish all
information in regard to materials and to pass along all ideas concerning
new products, or the development of existing products, received from
contacts with vendors.

6. The director of production and service, who will act as chairman
of the general merchandising committee and who will be responsible
for the active performance of all merchandising duties.

7. The chairmen of the various merchandising committees, who
will represent their committees in the discussions of the general
committee.

8. The general manager of the company.

While this report suggests that the chairman of the general mer-
chandising committee shall be the director of production and service,
this suggestion is by no means final, because the committee drafting
this report is not fully convinced that its suggestion is the best from
an organization standpoint. Other alternatives considered were
to appoint the director of the engineering and research division or
the purchasing officer chairman of the general merchandising com-
mittee; reasons for considering these executives will be discussed in
Part II of this report.

The merchandising committees previously mentioned will be respon-
sible for the performance of all merchandising duties. This means
that the various major divisions will have to relinquish jurisdiction
over certain duties exercised in the past. The executives of these
divisions, however, will have a very definite part in determining
merchandising policies, since they are represented on all merchandising
committees.

The various merchandising committees will meet at least every
two weeks, and oftener if in the opinion of the chairmen it is deemed
necessary.

Part II

In determining where the merchandising duties should be centered
in the organization, there are several factors which must be considered.
The merchandising task obviously varies in different types of industry.
In our company it must be remembered that many of our products are
highly technical and therefore require the careful thought and attention
of scientists and engineers.

The duties of an executive responsible for merchandising relate both
to sales and to production. The executive in charge of merchandising
should be responsible for furnishing information to the engineering and
research department regarding products and improvements which will
stimulate sales. While new products occasionally are the result of the
inspiration of a genius, they are more commonly the outcome of organ-
ized search for the solution of the recognized problems.
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If the director of the engineering and research division were to be
made chairman of the general merchandising committee, he would be
able to continue his active jurisdiction of what new products to produce
and what changes to make in existing products. The engineers in the
engineering and research division are familiar with the uses of the highly
technical units which represent a large part of the company’s line of
products and thus know the extent of the market for such products.
The reputation of the company has been built on the high excellence of
products, the creation of which was solely in the hands of the engineering
and research division.

On the other hand, past experience has shown that, if the engineering
point of view is allowed to dominate all policies of the company, the
company’s products are not merchandised aggressively, and hence
competition is able to make inroads on the company’s sales. The
engineer with a primary interest in developmental and research work
has neither the time nor the inclination to know and to understand thor-
oughly the many problems concerned with aggressive merchandising.

The sales manager is sometimes associated with the performance
of merchandising duties. Through his broad contacts with the market
and with all types of customers and their problems, it would seem that
he should be well able to determine what products to produce and in
what quantities.

The sales manager, on the other hand, who is directly in charge of
the sales force, cannot safely be entrusted with full discretion for deter-
mining merchandising policies. He usually has an inadequate grasp
of the limitations imposed by factory conditions. In his desire to please
customers and under pressure from his salesmen, he is continually
tempted to indulge in practices which are not those to be found in sound
merchandising. Moreover the sales manager is continually pressed
with the active operation of his duties and has little time to adopt the
reflective attitude which is essential for successful determination of
merchandising policies.

The determination of what to produce requires consideration of
existing and potential production facilities and as such attracts the
attention of the executive in charge of manufacturing. It would not
be wise, however, to allow the production manager to determine mer-
chandising policies, since he lacks the customer’s point of view and is
unfamiliar with the needs and buying motives of the users of the prod-
ucts. He is governed more by considerations of economy and facility
in production than by factors affecting the salability of the products.

The purchasing officer was seriously considered for the chairman:
ship of the general merchandising committee because of his intimate
knowledge of the internal workings of our company, as well as his
broad outside contacts. Before new products can be developed, the
purchasing officer usually has to be consulted in order to obtain mate.
rials or material costs. Furthermore, he often receives ideas from hit
contacts with vendors which are valuable in the development of new
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products and, unless he is so placed in the company organization
that his views and the ideas he receives will be recognized and incor-
porated into merchandising policies, the full advantage of his position
is not gained by the company. Moreover in such merchandising
decisions as the determination of the quantity to produce, the purchas-
ing officer is directly concerned because he is responsible for providing
the raw materials; also, when products are to be dropped from the
line, he must know immediately in order that the purchase of materials
used in the product to be dropped will be discontinued promptly.

On the other hand, there are certain inherent disadvantages in hav-
ing the merchandising duties centered under the purchasing officer.
The added duties involved in the performance of the merchandising
function would detract from the active duties required in procurement
of the materials and equipment required in the operation of the com-
pany. Such detraction might impair the efficiency of the operation of
the purchasing function. An assistant to the purchasing officer
would have to take over many of the duties previously performed by
his superior, thus virtually becoming the purchasing officer. The
committee writing this report believes that there is much to be said for
placing the purchasing officer in charge of merchandising and sug-
gests that the executives consider this possibility before making a final
decision.

The director of production and service is suggested as chair-
man for the general merchandise committee because it is believed
that the centralization of merchandising duties will fit in well with his
existing duties. One of the chief aims in the proper performance of the
merchandising function is to reduce the investment in inventories and
to provide against the piling up of obsolete products in inventories.
The present director of production control is well qualified by train-
ing and past experience to assume the responsibilities arising out
of the centralization of merchandising duties. His duties in the
past have necessitated that he act, in some degree at least, as a coordi-
nating link between sales and production. As chairman of the general
merchandising committee he will have the responsibilities and author-
ity which are essential for the complete coordination of sales and
production.

The greatest weakness in having the director of production and
service also chairman of the general merchandising committee lies
in the fact that the executive in charge of merchandising should have
definite contact with the market in order to develop a proper apprecia-
tion of the forces and factors present in the distribution of the com-
pany’s products. This weakness can be corrected, however, by having
the chairman of the general merchandising committee make periodic
trips to visit jobbers, retailers, and users of the educational and indus-
trial products.

The chairmen of the individual merchandising committees, with the
exception of the committee for government products, should be
appointed from either the sales division or the inventory control
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division. Opportunity should be afforded to these executives to main-
tain or obtain market contacts in order to insure a proper appreciation
of the market in the determination of merchandising policies.

The committee appointed to study the merchandising function
recommends that the plan for centralizing merchandising duties be
adopted. While it is true that our company has been remarkably
successful in the past and is at the present time under the existing form
of orgamzauon in which merchandising duties are scattered among
several major departments, it is, nevertheless, a fact that success
obtained without the best possible organization isin spite of it and not
because of it. We firmly believe that the suggested change will
strengthen materially our company organization and will enable our
continuance as the outstanding manufacturer in our line.



9. SEWELL MANUFACTURING COMPANY

PURCHASING FOR EMPLOYEES

For many years prior to 1931 the Sewell Manufacturing
Company had allowed its employees to purchase commodities
for their personal use from wholesale dealers by charging the
goods to the company. The employees then paid the company
through deductions from their weekly pay, not more than $5
being deducted from the pay of any employee in any one week.
By this method the employees were able to buy at wholesale
prices a wide variety of merchandise, with the exception of food
and clothing, and to obtain an extension of credit on the purchases.

The Sewell Manufacturing Company employed approximately
600 men and women in its plant and office. Every employee
was eligible for the purchasing privilege provided that he sub-
mitted his request to the employees’ department, which was
in charge of the plant and office personnel, and received an
order from that department to the dealer supplying the type of
merchandise desired. The employees were requested to make
their own selection of the merchandise, but the employees’ depart-
ment noted on the order the class of merchandise and the number
of items which might be purchased, thus restricting the size of a
purchase which an employee might make at any one time. For
instance, if an employee wanted an electric iron and a toaster,
the notation on the order was for ‘“one electric iron and one
electric toaster as selected.” This order then restricted the
employee to the purchase of the two items at that time and also
served as an identification of the employee to the electrical supply
dealer. On the order form was a notation that the items were to
be charged to the Sewell Manufacturing Company.

Two copies of each employee order were made. One was kept
in the office of the employees’ department with the records of
payments which had been madeon previous orders and of accounts
outstanding against the individual employee. The second copy
was sent to the purchasing officer for checking against bills
submitted to the company. Although the employees’ contacts
were with the employees’ department, the purchasing officer made
the arrangements with dealers to grant the discounts. The
employees’ department received instructions from the purchasing

78
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officer as to where the employees were to be sent to purchase
particular commodities.

The Sewell Manufacturing Company was located in a town of
approximately 5,000 inhabitants, 20 miles from a large city
in New England. There was only one other large manufac-
turing company in the town, and consequently the employees
of the Sewell Manufacturing Company provided an appreciable
portion of the earning power from which the local retail merchants
received their business. Because of the proximity of the town
to the city, the major portion of the local retail trade was in food
and clothing. The stores in the city were able to provide a better
variety of merchandise and better service on such lines as furniture
and household appliances than were the stores in the town.
The purchasing officer of the company had gone to the city,
therefore, to make arrangements for the employees to purchase
such merchandise. While he had never aggressively sought a
large number of dealers to grant this privilege, he had made
satisfactory arrangements with eight wholesalers offering a wide
line of goods who had agreed to sell to the employees of the Sewell
Manufacturing Company at the prices regularly charged to retail
dealers. Inasmuch as the business thus gained by the wholesalers
represented an increase in their total volume without the incurring
of any additional expense, the purchasing officer had encountered
little difficulty in making arrangements. Furthermore, since
the items were billed to the Sewell Manufacturing Company,
the credit risk on such business was negligible. These arrange-
ments with wholesale dealers were made only for merchandise
which the company did not buy regularly for use in the plant or
the office.

On items which were used both by the company and by the
employees in their homes, such as wood, paint, bricks and other
building materials, and automobile tires, the purchasing officer
had effected arrangements with the dealers from whom the com-
pany made its purchases to supply the employees at wholesale
prices. The company bought about 20 cars of bituminous coal
a year directly from the mines, screened it at the plant, and
supplied to the employees the part which was not suitable for use
under the boilers at the plant but which was suitable for domestic
use. The cost of this coal to the employees included the original
cost, the cost of screening, and the delivery costs. This price
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represented a saving of more than 50% of the usual retail prices
of bituminous coal for domestic use. The employees’ purchases of
coal had increased until in the season of 192g—-1930 they amounted
to approximately $4,500. During 1930 the employees had
purchased automobile tires to the extent of $2,500.

In addition to the purchases of such merchandise from whole-
sale dealers, the employees were allowed to purchase the products
of the Sewell Manufacturing Company at the manufactured cost
plus a markup of 5% to cover the clerical and storage expenses.
These products included a variety of cotton goods, such as gauze
bandages, cheesecloth for various purposes, and sanitary supplies.
Payment for these products also was made by deductions from
the weekly pay roll.

Dealers generally were entirely willing to sell to the employees
of the Sewell Manufacturing Company at wholesale prices.
In 1929, for instance, the tire distributor who for two years had
been selling to the Sewell Manufacturing Company and its
employees met the complaints of the owner of a near-by garage,
who was one of his customers, by stating that he sold the first
grade of tires to the Sewell employees, whereas the garage had
stocked the second grade in the past. He stated further that,
by securing a majority of the employees’ orders for tires, he sold
as many tires to them in three months as he had sold to the garage
in any year; and that he received payment for the tires within
ten days after a shipment, whereas he waited from a month to
six months for payment from the garage.

At the beginning of 1931 the purchasing officer of the Sewell
Manufacturing Company decided that the employees’ orders
had caused the company greater expense and effort than was
justified by the employee goodwill the company gained through
this service. The actual cost of performing the service had been
small because the regular purchasing department had been able
to take care of the employees’ orders, and 1o increase in the staff
of the employces’ department had been required to take charge
of the records there. On the other hand, the practice of having
employee purchases billed to the company and paid by the
employees in small installments had caused the company to carry
from $3,000 to $4,000 on its books most of the time as “accounts
receivable from employees.” Although in paying the bills on
these purchases the company had usually taken advantage of an
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average cash discount of 29, an advantage which was not passed
on to the employees, the discounts were not enough to pay for the
carrying charges on the accounts receivable from employees.
The employees’ department considered it inadvisable to increasé
the size of the deductions to be made from the employees’ weekly
pay in order to lessen the time required for the payment on any
one purchase. The average weekly pay in the plant and the
office was not more than $25. The purchasing officer was con-
vinced, furthermore, that the employees had found the purchasing
privilege advantageous more for the credit that was extended to
them than for the actual savings in prices. This was contrary
to his belief that the value of the employee purchasing program
should come from the feature which amounted to an increase
in salaries and wages rather than from the incentive for employees
to buy many goods for which they could not pay immediately.
In March, 1931, therefore, the purchasing officer made a
change in the purchasing procedure for employees. He made a
rough division of the merchandise to be purchased for personal
consumption into two classes: necessities and all other mer-
chandise. The significance of the term ‘‘necessities’” was vague,
but the class included in general the merchandise which was
required for construction and maintenance of the home, such as
building materials and coal. In this class were those items which
the company purchased regularly for use in its plant and office,
and under this heading automobile tires were included. For
future purchases of necessities by employees the former credit
plan was to be continued; that is, the goods were to be billed to,
and paid by, the company, with employees paying by weekly
deductions from their pay. There was no set maximum on any
individual order to be placed for an employee. The employees’
department believed that the company had received far more
goodwill from the employees through granting the privilege of
purchasing the necessities with large savings over retail prices than
from the privilege of purchasing the other lines of merchandise.
For purchases of merchandise other than necessities the pur-
chasing officer decided to extend no credit to the employees, but
rather to have them pay cash to the dealers or arrange their own
credit terms at the time of purchase. Under this method, an
employce was to receive from the employees’ department an
order form which would serve primarily as an introduction to the



82 PROBLEMS IN INDUSTRIAL PURCHASING

dealer. Each order was to call for no specific items but merely
items as selected by the individual. In this way the restriction
of the size of a purchase was removed, since the employee rather
than the company was responsible for the credit and the ability
to pay. The order form for such purchases bore the statement in
large print: ‘“Bearer will pay cash for this merchandise. No
charge is to be made against the Sewell Manufacturing Company.”
While the order called for cash payment, this statement was
merely for the protection of the company. If the dealer from
whom the employee purchased saw fit to grant credit to the
individual, the company made no objection.

When this change in the purchasing privilege was put into
effect in March, 1931, no notification of the change was issued
to the employees in the plant and the office. When an employee
asked the employees’ department for an order for merchandise
outside the necessity class, he was informed that the company
no longer granted credit on such merchandise and that he must
pay cash to the dealer or arrange his own credit terms. In
no case during the first four months of the use of this plan did
an employee make a serious objection to the change. Whereas
in 1930 the employees had purchased approximately $3,000 worth
of merchandise in this classification, such as electrical appliances
and household furniture, during the first four months under the
new plan the employees’ department issued only 30 cash payment
orders, of which the total value probably did not exceed $250.
This fact substantiated the purchasing officer’s belief that what
the employees had been seeking was credit rather than actual
savings in prices. The absence of a set maximum on employee
purchases of necessities had not caused difficulty since no request
had been received which amounted to an unreasonable sum.



10. FARLIN COMPANY

PURCHASING FOR EMPLOYEES

During the summer of 1931 the purchasing officer of the
Farlin Company, a manufacturer of men’s, women’s, and chil-
dren’s high-grade hosiery, asked for an official statement from
the management of the company concerning the advisability of
purchasing personal and household requirements for the employ-
ces. The question of employee purchasing was one of company
policy upon which the purchasing officer did not have authority
to make a decision without the sanction of the managing owners
of the company. During the 50 years of its existence the Farlin
Company had not allowed its purchasing officer to buy, or to
arrange for the purchase of, personal requirements for the employ-
ces.  While employees’ inquiries at his office as to the possibility
of receiving this service had been very infrequent, and the problem
was therefore not of pressing importance, the purchasing officer
wished to receive an official statement concerning the policy to
be followed in this connection.

The Farlin Company employed approximately 1,500 men and
women at its four plants. One plant was located with the general
executive offices in a town of 7,500 inhabitants, about 10 miles
from a large city in New England. The Farlin Company was
the largest industrial organization in the town and employed
600 people in its plant and offices. Of the remaining three plants,
one was located in another city in New England about 100 miles
distant from the home office, and the other two were located in
the South in two cities separated by 350 miles. Each of these
three plants employed about 300 men and women. In addition
to these plants the company maintained sales offices in seven cities
throughout the United States employing 75 salesmen. The
annual sales of the Farlin Company were slightly in excess of
$5,000,000.

The purchasing of all requirements for the four plants was
centralized under the purchasing officer at the home office. All
requests for supplies at each of the three scattered plants were
submitted by the superintendents of the respective plants to
the purchasing officer. Exceptions to this policy were allowed
only in cases of emergency demands for such items as bolts or

83 .
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springs for repairing machinery. The purchasing staff at the
home office consisted of the general purchasing officer, a buyer
who specialized in the purchase of yarns, and three clerks.

Although he lacked evidence, the purchasing officer of the
Farlin Company estimated that, if his office should undertake to
purchase personal requirements for employees of the company, it
would necessitate at least two more clerks, at an additional direct
cost of at least $2,500 a year. The executives believed that the
added work would require one-half the time of two other clerks,
one in the billing department and one in the pay roll department.
The total direct clerical costs which would be incurred by employee
purchasing would amount to at least $4,000 a year. Other direct
costs would arise from the use of special printed forms as requisi-
tions for personal requirements.

The foregoing estimate of increased costs to be expected did
not take into account the work which would have to be done in
establishing arrangements with wholesale and retail dealers to
sell to the employees of the Farlin Company at discounts from
retail prices. Such work in connection with a program of pur-
chasing for employees at the home office and its adjacent plant
would require personal interviews by the purchasing officer,
whose time was already filled by his regular duties.

The executives of the company believed that, if the privilege
was extended to the employees at any one of the plants, it should
be extended to the employees at all plants. Two methods of
purchasing for the employees at the outlying plants were con-
sidered by the executives. Since the purchasing for all plants
was centralized at the home office, it might be possible to delegate
to the pay roll clerk at each of the plants the responsibility of
submitting to the home office all requisitions for merchandise
for employees at his plant. Such a procedure would require
arrangements for discounts only with vendors in the vicinity
of the home office. On the other hand, this plan would result
in considerable delay in putting the merchandise in the hands
of the employees; a danger of confusion as to the exact descriptions
of the articles wanted and therefore the probable necessity of
definitely limiting such purchases to highly standardized products;
the addition to the price of the merchandise of the cost of shipping
from the home office to the point of requisition; and, in the event
of dissatisfaction with the merchandise delivered, the trouble
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and expense to either the employee or the company of returning
the merchandise. The executives believed that if such a plan
was adopted, there would be little incentive for the employees
at the outlying plants to make use of the privilege.

The alternative plan under consideration was that of making
arrangements for the employees at the outlying plants to purchase
at less than retail prices from vendors in the vicinities of their
respective plants. Since the company employed no purchasing
officers at those plants, the adoption of such a plan would require
the purchasing officer or some representative from his department
to visit the vicinity of each plant to make arrangements with the
vendors. If this plan was adopted, an immediate difficulty
might be the lack of incentive for vendors in those localities
to grant discounts to the employees of the Farlin Company.
The executives of the company believed that the only reason
that vendors might accede to a request for discounts would be
the fear that otherwise they would lose their regular business
with the Farlin Company. Since the outlying plants of the
Farlin Company did no purchasing except in cases of emergency,
it was probable that requests for discounts in these districts would
hold little incentive to the vendors.

Granting that it might be possible to make the necessary
arrangements with the vendors in the vicinities of the outlying
plants, the executives believed that this second plan would cause
a danger of credit difficulties on the employees’ accounts. The
executives believed further that to be of the most benefit to the
employees the plan would have to allow the employees to charge
merchandise to the company and to pay the company in small
installments. The executives were of the opinion that it would
be unwise to allow employees to place orders for less than $5 each
because of the high proportion of clerical costs which wauld
accrue to any orders under that amount. It was expected,
furthermore, that the major portion of the demand would be for
such items as electrical appliances and house furnishings, and
that the value of such orders would run from $10 upward. The
purchasing officer would make no attempt to arrange for discounts
on food or clothing for the employees. Since the average weekly
wages of the plant employees were not more than $25, prompt
payment for such orders would be uncertain if the goods were
billed directly to the employees. An alternative plan would be
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to deduct the amount from the employees’ wages for the week
following an individual order. Such a deduction would comprise
so large a proportion of the wages for any one week, however,
that this plan would limit seriously any incentive for employees
to use the privilege. The employees of the Farlin Company
were paid each week, a check being sent from the home office
to the pay roll clerks at each plant, from whom the employees
at the respective plants received their individual wages. Deduc-
tions of payments for merchandise, therefore, would increase the
danger of errors in the pay roll department of the company.

If the company were to allow someone in the outlying plants
to supervise the employee purchases of the respective plants, that
person would be required to report to the home office each week
all purchases made during the week. This responsibility might be
delegated to the plant superintendent. A more satisfactory
procedure from the viewpoint of the management would be to
have employees’ purchases controlled by the personnel department
at the home office. From the viewpoint of the employees, how-
ever, this plan was unsatisfactory since the necessity for approval
of an order from the home office would require considerable time
and “red tape.”

For many years the employees of the Farlin Company had
been allowed to purchase the products of the company at the list
prices regularly charged to retail stores. Stocks of this mer-
chandise were maintained at the home office, and employees’
requisitions were submitted by the superintendents of the plants
to the home office. After going through the order department
and the shipping department, the requisitions were submitted
to the pay roll department in order that the charges might be
recorded against the respective employees’ accounts. A change
in the policy of employee purchasing of the company’s products
was not contemplated.

The executives of the company considered the obstacles that
the home office and its adjacent plant would face in a plan for
employee purchasing as examples of further difficulties which
would be encountered were the plan extended to include the other
plants. As a major obstacle the executives anticipated serious
objections from the local retail merchants since the employees of
the Farlin Company represented an appreciable proportion of
their potential customers. The executives doubted that satis-
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factory arrangements for discounts to employees could be made
with the local vendors. Despite the objection of the local dealers
to such a procedure, it might be possible to make such arrange-
ments with vendors in the near-by city. The executives believed,
however, that for the employee purchasing plan to function well
it would be advisable to have the employees make their own selec-
tion of the merchandise desired in as many cases as possible,
and it was very seldom that the plant employees had an oppor-
tunity to go to the city for a personal selection of goods.

The executives of the Farlin Company feared that a plan
whereby the employees received appreciable discounts on personal
purchases might be subject to abuse by the employees. It was
likely that those who used the privilege might also make purchases
at discounts for friends and neighbors who had no connection
with the Farlin Company. If such purchases were made for
nonemployees, there would be increasing reason for complaints
on the part of the local merchants.

The executives recognized the generally accepted theory that
granting to employees the privilege of buying at discounts through
the purchasing officer constituted a wage increase equivalent
to the size of the discounts available, and that such a plan was,
therefore, an effective means of strengthening the employees’
goodwill toward the company. The Farlin Company had never
had any serious difficulty with its labor in connection with its
wage rates. The company had an excellent reputation for its
fairness in all matters concerning the labor force without having
undertaken extensive programs, such as the establishment of
recreation facilities. The executives believed that the purchasing
privilege would not be recognized generally by the employees
as an increase in wages, but that, on the contrary, if an employee
thought he should receive an increase of 109, in his wages he
would continue to seek that actual increase even after having
received the privilege of buying household and personal supplies
at discounts which might range from 5% to 40% of the usual
retail prices.

The executives of the Farlin Company transmitted to the
purchasing officer a statement to the effect that the policy of
refusing to purchase personal requirements for the employees
would be continued.
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11. ELECTRA CORPORATION

PURCHASING ORGANIZATION AND PROCEDURE

During 1g27 the Electra Corporation was formed as a holding
and managing enterprise for seven companies manufacturing
electrical household appliances, industrial electrical equipment,
insulators, electric motors, elevators, and radios. The purpose
of the consolidation was to unify the various companies in order
that they might benefit from the advantages and economies of
large-scale operation. It was anticipated that one way in which
cconomies would be developed by the unified management was
through the centralization of purchasing. The executives real-
ized, however, that many problems would arisc in any attempt
to centralize purchasing. The company’s plants were scattered
over a wide area, and many plants manufactured products which
required types of materials, supplies, and equipment not used
in any other plant.!

Realizing that the problem was a complicated one, the presi-
dent appointed a committee, consisting of representatives from
the purchasing departments of all the interested companies, to
draw up a plan for the centralization of all purchasing activities.
After considerable study, the committee transmitted the following
report:

Report on Purchasing Function

1. A central purchasing office shall be established under the
direction and control of a director of purchases, and all buying for the
entire company shall be under the direction of this office.

Duty of Director of Purchases

2. The director of purchases will supervise and direct all purchas-
ing for the entire company. He will be responsible for and sign all
contracts.

Local Buyer, or Head of Stock Control or Head Storekeeper

3. The local buying of emergency items for individual plants

will be under the direction of the individual plant managers but
1 See Case 7, Carlyle Machinery Company, p. 48.
[*2 4
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handled by the local buyer in case we have one in certain plants or
by the head of stock control or stores department in the individual
plants. These emergency purchases are to be limited to $100. In
cases where it will be more convenient, the local buyer or whoever
handles the emergency purchases for the local plants may be given
authority to send out local purchase orders to apply on contracts that
are made in the central office. In the case of all local purchase orders
that are issued, a copy must be sent to the central purchasing office
so that the purchases may be reviewed by the buyers in that office. A
copy of each local purchase order is to be mailed the same day it is
written.

General Operating Plan

4. Various commodities will be divided into classes and delegated
to certain assistant buyers, whose duty it will be to work up necessary
information and obtain prices for contract propositions in cases where
the volume is sufficient for acontract. When this material is assembled,
the propositions are to be submitted to the director of purchases for
his approval. In case the director of purchases is not satisfied with the
proposals received, he will have a further investigation made as to
sources of supply where it may be possible to obtain better propositions.
Many contracts will be made without obligating the company to any
specific quantity. When contracts are made for materials used in
several plants, a list of the plants will appear on the contract papers.
Vendors will be instructed that no shipments are to be made on con-
tracts until they receive formal purchase orders. In cases where con-
tracts are made and the central purchasing office decides that orders
may be sent out by the local plants to apply against the contracts, the
central purchasing department will inform the local plants involved of
the contracts and procedure. The central purchasing department will
keep an accurate record of all contracts, showing the quantity specified
and the quantity due, the date of the contract, and the expiration.
The duration of contracts is to be determined by the central purchasing
department in accordance with market conditions and the various
plants’ requirements.

5. It is recommended that the engineering or metallurgical depart-
ment issue specification cards for all standard production material, as
well as supplies. A set of these cards will be kept in the engineering
or metallurgical department, another in the stores department, and a
third in the central purchasing office. In the case of a change in specifi-
cations, the engineering or metallurgical department will notify the
parties concerned; and the stores department, upon receipt of such
notice, will notify the central purchasing office in case there are any
outstanding orders on which the material has not yet been made up so
that the change can take effect immediately.

6. The stores and inventory control of purchased raw material
and supplies shall be under the supervision of the plant managers and
delegated by them to the proper authority at each plant. Inasmuch
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as the plant managers are fully informed as to the production schedules,
they are well able to control the quantities of raw material and supplies
to be purchased and carried in stores.

7. Since the stores department is closely related to the buying
department, it is important that all plants adopt a standard system of
carrying their stock of raw material and supplies, and the symbolization
of this stock, so that any item used by the various plants will be carried
under the same stores symbol with a letter preceding the symbol,
designating the individual plant.

8. It will be the duty of the central purchasing office to notify the
various plants of the time required for the delivery of various com-
modities and to keep the plant managers informed as to changes that
take place, so that the stores may be regulated up or down in accordance
with business conditions.

9. Requisitions for standard stores, either raw material or supplies
regularly carried in stock by any of the plants, will be originated by the
general storekeeper of each individual plant according to the plan of
storekeeping laid down by the general manager of the plant.

10. Only one item is to appear on any one purchase requisition on
standard items of stores that are carried regularly in stock. In the
case of special items, such as plumbing fittings that are not carried
regularly in stock, several items may be covered by one requisition
provided they are items that are likely to be purchased from one vendor
and that they are for delivery at the same time.

11. When the quantity of material on hand in any plant is reduced
to the ordering point, an investigation will be made as to whether or
not the standard quantity set up on the records is to be reordered at
that time or held up, according to the production schedule, to be ordered
later, or whether the item is to be maintained as a standard item or
become obsolete. After a full investigation, at the proper time a pur-
chase requisition is to be sent through to the central purchasing office.

12. In the case of unclassified material not regularly carried in
stores, the requisitions may be originated in any plant by anyone in
the organization authorized to make out requisitions. All such
requisitions after being properly 0.K.’d will be routed through the gen-
eral storekeeper’s office in each individual plant, which will check the
requisitions to see if anything is carried in stock that can be substituted.
In case the item is to be purchased, the requisition will be recorded in
the plant stores department under an unclassified stores number and
the symbol then forwarded to the central purchasing office. These
requisitions should contain complete information as to what is required.

13. Purchase requisitions for machinery and equipment must show
the authorization and the capital account number, also the signature
of the individual plant manager.

14. Purchase requisitions for classified stores carried regularly in
stock will show the name and number of the plant; the stores symbol
and the comptroller’s account symbol; the quantity required, the size,
and a brief description of the commodity; the date the material is
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required, and the department number, the requisition number, and the
last order number; the amount on hand, the amount on order, and the
quantity used in the past three months. The general storekeeper of
each individual plant will make a list in duplicate of the requisitions
sent each day, or at any one time, and will send one copy of the list to
the central purchasing office. When the requisitions are received in the
central purchasing office, it will time-stamp them and sign its copy
of the list and return it to the storekeeper. This will be his notification
that the requisitions so listed have been received by the central pur-
chasing office, and in case any requisitions shown on this list are missing
the storekeeper will be notified.

15. Upon receipt of the requisitions in the central purchasing office
after being time-stamped, all requisitions are turned over to the order
typist or clerk, who will have charge of all the specification cards and
who will attach the proper specification card to each individual requisi-
tion, being careful to see that the proper card is attached to the requisi-
tion according to the symbol given and the size. The requisitions are
then turned over to the buyer, who will immediately mark up all
contract items, showing the name of the firm with which the order is
to be placed, also the word “contract” on the requisition, the price,
the terms, the f.o.b. point, the total value, and the payment date, for the
comptroller’s information. The requisitions will then be turned back
to the order typist, who will type the order, after which it will be care-
fully checked with the specification card, the price, terms, etc., before
the order is finally mailed to the vendor.

16. When items are not covered by contract and therefore carry
no price agreement, inquiries will be dictated or sent out on standard
inquiry blanks provided for this purpose. In cases where inquiries
are to be used, a list of the names of vendors to whom inquiries are
to be sent will be written on the back of the requisitions. The requi-
sitions will then be turned over to the typist, who will make out
standard inquiry forms and turn them over to the buyer, who will check
and sign before mailing.

17. A quotation sheet will be filled out and attached to the requisi-
tion, which will show the date, vendor’s name to whom the inquiry
is sent, the list price, discount, net price, f.o.b. point, and cash terms.

18. In case the quotations are not received as promptly as required,
the request will be turned over to the buyer for follow-up according
to the plan required, that is, by mail, telegraph, telephone, etc.

19. When the quotations are received from the various vendors
to whom the inquiries are sent, the quotations will be marked up by
the clerk designated to do this work and then turned over to the
buyer, who will determine the vendor with whom the business is to be
placed. The buyer will show on the requisition the total value and the
payment date. He then initials it and turns it over to the order typist,
who will type the order.

20. When the order is typed, it will show the vendor’s name and
address; quantity, specifications, and price; f.o.b. point, terms, and
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delivery date; account number and symbol, stores symbol, and plant
number; method of transportation and the routing; the date the
material is to be shipped, the date it is required to reach the plant, and
the date of the vendor’s quotation. The following clause is to appear
on every purchase order issued: “The payment, by the buyers, of any
bill under this contract [or order as case may be], before actual inspec-
tion and acceptance of goods, shall not waive any of the buyer’s rights
under this contract.” At the same time, the order typist will enter
the record of the order on the specification card, filling out the informa-
tion completely as provided for on this card.

21. Each purchase order form consists of seven copies, which are
distributed as follows:

22. Original to the vendor, two copies for the central purchasing
office, and one copy each for the receiving department, accounting
department, general storekeeper of the individual plant, and the
comptroller.

23. The original copy of the order, with acknowledgment stub
attached, is mailed to the vendor. The central purchasing office
copies are placed on file, one alphabetically by vendor, and the other
in a tickler file under the date the acknowledgment should be received
from the vendor. In case the acknowledgment stub is not received
according to the time allowed, the first follow-up is for the acknowledg-
ment. The date of this follow-up is noted on the tickler copy. When
the order is acknowledged, the tickler copy is again filed, this time
under the date shipping advice should be received.

24. The delivery will then be followed up in accordance with the
time the material is required by the various plants, it being the duty
of the buyer to obtain delivery of satisfactory material to meet the
plants’ requirements. The plants are to be notified in case there is
going to be any delay in delivery, on a form drawn up for that purpose.
In case the delivery date promised by the vendor is not satisfactory,
the buyer is to obtain the material elsewhere or a sufficient quantity
to keep the plants supplied.

25. All invoices are to be mailed by the vendors in duplicate to
the accounting department of each individual plant to which the
material is shipped; and, since the purchase orders show complete
information as to price and terms, the invoices may be passed by the
accounting department, provided they check with the purchase order.
If they do not agree, the accounting department cannot pass the
invoice for payment until it has obtained authority from the central
purchasing office, expressed on a special form provided for this purpose
and submitted to it by the accounting department. All invoices are
to be checked in the accounting departments. When an emergency
order is placed without a price being stated and the accounting depart-
ment receives the invoice for the goods. before the central purchasing
office has obtained the price, then the accounting department refers
the price to the central purchasing office on a special form and will not
pass the invoice until it receives authority.
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26. A daily report of invoices received is to be rendered by each
accounting department to the central purchasing office and also to the
person in each local plant who is responsible for local purchasing.

27. A daily report of goods received is to be rendered by each
individual plant to the central purchasing office and also to the person
in each local plant who is responsible for local purchasing.

28. Any change of price, specification, or quantity will be put
through in the regular way by a form drawn up for this purpose and
sent to the various parties concerned, but it must be 0.K.’d by the
buyer in charge of purchasing the commodity involved.

29. It will be the duty of the central purchasing office, as well
as of those individuals in each plant who make local purchases, to send
the copies of the purchase orders to the various parties for whom they
are intended on the same day the order is written.

30. For the information of the comptroller’s office, the comptroller’s
copies of orders are listed at the close of each day showing the order
number, the comptroller’s symbol, total value of the order, and the
vendor’s name. These lists, together with the comptroller’s copies
of the orders, are to be sent each day to the comptroller’s department.

31. It is necessary that the central purchasing office keep in close
touch with all the plants and lay down a policy regarding over- and
undershipments. On volume items that are ordered in pounds, except
very expensive items, there is to be usually an allowance of 109, over
or under.

32. Testing materials. Through the buyers’ contacts with the
vendors, materials or parts are likely to be offered that may be an
improvement on, or more economical than, the material that is being
used; and in such cases the buyers are to authorize sample shipments,
which when received are to be sent through the regular channels in
the factory organization for test. A test sheet should be made out,
showing the size and kind of material, the vendor from whom it has
.been ordered, and the price, as well as the present source of supply
and the price. When the test is completed, the information regarding
the material and the results of the test should be written on these test
sheets, and a copy forwarded through the various channels for approval
or disapproval, in accordance with the results and the comparative
costs. It should be generally understood that a change in specifications
will not be made on production material before the material is approved
by the individual plants. Our policy on samples will be that they are
not to be paid for unless satisfactory, and this statement will be written
on the purchase order.

33. When the individual plants requisition small quantities often,
and it is necessary to pay large extras to obtain small quantities, and
the year’s usage is sufficient to eliminate the quantity extras, the buyers
will recommend to the general manager of plants, or the local plant
manager involved, that the quantities be increased to eliminate expen-
sive quantity extras. In cases where the individual plants requisition
large quantities and the market price is on a decline, the central
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purchasing office will recommend to the plant manager that the
quantity be cut down and kept as low as possible until such time as the
market price warrants buying regular quantities.

Advertising Department

34. Itisrequested that the advertising department give its purchase
requisitions to the central purchasing office sufficiently in advance
to enable it to buy the material required at the lowest possible price.

Sales Department

35. Standard articles and supplies used regularly by the sales
office will be purchased through the central purchasing office. Mis-
cellaneous items that can be obtained locally for convenience and on
account of reciprocal relations should be purchased by each individual
sales office.

36. The buyers will make every effort possible to assist the sales
departments to sell the vendors from whom purchases are made.
Information will be accumulated showing volume of purchases from all
vendors, particularly on major items.

37. A selection will be made of trade papers and magazines to keep
the buyer well informed as to market conditions.

38. The vice president in charge of the marketing division should
notify the central purchasing office of all changes in planned sales and
of 3ll changes in models which might in any way affect materials on
order.

39. It is specifically requested that each and every person that
has anything to do with purchasing, as well as all individuals in all
plants and offices who may have knowledge of prices that are being
paid and the sources of supply, positively refrain from giving out to
any salesman or vendor information as to the prices that are being paid
or as to the sources of supply.



12. LEXINGTON COMPANY

PURCHASING PROCEDURE

The Lexington Company, a manufacturer of textile weaving
machinery, had developed a completely centralized purchasing
routine for the purpose of insuring prompt delivery of materials.
Since it manufactured machinery to order and purchased certain
of its materials only after the receipt of an order, satisfactory
operation of the company was dependent upon prompt delivery.

In 1929 the Lexington Company’s total purchases amounted
to $800,000; the items purchased included pig iron, scrap iron,

THE LEXINGTON COMPANY Req. No.___
193
PURCHASING DEPARTMENT .
Please order the following for delivery to. Dept.
Quantity Size Description Date wanted
APPROVED ORDER NO.
DATE
PLACED WITH

ExmiBIT 1.—Lexington Company. Requisition.

steel, hardware, maintenance supplies, foundry supplies, fuel,

power, and lumber. Although the purchasing officer had author-

ity over the stores department, he delegated much of his authority

to the head storeskeeper, whom he made responsible for keeping

the inventory record and for maintaining adequate supplies.
When the storeskeeper found that materials were needed, he

made out a requisition in duplicate, using the form shown in

98
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Exhibit 1. He then sent the original to the purchasing depart-
ment for approval and retained the duplicate. When special
conditions demanded a rush order, he filled out in duplicate a
requisition having the same form as, but a different color from, the
regular requisition; the original was sent to the purchasing officer
and the duplicate retained. In order to insure that the rush
requisition was used only in cases of emergency, the purchasing
officer made a prompt investigation of the reasons for such requisi-

THE LEXINGTON COMPANY — 103
WEAVING MACHINERY
Lexington, Mass.
TELEPHONE LEXINGTON 230

PLEASE QUOTE PROMPTLY ON THIS FORM YOUR BEST PRICES FOR ANY OR ALL OF THE
MATERIAL LISTED F.0.B. INDICATE CLEARLY IN DELIVERY COLUMN
HOW SOON YOU CAN MAKE COMPLETE OR PARTIAL SHIPMENT. IF YOU CANNOT QUOTE ON THE

ITEMS LISTED AND WISH TO SUBSTITUTE GOODS OF EQUAL QUALITY, GIVE COMPLETE DESCRIPTION
OF PROPOSED SUBSTITUTION,

Publishing Officer

Quantity Description List Discount Delivery

THIS IS NOT AN ORDER

TERMS.
DATE. SIGNED.

Exnmir 2.—Lexington Company. Request for quotations.

tions whenever a number of them were issued within a short period
of time.

Upon receipt of a requisition properly filled out, the purchasing
officer was in a position to obtain prices. A ‘‘request for quota-
tions” form, shown in Exhibit 2, was filled out and mailed to
those vendors thought capable of supplying the needed material.
When materials were purchased at regular intervals or when their
prices remained stable, the purchasing officer gave the orders to
one or two suppliers who had proved reliable in the past, without
obtaining prices from other vendors. Prices were secured by
mail or through vendor salesmen calling at the plant.
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When the purchasing officer had decided which vendor or
supplier was to receive the order, a purchase order, shown in
Exhibit 3, was made out in quadruplicate. This order contained
full shipping instructions and specifications for the material to be
supplied. All copies were identical, except in color and except
for the fact that the fourth copy had the consecutive numbers 1
through 31 printed across the top. The original, white in color,
was sent to the vendor as an authorization of the order; the

ORDER
THE LEXINGTON COMPANY
REQ. NO. LEXINGTON, Mass. 193

MARK ORDER NUMBER ON
ALL BILLS AND PACKAGES
INVOICE EACH SHIPMENT | To
PROMPTLY
PLEASE RENDER INVOICE
ON SPECIAL FORM ENCLOSED

PLEASE SHIP THE FOoLLOWING—VI1A

THE LEXINGTON COMPANY

BY.

Purchasing Officer

Exumir 3.—Lexington Company. Purchase order.

duplicate copy, yellow, was retained by the purchasing officer
for his reference files; the triplicate copy, blue, was sent to the
receiving clerk to await arrival of the material; the quadruplicate,
pink, was sent to the accounting department. The numbers
printed across the top of the fourth copy represented the days
of the month, and when the purchasing officer later received the
vendor’s invoice the proper number was checked to indicate the
discount date.

A standardized invoice in duplicate, the form of which is
shown in Exhibit 4, and an acknowledgment card, shown in
Exhibit 5, were included with the purchase order sent to the
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|

THE LEXINGTON COMPANY
LEXINGTON, MaAsS.

Acknowledgment of Order No.

Kindly fill out, sign and return. State definitely date of shipment.
““Promptly,” “Soon as possible,” ‘“At once,” will not answer our purpose.

We will ship your order as follows:

Signed
Our records will not be complele without the return of this slip.
Exnmir 5.—Lexington Company. Acknowledgment card.
Instructions to Messenger
Jrom
THE LEXINGTON COMPANY
Date.........oovvviiininnenn.,
Callat. .. oo e e
IS8 L
2T
MR.
Ask fOrd MISS. ..o i e
MRS.
€
Deliver

If there is any question or delay in regard to this errand, CALL Lexington 230
and find out what to do.

Return this Slip to
Approved....... ..ottt

Exnmir 6.—Lexington Company. Messenger pick-up order.

’
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vendor. This form of invoice, which was the same size as the
purchase order, was used in order to standardize the records
of the company in both form and content. When the invoices
had been made out and returned by the vendor, the original
was used for the accounting record and the duplicate for the
files of the purchasing officer.

When the material to be purchased was something that was
needed at once and that also could be picked up by a messenger
sent from the Lexington Company, the form shown in Exhibit 6

Gentlemen: Subject: Delivery of Material

Please refer to our order number which provides for the delivery of
on or before
required for immediate use in connection with an important manufacturing
project, completion of which is being seriously delayed by this shortage.
While it is noted that delivery is not yet due, you will probably be able to
make at least a partial shipment in advance of the due date. Accordingly the
schedules involved have been arranged on the basis of receiving this material

Y.
Kindly advise whether this date will be met.
Yours very truly,

THE LEXINGTON COMPANY

VBW:G Purchasing Officer

Exumir 7.—Lexington Company. Request for early shipment.

was used, subject to the approval of the purchasing officer. The
actual order was usually placed by telephone, and the purchase
order was then sent with the messenger as a confirmation of the
telephone order. The standard invoice form was sent to the
vendor by mail. The messenger delivered the materials to
the receiving department, where they were compared with the
items listed on the order.

Several form letters had been devised to facilitate asking for
earlier deliveries than those specified on purchase orders, investi-
gating late deliveries, and requesting invoices that had not been
returned promptly. A supply of each of the letters was kept on
hand, and a letter could be promptly sent out by filling in the
name of the company, delivery date, order number, and type of
material. Exhibit 7 shows a letter used to request an earlier
shipment than had been stipulated at the time the order was
placed. Exhibits 8, 9, and 10 are letters that were used when
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material deliveries had not been made on schedule. The letter
shown in Exhibit 11 was used as a follow-up letter if no answer
was received to the letters shown in Exhibits 8, 9, and 10. When
the standard invoice forms sent out by the company were not
received promptly, the letter shown in Exhibit 12 was used to
request the immediate returns of the invoices.

Gentlemen: Subject: Delivery of Material
Delivery date of the to apply on our order number
was

This material is urgently required for current projects, and it is necessary
that delivery be effected at once.
Please advise when delivery may be expected.

Yours very truly,

THE LEXINGTON COMPANY

VBW.G Purchasing Officer

Exuamit 8.—Lexington Company. Form letter on partial deliveries past due.

Gentlemen: Subject: Delivery of Material

Our records indicate that the following material is due under our order
number
Item Quantity Description
No. Due of Material

Please advise when we may expect completion of delivery.
Yours very truly,
THE LEXINGTON COMPANY

VBW:.G Purchasing Officer

ExamIT 9.—Lexington Company. Form letter on partial deliveries past due.

Materials shipped by the vendor were sometimes delayed in
transit. In order that the traffic department might trace such a
shipment and expedite its delivery, the form shown in Exhibit 13
was filled out by the purchasing department and sent to the
traffic department.

Upon the arrival of material the receiving clerk recorded the
quantity and condition of the shipment, filling out in duplicate a
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receiving sheet, such as is shown in Exhibit 14. After checking
this record against his copy of the purchase order, the receiving

Gentlemen: Subject: Delivery of Material
Delivery date of the to apply on order number
was

We have nothing to indicate that this material has been shipped, and in view
of the fact that delivery is overdue, you are requested to give this order your
1mmed|ai1te attention and to let us know when we may expect to receive the
material.

Yours very truly,

THE LEXINGTON COMPANY

VBW:G Purchasing Officer

ExniBIT 10.—Lexington Company. Form letter on overdue material.

Gentlemen: Subject: Delivery of Material

Please refer to our letter dated concerning delivery of
due under our order number
The shortage of this material is seriously interfeting with important work and
intelligent revision of our factory working schedule.
The courtesy of a prompt reply, giving cause of delay and probable delivery
date, will be appreciated.

Yours very truly,
THE LEXINGTON COMPANY

VBW.G Purchasing Officer

ExnBit 11.—Lexington Company. Follow-up on overdue material.

Gentlemen: Subject: Invoice for Material

Please send us without further delay invoice for
supplied on order of

This invoice is now long overdue and to properly complete our records we
must have it without further delay.

Yours very truly,
THE LEXINGTON COMPANY

VBW:G Purchasing Officer

ExHrBIT 12.—Lexington Company. Request for overdue invoices.

clerk forwarded the original to the accounting department and
retained the duplicate, designated by a large number 2 at the left.
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The accounting department clipped together its copies of the
purchase order, invoice, and receiving record and sent them to
the purchasing officer for approval. After having been approved,
they were returned to the accounting office and filed under the
discount date. When the discount date arrived, a check was sent
to the vendor, the date of payment was entered on the invoice,
and the records were filled under completed purchases.

THE LEXINGTON COMPANY

TRAFFIC DEPARTMENT

The following material shipped............... ... ... ... ... ... ...

from............ ... ... by. . .
is still undelivered. Please trace and hurry delivery.

Waybill No.................
Routing....................
Other Information.............. . i i e

PURCHASING DEPARTMENT.

ExnmBIT 13.—Lexington Company. Shipment tracer.

If material had to be returned to the vendor because of damage,
wrong quality, or other reasons, a return shipping order, shown in
Exhibit 15, was sent by the purchasing officer to the shipping
department. This form gave all necessary instructions for
shipping the material back to the vendor. At the same time,
the purchasing department sent a standard credit invoice, shown
in Exhibit 16, to the vendor to be made out in duplicate. When
this had been filled out and returned to the accounting depart-
ment of the company, the original was retained by the accounting
department and the duplicate sent to the purchasing department
to be filed.

The purchasing department kept a loose-leaf record of all
purchases. For each article and kind of material purchased
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by the company, the department kept a sheet on which it recorded
the purchases of that item. This sheet, shown in Exhibit 17,
contained 12 numbered spaces at the top in which to record the
sources of supply for the article or material recorded on that

THE LEXINGTON COMPANY
SHIPPING ORDER
Sare To 193
) Via
QUANTITY DESCRIPTION
BY
SHIPPED. DATE

Ex#a1BIT 15.—Lexington Company. Return shipping order.

sheet; below these spaces were columns for information on mate-
rials ordered and materials received. The “from” column in
each case provided a space for the number of the supplier, cor-
responding to the number of the space in which the name of the
supplier was recorded at the top of the sheet. At the bottom
of the sheet, spaces were provided to designate the use of the
article or material, the specification that governed the purchase,
and the name of the article or material for which the record was
kept.



109

PURCHASING PROCEDURE

*3010AWT IP3Id Jeordnp piepues ‘Auedwo)) uoIBUIXIT—'9I LIGTHXF

ALVA
[e3-(sjece. ¢ aqaodFTa Rrece.s. (o] - "ON dI'TS 03
XFOINIANI | ONISVHOANA aivd 41va SNOILONAIA aIA0dddV SNOISNALXT | ‘X O J01dad
RA(eice. to]
vioL 1IN Is17 " NOILAI¥OSI ALLINVAD
IS1IQ Nmt.Uv
Wod ] 11aF¥) 1IN SRadL
€61 ON 0Tyj
ON d3qEQ

*SSVIN ‘NOLONIXIT]
ANVANOD NOLONIXAT JHL




PROBLEMS IN INDUSTRIAL PURCHASING

110

‘pi0da1 aseyoing  Auedwo) uoyBurxa—LI LiaAXyY

Py suoryeoy1oadg pas(y asoding 3eyp Jog
1 I
e e 9010AUT JO  [sS31dxg 'OSIT [IUNOISIT| 1o o 5orr - | farauengy] ON “oN
J— qg04d junowy ® 334 |yseD | speir d nd |4 lo] 19p30, ?je(] jwoiy jL3n3uen 13p10 eq (woig
QaAITOTY TVISELVIY aIAIQAQ TVINELVN

z1 8 \4
11 hl; £
o1 9 z
6 S ‘sSey ‘uojsog ‘*0Q A[ddng 'O g’V YL .~l

ay0Ddy dSVHOUNd
'SSVIN ‘NOLONIXAT—0D NOLONIXHAT EHL




13. GOLIATH OIL COMPANY

PURCHASING PROCEDURE

In May, 1931, an unsuccessful bidder requested the purchasing
director of the Goliath Oil Company to cancel a contract placed
with a competitor on the ground that he had been given a verbal
promise of the order by a shipping clerk in the subsidiary of the
Goliath Oil Company requisitioning the equipment.

The Goliath Oil Company, with offices in San Francisco,
California, was one of the largest and best-managed oil companies
in the United States. The company was a completely integrated
unit in the oil industry and, through subsidiary companies,
owned oil wells, pipe lines, refineries, distribution systems, and
export companies. Notwithstanding the fact that many of the
subsidiaries were large enough in their own right to form sizable
businesses and in turn to control subsidiaries, major policies and
coordination of management were controlled from the main
offices of the Goliath Oil Company.

Although the 75 subsidiary and affiliated companies of the
Goliath Oil Company were supervised by the parent company, a
majority of these companies had complete business organizations
which enabled them to operate independently. Thus each of the
subsidiary and affiliated companies had its own purchasing
department. The purchasing department of the Goliath Oil
Company was organized in such a way that it was prepared to
buy for the subsidiary and affiliated companies whenever those
companies believed that the purchasing department of the
parent company could buy to the best advantage. For this
service the subsidiary and affiliated companies were charged a
commission of approximately 1149, varying somewhat according
to the annual volume of purchases.

According to the procedure set up by the purchasing depart-
ment, a uniform requisition form was used by all departments
which required materials, supplies, and equipment in their opera-
tion. When the requisitions were received at the purchasing
department, they were inspected by the purchasing director, who
then allocated them to an assistant buyer. If current prices were
at hand, or when quotations had been received, the buyer was

I1I
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prepared to place orders. In all purchases involving the expendi-
ture of over $500, the purchasing director had to be consulted
before an order was placed. It was a primary requirement of
purchasing procedure that all orders placed by the Goliath Oil
Company had to be authorized by the purchasing department.

In December, 1930, the purchasing department was notified by
the Goliath Export Company, one of the subsidiary companies
which distributed oils and gasolines in foreign countries, that
within the next few months 500 gasoline pumps would be required
for export. Requests for quotations were sent out to the Towser
Pump Company, the Lane Tank and Pump Company, and the
Measure-Rite Pump Company, three of the largest manufacturers
of pumps in the United States. Each of the three companies
submitted a price of $35 f.a.s. per pump. The Goliath Oil
Company had in the past purchased from each of these three
companies which were familiar with the purchasing policies and
procedures of the Goliath Oil Company.

The purchasing department received no further requisitions or
information from the Goliath Export Company regarding the
pumps until May, 1931, when a requisition was received requesting
the purchase of 500 Lane gasoline pumps. The buyer decided to
request prices again from the Lane Tank and Pump Company,
because of the steady decline in commodity prices since the quota-
tions had been requested in December. The Lane Tank and
Pump Company, however, submitted a price of $35 f.a.s. per
pump. o

The buyer believed that in view of the drop in commodity
prices the $35 price was not justified; he decided, therefore, to
request prices from the Towser Pump Company and the Measure-
Rite Pump Company. A price df $28.50 f.a.s. per pump was
submitted for Towser pumps, and a price of $28.75 f.a.s. per pump
for Measure-Rite Pumps. The buyer consulted the executives of
the Goliath Export Company as to whether either Towser or
Measure-Rite pumps would be as acceptable as the Lane pumps.
No objections were raised to the Towser and Measure-Rite
pumps, and the buyer prepared to award the contract to the
Towser Pump Company.

Before the order was placed, however, the salesman of the
Lane Tank and Pump Company called on the buyer and requested
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the privilege of revising his prices, stating that a mistake had been
made in submitting in May, 1931, the same price that had been
quoted in December, 1930. The buyer took the matter to the
purchasing director. After a discussion, the purchasing director
decided that, since Lane pumps had been requested on the requisi-
tion, the Lane Tank and Pump Company’s salesman would be
permitted to submit another price. It was to be understood,
however, that the Towser Pump Conipany would be allowed to
submit new prices if it so desired.

When the revised bids were received, it was found that the
Lane Tank and Pump Company had submitted a price of $28.50
f.a.s. per pump, and the Towser Pump Company had lowered its
quotation to $28.25 f.a.s. per pump. The contract was awarded
to the Towser Pump Company.

The day after the contract was awarded, the salesman from
the Lane Tank and Pump Company and a correspondence clerk
from the shipping department of the Goliath Export Company
called on the purchasing director. In the course of the conversa-
tion it came to light that the clerk had made a verbal promise
of an order for 500 pumps at $35 f.a.s. per pump to the salesman of
the Lane Tank and Pump Company two weeks before the award of
the contract to the Towser Pump Company. The salesman had
forwarded an order to the factory immediately, and production
had been started.

At first the salesman from the Lane Tank and Pump Company
took the position that, since an employee of the Goliath Export
Company had given him a verbal promise of an order and thus had
implied a contract, the company was legally bound to carry out
the contract and take delivery on the 500 pumps which were in the
process of manufacture.

In accordance with the Goliath Oil Company’s policy of treat-
ing suppliers fairly in all business relationships, the purchasing
director gave thoughtful consideration to the argument of the
salesman. After thinking the problem over, the purchasing
director stated that he could find no justification for the salesman’s
arguments or actions. The salesman had called on the Goliath
Oil Company and the Goliath Export Company for several years
and knew, or should have known, that the correspondence clerk
had no buying authority.
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When the salesman found that his argument for a legal
compulsion to accept the pumps was without avail, he pleaded for
consideration on the basis that the loss of the order would cost him
his position and that the depressed business conditions made it
virtually impossible for him to obtain another position. He
offered to meet the lowest price quoted by the Towser Pump
Company.



14. LOCKPORT MACHINERY COMPANY

USE OF RECORDS AND REPORTS

In June, 1930, a new general purchasing officer was appointed
by the president of the Lockport Machinery Company, manu-
facturer of heavy machinery, oil and gas engines, condensers,
pumps, air compressors, and hydraulic turbines. After familiariz-
ing himself with the operation of the purchasing department, the
new general purchasing officer gave his attention to improving
the purchasing methods, organization, and records. One of his
problems was to decide what reports, records, charts, statistics,
and files should be maintained. He believed that unless they
served a definite purpose in the operation of the business there
was no justification for the expense incurred in their compilation.
He was convinced, furthermore, that it was a waste of both time
and money to maintain charts and statistics which could readily
be obtained from outside sources and services.

The Lockport Machinery Company manufactured its products
in four plants located at Trenton, New Jersey; Worcester, Massa-
chusetts; Cleveland, Ohio; and Buffalo, New York. Although
each of the four plants had a purchasing officer who was allowed
to buy certain items, the purchasing function of the company
was centralized. The general purchasing department was located
in New York City and was organized on a commodity group basis.
One buyer purchased all pig iron, scrap, coal, alloy metals, oils,
and lubricants. Another buyer bought all steel bars, forgings,
shapes, tubes, and sheets. A third buyer purchased all electrical
equipment and supplies, lumber, paints, bolts, and nuts. A
fourth buyer purchased all printing and stationery. Annual
purchases approximated $10,000,000.

In considering what reports and records his department should
maintain, the general purchasing officer believed that there
were two important factors to keep in mind: First, it had been
customary to submit certain reports to other executives, and
records had to be kept that would facilitate the compilation of
these reports. Second, certain records and files were needed to
facilitate the actual work of buying.

11§
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The company’s purchase manual listed the reports which
the general purchasing officer had been submitting to the other
executives, as follows:

1. Daily To the general manager in charge of engineering and
manufacturing:

List of requisitions received.

2. Monthly To the president and to the general manager in charge
of engineering and manufacturing:

Report of all material commitments.

3. Monthly To the general manager in charge of engineering and
manufacturing:

Report of extra savings made in the general purchas-
ing department. (This report showed savings
made by obtaining new materials or products to
replace more expensive materials or products. A
typical instance of such a saving occurred when one
of the buyers found that cocks with a sandblast
finish were just as satisfactory as machine-finished
cocks and substantially cheaper.)

4. Monthly To the general auditor:

Report of scrap prices which were used as a basis for
evaluation of scrap produced in the plants. These
prices were taken from Iron Age and American
Metal Markets.

5. Monthly To the London Office:

Report on the copper market.
6. Monthly To the general sales department:

Reports of orders placed amounting to $300 or over.
7. Yearly  To the comptroller:

Prices for use in connection with the evaluation of the
inventory.

The records needed to facilitate the actual buying were divided
into three groups by the general purchasing officer. The first
group included complete records of past negotiations, consisting
of records of all materials purchased, including the names of the
suppliers, the prices paid, and the company’s experience as to
dependability of shipments and quality of materials furnished;
records showing sources of supply other than those used in the
past; catalogue files classified and indexed so that materials could
be located readily; and contract files, both active and discontinued.
The second group included all records pertaining to market
statistics and other information to be used in determining buying
policies. The third group included records necessary properly
to carry out reciprocal buying relationships.



PURCHASING PROCEDURE 117

The records and files which it had been customary to keep in
the general purchasing department were as follows:

1. Purchase Order Index.—A list, classified according to materials,
of all the purchase orders placed by the department.

2. Purchase Record (Card File).—A record showing the date, the
quantity purchased, and the price paid for all materials purchased by
the general purchasing department and the various plant purchasing
departments.

3. Materials Record.—A yearly summary of the purchase record,
showing the quantities purchased monthly and the average price paid.

4. Price Record.—A daily record of the market prices of all the
materials commonly purchased by the company.

5. Price Books.—Records of market prices on various materials
purchased. These were maintained for two buyers and the gen-
eral purchasing officer, for the materials of special interest to these
individuals.

6. Stationery Order File.—A file containing all stationery orders.

7. Stationery Order Records.—A record of the quantities and prices
of stationery purchases.

8. Catalogue File—The catalogues of vendors. These were listed
both by name and by class of material and were numerically indexed.

9. Catalogue File Index.—A card index showing the name, material,
and catalogue number of each vendor.

10. Oil and Lubricant Purchases.—A record of all purchases of oil
and lubricants. This record was used for purposes of reciprocity.

11. Chart Records.—Charts showing price changes of vanous
materials, inventories, and unfilled orders.

12. Terms of Payment.—A record showing the terms asked by
vendors. The various plants and the accounting department were
notified of all changes and additions.

13. Contract Record.—A record of all contracts and price agreements.
The various plants and the accounting department were given complete
reports covering this record and were notified promptly when any
changes or additions were made.

14. Contract Files.—All contracts were filed in two cabinets, one for
active contracts, the other for discontinued ones. On expiration dates,
contracts were extended, replaced by new contracts, or discontinued.

15. New York Order File.—A file containing copies of all orders
placed by the general purchasing department.

16. Direct Order File.—A file containing copies of all orders placed
by the local purchasing officers at the various plants.

17. Daily Papers and Trade Magazine File.—A file containing all
papers and trade magazines. These were kept for an indefinite period
for price references. The price section of Iron Age was bound semi-
annually and filed for permanent record.

18. Inquiry Lists.—Lists showing names and addresses of vendors,
according to classification of materials.
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The company subscribed to Brookmire’s service, the Whaley-
Eaton Service, the United States Chamber of Commerce publica-
tions, and the principal trade publications concerned with the
metal and machinery industry. The general purchasing officer’s
membership in the Purchasing Agents’ Association of New York
entitled him to receive the Bulletin of the National Association of
Purchasing Agents, a pamphlet issued weekly, giving commodity
statistics and summaries of the reports of the leading statistical
services.



15. BONDVILLE MANUFACTURING COMPANY

REDUCTION IN NUMBER OF SMALL ORDERS

A reorganization of the Bondville Manufacturing Company
was contemplated early in 1933. The management of the com-
pany was convinced that one reason for the series of losses sus-
tained since 1929 was the inefficiency with which the purchasing
function had been carried on. It therefore requested the pur-
chasing officer, a man who had been with the company for nearly
15 years, to make whatever recommendations he felt were desirable
in the performance of that function. That official began his
analysis with a study of the problem of small orders.

The Bondville Manufacturing Company was engaged in the
production and sale of electrical supplies and equipment. The
company operated a single plant, located at Bondville, Pennsyl-
vania. Of the total direct manufacturing cost, approximately
50% was attributable to materials and supplies. Stores were
in charge of a storeskeeper who reported directly to the plant
superintendent. Purchasing was largely decentralized, the pur-
chasing function having been considered mainly a routine task.

Requisitions originated with the using departments and were
filled by the stores department if the material was in stock. If
the item was not in stock, the requisition was passed along by
the storeskeeper to the purchasing officer, whose principal func-
tion consisted of placing orders. In most instances the order
was placed with the vendor suggested by the using department
on the requisition. This was the regularly authorized procedure
which was usually followed, although at times the using depart-
ment would place an order directly and subsequently secure the
approval of the purchasing department.

The purchasing officer believed that the large number of
comparatively small orders which he was called upon to place was
a problem of outstanding importance. A cursory examination
of his records revealed that, of approximately 10,000 orders
emanating from his office in 1932, one-half were for $10 or less.
Many of the requisitions reached him marked ‘‘Emergency
Order—Rush.” He was convinced that this proportion was
excessive. The effect was not only to increase unduly the admin-
istrative work of his office but also to limit such selection as he was

119
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permitted among suppliers, since the sales departments of many
companies either refused altogether to accept an order of less
than a minimum amount or imposed a so-called ““service charge.”
The result was that higher prices than the company otherwise
would have had to pay were charged by those vendors from whom
the Bondville Manufacturing Company did buy.

Although the purchasing officer had no data covering the cost
of handling the orders which he himself placed, he was familiar
with some more or less unrelated statements concerning the cost
of small-order purchasing to sellers. One sales manager was
responsible for the assertion that a $100 order cost his company
$7 to handle, whereas a $20 order cost $5.30. Thus the cost of

ExHIBIT 1
RaTio or HanbpLING CosT* TO INVOICE VALUE
Range of Average tz::n(gee;:ll;ﬂmeg
invoice values invoice value of in vgi ce v aluge)
Under$r.......ccovvviiiniiinnininnnnn $ o0.66 46.20%

[ 3 2.95 15.40
L {2 7.36 10.10
et . S 16.32 3.20
25750, sttt 35-51 2.24
§O=I00. .. tvevvnonrsrosssnnnsnnans 68.31 1.90
100-500 202.12 1.55
§00-1,000. . 700.94 1.40
Over $1,000.. 2,252.49 0.94

* Handling excludes delivery, accounting, and collections.
Source: P. W. Nitardy, ‘‘ Cost of Handling Orders,” Oil, Paint and Drug Reporter, May 2,

handling five $20 orders, totaling $100, was nearly four times that
of handling one $100 order.

The head of another sales department had shown the purchas-
ing officer of the Bondville Manufacturing Company the figures
presented in Exhibit 1. According to these figures, the cost of
handling an order with an invoice value of $1 or less was approxi-
mately 49 times as great per dollar of merchandise purchased as
when the invoice value of the order was over $1,000. The
compiler of the figures drew the following conclusion from them:
On the assumption that a manufacturer should get 10% net profit
over manufacturing costs, a minimum order must be over $10.
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Attempts made by the purchasing officer of the Bondville
Manufacturing Company to ascertain the purchasing costs of
companies other than his own were not very successful. One
such estimate was given as varying from 1% to 4%, of the total
invoice value of the purchases. A second was given as averaging
34 of 1%. A third estimate was ‘“from 34 of 19, to 134%, or
possibly a little higher.” Each of these three estimates was an
estimated average of all purchases made.

The purchasing officer also secured three estimates of the
average cost per order for handling charges. The first estimate,
which was from a tire manufacturer, was $2.50 per order, includ-
ing an allowance for time and material. A second estimate
was g7 cents per order. This figure was given by the purchasing
officer of a machine tool manufacturing company. A third
estimate was 86 cents per order.

At about the time the purchasing officer was engaged in
making an analysis of this problem, he heard the matter discussed
at the 1933 Convention of the National Association of Purchasing
Agents. He learned that many companies either were or had
been confronted by this same problem and were attempting to
meet it in various ways. One effort that was being made was
an attempt to combine related items into a consolidated order.
Another plan had been worked out whereby all small orders and
rush orders were assembled in the purchasing office at a given
time daily or even twice a day. Still another was that of insti-
tuting a monthly requisition calendar which was designed in
such a manner that when a requisition for any given item was
presented, it automatically brought up for review other related
items coming from the same source of supply.



16. HARRINGTON ELECTRIC COMPANY

INCREASE IN NUMBER OF SALESMEN'’S CALLS

As a result of the major business depression which developed
late in 1929, most industrial companies increased their efforts to
obtain sales. One of the methods commonly used was to stimulate
salesmen to increase the frequency of calls on prospective cus-
tomers and to call on a greater number of prospective customers.
The widespread adoption of such a policy by industrial companies
had increased greatly the number of salesmen calling on the
purchasingdepartment of the Harrington Electric Company. This
increase in the number of interviews with vendor salesmen almost
completely monopolized the time of the purchasing director and his
two buyers, with the result that their other duties were neglected
and the efficiency of the purchasing department was impaired.
In the spring of 1931 the purchasing director gave serious con-
sideration to the advisability of either limiting vendor salesmen’s
calls or adopting some method of regulation which would permit
him and his buyers to have more time for their other duties.

The Harrington Electric Company, located in Indianapolis,
Indiana, was a long-established company. It manufactured
various types of small electric motors and generators for use in
automobiles, and other electrical devices, such as sockets, plugs,
and switches. The company’s products were of high quality
and were sold to leading automobile manufacturers and to
jobbers and wholesalers of automobile and electrical supplies.
Annual sales were in excess of $10,000,000.

The purchasing department of the company was in charge of
a purchasing director, who reported to the general manager.
All materials, supplies, and equipment needed in the operation
of the company’s factory were procured by the purchasing depart-
ment. The purchasing director bought all items of major value
and importance, such as copper, coal, machinery, and insulation
materials. One of the buyers bought all maintenance materials
and shipping supplies. The other buyer purchased all chemicals,
office supplies, stationery, and printed forms. In 1929 there were
five clerks and stenographers in the purchasing department, who
typed orders, maintained records, and performed routine duties.
In the spring of 1931 there were only three clerks and stenog-
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raphers, as two employees had left the company in the summer
of 1930 and had not been replaced because of the necessity for
economy in the operation of the company. Thus in 1931 the
buyers and purchasing director had to give more time to clerical
work than they had in the past.

Although the number of employees in the purchasing depart-
ment had decreased, the amount of work performed by the
purchasing department had actually increased. The unsettled
commodity markets necessitated a great deal of study in order to
buy intelligently, and the buyers had to spend more than the
usual amount of time in studying business conditions and factors
affecting the demand and supply of various commodities. More-
over, the research and engineering department of the company
was continually attempting to improve the old products and
develop new ones in order to stimulate demand for the company’s
products and to enable the company to meet competition with
greater success. The purchasing department had to obtain
new materials and develop new sources of supply to meet the
demands of the research and engineering department.

Another condition which materially increased the amount
of work performed by the purchasing department was the tendency
of the company to manufacture each product in smaller lots,
although in many instances such lots were manufactured at more
frequent intervals than they had been in the past. Inventories
of raw materials had been reduced to a minimum, and hence it
was necessary for the purchasing department to place purchase
orders at more frequent intervals.

In addition to all the factors arising within the company
which tended to increase the amount of work performed by the
personnel of the purchasing department, there were other factors
which increased the pressure on the purchasing director and his
buyers. The difficulty in maintaining sales volume had caused
many companies to adopt policies which stressed reciprocal
relationships. Demands for such relationships were frequently
made on the purchasing department of the Harrington Electric
Company, and time and effort were required to determine whether
they were justified and to estimate the effects of a refusal to
participate in reciprocal relationships.

Perhaps the factor which added the most to the work of the
purchasing department was the great increase in the number of
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calls made by vendor salesmen. In an effort to maintain sales
volume, the sales executives in many industrial companies had
demanded more aggressive sales effort from their salesmen. The
results of these demands had been to stimulate the salesmen to
make more frequent calls in a given field and to extend the field.
Some companies had even hired new salesmen in order to increase
the sales pressure for the acceptance of their products.

For several years the clerk in the reception room of the pur-
chasing department had kept a record of all callers. This record
gave the name of the caller, the company he represented, the
person in the department who was asked for, and the length of
time of the interview. The purchasing director reviewed this
record daily and thus was able to note promptly any increase in
the number of callers.

ExHIBIT 1
HARRINGTON ELECTRIC COMPANY
Number of Salesmen Calling on the Purchasing Department

Out-of-town Total callers per | Total callers per
Local callers callers month day (average)
Month
1929 | 1930 | 1931 { 1920 | 1930 | 1931 | 1020 | 1930 | 1931 | 1920 | 1930 | 1931
{’nnuny ..... 214| 2871 397| 250| 286| 324 463 543{ 721 21 28 35
ebruary....| 198| 305 275| 228| 204| 260 42 599| 535! 21 30 27
March. 202 247| 490| 247 329| 403] 449 576] 893| 20 26 41
April. .. 217| 283| 484f 248] 379 361| 46s| 662| 84s5| 21 30 38
ay. 214 472 229 440 443/ 912 20 44
June 25 490 276 400 530 890 24 | 41
July.... 23 473 233 368 469| 841 21 38
August . 262| 231 240, 178 502 409! 23 20
September...| 204| 308 228| 201 433 509 20 23
October...... 271 3932 295 348 566 740 26 34
November...| 276 232 242 230 518] 402 25 22
December.... 232 260 199! 203 431 463 20 ar
Total...... 2,780.3,950(1,646|2,015/3,656|1,348/5,695/7,606(2,004| 32* | 30* | 35*

* Annual daily average.

In the latter part of April, 1931, the pressure of work resulting
from the increased number of callers caused the purchasing
director to consider whether it was possible to decrease the time
required to interview these salesmen. He requested the clerk
in the reception room to prepare statistics for 1929, 1930, and
1931, showing for each month in each of the three years the
number of local and out-of-town callers, the total number of
callers, and the average number of callers per day. The figures
which were compiled (see Exhibit 1) confirmed his belief that
there had been a great increase in the number of callers. Figures
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for April, 1931, were estimated on the basis of actual figures
through the twentieth. Average daily calls were computed on
the basis of a five-day week with holidays excepted. Computed
as the difference between the hours of arrival and departure,
according to the clerk’s entries in the callers’ record, interviews
averaged 25 minutes each in 1929 and 37 minutes each from
January 1 through May 1, 1931. The purchasing director
ascribed the increase in the average time of the interviews to the
fact that vendor salesmen were trying harder to secure orders and
would not accept a refusal so readily as in more prosperous times.
Further calculations revealed that in 1929, with a daily average
of 22 callers requiring 25 minutes each, the total time spent in
interviews approximated ¢ hours and 10 minutes a day; while
in 1931 a daily average of 35 callers requiring 37 minutes each
totaled 21 hours and 35 minutes, an increase of 135%,.

The purchasing director talked with other purchasing officers
to determine whether they were having similar experiences. One
purchasing director expressed himself as follows:

During the last five or six years I have kept a record of the number
of salesmen calling daily, and during the last three or four months I
have noticed that there has been an increase of almost 1009, of sales-
men calling at this office over and above those who called during 1928
and 1929. This indicates one of two things: either the companies who
are employing these salesmen are pushing them to call on every con-
cern possible, or the salesmen themselves are not getting the business
from their regular customers upon whom they depend and are working
much harder than they have heretofore.

Another purchasing director made the following observation:

In thesc days of constant striving for methods which will conserve
time and reduce the cost of commodities, it seems to me the cost of
time spent in interviews with salesmen might be given consideration,
in the interests of the salesman’s employer, as well as of the company
employing the purchasing director.

In my own case, I receive routine calls each week from salesmen
representing 15 jobbers handling mill supplies; from printing houses
there are an average of 10; stationery and office supplies, 5; and at
greater intervals there are §5 oil salesmen, 15 coal men, 8 tool steel men,
and so on, all down the line. Taking the mill supply and printing men
alone, and allowing 3 minutes a call, it means that 114 hours per week,
over 6o hours per year, nearly 134 weeks every year are devoted to these
interviews, and really I cannot point to any material saving or informa-
tion of any particular value which I have received from these interviews
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to compensate for the time spent, although I try to be, and I hope I
am, sufficiently receptive to benefit from any valuable information
when it is offered. Bulking all routine interviews together, I firmly
believe that at least 1 month out of every 12 is spent in merely ““ passing
the time of day” with salesmen across my desk, without any material
benefit accruing to them or to me.

In the past the purchasing director of the Harrington Electric
Company had adhered to the following policy expressed as one
of the standards for buying and selling sponsored by the National
Association of Purchasing Agents:

To be courteous and considerate to those with whom we deal, to
be prompt and businesslike in our appointments, and to carry on
negotiations with all reasonable expedition so as to avoid trespassing on
the rights of others to the time of buyers and salesmen.

As each caller entered the reception room, he was greeted by
the reception clerk, who promptly notified the individual the
caller requested to see. If that ihdividual could not see the caller
immediately, the caller was told the approximate time which
he would have to wait. If the person requested by the caller
expected to be busy for a considerable period of time, the caller
was asked to step to the office door so that he could be greeted
by the person he wanted to see and thus be assured that the
individual was busy.

In determining a method by which to meet the problem
presented by the increased number of callers, the purchasing
director considered two possible courses of action. One was to
refuse interviews to salesmen who at the time of calling seemed to
offer nothing of immediate interest. The other was to cut down
the average length of interviews so as to accommodate the larger
number of callers without increasing the total time required for
interviews.

If a policy of refusing to grant interviews were followed, there
was likely to be a definite loss of goodwill, and future relations
with certain suppliers might be jeopardized. A more serious
consequence, however, would be the possibility that the buyers
would miss valuable opportunities. The salesmen might have
had new products to present which would aid the company in
the development of its products; or the salesmen might have given
some information of what the company’s competitors were doing.
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By cutting down the time allowed for an interview, it would be
possible to see the increased number of callers in the same total
time required under normal conditions. The limited interview,
however, would require that in many instances proposals of merit
be cursorily presented, and the result would not be satisfactory
either to the salesman or to the buyer.

Modified forms of the two major courses of action also were
considered by the purchasing director. One of these modified
forms was to classify the products which the company used into
three groups as follows:

1. Those products which were purchased often enough to warrant a
weekly or fortnightly call by a vendor salesman. .

2. Those products which were purchased at less frequent intervals
and would warrant only a monthly or bimonthly call by a salesman.

3. Those products which were purchased or contracted for at rather
long intervals of time and would warrant only a quarterly or semi-
annual call by a salesman.,

Vendor salesmen who called on the purchasing department
would be classified under the three product groupings, and if
they were calling too often they would be requested to observe
the time lapse covering the product which they sold.

A method of regulating the number of callers which had been
suggested by a marketing counselor was to give each salesman
who called on the purchasing department a card similar to a meal
ticket, which was good for a certain number of calls during the
year. The salesman possessing such a card would be able to
call on the purchasing department at any time as long as he had
unused calls left on his card. After he had used his quota, how-
ever, he would have to wait for further calls until the next year,
when he obtained a new card. The number of calls allotted
in the first place would be determined by what the purchasing’
director thought was desirable and necessary in order to carry
on satisfactory relationships with the suppliers.

A method to which the purchasing director had given serious
thought on several occasions was to establish certain hours on
designated days for the interviewing of local vendor salesmen.
The purchasing director realized, however, that this plan could
not be applied to those coming from out of town because such
salesmen would often be inconvenienced thereby and would either
lose valuable time in waiting for an interview or go to another
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city without calling on the company. In the first instance,
there would be a definite increase in selling expense for the vendor
which might be reflected in the quotation of higher prices to the
Harrington Electric Company. In the second instance, the
company might be the loser by not having heard the salesman’s
offer, which might have had definite advantages for the company.

The purchasing director believed that any method developed
to cope with the problem would not be successful unless it pro-
vided for the following conditions:

1. Flexibility in dealing with various types of salesmen, representing
various types of suppliers. No one system could be used as a substitute
for judgment on the part of a buyer.

2. Equality in the treatment of all callers. This was essential if
the purchasing department was to maintain the goodwill of suppliers
which had been built up over the past years.

3. Simplicity in operation, as no system or method which required
an elaborate routine or much clerical labor would be desirable.

The purchasing director believed that the ideal for which to
strive was to give a courteous reception to every salesman with
materials or service that could be used by the Harrington Electric
Company and to allow him sufficient time to present his proposal.
He believed, however, that if that privilege was abused, either
deliberately or through lack of knowledge of his company’s
requirements, some steps should be taken to avoid the waste
of time both of the buyers and of the salesmen.
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17. COLWYN AUTOMATIC MACHINE COMPANY

CONTROLLING THE PURCHASE OF TECHNICAL MATERIALS
AND PARTS

The Colwyn Automatic Machine Company manufactured
machinery for packaging and wrapping all types of products.
Early in 1938 the purchasing officer of the company, believing
that a better control over purchases was desirable, suggested to
the management that a ‘‘stock standards committee’ be set up
to review all engineering specifications requiring the purchase of
special materials and parts.

Although over 85 machines were included in its line, the
Colwyn Automatic Machine Company was seldom able to sell
equipment without redesigning a stock machine to fit a customer’s
individual requirements. The continued success of the Colwyn
company was dependent, therefore, upon the engineering depart-
ment’s ability to design equipment which not only would perform
the desired function satisfactorily, but also could be obtained by
the buyer at a price equal to or lower than the prices quoted by
competitors.

Most of the Colwyn company’s design activity was under the
supervision of its 10 most experienced engineers, each of whom was
in charge of the complete design of certain types of machines.
Within his particular field each engineer was responsible for the
design of all parts making up a complete machine. To a great
extent these experienced engineers, most of whom had been with
the company many years, functioned individually and almost
independently of each other. Each had his own ideas as to the
design of machines and as to the parts and materials to be used in
manufacturing them. The 30 other engineers in the department
worked under the supervision® of the more experienced men.

With the exception of castings, which were bought by the
castings buyer,! all parts, materials, and supplies were purchased
by the purchasing officer. The castings buyer reported to the

1 See Case 4, Rexburg Machinery Company, p. 23.
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purchasing officer, but largely functioned independently of the
purchasing department routine. A different purchase order was
used for the purchase of castings, and the records of the castings
buyer were kept separate from the rest of those in the purchasing
department. Because high quality was essential to the Colwyn
company’s manufacturing operations, the company usually
procured castings from only three or four foundries which it
designated as its regular sources of supply. From experience the
castings buyer had learned which of these foundries was particu-
larly qualified as a source of supply for each type of casting. His
principal task, therefore, was to determine from blueprints which
of the designated foundries was best fitted to make a certain
casting. Such decisions were largely a routine matter, as the
number of suppliers was limited.

All purchases, other than castings, were made by the purchas-
ing officer in response to requisitions issued by the chief clerk of
either the main stock room or the steel stock room. Requisitions
were issued when the parts or materials which the Colwyn com-
pany carried in stock reached predetermined minimums. Requisi-
tions for parts and materials which the Colwyn company did not
carry in stock, and for which there were, therefore, no reorder
points, likewise originated with one of these chief clerks. Such
requisitions indicated the exact quantity required by the factory
for a particular production order. When requisitioning parts and
materials which the company did not carry in stock, the chief
stock clerks were dependent on engineering specifications and
blueprints furnished by the engineering department. These parts
and materials might be standard to the line of some supplier or
might be special because of their nonstandard size, shape, or some
other characteristic of unusual design.

In 1937 a young engineer who had been working for the Colwyn
company for about six years, both in the factory and as a salesman,
was appointed purchasing officer to succeed a man who was trans-
ferred to another position. The new man was appointed because
of both the excellence of his technical training and his factory and
sales experience.

A problem which came almost immediately to the attention of
the new purchasing officer was the question of buying special
materials and parts. He soon became convinced that the engineer-
ing staff was giving insufficient attention to eliminating as far as
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possible the use of all materials and parts which either were not
carried in stock by the Colwyn company or were not standard to
the line of some supplier. Although he examined all requisitions
before issuing purchase orders, the purchasing officer hesitated to
delay a purchase long enough to investigate the necessity of buying
the special parts or materials. He had not kept a list of such
requisitions and did not know exactly the number and value of
special parts and materials purchased each year. He was con-
vinced, however, that the cost of such items was substantial and
that a reduction in.the amount was desirable. He felt certain
that greater care on the part of the engineers would result in
eliminating many of the odd items. For example, the engineering
staff had specified for a certain machine a heater unit that was
14 inch shorter than an otherwise identical heater which the
company had in stock. The price for the special heater was $7,
whereas the company regularly purchased the stock size for
$4.50 a unit.

As a first step toward reducing the number of special or non-
stock items requisitioned by the engineering staff, the purchasing
officer prevailed upon the executive vice president to authorize the
employment of such additional clerical assistance as would be
required to draw up a stock catalogue. In this catalogue were to
be listed all the items which the company carried in stock or which,
though not stocked, were frequently specified by the engineering
staff. No parts or materials were to be included, however, unless
they could be found in the catalogues of some dependable supplier.
In the purchasing officer’s opinion, such a catalogue not only
would constitute a convenient source of information concerning
the items which were readily obtainable, but also would lead to
executive discussions of special item purchases, in terms of the
adequacy with which the items given in the catalogue would cover
the company’s normal requirements.

In July, 1938, the purchasing officer hired two additional
stenographers for this work. Their employment was expected
to be only temporary, as the purchasing officer believed the stock
catalogue could be completed by December of that year.

As a basis for the stock catalogue the perpetual inventory cards
and the records of the purchasing department were.used. Inorder
to establish standard methods of expressing specifications on blue-
prints, the first part of the catalogue presented (1) engineering
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.instructions, and (2) data sheets. The engineering instructions
consisted of such information as the proper scales to use in scale
drawings, the means of indicating dimensions and tolerances,
the lettering to be used, the methods of showing cross sections, the
abbreviations for common terms, the method of indicating the
type of finish, the dimensions of milling cuts, slots, and keyways;
these instructions also showed sample drawings of a wide variety
of types. The data sheets consisted of such information as a table
of standard gauges. All this information was drawn up with the
cooperation of the chief engineer.

The balance of the stock catalogue listed 700 different parts
and materials carried in stock by the company and gave a detailed
description of each. Under each item were given the standard
sizes commonly used by the Colwyn company. For example, the
catalogue listed 7 sizes of a certain make of single-row roller
bearings, 20 sizes of one make of cog belt, 375 sizes of bronze
bearings, and 265 sizes of a certain type of sleeve bearings. For
each item such information was presented as the part number, the
supplier’s catalogue number, the dimensions, the source of supply,
and the average price. In some instances, three or four brands
of nearly identical parts were listed. The catalogue showed, for
example, that the company had in stock and was specifying for its
machines four makes of V-belt drives. An asterisk placed after
the name of a part or material indicated that the item was not in
stock but was readily obtainable from a supplier.

On the basis of information gained from this catalogue, the
purchasing officer endeavored to eliminate, as far as possible, all
purchases of parts and materials which could not readily be
obtained from some supplier. He began to question those requisi-
tions which, from his knowledge of parts and materials and his
engineering experience, he believed were unnecessarily specifying
nonstandard parts. After repeated efforts to get such requisitions
changed, the purchasing officer came to the conclusion that in the
face of the opposition of much of the engineering staff he alone
could not induce the members of that staff to place greater empha-
sis on the use of standard parts and materials in machine design.
He therefore proposed to the president and executive vice president
that a stock standards committee be set up which would have
authority to review all specifications calling for nonstandard parts
and materials. He proposed that this committee exist for the
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purpose of “increasing the effectiveness and usefulness of our
stock” by making the design engineers justify all specifications for
parts and materials which could not be readily furnished from
either the Colwyn company’s own stock or the stock of some
supplier.

This stock standards committee was to be composed of
13 members:

1. The executive vice president of the company, who was to be
chairman. He was not primarily a production man by training but
had unusual ability to keep discussions strictly within the confines of
the point at issue.

2. The chief engineer, who was to be vice chairman. Because
he was quiet and retiring, this official had not assumed the position
in the company which his excellent knowledge of engineering and the
company’s problems justified. He functioned essentially as a con-
sultant on design, and his advice was available to all the engineers
employed by the company, but, although chief engineer, he had never
enforced his authority over the engineering department.

3. The plant superintendent, who was in charge of the company’s
production activities. '

4. The chief draftsman, who was head of the drafting depart-
ment and, as such, was concerned with methods and standards of
manufacturing.

5. The engineer who was in charge of all quotations to the com-
pany’s customers.

6. The engineer who was in charge of the specifications of parts
and materials given on blueprints and specification sheets.

7. The general foreman of the company’s plant.

8. The chief clerk of the main stock room.

9. The purchasing officer, who was to act as secretary of the
committee.

10. The engineer in charge of the standards department.

11. The head of the cost department.

12 and 13. A representative from the engineering staff of each of
the company’s two wholly owned subsidiaries.

In addition to suggesting the tentative membership of the
stock standards committee, the purchasing officer prepared for the
consideration of the president and the executive vice president a
proposed ‘‘charter’ for the committee. This charter had the
following provisions:

. 1. The committee was to have authority over the chief clerks of
the main stock room and the steel stock room. Included in this

authority was the power to review the method of stocking parts and
materials and the method of recording inventory information, as well
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as the right to analyze all specifications to see that they adequately
described the parts and materials.

2. The committee would be given sole power to authorize changes
in the stock catalogue. Along with this authority went the responsi-
bility for seeing that the information in the catalogue was both up to
date and sufficiently adequate to make it unnecessary for an engineer
to refer to any other source for such information as parts and materials
specifications, prices, and suppliers.

3. The committee would have the power to enforce the rule that
all engineering design must be limited to items in the stock catalogue
and must conform to the engineering instructions given in the front
of the catalogue. The engineer in charge of specifications was to have
sole authority to grant exceptions to this rule.

4. Such exceptions must be reported by the engineer in charge of
specifications to the purchasing officer, who, as secretary to the com-
mittee, must make a full report at the next meeting of the committee.
In addition to making such reports, the purchasing officer was to pre-
pare, with the aid of the chief engineer, the engineer in charge of speci-
fications, and the chief clerk of the main stock room, agenda of the
proposals and problems to be discussed at each meeting of the com-
mittee. The committee was to meet on the first Tuesday of each
month, and special meetings might be called at the discretion of the
chairman or, in his absence, of the vice chairman.

To the purchasing officer, his proposed stock standards com-
mittee had two advantages. First, it would make possible a free
and open discussion of inventories, suppliers, parts specifications,
and similar problems in a formal meeting attended by all the
important officials concerned. Second, because each person
would be expressing his opinion in a formal meeting, the purchasing
officer would not be forced to bear alone the onus necessarily
involved when the engineering staff -was criticized. Also, since
ideas would be expressed before a group, instead of between
individuals, discussions, he believed, were less likely to evolve into
personal differences of opinion, with ‘“a corresponding reduction
in the blood pressure of everyone.”

On the other hand, the management of the Colwyn company
recognized that free operation of the creative powers of the
engineering staff was essential to the continued profitable existence
of the company. If the engineers in their design activity were
limited almost exclusively to those parts and materials given in
the stock catalogue, it was conceivable that the effectiveness of
their work might be impaired.
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The proposed plan was adopted, however, and the first meeting
of the stock standards committee was held on November g, 1938.
The purchasing officer as secretary made the following reporton
the decisions reached at that meeting:

1. Special heaters or other commercial items, or items of our own
manufacture which have been procured for experiment or for a special
use on a machine, which cannot be put to direct use on any particular
job, shall be put into ‘“salvage stock.”

2. All salvage stock is to be kept in a special location in the main
stock room, and there is to be a sheet in the stock catalogue showing
the amounts of this material which are on hand.

3. Salvage stock is to be weeded out periodically at the discretion
of the chief engineer and the foreman of the main stock room. The
foreman of the main stock room will notify the engineer in charge of
specifications each time an item is taken from salvage stock, so that
the necessary corrections can be made on the salvage stock sheet in the
stock catalogue.

4. The foreman of the main stock room is empowered to junk all
material carried in drafting room stock which has lain unused for a
period of two years or more. There may be exceptional cases where
in the opinion of the drafting room an item should have time extended
beyond this rule. The foreman of the main stock room, however,
should submit a list of the material that was junked to the committee.

5. The American Standards Association coarse thread series and
fine thread series shall be adopted as standard for all threaded items
that we purchase outside or manufacture ourselves. Lack of taps and
dies to produce the standard threads shall not be held as a reason for
an exception to this rule, and we shall purchase whatever tap and die
equipment is necessary to manufacture in accordance with these
standards.

6. Sizes No. 12 and No. 14 machine screws are to be dropped from
stock and shall not be used in further designs, and wherever possible
old drawings will be changed to eliminate their use.

7. Brand A oilers shall be standard for all future use. Brands
C, D, and E shall be superseded entirely by Brand A, and we shall
get rid of our stock of these as quickly as possible. New charts shall
be developed showing Brand A oilers corresponding to those super-
seded for use by the main stock room, the engineering department,
and others interested. The new charts will enable these departments
to use the standard oiler to fill the requirements given on old drawings.



18. TOBTON COMPANY

RELATION OF PURCHASING DEPARTMENT TO PRODUCTION
AND ENGINEERING DEPARTMENTS

The Tobton Company manufactured special electrical instru-
ments and parts for making experimental and testing apparatus.
The products of the company were exceedingly technical, and its
engineers were constantly redesigning old products or developing
new ones. On the grounds that most of the raw materials and
parts purchased by the Tobton Company not only were technical
but also were often designed to fit the special requirements of a
particular piece of apparatus, such purchasing problems as what
to buy and where to buy were to a large extent settled by the
company’s engineering staff. Purchase orders and invoices were
handled, however, by the purchasing department. Late in 1938
the comptroller of the company was considering the operation of
the purchasing department, in its relation to the production and
engineering departments, with a view to improving the company’s
purchasing methods.

The Tobton Company manufactured devices and instruments
for measuring and analyzing electrical energy. Most of its
products were accessory equipment and were not controlling
factors in its customers’ manufacturing costs. In many instances
it was the sole manufacturer in the field designing and manufactur-
ing such equipment; in the case of a great majority of its products,
the Tobton Company was the only source of supply which could
ship such equipment from stock. In 1937 the company’s sales
volume was $1,340,000.

The market for the company’s products included all manufac-
turers of electrical equipment as well as power plants, electrical
research organizations, radiobroadcasting companies, government
technical bureaus, and educational institutions; the actual user
was usually an engineer or scientist within such an organization.
Sales were made from the company’s catalogues. Prices of the
company’s products ranged from less than $1 for small experi-
mental parts to well over $1,000 for complete instrument assem-
blies. In general, technical performance and specifications were
more important to the customer than price. In a few instances,
the Tobton Company had been approached by customers who
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desired some special type of product not included in the Tobton
Company'’s catalogue and who were ready to pay almost any price
to get it. The Tobton Company usually discouraged such
requests and attempted to persuade the customer to use equipment
which the Tobton Company listed in its catalogue and carried in
stock. Although a few special items were made to customer
specification and minor modifications were regularly made, about
95% of the company’s total business, excluding government
contracts, consisted of sales from stock.

In 1937 the company’s catalogue contained from 8oo to goo
items. Numerous small parts remained the same year after year
and were made in fairly large quantities. In so far as representa-
tive instruments were concerned, however, only 50 to 200 units
of each model were sold during the two-year period which was its
normal expected life. Usually, after about two or three years
either a model was redesigned or replaced by a new product, or,
because the model had become standard to the industry and could
be made by numerous concerns, it ceased to interest the company,
which then dropped it from the line. Each month the company
announced one or more additions to or changes in its catalogue.
In 1936, investigation by the comptroller showed that 509, of
total shipments during the previous year represented models that
had been developed and introduced within the three calendar
years 1933, 1934, and 193s.

The engineering staff which did this development work con-
sisted of graduates of technical and engineering schools, the value
of whose services to the company was largely dependent on their
ingenuity in the original development of various new circuits and
types of equipment. As a rule, the men chosen had master’s or
doctor’s degrees in some highly specialized field of science or
engineering. One or two new men were added to the engineering
staff each year for either development or sales promotion work;
both these functions were performed by the engineering depart-
ment. The expense of maintaining its research and development
department cost the company from 7%, to 109, of total manu-
facturing cost. On sales of instruments alone, exclusive of replace-
ment parts or parts purchased solely for resale, this engineering
expense was 15% to 209, of total manufacturing cost.

The entire program of engineering development was supervised
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function of a chief engineer, This committee was composed of
the president, who was largely interested in research and product
development; a scientist in the employ of the company, who was
primarily interested in the field of physics; two engineers, who were
chiefly concerned with sales problems; and one of the company’s
leading development engineers. The design committee discussed
the problems to be solved, and after defining these problems the
committee issued instructions and specifications to the engineers
whom it selected to do the job.

These engineers had available the results of all previous
research which had been done by the company and also had the
resources of the extensive engineering laboratory which the com-
pany maintained. The engineers received parts samples which
might possibly aid them, and they usually interviewed engineers
from suppliers of the types of materials and parts in which they
were interested. In many instances the Tobton Company’s
engineers were dependent to a great extent upon a supplier’s
engineer for technical information.

When the engineers had developed an experimental model
which in their opinion fulfilled the specifications of the design
committee, they referred this model to the design committee for
its approval. The committee analyzed the new product from the
standpoint of the essential soundness of the design, its salability,
and its probable production cost. If the model was found to be
unsatisfactory in any respect, changes were recommended. In
some instances, the committee requested almost a complete
redesign.

After the experimental model had been approved by the design
committee, it was referred to the drafting department. Each part
which made up the complete unit was analyzed to determine size,
material, weight, and mechanical strength. A definite effort was
made to use parts or materials which the company carried in
stock, or which were readily available and standard to the industry.
The drafting department referred all proposed changes of parts
and materials to the development engineer to be certain that such
changes would not alter the circuit or electrical performance.
The drafting department then drew blueprints from the experi-
mental model to show the arrangement of parts and diagrams of
circuits and made a complete list of all parts and materials in
the model.
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The work of the drafting department essentially was translat-
ing the parts and materials used in the experimental model into
blueprints and parts lists. When an engineer had decided to use
parts that already bore a part number of the Tobton Company,
the problem was simplified. If he had considered it essential to
use parts that had not been utilized in previous assemblies, it was
necessary for him to draw up and give to the drafting department
specifications which indicated precisely the characteristics desired.
These specifications might be based on information from a variety
of sources. The most obvious source of information was the
company’s files of catalogues from a wide variety of suppliers.
As a rule the engineers used their own catalogue file which was
maintained as a part of the technical library. Further information
was usually requested in correspondence between the Tobton
Company'’s engiheer and members of the supplier’s technical staff.
Another source for this type of information was furnished by the
sales engineers who were constantly calling at the Tobton Com-
pany’s offices. Unless answering a specific inquiry from a Tobton
engineer, these salesmen were interviewed at their first call by the
purchasing officer, and he referred them to the engineer who he
believed would be most interested in their type of product.
From these salesmen the design and development engineers of the
Tobton Company learned of recent product developments of its
suppliers and discussed ways of solving particular problems of
design or circuits. As a rule, the engineers made arrangements
directly with these salesmen in regard to purchasing parts which
were to be used for the first time by the Tobton Company in the
equipment which they were designing. Some of the parts which
were thus discussed by the engineers and visiting salesmen were
standard, or required only relatively small changes to adapt them
for use by the Tobton Company. At times, however, new prod-
ucts had to be designed and developed with the cooperation of
engineers of both the Tobton Company and the individual
supplier.

The visits to suppliers’ plants made several times a year by the
Tobton Company’s engineers constituted another fruitful source
of information on which specifications might be based. The plant
superintendent and purchasing officer of the Tobton Company
also visited the plants of suppliers. Such visits were chiefly for
the purpose of investigating a supplier’s ability to produce parts in
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accordance with the rigid specifications of the Tobton Company.
In addition, however, the engineers picked up much miscellaneous
information concerning uses of various types of materials and
products, and lines of research that were currently being followed
by the research departments of the suppliers.

For each item on the parts list, the name of the part, the
company from which it was available, and the catalogue number,
if any, were recorded in the column headed “Name of Part.” If
more detail was necessary, or if no catalogue description was
available, there was included the number of the drawing which
had been made of the part. These drawings or blueprints
presented in detail the shape, size, and characteristics of the
product under discussion.

Once the parts list had been made up, the new product was
ready to be considered by the production department. In the
first place, the parts list was checked with stock records in the.
production office to see which parts would have to be purchased or
manufactured. Requirements for raw materials and parts usually
were estimated at this time only on the basis of an exceedingly
small experimental lot, normally not over 10 units. If certain of
the parts had to be purchased, it was the company’s policy to buy
only enough for this lot, even though such small purchase orders
would probably mean somewhat bigher prices than the company
would pay in producing a lot of the normal size of from 5o to 100.

For parts that were not standard, however, the company was
faced with the problem of determining the size of its order. In the
case of such parts, which were not included in the catalogue of any
supplier, the Tobton Company would often have to pay an
excessively high premium for buying in very small lots. Under
such circumstances the development and design engineers had to
weigh the probability that subsequent design change would be
necessary after the experimental lot was produced. In other
words, the danger that actual factory production would reveal the
need for a change in parts specifications had to be balanced against
the increased unit cost of buying in small lots.

After deciding the size of order for those parts which had to be
purchased, the production department sent to the purchasing
department requisitions for the parts needed for the experimental
lot. These requisitions gave the quantity required, detailed
specifications, the date on which the part was needed, and, as a
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rule, the price which was to be paid. Generally the name of the
supplier was a basic part of the specifications, since it was the
engineers’ belief that similar products of two manufacturers were
seldom identical, and that, if the instrument operated correctly, it
was dangerous to shift from one supplier of a part to another.

Upon receipt of these requisitions the purchasing department
made out the purchase orders and arranged for shipment at the
time specified on the purchase requisitions. Both the purchase
requisitions and the purchase orders were kept on file by the
purchasing department as a permanent record.

As soon as the design of the new product had been settled,
following the experimental run of the model, the factory super-
intendent and the engineer in charge of the sales of the item then
decided on the desirable lot size for production. The basic
consideration in all cases was the estimated volume of sales.
Instrument lot sizes varied from 25 to 100 units; a minimum of
5o units per lot was typical. After the quantity to be made was
determined, a production order was made out which was accom-
panied by all pertinent parts lists, blueprints, and specification
sheets. This production order was first compared with the stock
records to determine which parts and materials must be purchased.
As a rule, such raw materials as insulated wire, steel shafting, brass,
nickel, silver, bronze, aluminum sheet, and bakelite tubing, sheets,
and rods were available in stock. The company carried these
items in commercial sizes and purchased them in quantity lots
in order to get low prices. The company rarely required sizes and
types of these items that it did not have in stock.

In addition to raw materials, the parts needed in filling a pro-
duction order usually fell into one or more of four categories. In
the first category were ““stock ” parts that the company kept in its
own inventory. Each of these items, as explained above, bore the
part number of the equipment in which it had first been used.
Such stock items were reordered when inventory reached an
indicated minimum. At such times the purchase requisition was
made out by the stock clerk with the approval of the factory
superintendent. In matters of unusual importance the approval
of the vice president in charge of manufacturing was also requested.
Upon receipt of such a requisition, the purchasing officer usually
duplicated the specifications given on a previous purchase order
for this material and ordered it from the same supplier. If the
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supplier was unable to meet the price or product specifications,
however, the purchasing officer referred the problem back to the
factory superintendent or the vice president. For example, the
Tobton Company had for years been buying a certain type of
battery from one supplier. Late in 1937, upon reordering these
batteries, the purchasing officer was informed by the supplier that
the over-all size of the batteries had been changed. There was,
however, no change in the performance specifications of the
battery. Because of this change in size, it was necessary for the
factory superintendent to change the specifications for all battery
clamps.

The second type of item consisted of parts which were standard
products of one or more suppliers and had been used previously
by the Tobton Company, but which were not carried in its
inventory. These items bore the Tobton Company part number
if they could not be identified by a supplier’s part number. Asin
the case of the first type of item, the purchasing officer referred to
a previous purchase order when he received a purchase requisition
for the items.

The third type differed from the others in that although the
items were standard to one or more suppliers, they were being
used for the first time by the Tobton Company. In these cases,
the purchasing officer had no previous purchase order to refer to
and was therefore forced to rely on blueprints and detailed
specifications or on the supplier’s catalogue number. Normally,
however, a source of supply was given, and his task usually
consisted of arranging for prompt shipment and attempting to
secure the best price possible.

The fourth type consisted of special items which were not
standard to any supplier and which must, therefore, be made by
some manufacturer for the Tobton Company. These items
ranged from slight modifications of a supplier’s standard products
to products completely designed by the Tobton Company. Some
of these might be made in the company’s plant or purchased from
outside sources, depending on the percentage of capacity at which
the company’s plant was operating. When these products were
entirely special and were manufactured in accordance with Tobton
specifications or designs, the outside supplier was given blueprints
and all other pertinent information. The original purchase of
these nonstandard items was usually arranged in interviews
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between a supplier’s salesman and an engineer of the Tobton
Company. The purchase requisition, therefore, although as usual
it emanated from the production office, contained a summary of
the arrangements which the company’s engineer had made
with the supplier and all technical information necessary for
manufacture.

In determining the quantities to be purchased, the company
was always concerned with having on hand the number of parts
necessary to produce the models that were currently going into
production. If the part was not usually carried in stock, generally
only an amount sufficient to take care of current requirements was
bought. If a part was stocked, the company then considered, in
addition to the number necessary to produce the current model,
the number of other types of assemblies in which the part was
used. This information was taken from cross-reference files.
The part also was analyzed from the standpoint of prospective
design changes. The superintendent was sufficiently in contact
with the work of the development engineers and the design com-
mittee so that as a rule he could give a reasonably accurate opinion
as to the probable duration of the existing requirements for an
item. A final and important basis for determining the size of
purchases was the number of assemblies in which the part was
used which were in the hands of customers. It was essential that
the company at all times have on hand enough repair parts for
assemblies to make prompt shipment to customers, since the
failure of one small part would often throw an entire mass of
equipment out of operation. It was not unusual for instruments
to stay in a customer’s service for a number of years after they
were discontinued from the catalogue of the Tobton Company.
In such instances customers still expected to purchase replacement
parts from the Tobton Company.

The purchasing officer of the Tobton Company tended to follow
precisely the specifications, quantities and suppliers indicated ona
purchase requisition. There was, however, no rule preventing him
from suggesting different suppliers and different materials if such
changes would result in savings to the Tobton Company. Early
in 1936, for example, the purchasing officer received a requisition
to order another lot of a certain part which, for two years, the
Tobton Company had been buying at a unit cost of 37 cents.
Upon receiving the requisition, the purchasing officer found that,
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though the current supplier had been a reliable source up to that
time, he was no longer able to furnish the desired part. These
items were important since they were used in four instruments
which at the time were being produced at the rate of between
50 to 6o units a month, although normally the rate was about
30 units a month. After reporting the situation to the develop-
ment engineer who had specified the original use of these parts, the
purchasing officer was instructed to find additional sources of
supply. Using the specifications given with the original parts list,
the purchasing officer was able to find a manufacturer who would
produce, at 19 cents per unit, parts which he claimed were similar
to those manufactured by the first supplier. This claim was
substantiated by the development engineer after he had examined
a sample submitted by the purchasing officer. The development
engineer, in fact, stated that in certain particulars the less expen-
sive part was superior to the more expensive unit.

The purchasing officer considered this incident an outstanding
example of the way in which purchase savings might accrue to the
company. He pointed out, however, that normally nearly 50%
of the company’s total annual purchases of $450,000 involved
highly technical parts, the value of which was understood only by
the engineer directly concerned with the design of the equipment
in which they were to be used. He stated that unquestionably
there were many instances in which the company was paying
more than was absolutely necessary for certain of the products
purchased. In most cases in which he had questioned price,
specifications, or suppliers, however, he had found there was a
definite reason for making the purchase exactly as indicated. He
had found that because of technical differences two products
supposedly identical were different in certain minute characteris-
tics when used in precision instruments. In the case of one prod-
uct, for example, when the production model was manufactured,
it was impossible to obtain the same results that had been achieved
with the experimental model. No explanation seemed possible
until it was found that one of the parts used by the development
engineer, a standard part of a well-known supplier, happened,
through coincidence, to have certain particularly desirable charac-
teristics which were not always present to the same degree in this
mass production item, because they were not significant in the
usual application of the item. In other words, the experimental
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instrument had been designed around a freak. After this dis-
covery the supplier was asked to select parts differing in certain
respects from otherwise standard parts. Later, it was considered
advisable to shift the business to a smaller producer of similar
parts who was more interested in catering to special requirements.

After examining the purchasing routine of the company the
comptroller decided little change should be made. He believed
the most important element of the company’s products was the
engineering development that had gone into them, although, in
the case of most complete instruments, materials and engineering
expense each represented about 209, of total manufacturing cost.
In addition, all the company’s products had to conform to very
rigid specifications, and once a part had proved satisfactory, it was
dangerous for the company to shift from one supplier to another,
even though a saving might be made. The comptroller did not,
however, endorse the attitude of the engineers who on more than
one occasion had told a supplier’s salesman that *the price is no
object so long as your product’s right.”” He appreciated that the
purchasing officer of the Tobton Company was given less discretion
than in most manufacturing companies, “where the number and
variety of technical purchases are less, and changes do not come
too rapidly for one man to become thoroughly conversant with
the factors governing the purchase of each item.”

The purchasing officer, who was not an engineer, had been with
the company over 20 years, and the company did not propose
retiring him until he so desired. The comptroller believed, how-
ever, that the next purchasing officer of the company should have
engineering training. Such training would help the purchasing
officer to appreciate the technical side of the company’s business
and to understand better the problems confronting the engineers.
Also, a technically trained purchasing officer probably would be in
closer cooperation with the engineering department and would,
therefore, be in a better position to understand future require-
ments of the company in regard to new products and suppliers.
He would be able more adequately to select from the samples
submitted by several suppliers those items in which the company
would be interested and would know quickly which of the engineers
was most directly concerned. The comptroller believed, also, that
with adequate technical training the purchasing officer could
weigh more analytically the technical statements made by sales-
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men, and would have a more balanced approach to the problem
of comparing different suppliers, their products, and their sales-
men. Finally, if the purchasing officer was an engineer, he could
take note of suggestions of new suppliers or new products which
came before him and hold these suggestions until such time as
they might be useful to the company, without being forced to
consult an engineer who would probably not be interested at the
time the subject was introduced.

The vice president in charge of manufacturing also had a
criticism of a nontechnical purchasing officer. In the vice
president’s opinion the purchasing officer’s lack of technical
training made it impossible for him to catch errors in specifications
given on purchase requisitions. The vice president stated that
in a few instances parts had been purchased incorrectly, even
though the errors were such as should have been caught with
reasonable celerity by a technically trained official. He pointed
out that, although a few such errors were bound to slip through, a
technically trained purchasing official would be additional insur-
ance against their occurrence.

Both men, however, appreciated that the purchasing officer
was doing a good job in performing his part of the purchasing
function. If an item remained for several years in the company’s
line, he was able occasionally to suggest changes in products
purchased and in suppliers which resulted in savings to the Tobton
Company. The purchasing officer prior to employment with this
company had had practical shop training. At one time he had
been assistant superintendent of the Tobton Company as well as
purchasing officer, and was probably better acquainted with the
company’s machine tool and equipment needs than any executive
other than the president.



19. SOURCE SELECTION ON BASIS OF SAMPLES!

In 1936 the National Association of Purchasing Agents,
believing that a discussion of the various factors involved in the
selection of a particular vendor as a source of supply would be
desirable, invited its members to submit manuscripts devoted to a
consideration of this topic.

The author of one of these manuscripts devoted a portion of his
analysis to ‘‘receiving bids on samples submitted by vendors.”
The following material is taken partly from the original paper and
partly from a subsequent elaboration of the theme by the author.

Somewhat greater leeway is obtained in selecting a source if the
buyer has reserved the right to determine relative values from samples
submitted. The proponents of standards specifications are inclined
to deprecate the ‘“‘or equal” stipulation so freely used, but if the “or
equal” concession is backed by a requirement for true samples for
comparative testing, it can be a useful tool for the buyer. Doubtful
sources can be permitted to bid which might not be eligible under
standards specifications, so it shuts up the complaint that ‘“so and
so didn’t get a chance at the business.” It introduces many innova-
tions and developments that the buyer otherwise might not see.

Choosing a source from a test of samples submitted by vendors
involves more than just testing the samples against a specified standard.
We not only wish to know what offerings are above the line of accept-
ability; we want to get a complete picture of their comparative worth.
Therefore, rather than confine ourselves to standard tests, we may
devise practical tests to show how each of the different samples stacks
up alongside the rest. We then apply a price index to give us the
information as to which is the best for the money. These factors
may be represented by numerical scores, the price score being in
inverse ratio, of course. ([See Exhibits 1 and 2.]

Using the aforementioned paper towel test as an example, we
tabulate the samples, show their respective test results, and score each
factor numerically according to the simple formula of proportion:

(Score factor) X (Test results of sample)
Test results of sample which ranks highest in that particular

Score =

(Tests which score in inverse ratio, such as a time test for absorption in
paper tawels, are scored on the same computation as that for the price
factor.)

1 Cf. Leslie F. Robbins, ‘ Comparative Tests as a Measure of Value in Purchas-
ing,” Purchasing, February, 1939, pp. 38-39, 48.
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We then apply the price index according to the formula:

(Score factor) X (Price of lowest priced offering)
Price of one being scored

Price score =

or, for example:

175 X $1.002

$1.039 = 169 points

Price score of sample No. 5 =

since 175 is the number of points assigned to the price factor and $1.002
per M is the lowest price quoted, and since $1.039 per M is the price on
sample No. 5.

All of which may appear at first glance to be too complicated to
bother with but on further thought will be seen to be essentially simple.

In the table, the quality factors are arbitrarily assigned, varying
point values totaling 350 points. This device permits a buyer to place
the relative importance of each quality factor where it ought, in his
opinion, to be, in terms of his particular needs. Price, in this towel

Points
100 200 300 400 300
T T

lQualH’y Pric:a '
Sample 3 V7777777 A J

Sample 6 /7 /// /] J
Somple 2

Sample 5 |
Sample4 //////// "/ ////A ]

Sample 7 r/é@ééZAZZA]Nofacceﬁublg ]
Sample | V////7///ANot acceptable ]

ExamIT 3.—Summary of results of testing paper towels.

test, was considered roughly to rate half as important as quality and so
was given 175 points. A minimum of acceptable quality should be
established, below which goods are not wanted at any price. Thus the
best sample in each tested qualification rates the full number of points
assigned to that factor, and the other samples score in either direct or
inverse ratio, their scores depending on how they compare with the
sample which is best in that particular.

A graphic representation of this process of choosing the source
from samples tested might take the form shown in the accompanying
chart. [See Exhibit 3.] In this graph, of those samples above the
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line of acceptability, No. 3 is indicated as the choice in relation to its
price. The winner may not always be the best in quality test or the
cheapest in price, but it is the most of quality for the money.

We choose our lawn hose by test and weighted scoring index. Our
static pressure is high, up to 200 Ibs. at times, hence we place more
weight on the bursting strength score and less upon the other factors,
such as quality of rubber of the inner tube, quality of outer jacket,
type of cording construction, adhesion between plies, and thickness of
wall.

We buy large quantities of sulphite bond paper and our selection is
based on the results of a test with a weighted score, testing for pop
strength, cleanliness (freedom from specks), color, and uniformity, and
in case of mimeograph paper we also want to know about strike-through
and offset. These factors are of approximately equal value. Sulphite
bond is only used for temporary printed forms and notes and is not so
much a quality item, so the price index is given a weight about equal
to the total quality score.

We test carbon paper for weardown, curl, color, kind of paper
stock, appearance of work done, smudging, and fading. There should
be a careful balance between the weardown and the appearance. (It
must not be so soft as to smudge, just to achieve longer wear.) This
balance was worked out readily by weighting the score. We cannot use
a carbon paper whose edges curl in this dry climate of ours.

We test typewriter ribbons, and again our dry climate is a factor,
for the ribbons mostly dry out before we wear them out. When we
find a ribbon that writes a neat page and dries out slowly, we do not
worry if it has a lower weardown test. We test mimeograph ink and
mimeograph stencils and many other commodities.

I feel that the human element is too great a hazard to leave the
interpretation of the results to casual perusal. I would rather think
through the proklem of the relative importance of the various factors
tested, set up my grading table, and let the samples grade themselves,
than approach a close choice with all the prejudices and preferences
for names and brands that the flesh is heir to. With the weighted score
all of the considerations involved are positively present and in their
rightful proportion.

Any convenient scoring number can be used which permits the
desired relationship between the values of the factors to be expressed,
but the value of price must be considered in relation to the fotal quality
score. Thus if you wish to give price a value of one third of the total
consideration, the lowest priced offering must then score half as many
points on price as the total possible quality score. In scoring the
various tested factors I use the proportion of the score for that factor
that each sample achieves as compared with the sample which tested
best for that factor. Thus the sample used as a standard of comparison
may change as many as seven times in a test with seven distinct factors
to be tested, for one sample excels in one respect and another in some
other respect. In drawing up the form for recording the test results,
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I leave a blank square for the score at the side of each square for
recording the test results.

Such a test does not have to be repeated every time this item is
up for purchase. The price index may vary from time to time, but the
testing procedure is only repeated when a significant change occurs
in the quality of the offerings, or when some new brands enter the field.
Laboratory tests of samples can be used in the absence of practical
use tests or performance records, or should supplement them, according
to the dictates of common sense in each particular case. Whether
the comparison of samples is a practical test or laboratory analysis,
the results can be made more reliable if they are translated into figures
according to some carefully thought-out schedule of point scoring.
Otherwise it is difficult to keep in mind the proper balance of several
possible quality factors and difficult to make a truly scientific choice.
Needless to say, a complicated test is not recommended for small or
unimportant items. It involves time and expense, and its use must
be justified by possible savings. However, there is no mechanical
substitute for sound judgment and experience.



20. EVERETT MANUFACTURING COMPANY

PURCHASE OF SPECIAL ALLOY STEEL

For some years the Everett Manufacturing Company, located
in Worcester, Massachusetts, had been recognized as a leader in
the production of cotton textile machinery. Its machines not
only were thoroughly reliable, but also possessed many innovations
which made them particularly desirable. The company was
always interested in the changing needs of its customers and
had encouraged its salesmen to cooperate with them as much as
possible in meeting their new requirements.

In January, 1934, the company was developing a new type of
chucking machine with spindles which called for an alloy steel
of unusual properties. Thus it was necessary for the company
to find a supplier who could produce a steel to meet these require-
ments. Foremost among the possible suppliers was the Truette
Steel Corporation. The initial amount required by the Everett
Manufacturing Company was only 2 tons. However, the com-
pany had been offered the steel at a satisfactory price from the
Truette Steel Corporation only on the condition that it contract
to take an entire heat of 45 tons.

During the period from about 1913 on, the Truette Steel
Corporation had developed and standardized several analyses of
alloy steel which were particularly well suited for specific purposes
which ordinary carbon steels would not serve. Since it was not
possible to patent chemical analyses, these alloys were not pat-
ented, but they were advertised and sold under registered trade
names. The company carried the alloys in stock in bars, and
customers could ordinarily depend upon obtaining additional
quantities as required. The company continued to improve
these standard compositions from time to time, but the changes
were slight and did not alter the essential properties.

It was part of the Truette salesmen’s task to call upon actual
and prospective customers and to convince them of the merits
of the Truette special alloys as opposed to ordinary straight
carbon steels. Often a salesman would demonstrate to the
prospective user the superiority of Truette products. This
usually involved actual tests at the user’s plant. For this purpose
the vendor supplied samples, for which, however, it made a charge.
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This charge prevented the salesmen from leaving samples with
firms which were not really interested in the product but which
would accept free samples in order to get rid of the salesmen.
In the company’s opinion, furthermore, users appreciated samples
more if they had to pay for them.

The salesmen, in addition to demonstrating and selling the
standard compositions that the company had developed on its
own initiative, occasionally discovered special needs of customers
for which the standard compositions were not exactly suited.
In such instances the Truette salesmen suggested that the users’
engineers cooperate with the Truette production staff in trying
to work out new compositions. The ability of the Truette
Steel Corporation to work out special compositions was known
to steel users, and requests for such service were not unusual.

The Everett Manufacturing Company, therefore, wrote the
Truette Steel Corporation, giving in some detail the performance
specifications which it desired in the steel for the spindles of its
new machine and inquiring whether or not the steel company
would be able to furnish an alloy meeting these requirements.
The company stated further that, since sales of the new type of
machine had not yet been developed, the initial order would be
for only 2 tons, whereas, if the machine proved to be commercially
successful, larger orders for steel would be necessary later.

In reply the Truette Steel Corporation stated that it believed
it could develop a composition suitable for the spindles, but that
the composition would probably not conform with any of the
analyses which had already been developed for other purposes
and would not therefore be available in small quantities for test
purposes. This would necessitate the manufacture of a new heat
of steel in accordance with the analysis which would be suggested
for the spindles. The company did not care to submit a bid for
only 2 tons. The minimum basic open-hearth heat would be
45 tons, and an order for less would be on an uneconomical basis.
The steel company did, however, submit a tentative bid based
on a manufacturing lot of 45 tons. The officials of the Everett
Manufacturing Company considered the price a satisfactory one
for a 45-ton lot but were hesitant to commit themselves to an
order for more than the immediate requirement of 2 tons.



21. BOSWELL RUBBER COMPANY

SELECTION OF PAINT BY BRAND, SPECIFICATIONS, OR SAMPLE

The Boswell Rubber Company was a large manufacturer of
tires and tubes. Early in 1934 the company decided to repaint the
interior walls of the rooms in which four of its manufacturing
departments were located. When a representative of the Bright
Company, a small local paint manufacturer, made one of his
regular calls on the Boswell company, he learned of these plans.
The Bright Company thereupon requested and received the
permission of the Boswell company to submit a quotation on the
paint required for the project. The purchasing officer found this
quotation to be 30%, lower than a similar bid by the Boswell
company’s regular source of supply, the Adley Company, which
had submitted a quotation in response to the request of the Boswell
company. In the face of this price discrepancy the purchasing
officer instructed one of his buyers to analyze the entire problem
of the purchase of paint.

About every three to five years the Boswell Rubber Company
examined both the exterior and the interior of its buildings to
determine how much repainting was necessary. Since the build-
ings were of brick and concrete construction, the largest part of
the repainting task involved the walls and ceilings inside the
buildings. In the years in which it undertook major painting
work, the Boswell company purchased from 25 barrels to 50
barrels of paint, of about 55 gallons each. During other years,
however, the company purchased only negligible quantities, at
the most not over 5 barrels.

The company’s problem was complicated by the fact that
generally throughout the plant and particularly in certain depart-
ments all painted surfaces were subject to deleterious action of
chemical fumes, penetrating dust, steam, vibration, and hot,
humid air. Moreover, the paint was applied to a variety of
surfaces, including old and new woodwork, cement, brick, plaster,
and metal. Under these conditions many kinds of paint tended
to become seriously discolored, to check, and to lose their gloss.
Paint with such characteristics not only failed properly to preserve
the surface but was apt to become unsightly. Also, dull, dis-
colored paint failed to reflect light properly and reduced the
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effectiveness of the company’s lighting system, although, under
the conditions prevailing in its plant, the Boswell company did
not consider this a serious handicap.

Early in 1934 the management of the Boswell Rubber Com-
pany set up a schedule for the immediate painting of the interior
walls and ceilings of four departments: the mill room, heater room,
bead room, and inspection room. Painting in the first three of
these departments was particularly subjected to fumes, vibration,
heat, and dust. The paint used was to be white, with a semigloss
(eggshell) finish. The Boswell company was to furnish the paint;
it was estimated that about 5o barrels of paint would be required
to complete the job. The labor necessary to apply the paint was
to be furnished under contract by a reliable painting firm. Seven
reputable concerns had bid on this work; the lowest bid was for
slightly less than $2,000 while the highest was somewhat in excess
of $2,700. All bidders were located in the immediate vicinity of
the Boswell company’s plant.

Upon receiving the quotations of the Bright Company and the
Adley Company, the purchasing officer instructed his assistant,
who handled purchases of paints and other maintenance materials,
to canvass the paint market thoroughly for all suppliers who by
reputation, location, and financial standing should be in a position
to furnish the proper materials. In accordance with these instruc-
tions, the assistant prepared a list of 28 paint manufacturers whose
salesmen he had interviewed at some time during the preceding
year. From his records of conferences with these salesmen and
in some instances from his correspondence with the manufacturers,
the buyer prepared a list of 49 paint products manufactured by
these companies. As a rule the salesman of each company had
personally examined the conditions in the Boswell company’s
plant; and each company had at various times recommended either
a paint which was claimed to have been specially designed to meet
the requirements of the Boswell company, or a paint which was
already standard to the manufacturer’s line and bore its brand
name. The buyer did not know the current prices of all products.

The paint buyer believed that all the companies on his list
would prove to be satisfactory suppliers. Included in the list
were most of the well-known national advertisers of paint products,
as well as many less well-known companies specializing in the
manufacture of industrial paints. Almost without exception
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each of the paint companies had on file testimonial letters enthusi-
astically endorsing the company both for its products and for its
ability to advise customers on paint problems.

The buyer knew definite prices of 35 of the 49 paint products
given on his list. These prices ranged from 77 cents to $3.30 a
gallon. The prices on 24 of the 35 items, however, ranged from
$1.50 to $2.50.

The paint buyer’s problem was, therefore, to find some basis
for selecting the paint which was the best in price and quality for
the Boswell company’s immediate purpose. One method was for
the company, by making its own laboratory tests or by consulting
a paint expert, to determine the proper combination and amounts
of ingredients which the most satisfactory paint should contain.
From these, there could be drawn up standard specifications on
which all potential suppliers could bid. The paint buyer believed,
however, that the use of specifications in the purchase of paint was
not feasible. This objection arose partly because the exact
composition of the best paint for any particular purpose was a
matter of disagreement even among those whose business was the
manufacture of paint, and partly because mere material specifica-
tions could not govern the skill with which the ingredients were
combined.

It appeared to the paint buyer, therefore, that he must either
(1) select one supplier in whom he had confidence and rely upon
that supplier to choose the proper paint from the standpoint of
price and quality, or (2) test a sample of each manufacturer’s
product in an effort to determine the ability of each to withstand
the conditions present in the Boswell company’s plant. The final
decision on the entire paint problem was a dual function of the
purchasing officer, who had charge of all purchases, and the factory
manager, who, as chief production executive, was in charge of
maintenance. In considering the two courses of action open to
him, the buyer first appraised those paint suppliers concerning
whom he had been able to form an opinion.

There were three companies in whose opinion he placed con-
siderable confidence. The first of these was the Adley Company
which had been the Boswell company’s regular source of supply
for nearly 1o years. The Adley Company’s product had originally
been selected because of a test conducted by Mr. Bright, who had
been purchasing officer at the Boswell company for some years.
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Mr. Bright had made the test by painting six strips on the walls
of one department in the Boswell company’s plant. As a result
of this test, he selected, for use in the entire plant, the paint which
in his opinion best met the conditions in that department. This
paint, which was the product of the Adley Company, was given
the brand name ‘“Boswell Fumeproof Paint.” During the
succeeding 10 years the Boswell company had purchased this paint
for nearly 100%, of its maintenance requirements. The results
were satisfactory, in the company’s opinion, and there had been no
cause for serious complaint by the Boswell company. The Adley
Company had been able to sell Boswell Fumeproof Paint to other
rubber manufacturers and advertised the use of its product in the
Boswell company. In 1934 its quoted price to the Boswell
company was $2.30 a gallon.

A second company to which the paint buyer was giving serious
consideration was the Bright Company, a small paint manufactur-
ing concern which had been organized by Mr. Bright upon his
resignation as purchasing officer of the Boswell company. Mr.
Bright claimed that because of his previous association with the
Boswell company he was unusually well acquainted with its
individual painting problems. In 1934 Mr. Bright offered to
manufacture for the Boswell company a special paint which
he claimed was peculiarly adapted to conditions in its plant.
Although he did not support his contention with specific evidence,
Mr. Bright pointed out that his small paint company specialized
in developing industrial paints to fit particular conditions, and
also reiterated the advantage which his intimate knowledge of the
Boswell company’s paint needs gave him in developing a paint
that was especially suitable to those conditions. The price which
he offered was $1.64 a gallon in quantities of 50 barrels or over.
Mr. Bright stated that he was reasonably certain that his price
was somewhat lower than the price of the Adley Company and
claimed that he could offer this reduction primarily because the
overhead of his small paint company was considerably less than
that of the larger Adley Company.

A third company that the paint buyer considered to be a
supplier in whom he might have confidence was the Laier Chemical
and Paint Company, a large manufacturer of chemicals and
associated products. Since 1932 the Boswell company had pur-
chased annually over $200,000 worth of chemicals from this
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company, and had found it in every way a satisfactory supplier
of chemicals. During the last half of 1933, in addition to the
chemical salesman, a representative of the paint division of the
Laier company began to call on the Boswell Rubber Company at
regular monthly intervals. The Boswell company had at no time
purchased any paint through this salesman, but relations between
the paint buyer and the salesman had become friendly largely
because of the aid which the salesman had been able to give in
solving peculiar paint problems. It was the opinion of the paint
buyer that the paint salesman of the Laier company knew more
about paint than any other salesman who had ever called upon
him, and he came to place every confidence in this salesman’s
opinion. For example, at one time the Boswell company had had
great difficulty in satisfactorily painting a certain wall. Paints
from both the Adley Company and the Bright Company were used
without success. Mr. Bright criticized the worker who had
applied the paint without stating specifically wherein he was at
fault. Specific recommendations were offered by the salesmen of
both the Adley Company and the Laier company; the latter’s
suggestion that, although apparently clean, the wall was still
somewhat dirty proved to be correct.

In addition to these three companies there were several other
concerns whose representatives had been calling on the paint
buyer frequently. In regard to these companies the paint buyer
expressed the following opinions:

Company 1.—This manufacturer had been offering three different
types of products from three different subsidiary concerns. The buyer
disliked dealing with this company because of the impossibility of being
sure from which of the three subsidiaries he would receive shipments
and what type of paint would be shipped.

Company 2.—This company was well known, with a nationally
advertised product, but had never made any particular effort to sell to
the Boswell Rubber Company.

Company 3.—This company was the parent company of the Adley
Company, with which it had consolidated late in 1933. The paint
products offered by both the parent company and its subsidiary were
believed to be identical. In addition to paint, the parent company dis-
tributed a wide line of products, several of which it did not manufacture.

Company 4.—This company had furnished paint for use on the public
buildings in the municipality in which the Boswell company was
located. The paint had proved to be exceedingly unsatisfactory in
regard to durability.
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Company 5.—The paint buyer was antagonized by this company’s
salesman, who sold roofing compounds and other products as well
as paint. He had told the same long-drawn-out sales story three or
four times and had succeeded only in irritating the buyer. In spite of
his personal dislike for the salesman, the buyer wished to give every
consideration to this company because its product was reputed to be
excellent. |

Company 6.—The salesman of this concern had for a considerable
period wished to paint a sample section of the wall in the department
in which deleterious action of chemical fumes was most prevalent.
This salesman claimed that, although this paint was manufactured with
a linseed oil base, it would resist discoloration by chemical fumes and
heat. The paint buyer believed, however, that only paint manufac-
tured with China wood oil would retain its whiteness. In this opinion,
he was supported by most of the salesmen whom he had interviewed.

Company 7.—The paint buyer believed the branded paint which this
concern offered the Boswell company to be unsatisfactory. It was a
paint which was prepared by adding water. The paint buyer thought
this method of preparation would make the paint brittle and cause it to
crack and flake off under conditions of vibration and hot, humid air.
Also the buyer felt that the salesman tended to stretch the truth, being
ready to claim for the product almost anything which he believed would
get him an order.

Company 8.—This concern manufactured a cold-water paint, which
the paint buyer believed was unsatisfactory.

Company 9.—This company had both a good product and a good
salesman. It had supplied the Boswell company with paint prior to the
tests conducted by Mr. Bright. In the test this company’s product
showed nearly as good results as the Adley Company’s product.

Company 10.—This company was also a national advertiser and was
reputed to manufacture excellent products at reasonable prices. Dur-
ing the preceding three years, however, this company had had four
different representatives calling on the Boswell company, each of whom
was young and knew little or nothing about paint.

Company 11.—This company had no salesmen and for years had
maintained its contact with the Boswell company through direct-mail
advertising.

Company 12.—Although the salesman of this concernhad been in the
field for some time, he had an inadequate knowledge of his product.
Also the paint buyer had gained the impression that he was somewhat
lazy.

Company 13.—This concern was reputed to manufacture good
products, but the salesman made an unfavorable impression. This
salesman was certain that no one else manufactured good paint, and
became extremely pugnacious if the buyer implied that he was already
buying a paint of good quality. Also, if forced to wait for a few
moments before interviewing the buyer, the salesman showed consider-
able irritation.
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Company 14.—This was a well-known company whose salesman was
convinced that his products were the best in the field and was ready at
any time to prove this claim by test, though he had never been given
the opportunity.

The second means of determining the proper paint for use in
the Boswell company’s plant was to test all the 49 paint products
included in the paint buyer’s list. The buyer gave considerable
thought to laying out a plan for such a test and decided upon five
elements which he believed should be included if the Boswell
company were to conduct such a test. The procedure which he
believed might constitute a valid test is outlined below:

1. Samples to be tested must be collected from each company. In
requesting samples from the companies on the paint buyer’s list, the
Boswell company would indicate the conditions under which the paint
was to be used by describing the type of chemicals used in the depart-
ments in which the tests were to be made, the temperature, humidity,
and other conditions present, the general character of the surface to
which the paint was to be applied, and the fact that all painting at the
Boswell company was applied by brush or by the spray method,
depending upon conditions and location of the surfaces to be painted.
Representatives of the paint manufacturers would be allowed to inspect
the surfaces to be painted, if they so requested.

2. Upon receipt of sample cans of paint, all identifying marks must be
removed and replaced with numbers. Only the paint buyer would
know the true identity of each of the numbered samples. Instructions
for applying, however, were to be copied from the wrappers on the cans
so that each sample would be applied exactly according to the manufac-
turer’s own directions.

3. The samples would be applied to pieces of wood 14 inch by
6 inches by 48 inches, all of similar type and grain. Each piece of wood
was to have on each flat surface the proper type of undercoat as specified
on the painting instructions given by the manufacturer. The under-
coat on one side, however, was to be white and on the other, yellow.
One coat of the sample paint would be applied to each side. When
each strip of wood was dry, it would be cut. into four pieces, 14 inch
by 6 inches by 12 inches.

4. These four pieces would then be placed in the following locations:
one in the laboratory, one in the heater room, one in the mill room,
and one in the bead room. Each strip was to be examined every
three months by a committee of Boswell company officials, especially
appointed for this purpose, consisting of the purchasing officer, the
maintenance superintendent, the supervisor of engineering, the chief
chemist, and the painting foreman. The strips were to remain on test
until definite results could be determined. The duration of the test
was expected to be in excess of eight months.
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5. The analysis of results would present the most difficult problem.
Thtex: paint buyer listed five characteristics for which each sample was
to be tested:

¢. Durability. Each sample strip would be tested for this
characteristic by comparison with the strips of other samples
to see which sample had checked the least. Examination
was entirely visual.

b. Initial whiteness. The standard of this characteristic was
the whiteness of a sheet of letterhead paper.

¢. Hiding power. Each strip was to be examined visually to
determine the ability of the sample to cover the yellow
undercoat.

d. Color retention. No sample was considered acceptable
which acquired a noticeable degree of discoloration.

e. Coverage. In this instance ‘‘coverage” meant the area
that a given quantity of paint would cover satisfactorily.
No actual test of this characteristic would be made, but the
samples were to be rated on the basis of hiding power as
described above and of the worker’s report concerning ease
of application.

From such a test the paint buyer believed it might be possible
to select two or three companies whose products had surpassed
all others. After narrowing down potential suppliers to this
extent, the company would then purchase its entire requirements
from the company whose price was lowest. The paint buyer
believed that a test to insure that the paint actually furnished was
identical with the sample was both impractical and unnecessary.

There seemed to the paint buyer to be two advantages to test-
ing paint as against selecting one outstanding manufacturer.
Most important, testing would enable the Boswell company to
find definite answers to the two following questions: (1) Are the
cheaper white paints suitable for use by the Boswell company?
(2) What paint should the Boswell company use where discolora-
tion is a particularly serious problem? In addition, as a result of
the test, the Boswell Rubber Company would be in the position
of having definite reasons for refusing to buy paint from the other
companies. The purchasing officer of the Boswell company was
convinced that he should have a definite reason for refusing to
give an order to a salesman. He would also be in a position to
explain to the sales department why he had purchased a certain
brand of paint without giving weight to reciprocity.



22. BLUFORD SPRING CORPORATION (B)

PURCHASING OIL BY BRAND, SPECIFICATIONS, OR SAMPLE

The Bluford Spring Corporation manufactured high-quality
springs of all kinds. The company was composed of five virtually
independent divisions, all of which, however, manufactured the
same types of products. The five divisions were located in
Pontiac, Michigan; Lancaster, Pennsylvania; South Bend,
Indiana; Chicago, Illinois; and Springfield, Massachusetts.
Although the manager and the purchasing officer of each division
controlled the purchase of all materials and supplies for the
plants in that division, some degree of coordination of purchasing
activities throughout the corporation was achieved through a
purchasing .committee composed of the purchasing officers of
the various divisions. This committee early in 1938 considered
some of the problems involved in purchasing oil.

The types of oils required by the corporation’s plants were
roughly classified as follows: (1) fuel oils for firing, annealing,
and drawing furnaces; (2) fuel oils for firing the boilers which
furnished process steam and heat; (3) oils for cooling and lubricat-
ing tools and stock during cutting, grinding, sawing, drawing,
stamping, coiling, and rolling; (4) oils for hardening and temper-
ing; and (5) oils for lubricating machinery and preventing rust.

Although each division manufactured identically the same
products, and although production processes were on the whole
similar, discussion in the purchasing committee revealed that
there was no consensus of opinion in regard to the type and grade
of oil specified for a particular need by production officials of
the five divisions. At one time, for example, the five divisions
had been buying five different brands of a certain grade of cutting
oil. Aside from any question of comparative quality, the prices
paid for this oil varied greatly. Thus Division 1 paid 38 cents a
gallon; Division 2, 42 cents a gallon; Division 3, 61 cents; Division
4, 23 cents; and Division s, $1.15.

The problem, therefore, was to find some means of deciding
what type and grade of oil was best suited to each of the Bluford
Spring Corporation’s various needs. The committee delegated
one of its members, Mr. Smith, purchasing officer of the Spring-
field division, to work out an answer to this problem.
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Mr. Smith reasoned that there were four possible ways for the
Bluford Spring Corporation to determine the oils it should buy:
(1) select one supplier who by reputation, size, and experience
should be qualified to supply satisfactory oils for all the company’s
uses; (2) list the brands of oils being bought by the five divisions
to fill individual needs and select, for each need, the brand which,
while giving satisfactory performance, was the lowest in price;
(3) test samples submitted by the various suppliers, and select
oils on the basis of these tests; and (4) draw up standard specifica-
tions, describing the properties required for each type and grade
of oil, as a basis for selection.

As a first step in analyzing these four proposals, Mr. Smith
examined the oil purchases of his own division. He found that
he was buying the 32 brands of oil shown in Exhibit 1. Ten
of these were supplied by four leading, nationally known oil
refining companies, and 18 were procured from seven companies
each of which specialized in the sale of certain types of industrial
oils. Of the four remaining, three were purchased from three
local dealers and one from the manufacturer of the equipment
on which the oil was used.

Only the four refining companies could have supplied all the
Bluford Spring Corporation’s oil requirements. In selecting one
outstanding firm as the company’s oil supplier, Mr. Smith was,
therefore, necessarily forced to limit his selection to the four
leading refiners already on his list plus such other similar com-
panies as he might wish to consider.

Mr. Smith was, however, undecided as to how to set up a
basis for determining the most desirable supplier. All four of
the leading refiners already on his list were generally known as
reliable firms. Trade gossip as furnished to Mr. Smith by other
purchasing officers led him to believe that, while differences of
opinion might exist as to which of the firms was the best, there
was little chance that any one of them would prove unsatisfactory.
Also, all these firms were desirous and apparently capable of
making a thorough and scientific analysis of the Bluford Spring
Corporation’s oil needs. Each of them had facilities sufficiently
large and spread over a broad enough area to give assurance of
adequate and reliable service. Over a period of years all had
maintained strong financial positions which led Mr. Smith to
believe that they were reasonably certain to remain in business
as dependable sources of supply.
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Although somewhat at a loss to decide how to choose any one
supplier, Mr. Smith recognized that there were certain advantages
ExHBIT 1

BLurorp SPRING CORPORATION
Oil Purchases, Springfield Division, 1937

Average
Brand | price paid| Quantity used Use
per gallon|
b $o0.51 3 barrels*| Steam pumps
2 0.97 50 gallons | On spindles
3 0.67 55 gallons | Used in the hydraulic system of a Norton
grinding machine
4 o0.095% 55 drums} | For link belts
5 0.02 10 cans Typewriters and micrometers
6 0.25§ 4 cans Scales
7 0.14 250 barrels | Wire lubrication during coiling at rolling
mill department
8 0.38 2 barrels | For setting irons
9 0.37 4 barrels | Electric motors
10 0.63 2 barrels | Wire lubrication for difficult coiling jobs
11 0.14 5o barrels | Rust prevention
12 0.24 2 barrels | General lubrication
13 0.34 1 barrel | Hand screw machines
14 0.37 40 barrels | Quenching after salt hardening
15 0.43 2 barrels | Cutting and stamping
16 o.1075% 1 drum | Hand screw machines
17 0.455 5o gallons | Grinding and sawing
18 0.23 10 barrels | General lubricating, shafting, etc.
19 0.38 75 barrels | Oil treating
20 0.51 12 barrels | Slushing during rolling and oiling before
shipping
21 0.95 15 barrels | Rust prevention after salt hardening
22 0.16% 2 drums | Bearings and grease cups
23 0.57 2 barrels | For compressors
24 0.2§ 30,000 gallons | Quenching
25 0.72 10-12 barrels | Cars and trucks
26 0.095t 1 drum | Herringbone gears on mill drives
27 0.45 5o gallons | Pipe threading machines
28 0.05 600,000 gallons | Heating and oil firing
29 1.22| 50,000 gallons | Heating
30 o.14 30 barrels | Rolling
31 1.35 1 drum Difficult drawing
32 7.00 10 gallons | Heat resistance

* A barrel contains approximately 50 gallons.

A drum contains about 400 pounds.

iPrice per pound.

Price per can.
Price per barrel of 42 gallons.

to selecting some one of these firms as his sole source of supply

for oil.

It was to the interest of the company selected to make

an expert analysis of the Bluford company’s oil needs sufficiently
often to enable it to suggest new or improved oils which would
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result in savings to the user. Only by insuring that the oils
which it furnished were satisfactory to the Bluford company
could the oil supplier have assurance that it would continue to
hold the Bluford company’s business. Also, by frequent con-
tacts with the purchasing officers of the corporation, with produc-
tion officials, and with factory operatives, the experts of the oil
company should become well acquainted with both the Bluford
Spring Corporation’s needs and the individual preferences of the
employees.

Mr. Smith reasoned that it was to the interest of any of the
large oil companies to maintain the quality of oil shipped to the
Bluford company. The entire responsibility for the satisfactory
performance of the oils would rest on the supplier. In addition
to being the manufacturer of the oil, he would have suggested
the particular grade and type to be used. Continuance of the
relationship would be dependent so largely upon the confidence
of the Bluford company in the oil supplier that one bad shipment
might well jeopardize the entire relationship. Also, by con-
centrating all its oil purchases with one company, the Bluford
Spring Corporation might pay slightly lower prices than under
its existing plan of buying from many suppliers and might regularly
be informed in advance of prospective price changes. Mr.
Smith knew that some manufacturing companies did concentrate
their entire oil purchases with one supplier, but he did not know
how they had selected their suppliers or how successful the con-
centration of such purchases had proved to be.

Although recognizing these advantages, Mr. Smith saw no
valid reason for selecting any one company over the others.
Unless he was able to furnish a valid reason, Mr. Smith believed
that, even in his own division, engineers, superintendents, and
foremen, many of whom had particular preferences for certain
brands of oil, would refuse to accept a plan to concentrate pur-
chases with any one company. Further, under these circum-
stances Mr. Smith believed that he would have extreme difficulty
in convincing the other four purchasing officers, each of whom
would probably have other preferences.

The second possible way to determine what oils the Bluford
Spring Corporation should buy was to prepare a list of the brands
actually used by the plants of each division and to select, for each
individual use, the brand which, while giving satisfactory service,
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was lowest in price. Mr. Smith believed this procedure was
feasible. The examples given on page 165, showed that some
divisions were paying less than others for oil that was used for
the same purpose. Mr. Smith knew that in 1938 the two plants
of his division were using for certain cutting operations an oil
that cost 14 cents a gallon, while the division with the next
lowest cost was using 35-cent oil. As there had been no factory
complaints, Mr. Smith believed that the 14-cent oil must be
satisfactory for this particular purpose and that it could, there-
fore, be purchased with entire confidence for the other plants.
If a similar analysis was made of the oil used for each of the
company’s purposes, Mr. Smith reasoned that the lowest-price
oil of satisfactory quality could be purchased throughout the
corporation.

This method of determining the oils which the Bluford Spring
Corporation should buy had certain advantages. Being depend-
ent largely on an interchange of information, it fitted readily
into the function of the purchasing committee. In addition,
it enabled the corporation to use the results of its own factory
experience rather than depend upon the ideas and theories of
outside consultants. Finally, the method did not involve expen-
sive laboratory or factory tests.

There was, however, at least one serious dlsadvantage to
this method. Many oil suppliers conducted only a local business.
Néarly half the suppliers from whom Mr. Smith’s division was
buying oils, for example, were essentially local in their operations.
Although shipments to the other divisions could probably be
arranged, Mr. Smith expected that considerable shipping expense
would be involved. The freight rate on shipping a barrel of
oil from the vicinity of Mr. Smith’s division to Detroit was roughly
$1 per hundredweight. An empty so-gallon barrel weighed
roughly 75 pounds and the weight of oil was approximately
734 pounds per gallon. Because of this shipping expense, Mr.
Smith believed that any satisfactory method of determining the
dils which the Bluford Spring Corporation should buy must
make it possible for each division to use such local distributors or
ocal representatives of refineries as were available.

The third method of determining the oils to be bought for
sach of the company’s uses was to test samples under -actual use
or in the laboratory. The samples would be secured from various
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suppliers selected by the Bluford company. The most important
advantage of this method, assuming the tests gave valid results,
was that the Bluford company could determine with some definite-
ness the worth of each of the products. In addition, from the
process of testing the Bluford company was likely to gain con-
siderable information of value in improving its methods of using
the various oils. Also, if an oil performed satisfactorily during
any test that might be set up, the purchasing officer would have
a valid argument with which to convince the production depart-
ment that that oil should be adopted.

The disadvantages of this method, however, made it appear
not feasible. The chief difficulty would be to set up tests, either
actual or laboratory, which would give valid results.

If the various products were tested under actual factory
conditions, the chief problem would be one of comparability.
Changes in the rate of production, in the type of work, and in
the skill of the workers would all have an effect upon the results.
Further, testing under actual factory conditions usually would
involve a long period of time before definite results were revealed.
For example, testing an oil for lubricating the bearings on a
machine would be virtually impossible under actual conditions.
The value of a certain oil as a lubricant could be based only
upon its ability to eliminate wear and friction. These results
would be revealed in an actual test only after a period of at least
several months if the oil was at all satisfactory as a lubricant.
A further disadvantage was that testing under actual conditions
often involved large samples. For example, it would be impossible
to test a few gallons of fuel oil for a furnace. If the test was
to be valid, it would be necessary to procure a large quantity,
probably not less than a tank car, which would necessarily involve
considerable expenditure by either the Bluford company or its
potential supplier. Moreover, such a test would require some
regulation of the burners, which would also involve expense.

In addition to these problems of making satisfactory tests
under actual factory conditions there was the question of persuading
factory officials to make such tests. The success of a quenching
oil, for example, in performing its task was exceedingly important
in its effect upon both the volume of production and the quality
of products manufactured. The factory officials were likely to
protest any shift in suppliers and, in any event, probably would
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not acquiesce to any request for a temporary shift during the life
of some test.

" Laboratory tests also involved certain disadvantages. Mr.
Smith knew that various types of wear tests for lubricating oils
had been devised, but that, while such tests were known to reveal
some accurate results, they still were subject to error. Quenching
oil would be the most difficult of all to test in a laboratory. Mr.
~ Smith knew that even the largest companies, having thoroughly
capable and specialized research staffs, believed that laboratory
tests of quenching oil were of questionable reliability. Mr.
Smith’s own experience supported this opinion. For example,
the Bluford corporation had, after extensive laboratory tests,
changed the type of quenching oil used for a certain purpose,
adopting one which the production department, the purchasing
department, and the company’s laboratory were convinced would
result in operating savings to the company. Under actual condi-
tions, however, the oil, which under laboratory tests had proved
to be satisfactory, broke down so rapidly as to cause an excessive
rate of consumption.

The fourth method of determining what oils the corporation
should buy involved the development of specifications accurately
describing the properties necessary for a satisfactory oil for each
of the corporation’s uses. In drawing up such specifications Mr.
Smith necessarily would be required to fall back upon such
information as he could secure from the company’s research
laboratory, from the experience of maintenance and production
officials, and from his own previous dealings with oil suppliers.
All the products used by the divisions for each purpose would be
examined in the laboratory to determine which from a theoretical
standpoint should be the best oil for that purpose. These results
would then be checked by the experience of the various divisions
in the use of the oils. Differences in the characteristics of the
brands of oil used by the divisions would then be discussed from
the standpoint of the maintenance or production officials who
used them. The preferences of these men would be analyzed
and an effort would be made to express the preferences in specific
terms.

As an example of what he wished to do, Mr. Smith drew up
the specifications shown in Exhibit 2. These specifications
covered those elements which the production and maintenance
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departments, the purchasing department, and the laboratory
agreed should be present in satisfactory oils. If this method of
selecting oils was tentatively adopted, Mr. Smith planned to
draw up no other specifications than these three for the time
being, and to experiment with them to see whether these specifica-
tions would enable him to buy oils which would properly perform
the functions given.

Mr. Smith recognized that there were disadvantages in this
method. Two of the principal disadvantages concerned the
supplier. First, a supplier, if he had lived up to the specifications,
was not responsible should a certain oil fail to be satisfactory.
That responsibility necessarily devolved upon the Bluford Spring
Corporation. Second, some sort of test was necessary if the
Bluford company was to be sure a supplier was living up to every
detail of the specifications. Probably it would not be necessary
to test each shipment, but some type of infrequent sampling would
be necessary. The problem was complicated by the fact that
the company’s laboratory was already overburdened with the
testing of steel and ferrous alloys which were used as the basic
raw materials in the manufacture of the company’s products.

The purchasing officer recognized also that drawing up
specifications involved many of the disadvantages present in
testing samples. If his company’s experience revealed that
it was virtually impossible to test a sample of quenching oil as
to all the characteristics that were necessary for satisfactory
performance, this result would indicate also that it was difficult
if not impossible to draw up specifications describing these
properties. By using specifications, however, the Bluford Spring
Corporation would know definitely what it was buying, and if the
oil was not satisfactory for its purpose, the company could,
from laboratory tests and factory experience, make such changes
in the descriptions as were necessary. Frequent mistakes
might be made, but since the specifications resulted from the
combined efforts of the company’s laboratory experts, the produc-
tion department, and the purchasing department, Mr. Smith
believed that he could expect continued cooperation from them
even though it might take time to develop accurate specifications.

In addition, there were several obvious advantages to buying
by specifications. The company would no longer be limited to a
few suppliers, since the oil specified could be purchased from any
large refiner irrespective of brand names; thus, there would be
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increased assurance that a supply of oils would always be available.
Lower prices should result from the company’s ability to get a
larger number of quotations, and because all companies were
competing on identical specifications, the purchasing officer
should have no difficulty in selecting the most desirable source of
supply. Mr. Smith expected that further savings would result
from buying by specifications, as he suspected that certain divi-
sions of the corporation had in some instances been paying for
higher quality than was really necessary. Specifications would
insure that throughout the corporation oil was being bought of
only that minimum quality that was absolutely necessary for the
satisfactory performance of the oil. Finally, Mr. Smith knew
that some of the most progressive companies were using specifica-
tions as a method of buying oils of all kinds, and that, despite the
difficulty of drawing up accurate and complete specifications,
their use had been successful in some cases.

ExHBIT 2
BLUFORD SPRING CORPORATION
Sample Specifications for Oil

Specification S-9

