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CHAPTER I
INTHROLDUCTICH

The problem of procurement of supplies for industry
has increased in proportion to the complexity and scope of
business. Fifty years ago the major industries of the
United States were conducted, in the majority of instances,
by individual entrepreneurs. At the present time large
corporations and chain organizations maintain firms at
widely scattered points throughout the country. The problem
of purchasing materials for these, therefore, has assumed
new significance and merits continuous study to determine
the most efficient purchasing methods,.

Central purchasing of supplies has been one of the
developments growing out of large industrial enterprises.
Hesearch and experimentation have indicated that this type
of purchasing organization has many advantages in promoting
efficiency. If the company has only one plant, the adoption
of a central purchasing organization is a comparatively
simple procedure, but where a firm has a branch plant, many
factors must be considered to find out to what extent to
centralize the organization. The degree of geographical
separation, the essential homogeneity of products manu-
factured or purchased, the type of materials bought, the

1
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extent of market fluctuztions, und the selection of sources
of supply are 211l guestions that come up for consideration,
The degree to which centrsalized purchasing is used in
geogranhically separated firms thus constitutes a very real
nroblem for study and furnishes the basis for the present
one,

0il firms in the Southwest present an almost ideal
gituation for the study of the extent or degreec of central-
ized purchasing used in compsnies with geogravhically
separsted plants. The Southwestern area is an oil-producing
section, and all large oil companies have representative
brenches in this area. The majority of these operste a
nunber of plants or bronches with similar functions, yet
working from one central plent or area head. In connection
with the operation of these plants there are significant
expenditures for materiols, supplies, and equipment. A
ctudy of the type of nurchasing organization and especially
of the degree of centralized purchasing, therefore, should
orovide some dats valusble to other industries znd to
students in the field of business economics., It was from

this viewpoint that the nresent study was undert:sken.

Purpose of the Study
The purrose of the study is threefold: (1) to make a
survey ol the type ol purchasing organizm%&ons used by a

selected number of oil cowmpunies overating in the Southwest,



{2) to determine the extent or degree of centralized pur-
chasing used by these firms, and (3) to evaluate briefly
the organizational arrangements found in light of accepted

nrinciples.

Limitations of the Study

The gurvey conducted is limited to a selected group of
0il comranies onerating in the Uouthwest with & large number
of branch firms. The limitztion to oil companies was made
because of the prominence of the oil industry in this area,
the wide distribution of branch firms, the large nurchasing
expenditures necessary in the enterprises, and the highly
competitive conditions in the oil industry necessitating a

high degree of efticiency in business sdministration.

sources of lata

Data for the study were secured from two sources. The
nature of centralized purchasing, its advantages and dis-
advantages, and factors influencing the degree of central-
ization were studied in professional literature in the field
of pusiness economics. Survey data on the.typa of pur-
chasing organizations and the extent or degree to which
centralization is pruacticed by large o0il companies in pro-
curement of meterial were obtained through the use of a
questionn:s ire, cither percsonally submitted or mziled to the
participating oil companies,

The gquestionnaire was boced on information developed



from the readings in the profes:tional literzture relative to
factors influencing centraliged opurchasing in companies with
geogrophically scattered plants. The questions were care-
fully phrased and submitted to the director of the research
for his criticism, and revisions were made in terms of his
sugrestions. The investig:tor made nersonal calls on a2
trial grourn of purchasing agents of large oil companies in
ballas and Fort VWorth, Texas, znd submitted the question-
naire to them for study. Final changes were then made to

conform to the sug estions.

Previous Studies in the Field

Centralized »urchasing nractic.s are & nroduct of the
present century with its pgreat incustrisl exnonsion. Re-
search in the field, therefore, is not as extensive as in
some other fields znd 1s of comparatively recent crigin, but
a sufficient number of studies are availuble to contribute
much data valuable in understanding the present investigetion.

Heinrita, in a study of purchasing procedures, gave
attention to the extent of centraliged purchasing practices
used by induatry.l He reviewed a nuuber of surveys on the
subject und arrived st the following conclusions:

Centralized nurchasing departments have been
definitely and consistently on the increase for many
years «nd the trend is gaining momentum, both in in-

dustrial orgnnization and in governmentsl units,
schools, hosnritals, and similar institutions where a

1Stuart F. Heinritz, Purchasing, n. 10.




comparable purchasing problem e:ists. Competent

surveys of current practice indicate that central~

iged purchasing has been adovted in weéll over &5

per cent of menufacturing organizations having an

annual outout vzlued at one million dollars or more;

or to use snother criterion, it has been adonted in

approximately 80 per cent of those establishments

employing ¢ hundred or more workers. Since these
companies account for the great bulk of production

and materinl requirements in this country, it

follows that some 70 per cent of all the materials

snd surplies used in American industry are hought

through centralized ourchasing departments.

The foregoing figures indicate that centralized opur-
chasing organizations are widely used in industry. The pur~
chasing agent for a firm, therefore, assumes a highly
significant position in industry becsuse of the volume of
business that he handles in buying supplies for large in-
dustrizl firms.

The Nationsl Association of Purchasing Agents has been
formed, and this orgonization has pioncered in research in
nurchasing practices. In 1935, it undertook an investi-
gaetion of the operation of industrisl ourchasing departments,
Information was secured from the purchasing agents of forty-
five comranies, subsequently classified as large, wmedium,
and small.? On the basis of data obtained from a question-
nsire filled out by the purchasing agents of the comranies,
an analysis was made of the tasks performed by them of the

differences in duties between agents in the large, medium,

2Ibid.

3Nationa1 Ascociation of Purchasing igents, The Scope of
the Purch:ssing Function, Pamchlet No. 22, 1935, bp. . 16,
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and small firms, and of the difference in reiationships
exlsting in the comnznies between nurchasing, receiving,
inspecting and testing, inventory control, and traffic.
The mas jor conclusions developed were as follows: (1) the
acti ities of the purchasing agents varied widely; and (2)
a pronounced difference was indicated between the activities
of the purchasing agents in the large comoanies and those in
the snall comﬁanies.h

The importsnce of ‘he function of purchasing in in-
dustrial comnanies was studied by Yoder in 1938, He made a
survey of the nature of the organization of industrial our-
chasing denzrtments, and arrived at the following conclusions:
(1) Where purchasing is difficult, where much of the com-
vany's money is tied up in purchases and where good or bad
nurchases czuse either & big profit or a big loss, the nure
chasing agent should occupy a position of major importance
in the comnany; and (2) where opurchasing presents fewer prob-
lems and where purchasing is of little importance, the agent
may report only to the production mansger and may hold a
rosition in the com: any without any great rasponsibility.s
Yoder's study was similar to the present one in that it in-

quired into the nature of the organizstion of industrial

AIbidi ¥ pp. 1{)“180

5J seph U. Yoder, Jr., "in Organization Utudy of the
Industriasl ’urchasing Departments,”™ Philasdelphis Purchaser,
(arch, 1938),n. 18.
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purchasing departments, while it‘dif:ers in thet it con-
sidered all types of industrial establishments rsther than
a selected grouo with geographically scattered olants.

A recent study conducted by the Hoss-Federal Hesearch
Corporation was concerned with how industry buys plant
equicment, matericls, and component @arts. The research
was conducted by questionnaire mailed to & group of Tive
thousand individusls identified as active in responsible

6

functions in industry, Analysis was made of 1,249 replies.
Highlights of the findings were as follows: (1) industrial
nurchs sing, like oroduction, selling and other important

functions, is concucted according to an orderly procedure;

and {2) top management delegotes basic decisions regarding
the kind (as distinguished from make) of capital equivment,
materizls or comvonent parts to be purchased and specifi-
cations to be met, to those charged with engineering and re-
search functions.7 No study was made of the type of nur~
chasing organization from the standovoint of centralization
of the ~urchasing function but attention was directed to
how industry buys as a whole.

A recent study by s graduate student at North Texas
State College investigated the operation of centralized pur-
chasing in the State-su norted inctitutions of Texas and a

selected number of States to determine the philosophy,

6How Industry Buys, Hoss-Federal Hesearch Corporation,
September, 1950,

7Ibid., Ppe. &=3,



wethod, ond oreration of centralisod rurchoelng e uzed in

8

the ingtitutions. The cutstanding conclusion resched froo

she study wie thot Lhere his been o definits trend to

£

est-bilsh centriilsed curchasing spgeacles in Utote povern-
mentg. This study differs from the ~resent ene crineinsily
in that it studied ger liged purchsaling oreretions in o

number of soleeted stabte inolitublons rather then in olil

comnanles wWith peosrs aleally scattered plants.

These investiations, while not covering all Lhe prow
search bhoet has been mude, form an effective ceisntution to
the oroblems of the present study, They indlgate that
centralized surchasing is used by the rajority of larpge in-
dustbrizl concerns, bubl no inlomuastion 48 avaliuble regarding
the extent or desres of centyrslizotion in curchasing proe

1 “

ry, go - ks k) . o g e g 3 PSS A g oo
oo ol otaer tvpes o comnonies

padures of il comran

similnrly siturted.

sefinition of Terms

“rocuronent. in vhe narrew sanse of the term, pro-

2

curement soans the buving of su rlics, materisis, asnd equive
ment nueded for the oneration of an industry. iroadly soeak-

s 5

ing, procurement mesns worse then Lhis and hus two functions:

Y

{1} contributions to top-nanagement aeclisions affecting the

The B Luwekworth, "The Wperstion of ;wntr;§izad Cureha G
ing for the state-oupported dnstitutions of t“a “Late of
Yexas and selectad wﬁdﬁ@a,w unsublistied naster's Thesis,
Lepartment of businese sdeinistrasicon, dopth Texss Stube
Colleye, 1950, Dele -
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entire company's welfare, and (2) responsibility for secur-
ing material parts, and supplies needed in a company's
organization, negotiating with vendors, and controlling in-

9

vantories of the items produced. The oresent study uses
the broader term in its aporoach to the study of centralized
purchasing.

Centralized Purchasing.-- Centralized vurchasing exists

when all the executives of a company forward their requisi-
tions to a purch:sing agent who has the sole power to select

vendors and to place lormal orders.” 10

Vecentraligzed “urchasing.-- Lecentralized purchasing ex-

ists when "any executive buys for his own department, or so0

&

ohrases his requisitions or makes personal demands as to limit

2

the purchasing department's authority over vendor selection,
nrices and terms." 11

Localized Purchasing.-~ Localized purchasing exists when -

ever there 1s a separate -urchasing department and a nurchasing
agent for esach vlant.

Centralized~Localized ‘urchasing.-- Centralized-localized

rurchasing exists where there is a general purchasing depart-
ment to determine general policies, buy commonly used supplies
or materials where conditions [avor this arrangement, and to

supervise and direct the work of local purchasing departments .

floward T. Lewis, frocurement: Principles and Cases, p. 12.

10 ¢
Ldwin Lair Cady, Purchassing, p. 191,

ibid
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The present study is concerned with determining the
extent or degree of centralized rurchasing organizations
used by the o0il companies and the deviaztions made because

of factors relative to different locations.

Crder of fresentation of the JStudy

An overview of the entire study is presented in the
first chapter of the study. This includes a statement of
the problem, the purpose of the study, its limitations,
sources of data, what has been done previously in research
on the subject, definition of terms, snd the general nlan
of nresentation. The nature of centrszl ourchasing, its
advantages and disadvantages, and Tactors influenciing the
degree of centralization in organizations with geographically
scattered plants are considered in Chapter 1l. Uats
collected through use of the questionnaire are prasented and
analvzed in Chanter III. The findings of the ¢ tudy and the

conclusions develoned therefrom are presented in Chapter IV.



CHAPTER II

ADVANTAGES ANL DISADVANTAGES OF CENTRALIZED PURCHASING aNU
FAGCTCRS IHFLUENCIRG PULCHASING ARRANGEMENTS IH UHGAN-

TZATIONS WITH GEOGRAPHICALLY SCATTERLD PLANTS

There can be no one pattern of centralized nurchasing
organizations because situations and needs vary accoérding
to the industry snd locstion, iach company must study its
own particular problems and use the type of organization
which will prove most efficient.

There are some advantages and disadvantages of cen-
tralized purchasing, however, apart from specific require-
ments of individual situations. These need to be studied
in order to be better able to take advantage: of the
benefits of centralized purchasing and to avoid the dis-
advantages. In this chapter, therefore, an effort will be
made to determine authoritative opinion with regard to
general advantages and disadvantages which commonly are
experienced by companies having widely-scattered branches«-
such as the o0il companies to be surveyed in this investiga-
tion.

In analyzing experience with centralized purchasing,

authorities also have formulated some basic principles of

11
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organigation which may serve ss useful guides in individual
situations. Among these are principles having special
application to companies with widely-scattered branches. A
compilation of vrinciples of the latter type will be under-
taken in the final portion of the chapter. }

This process of first studying the advantages and dis-
advantages, and then preparing & synthesis of apnlicable
principles of organization, shouid serve a three-fold
purpose: (1) it will facilitate design of a questionnaire
regarding arrangements of purchasing activities in the oil
companies surveyed; (2) it will provide a basis of evalua-
tion of the purchasing arrangements found in the data
secured from the oil companies; and (3) it will point out
the values of various types of »urchasing arrangements

available for use.

Advantages of Centralized Purchasing
Competent direction and full cooveration of all depart-
ments are necessary to derive the full advantage of central-
ized purchasing. 1II these are present, according to Lewis,
the following definite advantages may and do follow in the
centrolized purchasing program:
1. Centralized buying places the responsibility on
offieials who have the interest and the skill to
do the work properly and whose primary concern is

in the performance of this special task.

2. 1t aids in the fixing of responsibility and in the
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measuring of the conaequences of any given procure-
ment policy.

3. It permits the setting up of uniform policies with
respect to vendor relationships.

L. 1t facilitates the prescribing ol procedures, records,
and routine and also expedites inspection and approval
of materials and the payment therefor.

5. It encourages market analysis, the study of price
trends, and the analysis of vendor's production
costs, with the result that purchases are made
under the most fevorable conditions and at the
most favorable times,

6. It promotes economy by consolidating requirements
and by setting up materldl standards for inventories.

7. Through the use of substitute materials aznd
materials exactly suited to the requirements de-
manded, it encourages the reduction of manufacturing
costs without impairing the quality of the p»roduct.

Lewis also maintains that the essential justification
for centralization of purchasing procedures is not to be
found in better prices, better transportation rates, or
greater profits, regardless of plant location, but in the
principle itself., He explains his reasoning as follows:

These things are merely the results flowing from
the underlying raison d'etre of centralized procure-
ment, which is that centralized vrocurement is & dis-
tinctive function, to be so considered and so adminis-
tered by a personnel whose special interests, aptitudes,
experience and training qualify them for dealing with
Droblems related to getting the proper quality of the
right quantity at the right time for the best price.
This is the basic principle underlying centralization
Of procurement. The more commonly ascribed advantages
are but the results. This fact is not always realized
even by procurement officers, and the failure so to .,
appreciate it leads to some very confused reasoning.<

3

lioward T. Lewis, “rocurement Principles and Lases,
pp. 28-2G,

21bid.
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Heinritz, who has made extensive studies of the pur-
~chasing function, lists a number of advantages of a central-
ized purchasing organization. While some of his opinions
coincide with those of Lewls, he used a different approach:

1. Better control is assured by having one complete
set of records pertaining to purchase transactions
and expenditures, by having one person directly
responsible to management for the purchasing
function, and by isclating the materials factor
from the influence of other departments whose
primary interests lie in other directions.

2. Superintendents, department heads, office managers,
and so on, being relieved of the detailed buying
FPSpOﬂS‘blllty and of the 1nLer1upL10n& and inter-
views incldental to the buying procedure, are
enabled to give undivided time and attention to
their respective functions, thus making for better
performance in the administration and supervision
of their departments.

3. Concentration on vurchasing develops specialized
knowledges and skills that result in more effi-
cient and economical procurement . The validity of
this point finds striking evidence in the great
strides that have been made ip purchasing standards
and methods since about 1915, when group conscious-
ness and mutual interest first asserted themselves
among those engaged in purchasing work and when
centralized purchasing first attracted the active
interest of industrial menagement generally, after
many years of casual or perfunctory attention.3

Heinritz further states that attainment of these advant-
ages is possible. The fullest attainment, he states, is
achieved which is “édequately staffed to do the job and
supported with the necessary authority snd facilities.™s Any

special department raises the gquestion of personnel and

35tuart F. Heinritz, Durchasing, pp. 8-9.

41pid., pp. 10-11,
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administrative costs. The problem facing a business enter-
prise is how to find a balance between the costs and benefits
of a purchasing department in order that such an organiza~
tional plan may be economically sound and made a constructive

contribution to profitable management.

In a study of Governmental Furchasing, Forbes names
some advantages of centralized purchasing for this type of
business enterprise. lis arguments substantizlly corrobo-
rate opinlons expressed by authorities previously quoted.

1. Heduetion of overhead cost through reduction in
personnel.

D
.

Lower unit costs and better deliver service.
3.  keduction in the volume of "paper work."

L. dtandardization and adoption of standard speci-
fications.

Centralized supervision over:
(a) inspection of deliveries;
(b} storage and distribution of stock; and
{¢) interdepartmental transfers and sales
of surplus stock.

A% ]
0

6. Closer accounting control over expenditures.

7. OGaving of discounts through prompt payment of
invoices,

&, Imployment of a full-time purchasing staff:
(a) tends to improve buying techniques;and
(b) tends to eliminate graft and favoritism.5

54 o ¥ | -
. hﬁssell Forbes, "Centralized Purchasing in Governments
of the United States and Canada," Annals of the Academy of
Political and Soclal Sciences, CKIII (1924), 12. o
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The major test of any type of organization is its use
or non-acceptance by business enterprises. HModern business
- practices are highly competitive, and any type of organiza-
tion that dces not prove profitable will not be used or it
will be discarded. 4#s previously shown in Chapter I, there
has been s definite trend to increase centralized purchas-
ing in business enterprises, and the majority of industry
uses this type of purchasing organization in the procurement
of supplies.é These data indicate that centralized purchas-
ing organizations have proven their worth in the highly
competitive modern business field. Their increase and
continued use show that such organizstions have been a
valuable addition to business efficiency.

opecial Advantages of Centralized Purchzsing in
Companies with Geographically Jeparated -
?lants

The use of centralized purchasing organizations in
companies with branch plants, however, has developed a
number of problems. The distance between plants, the
need for emergency purchases, and differentisted plant needs
internose a number of obstacles. 4According to Heinritsz,
these are not insurmountable; in fact, he suggests the fol-
lowing distinct advantages of & centralized purchasing organ-
ization for companies with geographically sepsrated plants:

1. It is highly desirable that a uniform company pur-

chasing policy be observed in all plants.
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2. It is essential that definite product standards be
maintained.

3. JSeparate negotiation and ordering represents a
duplication of effort within the organization as a whole;
consolidation of requirements facilitates greater buying
nower and more favorable contracts.

b. Bealing‘with much-used material on a large scale
increases specialigzation which cannot be achieved by
buyers of goodsin small gquantities.

5. Centralized control alds in correlating the company
materisls prograc and the fundamental interrelationships of
plants and departments throughout the entire organization.

6. Transfer of materialc from one plant to another may
be the quickest and most economical way of meeting an
energency requirement.

7. Une plani's surplus may be utilized to fill
another's needs without making additional commitments or
expenditures.

8. Competent purchasing personnel may be transferred

to the point of greatest usefulness.%

Disadvantages of Centralized Purchasing
There are a number of argumcnts zdvanced in favor of
decentralized purchasing. Une criticism of centralized

arrangement is that no one man can be expected to be

Y1bid., pp. 73-Th.



thoroughly familiar with all the characteristics and properties
of the item which he buys, resulting in the purchase of
quality unsuited to the requirements of the using agencies.
Lewis answers this criticism by stating thet it is not the
duty of the purchasing officer to decide for a using depart-
ment what it shall use; his duty is to possess a general
knowledge of the items so thet he may make recommendations
concerning modifications in the specifications or concerning
substitute materials.l0 Thigs argument is valid if the
nurchasing & gent makes an honest effort to understand specific
needs. lFor examnle, if he stresses cost over guality, losses
are incurred in many instances. The use of carbon paper in
any business enterprise is considerable; any experienced
typist knows that there are very great differences in

quality of carbon parer. The least expensive kind, on the
surface, anpears o be the most economical buy; in reality,

it may be the most expensive because it makes fewer carbons,
smudges much egsier and therefore requires rewriting. The
purchasing agent, if he has not had any experience in using
carbon paper, may not be able to understand a requisition

from a department requesting the more expensive type of paper.
This could apply to many materials; the solution is in
cooperation, understanding, and an attem;t to evaluate the
needs of a devartment in terms of the experience and knowledge

of the people who use the materials.

01bid., p. 30.
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Another argument sdvanced against centralized purchasing
is that there is delay in securing deliveries because of the
time it takes for an order to travel through the necessary
channels and through the policy of buying in large lots.

Unce again Lewis counters this criticism by stating that it
is & fault of administration rather than that of the purchas-
ing orgenization.ld jolcombe states, similarly, that dis-
advantsges accruing from delays may be due to g system that
is clumsy and inflexible.l2 fg suggests the delegation of
discretionary powers to the purchasing agent enabling him

by administrative rules and regulations to overcome rigid
buying practices.

Centralized purchasing, it is also arpued, results in
securing larger stocks than necessary through "bargain” pur-
chases. This, too, is an administrative fault and results
from lack of specialized knowledge on the part of the pur-
chésing agent rather than a fault of the organization. The
human element, it 1s obvious, is a factor in the failure or
success of any tyre of organization.

in companies with branch plants, some very real and
speciflic disadvantages have been found in using a centraliszed
purchasing type of organization, however. These will be

briefly reviewed in the Tollowing paragzraphs.

1pi4.

12 rthur M. Holcombe, State Government in the United
States, P. L425.
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Special Uisadvantages of Centrslized Purchasing in
Companies with Geographically Separated Plants

The most outstanding disadvantages of centralized purchas-

[

ng in companies with geographically separated branches are
listed by lLewis as follows:
1. Undue accumulation of raw materiasls likely to occur

2, Inventory control from a distance inflexible and
costly.

3. Imergency requirements

4. Use of diversified materials by different plants

5. HNeglect of local specialized sources

6. Amount of time required for checking invoices

7. Additional transportation expense

8. Authority and responsibility divided.l3

Heinritz discusses three disadvantages of centralized
rurchasing in companies with branch plants, In the first
rlace, he states the branch plant or division manager is
presumably responsible for the efficient and profitable
operation of his division. OUn the theory that responsibility
and authoriﬁy must go hand in hand, he should have control
over the purchases as well as the production, since a large
percentage of his costs are represented in the procurement
function, as well as the efficiency and continuity of nro-
duction. He points out that even wiii. centralized. wuying,

there must be some one at the plant assigned to such phases

Dlewis, op. cit., pp. 33-34.
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of purchasing work as determination of requirements, clear-
ing requisitions, keeping records, handling invoices; and
accounting for materials.ld

In the second plzce, the size of the plant may warrant
a separate purchasing agency. Hany divisions of large corpo-
rations a re larger than some independent companies operating
in the same area, where centralized purchasing is profitably
used. VWhere the operations are on a very large scale, the
complexity of & central purchesing agency may outweigh its
henefits.

The third disadvantage is that each plant has different
requirements that affect materials anc their procurement.
Transportation, climatic conditions, storage facilities and
other similar factors all have influence in determination
of plant purchases.l® jeinritz, it is indicated, is in sub-
stantial agreement with Lewis regarding disadvantages of
centralized purchasing in companies witﬁ branch plants.

Accoraing to these authorities, the foregoing ad-
vantages and disadvantages of centralized purchasing in
companies with geographically separated plants are the ones
most commonly to be feckoﬁ@d with in the determination of
purchasing authority. 7The problem involved is the development
of some practicable method of purchasing organization which

will provide the advantages oi centralized- . urchasing without

lhﬁeinritz, op. cit., pp. 72.73.

e

157444,

P e
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bringing in the many disadvantages. 4 number of methods have
been proposed and these will be discussed in the following
paragraphs.

Principles of Urganization for Purchasing in
Gompanies with lldely ucattered Branches

The chief organization problem in respect to branch
plant purchasing is to determine whether it shall be estab-
lished as a staff division of the branch plant masnagement,
or as a line division of the central purchasing department.
There are arguments pro and con for each of these types of
organization. ileinritz states that the decision""in any
given situstion depends largely on the administrative policy
and accounting practice of the company as a whole. "0  Some
companies are organized on the basis of product divisions
that are operated to a counsiderable extent as independent
enterprises; in such companies, the central management is
concerned mainly with determination of over-all policy

matters and serves in an adviseory capacity. Uther companies
are operated on a highly functionaliszed plan involving over-
all supervision and responsibility for manufactufing, ex-
gineering, marketing, and so on by the ceniral office.t? (p-
viously, the type of purchasing organization set up by the

company will depend on these policies of the company as a whole.

161b1d., p. 79.

17 bid.
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Figure 1 represents a recommnendation for a purchasing
organization where the central agency Yery closely controls
all overations of the branch offices, and may be described
a8 a line division of the central purchasing department. As
shown in the illustration, there is a general purchesing
agent for the company with an assistant general purchssing

)

agent. Under this official there are four buyers who are
specialists in different fields. For example, in a large oil
comnany, these buyers might be experts in oil field equipn-
ment, lease buying, supplies for refining, and equipment

and supplies for branch offices. This affords an oprortunity

|6

for specialized training on the part of the buyvers, for
special study of market trends, and many other advantages.
Bach division of the company then has its own purchasing
agent for its different plants. One would buy for Plant A,
the others for Plants B and C. & specialized buyer serves
for each of these divisions. The general purchasing agent,
in the final analysis, 1s responsible for the buying pro-
cedures for all the branch plants of his firm.

Major contracts are customarily negotiated and executed
in the central purchasing department, and the branch buyer's
role is to issue orders against these contracts for delivery
to his plant. 7The advantages of this arrangement are more
favorable terms through purchase of greater quantities and
making possible more expert and specialized attention to

major commodities and purchased products. The work of the
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division purchasing agent is to direct the flow of materials
to his particular plant as needed, to »urchese materials and
supplies distinctive to his plant’s needs and which amay be
secured from local sources, to make emergency purchases, to
keep purchase and stock records, and for administration of
the local purchasing department. iHe also represents the
general purchasing agent in his territory, or on special
asaignment.lg

The central purchasing agency is responsible for general
policy and regulations, standardization, over-all inventory
and buying policies, trade relations, and the like.

As far as the a ctuai buying is concerned, materials
and supplies common to the requirements of two or more plants
are centralized under the jurisdiction of the general purchas-
ing department, either for direct purchase or combined con-
tracts against which branch plaats may place orders.

Figure 2 illustlrates the organization of the purchasing
department of a company with branch locations from the stand-
voint of staff division rather than line divisions. In such
an organization, the functions are wore or less deceuntralized
witnh each branch plant exercising a large degree of respon-
sibility and authority for prurchase of supplies and materials.

As shown in Figure 2, there is a central director of
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purchases with a general purchasing agent and four buvers
overating under him. Plants 4, B, and C each .has a purchas-
ing agent who is responsible to the plant manager as well
as to the central purchasing agency. The degree of respon-
sibility of the plant purchasing agents to each of these
superior officers will depend largely on the administrative
policy of'the'com@any; the ¢ reater the degree of independence
vith respect to branch or divisional operations, distinctive-
ness of product, inventory control, and profits, the greater
will be the degree of responsibility of the plant purcha sing
agent ,<0

Central control of the branch purchasing office in the
staff division type of organization is chiefly in the for-
mulation of general policy, the setting up of material
standards, and centrally ne,otiated contracts for common
requirement s, against which delivery orders are issued from
the various purchasing offices according to need. Other
contrcls are systematic reports, standard costs that are
subject to adjustment to meet varying local conditions, and
the imposition of certsin limitations, such as a dollar value
limitation on the size of the purchase order which nay be
placed without specisl authorization, or a restriction upon
the type of purchases that may be made by the local nurchas-

ing agent.

O1pid., v. 83.
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Heinritz states that from the standpoint of practicable
Qperations, & workable procedure can be established under
each of these types of organizations. The weight of opinion
and practice, however, favors having the branch plant pur-
chasing officer accountable to the general purchasing agent
rather than to the plant manager, although the practice is
not universal and varies in degree of use from plant to
plant.zl

Lewis states, similarly, that many concerns have found
that the most satisfactory type of organization is one in
which a local purchasing officer is placed in each factory
with a general procurement official established in the
executive office.?¢ In such instances, the local officials
will have the following responsibilities:

1. To make a careful study of locsl recuirements.
2. To be intimately acquainted with factory conditions
in order to act vromptly in case of production emergencies.

3. Yo place orders only against contracts diawn on
vendors apprévad by the home office.

L. To comply with the procurement policy laid down by

E o o 3
the general nrocurement officer.<3

2l1yig., p. 20.

22, . . A
Lewis, op. cit., p. 35.

o o

231pid., 0. 36.
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The peneral procurement officer, in turn, is respone
sible for much brosder problems. Lewis states:

Un the theory that he knows how and where to get
reliable information concerning price movements, he
presunably is in a better position than the local
officer to forecast price trends, He must decide such
questions as reciprocity and the revision of bids in
the light of the company's general policy. It is his
responsibility to place contracts against which in-
dividual plants may draw and to suthorize an approved
list of vendors. In short, his duly is that of estab-
lishing a volicy, an orgsnization, and a procedure
which will best serve the varied needs ol the company
as a whole.2h |

The Production Hanobook sets up the following require-

ments for the successtful opergtion of ecentralized-localized
buying:

1, The general purchasing sagent will establish policies,
procedures, basic forms, record-keeping methods, and
other fundamentals necessary lor uniformity through-
out purchasing and adequate central control, and
will delimit the authority and the range of buying
of each local purchasing agent,

N
.

£11 loesl transsctions will be reported at once

to the central office, duplicates of contracts,

and perhaps periodic summary reports of activities,
being sent there.

3. Local dommitments must remain within the purchase

budgets of the respective plants as to the amounts
for each materisl, and the total monthly expendi-

tures,

Lo & limit muy be placed upon the anount which the
respective local puichzsing sgents may expend upon
one purchsse order,

5, 4pecial purchases, cxcessive-quantity purchases,
and any other deviations from the range of authority
given to the local purchasing agents must have
the approval of the central office,
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6. The local situation as to requirements, stocks, etc.
and data on local vendors, markets, prices, etc.
for important material and supplies bought locally
will be reported by each branch purchasing agent
to the central headquarters.

7. Local purchasing agents will draw orders to ship
against contracts placed by the central purchasing
denpartment covering the needs of two or more plants.

8. The plan should be kept flexible. Different local
buying authority or assignments may be given av
different times, as markets or conditions shift or
change .25

Criteria for Evaluation of Type of Purchasing
Organization of a Company with Branch Plants

The foregoing discussions have presented the views of a
number of authorities in the field of purchasing with respect
to desirable purchasing organizations for companies operating
a number of branch plants. A summary of the principles and
procedures recommended should be helpful in evaluating organ-
izational arrangements found in the selected oil companies
to be considered in Chapter II11. Accordingly, these funda-
mental considerations will now be synthesized and condensed.

1. 4 central purchasing agency formulates general
purchasing policies, sets specifications, and purchases
supplies common to two or more plants.

2. Staff division purchasing agents issue delivery
orders according to the needs of the plants on contracts made
by the central purchasing office; and they purchase supplies

from locsl sources, and small items and emergency needs.

251pid., 37.
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3. The central purchaging office is responsible for
long-time contracts, general stock items, equipment, and
policy agreements.

L. The staff division agents are responsible for the
flow of materials to their plants, for keeping purchase and
stock records, and for administration of the local purchas-—
ing office.

5. Controls on branch purchasing agents comrrise
systematic reports, standard costs, and monetary limits on
the amount of money which may be spent for local purchases
without authorization from the central purchasing agency.

6. The tyne of organization used should be flexible in
order to care for unforeseen emergencies or changes in
marketing conditions.

7. The trend in purchasing organizations indicates
that responsibility of the plant purchasing agent to the
central purchasing agency is more desirable than the dual
responsibility to the plant manager and the central pro-

duction agency.



GHAPYER III

SURVEY OF PURCHASING ARNANGEMENTS OF A HUMBER OF

SELNCTRE OIL COMPANIES

Information regarding organizational arrangements for
purchasing was gathered by means of a questionnaire pre-
gsented personally or mailed to twenty-five major oil come
panies operating in the Southwest. These particular com-
panies were selected for a number of reasons. In the first
place, the study is primarily concerned with the degree of
centralized purchasing in firms with geographically sepa-
rated branches. The major oil companies, as a general rule,
are this type of firm and all tﬁé branches handle many come
mon items. Because of the competitive nature of the oil
business, each of the companies must operate in an efficient
manner, The oil industry in the Southwest includes branches
of nearly 211 major oil companies, and an investigation of
the degree of use of centralized purchasing in these com-
panies should be interesting and valusble,

The questionnaire was constructed to secure information
regarding lactors and conditions affecting purchasing ar-

rangements, and regarding the responsibility for purchasing

32
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decisions.d & series of questions were included which devel-
oved information concerning the plant locations, the type

of purchasing organization, and the type of materials pur-
chased at local plants along with the kinds of material
generally available there. The second phase of the question-
naire developed information concerning the responsibility

for purchasing stock items, long term contract items, svecial
materials and supplies, and equipment.

A1l the data from the questionnaire were tabulated and
combined into one master table in order to show the complete
picture of the relationships existing in the purchasing
organizations, and the resgansibility for purchasing decis-
iong in the selected oil companies. This table is presented
at the beginning, to facilitate further analysis.

As shown in Table 1, the first thirteen guestions deal
with factors and conditions affecting the type of purchasing
organivations used by the oil companies. Of the twenty-five
companies surveyved, twenty responded. Highteen of the
companies, it is indicated, have central purchasing agencies,
and thirteen of these eighteen firms also have local purchas-
ing agents in branches. The companies without central pur-
chasing agencies, it is obvious, have lecal purchssing agents

at each branch plant. These data alfford an opportunity to

l@uesticnnaire included in Avpendix of Study, pp. 68-78.
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study the extent of decentralization, and the responsibi-
lities for purchases assigned to central purchasing agents
and to local purchasing agents. In order to make a more
careful study, the data are further broken down inte a num-
ber of smaller tables.
Conditions and Factors Influencing
Urganizational Arrangements

In analyzing the data in detail, attention is first
directed to branch plant locations, products, and materials
requirements of the o0il companies participating in the
survey. Heturns from this phase of the questionnaire are
presented in Table 2. As shown in the table Items 1, 2, and
7 in the questionnaire were grouped together in this classifi-
cation. Oixteen of the companies, representing 80 per cent
of the respondents reporting, are geographically separated
by considerable distance. Highteen of these companies, or
90 per cent, produce, sell, or manufacture essentially the
same product. Fifteeen of the companies, or 75 per cent,
however, have different requirements and differences in
operating conditions among branches that affect materials
and equipment. A large majority of the o0il companies, there-
fore, have geographically separated plants which produce or
handle essentially the same product, but which have different
requirements and differences in operating conditions that

effect the procurement of materials.
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TABLE 2

PLANT LOCATIONS, TYPE OF PRODUCTS, AND VARIATION
IN KATERIALS ANL REQUIREMENTS AMONG BRANCHES
OF THE SELECTED COIL CORPANIES PARTICIPA
TING IN THE SURVEYx

|

Item Number Per Cent

Yes No Yes No

Are most of your plants
geographically separated _
by considerable distancey 16 4 80 20

Generally speaking, do
most of your branch

plants produce or manu-
facture essentially the
same product? 18 1 90 5

lloesg each branch have
different requirements
and differences in opera-
ting conditions that ef-
fect materials in their
procuremnent? 15 L 75 20

*Data taken from Table 1 of the study, p. 35.
Type of Purchasing Organizations Used
by the Companies

The type of purchasing organizations used by these
selected oil companies for the procurement of materials is
shown in Table 3. 1ltems in the gquestionnaire included in
table are Nos. 4, 5, and 3. As shown in the data, eighteen
of the o0il companies, or 90 per cent, indicate that they have
a general purchasing office established at the executive
office, and that this purchasing office buys items which are

common to all the plants.
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TABLE 3

TYPES OF PURCHASING CHGANIZATIONS USE

GHAG L _ U IN THE SBELECTED
OIL COMPANIES PARTIGIPATING IN THE

SURVEY=

i materomi v

H

s bemeit e

Number Per Cent

Item
Yes Ko Yes No

Is there a central or

general purchasing office
established at the execu-
tive office? 18 2 30 10

If there is a central
purchasing department,
does it buy items which
are common to &li the
plants? 18 2 90 10

Is a local purchasing
officer placed in each

branch office? 13 7 65 35
3

*Uata taken from Table 1 of the study, p. 35.

As shown in the data in Table 3, thirteen of the
respondents, 05 per cent, state thet there is a local pur-
chasing officer placed in each branch office, while seven
or 35 percent, state Lhat the central purchasing office
procures materials for the plants. The majority of the oil
companies, therefore, are shown to have a centralized pur-
chasing organization modified by local purchasing officers
in each branch office.

Further information resarding centralized znd local

purchasing pollcies of the oil companies was obtained from
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responses to Item 13 in the questionnaire. Individual re-

sponses show numerous variations within the general pattern

just presented, and they are quoted as follows:

1.

2.

5

10,

1l.

12.

A1l of our material and equipment is purchased
by our central office,

All equipment is purchased by the central office;
other material is locally purchased.

All materials with value over $50 are purchased
by the central purchasing office; materials cost-
ing less than this are locally purchased,

Pipe, large equipment, and automobiles are pur-
chased by the central office; general supplies up
to value of $500 are purchased locally, with no
iimit on cement, mud, and lumber,

411 items regularly carried in stock and special
items are purchased by the central office; mis-
cellaneous supplies and emergency items are
purchased locally.

Capital eqguipment and warehouse stock items are
centrally purchased; others, locally.

£11 major items are purchased at the central pur=-
chasing office, while maintenance items, with a
limit of 50 may be purchased locally in areas
without a warehouse.

All heavy equipment is centrally purchased; other
materials are locally purchased,

Capital investment equipment is centrally purchased;
balance of supplies, locally purchased.

Approximately 50 per cent of supplies are locally
purchased.

Bxpediency demands that most items of supplies be
purchased locally. 3ome office supplies are fur-
nished from the central office.

EBquipment, pipes, etc. are purchased by central
office; 75 per cent of supplies bought locally.
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13. Pipe fittings necessary in the installation of
equipment in the field purchased locally; heavy
equipment, centrally purchased.

Seven of the respondents did not answer Item 13 in the
guestionnaire. These were the oil companiee which did not
have local purchasing agents but bought all materials except
emergency supplies through the central office. An analysis
of the comments listed indicates that major items of
equipment and supplies are usually procured by the central
purchasing agencies of the companies, with the local nur-
chasing agents, where such officials are used, procuring
miscellaneous supplies and energency items.

Data in Table 3 vresent in more detail the conditions
governing lecal purchasing by the selected oil companies.
Items 8, 0, and 9 of the questionnaire sre included in the
table. As shown in the table, all of the oll companies
provide for the purchase of emergency supplies at the branch
plant. Where the company does not have a branch purchasing
agent, some official, generally the branch manager, has the
authority to make needed emergency purchases. The majority
of the companies, however, place a monetary limit on the
emergency supplies thal may be bought without authorigation
from the centrsl agency. Thirteen of the companies, or 65
per cent, have a monetary limit on supplies and materials
not in stock; five, or 15 per cent, have a monetary limit on

stock items which wmay be purchased locally; and ten companies
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or 50 per cent, limit the amount of funds that can be spent

for equivment loczlly.

TABLE &

CONDITIUNG GOVURNING LUCAL PURCHASING 5Y THE SELECTEU
OIL CUMPANIES PARTICIPATING IN THE SURVEYH

Humber fer Cent
Item
Yes No Yes No
Which purchasing situa-
tions are handled locally?
Kinergency 20 0 100 0
special Purchases 4 15 20 80
¥hich items purchased
locally are subject to
menetary limit?
Stock items 5 15 25 75
Special Supplies 13 7 65 35
Equipment 10 10 50 50
In certain field opera-
tions do local groups have
considerable latitude in )
purchasing operationsa? 12 8 60 L0

*Jata taken from Table 1 of the study, p. 35.

In certain field operations, as shown in the data in
Table 4, twelve of the respondents, or 60 per cent, state
that the local groups have considerable latitude in purchas-
ing operaticons. These are expenses arising from needs that
cannot be foreseen or nrovided for in advance.

An analysis of the data in Table 4 indicates that all

companies provide for the purchase of emergency supplies by
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branch plant officials, but that the majority of these
purchases are for special supplies and materials not in
stock, and have a monetary limit. Considerable latitude
is provided for local purchase of items where the need
cannot be foreseen in advance,

Conditions affecting the purchasing of raw materials,

supplies, and equipment are shown in the dsta in Table 5.

TALLE 5

HARKED CONDLTLUNG AFPGOTING THE PUHCHASING OF KAW
MATERIALS, SUPPLIES AND BQULPMENT BY THE
SELECTEL OIL COMPANIES

"’ 4§ ';3
Ttem Number Per Cent
Yes No Yes No

Generally speaking, sharp

market fluctuaticns are

characteristic of which

of the following items?
Raw Materials 3 17 15 85
Supplies 9 11 L5 55
Equipment 7 13 35 65

Which of the following

items are generally

available at branch

or local noints?
Raw Materials 5 15 25 75
Supplies 20 ; 0 100
Equipment 7 13 35 65

*Data taken from Table 1 of the study, p. 35.

Only three of the companies, or 15 per cent, as shown

in the data in Table 5, report that sharp market fluctuations
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are characteristic of their supplies of raw materials. Nine
of the companies, or 45 per cent, state that their supplies
are subject to sharp market fluctuations, and seven, or 35
per cent, say the same for equipment. These fluctuations,
it is obvious, prevent any long term éontracts for these
different items of materials.

Some of the o0il companies contacted maintain all phases
of both production and marketing of products, while others
have refineries or field operations. In the companies
participating in the survey, only five of them, or 25 per
cent, have raw materials available at branch or local
points. All of the companies, or 100 per cent, have sup-
plies at branch plants, while seven, or 35 per cent, report
equipment at such locations.

An analysis of the data in Table 5 indicates.thatiin
over 50 per cent of the companies there are no sharp market
fluctations in raw materials, supplies or equipment that
prevent purchasing in advance to any extent. The greatest
fluctuation is indicated in the price of supplies. All of
the local plants have supplies available locally, while few
of them have equipment and raw materials available.

The companies were also asked to list the major cate-
gories of raw materials not available locally, but only four
listed such items. Four of these respondents, or 20 per
cent, listed chemicals as unavailable while one, or 5 per

cent, reported that instruments, machinery, and pipe were
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unavailable locélly in the case of each of these categories.
A1l other respondents failed to list any raw materials in
this category.

The findings from a study of the factors and conditions
affecting the purchasing arrangements of the twenty selected
0il companies may be summarized as follows:

1. "he majority of the plants are geographically
separated by considerable distance.

2. Hdinety per cent of the plants produce or handle
esgentially the game product.

3. Jeventy-five per cent of the branches of the com-
panies have different requirements and differences in opera-
ting conditions that sffect materials in their procurement,

L. HNinety per cent of the comnranies have a central or
general purchasing office established at the executive office.

5. All of the companies with a central vurchasing
agency make contracts for items common to all the plants at
the central headquarters.

6. Sixty-five per cent of the oil companies have
local purchasing officers in branch plants.

7. Analysis of comments by respondents indicates that
major items of equipment and supplies are purchased by the
central purchasing agenciles and miscellaneous supplies and
emergency items by local branch purchasing agents.

#. All of the comvanies provide for the purchase of

emergency supplies at the local branches, but the majority
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have monetary limits to the amount which can be purchased
without authorization from the central purchasing agency.

9. The majority of the oil companies, 60 per cent,
give local groups considerable latitude in purchasing opera-
tions in certain field operations, those that cannot be fore-
seen in advance.

10. In over 50 per cent of the oil companies, no
sharp market fluctuations are reported that would prevent
advance purchasing of supplies and materials.

11. 41l of the oil companies maintain supplies at the
branch plants, but very small percentages keep equipment and
raw materials at such locations.

A study of these findings yields the following major
conclusions:

1. The majority of the 0il companies participating in
the survey have geographically separated plants and have
a centralized-localized purchasing type of organization,

2. HMarketing conditions are favorable in the majority
of the companies for advance buying of items common to all
the plants.

3. The indicated trend in the purchasing arrangements
of the companies is for centralized purchasing of stock items
and major equipment, and for local purchasing of emergency
supplies and materials not in stock, with a monetary limit

for the amount purchased without central authorigzation.
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Responsibility for Purchasing Lecisions
%ithin the Uil Companies in Procur-
ing Various Types of Materials

Haterials needed by o0il companies vary in nature. There
are stock items, long contract itéms, special materials and
supplies not in stock, and equipment to be purchased. In
studying the type of arrangements used in purchasing proce-
dures, sttention was given to the question of who makes the
purchasing decisions for these various items. Are they all
bought by the purchasing sgent or dc other departments of
the company have a voice in the matter? Data from the
sccond phase of the questionnairs answer these questions.

in analysis of the writings of Lewis, deinritz, and
other authorities indicates that the principal decisions
to be made in purchasing are the following:{l) specifications
of what to buy, (2j how much to buy, (3) when to buy, (4)
choice of supplier, and (5) reciprocal agreements. The degree
of centralization can be guaged by the extent to which these
decisions are concentrated under purchasing agencies. One
peint to be considered, however, in the analysis of data is
that determination of specifications of what to buy is not a
basic purpose of the purchasing agency; a purchasing arrange-
ment could still be considered centralized even though the
purchasing agency does not participate in that decision, The
purchasing agent often makes suggestions concerning the

specification but bassically this is not ome of his functions.
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In Table 1 data were presented showing the responsi-
bility for purchasing decisions by all departments of the
individual companies: ocurchasing, inventory control, en-
gineering, and others. OJome of the respondents indicated
joint responsibility among departments for purchasing
decisions while others indicated single responsibility.

The degree of centralization in purchasing arrangements can
be studied through data showing which departments of the
companies have responsibility for procuring various types
of supplies,

Regponsibility for Purchasing Decisions of Stock Items.-~

Data in Table 6 are presented to show the department of the
companies which are responsible for purchasing decisions of
stock items. As shown in the data, there is a decided lack
of uniformity among the companies for placing responsibility
for purchase of this type of materials. In determining
specifications of what to buy, six of the companies divide
the responsibility between the purchasing, engineering, and
uging departments and the same number make the engineering
department alone responsible., Three place responsibility on
the purchasing and using departments, two, in the using and
engineering departments, and only one, ‘in the engineering
department alone. The engineering department, it is indi-~
cated, is consulted in the majority ¢f instances regarding

specifications of what to buy.
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TABLE 6

IN THE SELECTED OIL COMPANIES*

Leeision

- % B > L3 *
Department Responsible for bLecision "

PUR

PUE

PI

PU

PE

U

Ul

UE

EL

JX

N

Specifi~
cation
of What
to Buy
How Much
to Buy

When to
Buy
Choice
of Sup-
plier

Recipro-

cal Agree-

ments

18

14

O

0

8]

0

0

0

0

0

0

0

0

¥[lata taken from Table 1 of the 5tudy, ps 35.
*%P~~Purchasing Department

PUE-~Purchasing, Using; and Engineering Department

PUI--Purehasing, Using, and Inventory Control Uepartment
Pl-~Purchasing and Inventory Control Uepartment
PU~~Purchasing and Using Department

Pi--Purchasing and Engineering bepartment
U--Using Department

Ufl-~Using and Inveﬂtory'Control Uepartment
UF--Using and Engineering Department

El--Engineering and Inventory Control bepartment

E--Lngineering Department

Q==0thers
N-~KNone

As shown in the data in Table 6, six of the companies

leave the decision of how much to buy to the purchasing de-

partment, five, to the using department, four, to the
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purchasing and using department, and one to the purchasing,
using, and engineering departments, the purchasing and
engineering departments, the using and engineering depart-
ments, the using and inventory control departments, and the
engineering and inventory control departments, respectively,
The majority of the companies, it is shown, leave the decis-
ions regarding the amount of stock items to be purchased
either to the purchasing or using departments, or to some
Jjoint determination in which one of these departments par-
ticipates,

Eight of the companies let the purchasing and using de~
partments jointly determine when to buy stock items; six
leave this matter to the purchasing department, and four, to
the engineering department, The majority of the companies,
it is seen, leave the decision either to the joint department
of using and purchasing or to the purchasing department alone,

Eighteen of the companies place responsibility for
choice of supplier in buying stock items in the purchasing
department, while one placesit jointly with the engineering
and purchasing departments and another with the using de-
partiwent alone. O5ix of the respondents stated that their
companies made no reciprocal agreements in buying stock items,
and the fourteen who muke such agreements leave the decisions
to the purchasing departments,

Analysis of the data in Table 6 indicates that the com-
ranies vary purchasing decisions for stock items among gepayt-

ments of the company in respect to what is to be bought, how
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much is to be bought, and time of purchase. Greater uni-
~formity is shown in choice of supplier and in the making of
uniform agreements, The engineering department, it is indi-
cated, is dominant in specifications of stock items, while
the purchasing and using departments are dominant in deter-
mination of "when to buy" and “how much to buy.™ The pur-
chasing department is dominant in the choice of supplier

and recinrocal agreements.

Responsibility for Purchasing Uecisions for Long-lerm

Contract Items.--Responsibility for purchasing decisions

within the company departments in the purchase of long term
contracﬁ items is shown in the data in Table 7. Nine of the
companies leave the decision regarding specifications of
long contract items to the engineering department, and six
place responsibility on the purchasing department. Une re-
spondent stated that his company did not buy long contract
items, and the others placed responsibility jointly between
the purchasing, using, and engineering departments in
various wavs.

In six of the companies, the purchasing department de-
cidedes how much to buy, while in four instances the choice is
left to the joint decisions of the purchasing and engineering
departments and the same number to the purchasing and inven-
tory control departments in the companies. Nine of the com-
vanies leave the decisions regarding when to buy to the purchas-

ing departments and six leave them to the using departments.
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AUTHORITY FOR PURCHASING DECISICHS FOK LONG TERM CORTRACT

ITEMS IN THE SELECTLD OLL COMPANILG##*

it

Decision Department Responsible for Lecision **

P PUL| PUE| PLI | PUy PEJ U UI|ULE| EI| E| O] Nwx
Specifica-
tion of
What to
Buy 6 1 1 |0 1| olG| O 1} O|l9l0|1
How Much )
To Buy 6 0 1 |4 O 412 1| 1| 1|]0|0| 0
When to )
Buy 9 0 0 |0 31 0l 1| 1] 01010/0
Choice of
Supplier |20 0 0 |C O o0 0] 0] OojJo|lO}oO
Reciprocal .
Agreements [L4 0 0 10 0] 0J]O ] O] O O]0)2]|4

*Data taken from Table 1 of the study, P. 35.

#*#Pw~Purchasing Uepartment
PUB--Purchasing, Using, and Engineering Department
PUI=-~Purchasing, Using, and Inventory Control Department.
PI--Purchasing and Inventory Control bepartments
PU-=urchasing and Using Department
Phe~TPurchasing and Engineering Uepartment

let the purchasing devartments select suppliers.

Ue=Using Uepartment

UI--Using and Inventory Contrel Department
Uki-~Using and Engineering lepartment
EI-~Using and Inventery Control Department
B--Engineering Uepartment

0--Cthers

N--None

As shown in the data in Table 7, all of the companies

Four come-

panies make no reciprocal agreements for long term contracts,



and fourteen leave such decisions to the purchasing depart-
ments. In one instance, the sales department was designated
and in another the executive department.

| inalysis of the data in Table 7 indicates that the
engineering departments of the oil companies dominate in
making decisions or long-term contracts concerning speci-
fications of what to buy, while the purchasing and using
departments dominate in decisions regarding how much and
when to buy. The purchasing department is dominant in
determining the choice of supplier and in making reciprocal

agreements.

Responsibility for Purchasing Uecisions for Supplies
and Supplies Not in Stock.--Data on responsibility for pur-
chasing decisions for special supplies and supplies not
carried in stock in the oil compsnies are shown in fable 8.
“4s shown in the table, the engineering department has the
responsibility of deciding specifications of what to buy in
eight companies, with the purchasing departments, the using
departments, and the using and engineering departments,
respectively, functioning jointly in nine other companies.

The purchasing departments in eight of the companles
and the using departments in six others decide how much to
buy, constituting a majority of the companies. The decisions
on when to buy are made by the using departmente of thirteen
companies. Three companies leave this decision to the engineer-

ing department, and two to the purchassing departments, but the
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using department is predominant. Choice of supplier is left
to the purchasing department in all instances. Fourteen
companies leave reciprocal agreements to the purchasing agent,
while two other companies let the executive and the sales de-

partments jointly make the decisions.

TABLE 8

AUTHORITY FOR PURCHASING DECISIONS FOR SPECLAL SUPPLIES
AND SUPPLIES NOT CARRIEDL IN STUCK IN THE SELLCTED
OIL COMPANIES™

' Department Responsible for Decision o
becision

P | PUI| PUE| PI| PU| PE| U | UI| UE| EI} E| O| N¥x*
Specifica~
tion of
What to
Buy 3 0 2 0 110131013 0 81 0l 0
How Much ’
to Buy 8, 0] 0 Ol3 (0|61 10]0]20]0
Yhen to s
Buy 21 0} O (1 {0 |13t |C |0 | FO|O
Choice of . ‘
Supplier 20| 010 01010 10J]0 1010101010
Recipro-
cal Agree-
ments 141 0| G 10 1010100 |G |lO]12]|4

*Data taken from Table 1 of the study, p. 35.
*%P=wPurchasing Department
PUI»—rurch351ng Using, and Invent@ry Centrol [epartment
PUE--xurchasing, Using, and Engineering Uepartment
PI--Purchasing and Inventory Control Uepartment
?U«-Purchasing and Using lDepartment
PE~--Purchasing and Engineering Department
U-~U61ng Lepartment
Ul--Using and Inventory Control bepartment
Uf-~Using and Engineering Uepartment
Bi--Engineering and Inventory Control Lepartment
E-=-Engineering Department
0~~Others
N~~None
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Analysis of the data in Table & indicates that the
engineering department dominates in determining the speci-
fications for buying special supplies snd supplies not in
stock, The purchasing and using departments dominate in
deciding when to buy. Choice of supplier is left to the
purchasing departments by all the companies. Heciprocal
agreements likewise are made by purchasing agents in all ine
stances where such agreements are used,

Responsibility for Purchasing Decisions for Eguipment.--

bData on the responsibility for purchasing decisions for
equipment within the oil companies are shown in Table 9, As
shown in the data 1n Table 9, six of the companies place the
responsibility for specification of equipment in the engineer-
ing department while seven other companies include -the en-~
gineering department in joint decisions with the using de-
partment and the purchasing department, Only two companies
leave this decision to the purchasing deparﬁment alone,
Uetermination of how much equipment to buy is the main
responsibility of the purchasing, using, and éngineering
depértments, with eight companies designating the purchasing,
seven, the using, and three, the engineering departments,
Sixteen of the companies place fesponsibility for decisicns
regarding when to buy with the purchasing department, while
three make this the responsibility of the using department,
with the one remaining combining it between the rurchasing and

the using department. The choice of supplier was delegated



to the purchasing departments in the buying of other items,
but a difference is found in buying equipment: the engineer-
ing department in six instances shares the responsibility
with the purchasing department and in one instance carries
the responsibility alone. Reciproeal agreements are handled

in the same way as in the purchase of other items.

TaBLe 9

AUTHORITY FOR PUHCHASIKG DECISIUNS FOR LEQUIPHMENT
IN THE SELECTED OIL CUMPANIES*

ok
bepartment Lesponsible for Decision
Decision v _
P PUT PUEB | PI| PU| PE| U| UI| UE| BI| Bl Q| N
Specifi-~
cation
of ¥What
to Buy 2 2 3 {0101 4| 3l0]J]0O0 (6|00
How Much ,
to Buy 8 0 0|0 2 O 71010 10 |3]010
When to )
Buy 16 0 0 |01} 1 1 3[{01CG |0 |0]lO]lO
Choice of
Supplier 13 0 0 |0 0 510100 |0 1100
Recipro-
cal Agree~ ' .
ments 14 0 OjJ1]o0]Jo|lOoOjJOlO OO O]l 2( &

“Data taken from Table 1 of the study, p. 35.
#kP-wPurchasing lUepartments
PUl--Purchasing, Using, and Inventory Control Lepartments
PUE--Purchasing, Using and Engineering Departments
Pl-~Purchasing and Inventory Control lUepartments
PU-~Purchasing and Using Departments
Ph--Purchasing and Ingineering Uepartments
U--Using Uepartments
Ul-~Using and Inventory Control Uepartment
UL--Using and Engineering Uepartment
El--Engineering and Inventory Control Uepartment
E-~-Engineering Department
O~-Others
N--None
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Analysis of the data in Table 9 indicates that the
engineering departments dominate in responsibility for
specifying what to buy, the purchasing and using departments
in how much to buy, and the purchasing departments in which
to buy, choice of suppliers, and in making reciprocal agree-
ments.

A composite table of these data on authority for pur-
chasing decisions summarizes the findings as analyzed in
Tables G, 7, 8, and 9. 1t is presented as Table 10,

The totals in the data in Table 10 are based on a
posgsible 400 points if each respondent had answered each
question regarding purchasing decisions relative to each
of the different items purchased. By reference to Table 1,
this may be comprehended more readily; the product of five
decisions on four types of items by twenty companies is
the composite total of 400.

As shown in the data, there are 200 instances of where
the purchasing decision for the different items was as-
signed to the purchasing department alone, and the purchas-
ing department shared purchasing decisions in sixty-four
more instances, a total of 204 instances ocut of a possible
400, or 66 and 2/3 per cent. The data, therefore, con-

clusively indicate that the purchasing departments of the
companies play a major role in the ultimate purchasing

descisions. The engineering department plays a dominant
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TABLE 10

AUTHGHITY FOR PURCHASING LECISIONS IN PROCUREMENT
OF MATERIALS BY THE SELECTED OIL COMPANIES%

Decision Lepartment Responsible for Decisions o

P PUI| PUE] PI| PUl PE| U] ULj UE| BI| B |G| H¥x
Specifi-~
cation
of ¥What ’ ‘
to Buy 121 3 12 O 51 &4 80| 6| 0 |29(0] 1
How HKuch
to Buy 281 0O 2| 4 9] 712003 2] 1 5101 O
When to
Buy 331 O Ol 112 | O |21 4 | 1 0 7101 O
Choice
of Sup-
pliers 711 O 01010 2 101 0 ¢ 110 O
Reci-
procal
Agree- ) )
ment 50 O Olo|lO] Ol OlOGC] O] O] O0]8]16
Totals 200 3 251 5 (20 |18 |49 7| 9| 1 |42 | 8|18

*Lata taken from Table 1 of the study, p. 35.
wiP-=Purchasing Departments
PUI-=Purchasing, Using, and Inventory Control Departments
PUE-~Purchasing, Uolng, and Engineering lepartments
PI~~Purchasing and Inventory Control chartmen*s
PU~=Purchasing and Using Levartments
?m—-furchasing and Engineering Lepartments
Uw-Using bepartments
Ul-~Uging and Inventory Conirol Lepartment
Ub=-Using and bngineering dJepartment
Al--Lngineering and Inveutory Control Uepartment
E--bEngineering Department
C-~Uthers
l--None

role in determining specifications, and the using department

is influential in decisions concerning how much to buy and
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when to buy, but the purchasing department is the dominant

one in the final analysis.



CHAPTER IV

EVALUATION OF Tl LIGREE UF CENTRALIZED PURCHASING
ARMANGERENTS ULEL BY Thi SsLilTaeb UIL

SURF ARLSD

Sriteria set up in Chapter II form a basis for eval-
uating the degree of centralized purchasing arrangements
of a company with branch plants. 7The purpose of this
chapter is to measure the findings from the data presented
in Chapter I1II in terms of the criteria. No hard-and-fast
conclusions, necessarily, can be made but trends can be
indicated.

Lvalustion of the Legree of Lentralized
Purchasing Arrangements in the
selected Uil Companies

Uighty per cent of the companies participating in the
survey, it is shown, have branch plants which are geo-
graphically separated. Kinety per cent of these plants han-
dle essentially the same product, but 75 per cent of them
have different requirements in operating conditions that
affect procurement of materials, HNinety per cent of the

companies, in spite of these differences and differing

59



60

locations, have centraiized purchasing arrangements of some
nature, and 35 per cent employ no local purchaéing officers
in the branch plants, Centrslized »nurchasing, therefore,
ig used by a large majority of the companies. The degree to
which it is used is shown by comparing the déta with eriteria.
The first criterion developed stated that the central
purchasing office, in general, should formulate purchasing
voliclies, set specifications, and purchase supplies common
to two or more plants. The data obtained from the respon-
dents in the study show that the companies are in substantial
agreement with this criterion in their purchasing policies.
General purchasing policies are formulated at the central
headguarters of the firms and branch plants follow these
policies in the administration of their plants. The majority
ol the respondents rerorting stated thet the engineering de-
partments of the comnanies either set the snecifications or
participated in the decisions, Supplies are available at
all loczl plants, but the data indicate that these are not
purchased to any extent by local branch officials. ZEZmergency
supplies are the chief materials purchased.
According to the second criterion, the most efficient
way of administering purchasing arrangements in plants with
a central purchasing agency and branch firms is for the local
arents to issue delivery orders against contracts made by

the central purchasing office, nurchase supplies from local
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sources, and small items and emergency needs, The data indi-
cate that these are, in general, the policies of the companies
studied. All of the compznies have provisions for the pur-
chase of emergency items, and a majority of them provide for
small items with a monetary limit attached. The companies,

it is indicated, meet this second criterion vary satisfactorily.

Criterion 3 stated that the centrai purchasing agency
of a com»any with geographically separated plants should be
responsible for long-term contracts, general stock items,
e@uipments and policy agreements. The data presented in
Chapter 1I1 show that a large majority of the participating
companies follow this criterion very closely in their pur-
chasing arrangements, This criterion, also, is satisfactorily
met .

The main responsibility of the local division agents,
according to Criterion 4, was for administration of the local
purchasing office, taking care of records and invoices, and
keeping a flow of sufficient materials for operation of their
plants. In the main, the data show that the narticipating
comnanies in the study follow this procedure very closely.

The majority of the companies have monetary limits on
the amount of »urchases made locally which serve as a control
on the local branch officer. This policy is in line with
Criterion 5 which sets up such a limitation.

Criterion 6 stated that the type of organization used
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should be flexible in order to care for unforeseen emergencies
or changes in marketing conditions. while no specific ques-
tions were asked in this survey on this phase of purchasing
arrangements, some of Lhe resnondents in their replies gave
some data showing how thelr companies operate in this respect.
Three of the letters received are included in the appendix
of the study and reference to them shows some significant
data and intra-company relationships:

Letter No. 1 discusses the questions which could not
be answered by "yes” or "no" or by sentences, 4 wide diver-
sity in operations and in products handled or manufactured
is indicated. Local purchasing officers are not used, but
branch buyers are located stratezically in the areas served
by the comnany. Hajor nrojects and exvenditures are passed
on by the executive officdrs of the firms, and the pur-
chasing of the various materials, supplies, or equipment
involved are then in the hsnds of the Purchasing Department,

Activities of the branch purchasing agents differ ac-
cording to the needs of the companiesg in the different areas
served. One buyer, it 1s shown, procures equipment for
drilling, while another secures supplies for a large re-
finery, a carbon black plant, a chemical plant, and a rubber
plant. The first buyer has no supervision over warehouses,
while the second one not only supervises the buying, but also

a large warehouse. The organization of the company, which is
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one of the largest represented in the study, is seen to be
very flexible and indicates that it is formed to care for
all unforeseen emergencies or changés in marketing conditions.

Letter Ho. 2 describes the nurchasing procedures of the
comrany represented. ¥While purchasing procedures were not a
part of the survey, the letter does indicsate to some extent
the nature of the purchasing organization used by the
company.

Letter No. 3 describes in detail the purchasing organ-
ization of the firm represented. It furnishes many interesting
details of the purchasing organization not possible in the
short answers to the questionnaire., The three letters to-
gether form an interesting case study and show the need for
further investigation along this line.

Very little information was developed in the study re-
garding dual responsibilities of local purchasing agents.
The general trend indicated is for the general purchasing
agency to determine policies and for the local branch agents
to carry out the policies indicated.

The overall conclusion gained from the evaluation of
the purchasing arrangements of the companies participating
in the survey is that they, in general, meet very satisfact-
torily the opinions of authorities in the field of pur-

chasing arrangements for centralized »nurchasing in firms

lL@tters included in Appendix of the study,
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with branch plants. Uecentralized arrangements to provide
for branch needs are the rule, even where there is a highly

developed centralized nurchasing authority.



CHAPTER V
CONCLUSIGNS AND SUGGESTIONS

Conclusions

The following conclusions have been developed from the
study of the purchasing arrangements of twenty selected oil
companles operating in the Southwestern area of the United
otates:

1. Some type of centralized pufchasing arrangements
are belng used by a large percentage of the business firms
in the Jouthwest, and especially in those of large in-
dustries.

2. There are both advantages and disadvantages of
centralized purchasing, but the increased use of this type
of purchasing arrangements indicates that the method is
efficient and an aid to economical administration.

3. Application of centralized ourchasing arrangements
to firms with branch plants has developed a number of
problems which are being intensively studied.

k. The most-recommended type of centralized purchas-
ing arrangements for firms of this nature 1is for the central
purchasing agency to formulate general policies, set specifi-

cations, and purchase supplies for items common to two or

65



66

more plants, with local agents drawing supplies against
these contracts, keeping the flow of. supplies moving to
meet plant needs, and administering plant affairs.

5. Ghighty per cent of the companies surveyed have
geographically separated plants; the companies, therefore,
provide an adequate basis for the study of the degree of
centralized purchasing used in companies of this nature.

€. HNinety per cent of the participating oil companies
have some type of centralized purchasing arrangements.

7. Thirty-five per cent of the comnanies do not have
a local branch purchasing official.

8. In the majority of the companies, the central pur-
chasing agencies formulate purchasing policies, make specifi-
cations, and buy stock items, long term contract items, and
equipment, while local branch purchasing officials buy for
emergency needs and supplies and materials not in stock or
from local sources.

9. The majority of the companies place a monetary
limit on the amount of goods bought without authorization
from the central office.

10. The purchasing arrangements of the companies
participating in the survey indicate that a very flexible
centralized-localized purchasing arrangement is followed and
that the companies are in line with expressed opinions of

authorities in the [ield of purchasing in this respect.
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Recommendations for Further HResearch
The data developed in the study, and especially the
explanatory letters received, indicate the need for a more
detailed case study of the policies and procedures of plant
purchasing in individual companies with branch plants. It
is recommended that further studies be made along thig line
by students and research workers in order to develop data
valuable in the study of business economics, and to deter-
mine the most efficient and economical wavs of meeting the

problem.



APPENDLIX

DIRECTIGNS: Please check the answer or answers that are
most applicable to your comcany's purchasing
organization.

1. Are most of your branch plants foofr"“} ca lly'aenardted
by considerable distances? Yes Ho

2. f2nerally speaking, do most of your branch plants pro-
aduce or manufacture essentially the same products?
Yes Ho

3. 1Is a local purchasing officer placed in each branch
plant? Yes Ho

L. Is there a general or central purchasing office estabp-
lished at the executive office? Yes Ho

5. 1f there is a central purchasing department, does it
buy items which are coumen to zll the plants? Yes
o)

6. Vhich of the [ollowing items purchased locally are
subject to = monetary limit? OStock Items__ .ong Term
Uontract ltems__ Special Supplies and Materizls not
in Stoek____ wquipment___ Hone of These___ "Others®,
nlexse name____

7. lioes each branch plant have different requirements and
differences in operating conditions that affect materiasls
and their procurement? Yes No

8. Vhich of the following purchasinz situations are handled
locally? Emergency “urchases cpecial Murcheases

9. In certain field overations do local grouns heave con-
siderable latitude in purchasing their needs? Yeos_
No

10. Generally speaking, sharp market fluctuations are

characteristic of which of the following items? Haw
Materials vJupplies bouilpment
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11. %hich of the following items are generally available
at branch or local points? Kaw Materials Supnlies
Equipment

12. List major categories of raw matericls that are not
available locally.

13. If possible, please give a general statement of noliey
as to what- -is purchased centrally and locally.
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Letter No. 1

Mr. Jerry Strong
312 Fulton
Denton, Texas

PDear Sir:

Your letter of ULecember 13, 1950 requesting information as
outlined in the questionnaires, which you attached, is be-
ing answered by means of completing the questionnaires. How-
ever, in order to give you a thorough explanation of the
methods emnloyed by our Purchasing Department we wish to

give you more detailed information in the following para-
graphs. Those questions which can not be, in our opinion,
answered fully on your questionnaires are being handled as
follows:

Guestion No. 2 - Uur company has expanded to the extent that
we not only have refineries and gasoline plants, but we are
now engaged in the manufacture of such items as carbon black,
ammonia, ammonia nitrate, ammonia sulvhate, lubricating oils,
and many special products.

Juestion No. 3 - 4 local purchasing officer is not prlaced in
each branch plant. We do, however, have branch buyers
located strategically to take care of various areas. Thelr
duties will be discussed in a later paragraph.

buestion No. O - ¥We have not filled this in, as we wish to
advise that because of the ramification of a2 company the size
of ours we operate in a fashion that major projects and
expenditures are first presented to our Operating Committee
for approval or disapproval, then are passed to the Executive
Committee. If approved by the Executive Committee, they are
then asuthorized projects or expenditures and the Purchasing
of the various materials, supplies, or equipment involved is
in the hands of the Purchasing lepartment.

Guestion No. 12 - Raw materials that are not available locally
are of such magnitude that we prefer to list some of the

ma jor items that go into our processes. Those that readily
come to the writer's mind are caustic soda, socda ash, sulphuric
acid, lime, hydrofluoric acid, Fuller's earth.

Guestion No. 13 - This may be discussed as follows: irom our
centralized offices in Bartlesville all contracts, blanket
orders, and long term commitments are negotiated. Instructions
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are igsued from time to time insofar as purchasing by our
branch buyers 1s concerned.

in our Bartlesville Gffice our buying is done by the Purchas-
ing Agent and 10 buyers. Warehousing and material handling
falls under the supervision and authority of the Purchasing
B 3 4
f%g’?ierlt [

e have branch buyers in Oklahome City - Borger, Texas -
Houston, Texas - Udessa, Texas and Jalt Lake City, litah. The
type of buving and the latitude allowed our branch buyers
decends somewhat on the type of operation in the area in
which each branch buyer ig located.

For example, our buyer at Jalt Lake Citv is involved primarily
in procuring equipsment common to drilling wells, nroducing
0il, equipment for some of our smaller refineriee and market-
ing equipment. Ho warehouse oreration is under Lhe super-
vision of that buyer. However, our buyer at Borger, Texas

not only supervises the buving, but also a large wareliouse at
that noint, as is true at Odessa and Uklahoma City.

&t Borger purchases handled in that territory involve a large
refinery, a large gasoline tresting plant, several smaller
gasoline plants, carbon blaek plants, a chemical plesnt, and

a rubber plant. You can see that the diversification in

that area is greater insofar as supplies and equipment are
concerned than it is in BSalt Lake City.

in Cklahoma City we also heve a warehouse, as we do at
Odessa. 4t Uklaboma Clisy Lhere is a small amount of gasoline
olant equinment involved and considerable production.

At our louston, Texas (ffice the branch buyver doss not super-
vise 8 warehouse, hbut acts as our representative on guestions
regarding tbhe anmount of material that should be purchased,

- source of supply on emergency purchases zml any other service
that e¢an be rendered to the Production Lepartument and other

departments in that area.

Although we have answered your questionnaire, saying that
only emergency purchases are wmade in the fielid, this is only
partially true. There are certain typee of material that

we do not wish Lo gtock in ocur warehouses because of the in-
frequent use, its specialized nature, or {or some other good
reason. in those cases the purchases are made in the field
by our branch buyer.

In regards to the questionnaire, "Who makes the various vur-
chasing decisions in your organization?", we would like to
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expand on this to some degree. Insofar as recioprocal agree-
ments are concerned, however, and this apﬂl¢ab te all four
categories listed in your questionnaire, it is a matter of
our working with all departments to determine what is the
best orocedure to follow insofar as the c¢verall company good
is concerned, Although we show in each category that the
using department specifies what to buy, if Y‘m.ca, delivery,
or other factors enter into the purchase the ! “urchasing De-
partment has a voice in the speciflcatianu.

How much to buy under all categories is determined by working
with the using department. Conditions of supply, price, etc.,
are taken into consideration in such discussions and applied
to the requirements as furnished to us by the using depart-
ment. %e also have to take into consideratiocn under this
heading governmental controls Lhat may limit the amount of
materials that we can buy, whether it be for stock, con-
struction, or maintenance.

When to buy is another more or less cooperative decision., iHow-
ever, any factors involving price, delivery or unusual condi-
tions that might exist are usuall y those with which our de-
partment is more familiar and in many instances we request
requisitions from the operating departments far in advance of
the date they normally would requisition such materials.

You may wonder how the Purchasing lepartment can select the
choice of supplier in all cases, while in most caszss the
specifications are furnished by the using department. This
matter is closelyv watched to be sure that the specifications
are made in such manner that more than one source of supply
can be involved. This provides for an element of competition
in most of our purchases.

¥e hopve that the above will give you encugh information to
allow you to understand our method of operating.

Very truly yours,



Th

Letter No. 2

10 Purchasing Agents
FRO
SUBJECT Jurehasing Procedure

This is to confirm the basis on which purchase re-
quisitions are handled and to acquaint all concerned with
such basis. This represents no change from what has developed
over the past several months from repeated discussions and
conferences of the purchase order procedure put into effect
Uctober 1, 1948. Kather, it states tiiccertain fundamentals
which have crystallized,

1. Delivery date required. OUn receiving the requisition,
the purchasing agent who handles first determines whether or
not the date specified furnished adequate time to make a
congidered purchase. 1If so, there is no problem. If not,
the date need be discussed by phone with the requisitioner.
If the date is impossible to meet, the earliest possible
date need be developed and cleared with the requisitioner.

If expensive to meet, the purchase considerations need be
exnlained to the requisitioners, soliciting from him the
timing considerations. Agreement should then be reached be-
tween the requisitioner and the purchasing agent on that date
which 1s to best over all advantage. {inal responsibility
for specifying delivery date, within the limit of what is
possible, lies with the reocuisitioner. The purchasing re-
sponsibility is (&, to advise the requisitioner what addi-
tional expense may be involved and (b} to meet his required
delivery.

2. OSpeecifications. Un receiving the recuisition, the
purchasing agent who handles determines whether or not the
specifications cited furnish adequate description and latitude
for a considered purchase. If so, there is no problem, If
not, the specifications need be discussed by phone with the
requisitioner,

Specifications may be inadequate to assure the supplier
delivering what is essential for the purpose. It is the re-
sponsibility co develop more econonic possibilities, either
by wider specifications or acceptable alternatives, and to
call to the attention of requisitioners the purchase advan-
tages of such possibilities.



If specifications are expensive to meet, therefore, the
purchase considerations need be explalined by vhone to the
requisitioner, soliciting from him the complementing consi-
derations of requirements for the service intended. Final
responsibility for stating specifications lies with the
requisitioner what additional expense may be involved and
(b} to meet his specified requirement.

3. Awarding the order., Within the limits of timing
and specifications established above and what is mechanically
practical, orders are awarded on the basis of equal oppor-
tunity to and fair judgment between the offerings of &ll who
solicit our business. It is essential that each reliable
supplier be advised of our need a2nd accorded an opportunity
to quote. It is then essential that the selection be made on
the exercise of best Judgment as to who offers us most value
in combined quality-service-price.

L. Problem Study GQuotation Hequests. The purpose of
such quotations is to develeop information for project
decision, not to award an actual order. The emphasis, there-
fore, is on timing, not on econcmic purchase performance and
fairness to suppliers. The purchasing agent who handles will
request such quotations on the basis {a) adequate for the
purpose both in scope and accuracy and {(b) in minimum time.
The inquirer's needs, both for accuracy and timing, should be
ascertained by phone i1f it is indicated that an answer with-
in 5/ accuraev will be difficult or expensive to develop
for him by the second day after receipt of the request.

5. Purchase Crder Status. it is the purchasing agent's
responsibility to keep the requisitioner advised of the status
of the order required by the requisitioner. The Jtatus
Notice, therefore, need be forwarded to the requisitioner
immediately when any significant change develops in delivery
outlook from that specified on the requisition and purchase
order. Should it be indicated that the change may require
the requisitioner to alter his plans, the purchasing agent
will advise the requisitioner by phone (confirming by Status
Rotice}, the two then deciding what if any remedial steps
need be taken.

6. Timing. It is essentizl that constant effort and
pressure be exerted by each purchasing agent to achieve the
following timing:

a. Jlnitiate action same day (noon to noon) on all
requisitions, problem study requests, quotations,
vendors' mail, follow-up requests, and inveice clearance.



b. Emphasize necessity of return-mail replies to
quotation requests and requests to suppliers for fol- -
low-up action.

c. ©Bmphasize necessity for prompt replies from
requisitioners clarifyving supplier questions concern-
ing orders.

d. Choose regular mall, air-mail, telegraph, or
telephone communication on the vrimary basis of what
is to bs gained by promptness and clarity versus the
lesser element of cost.

e. Conserve to the maximum degree the time avail-
able between requisition and required delivery dates to
be used in developing information on use (from requisi-
tioner) and on availability {from potential suppliers)
in order to impreove the purchase performance.

£, It is mandatory that emergency nlant require-~
ments be handled jmmediatelv. LIf emergency circumstances
justify, in the considered concensus of requisitioner
and the purchasing agent who handles, the following
emergency procedure may be followed: authorized requi-
sitioner phones purchasing agent who handles the category
in question, explains the emergency and timing reguired
and furnishes requisition number; if necessary, pur-
chasing agent will immediately handle with supplier
by phone or wire, furnishing purchase order number; this
purchase order folder will be identified to the requisi-
tion number and name of requisitioner end held on the
desk until the feormally approved requisition can be
delivered. This purchase order folder will be identified
by the purchasing agent writing "imergency” in large
red-nencil across the face and, at the end of the day
the formal order is written and mailed, 211 such folders
will be routed to the Manager of Purchases for review.
(8ince all suppliers have standing instructions from
the Purchasing Section not to make deliveries to Ethyl
or enter intc commitments in behalf of Ethyl without
at least an assigned purchase order number, the above
procedure will result in less leost time than for requisi-
tioners to attempt to arrange such emergency deliveries
direet with suppliers.)

The appended list shows up-to-dale identifiication of
vurchasing agents, purchase order clerks, "/" numbers, phone
numbers, and specialized purchasing fields assigned.

/8/
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Letter No. 3

Mr. Jerry Strong
312 Fulton Street
itanton, Texas

Lear Mr. Strong:

I hope you will pardon the delay in replying to your
questionnaire of December 12th. My procrastination is due
entirely to the holidays.

I find it difficult to answer your questionnaire with
a simple yes or no. Therefore, I shall attemnt to answer
your first seven gquestions with a statement, to-wit: The
orerations of the Uil and Gas Company are divided
into four divisions geographically, and since we are
primarily an operating company concerned with the production
of crude petroleun the operations in each division are essen-
tially the same. These divisions Lie in with the General
Office located in Tulsa from which company policies and
major decigions emanate.

With particular regard to urchasing, in each division
office we have a Division Purchasing Department which, of
course, ties in with the Purchasing Department in the Gen-
eral Office. These division offices are manned by a Division
Purchasing Agent and his staff who nrocure the services and
materials necessary for their respective divisions within
certain limite, while ths Purchasing Department in the
General Office is respousible for the overall policies
governing procurement, and at the same tiase functions in the
nlacing of contracts and orders for larger and more ilmportant
transactions which are applicable to the overall requirements
of the company.

In response to Guestion No. 8 - TField orders are per-
missible with a monetary limitation up to $25.00, except in
cases of extreme emergency where the field superintendent
has full latitude.

Guestion No. 9 - Local requirements are channeled into
the respective division offices which, of course, have con-

Questior No. 10 - [t has been our experience that sharp
market fluetuations are characteristic of certain types of
raw materials.
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Questions 11 and 12 - Supplies for maintenance and
operation are generally available at all local points. Raw
materials and equipment are not recularly stocked but rather
are supplied as required.

wWith reference to your chart econcerning "Purchasing
Decisions", supplies for waintensnce and operations are
maintained in district warehouses and it 1s the responsi-
bility of the respective field superintendents to see that
they are maintained and operated in accordance with general
company policy, which outlines the types of materials to be
stocked and the size of the inventories to be maintained.

In the General Office we have a Standardization Com-
mittee composed of representativas of the Uperating, Engineer-
ing and Purchasing Lepartments which passes on specifications
applying to the types of equipment used and the standards
to be adopted. Such specifications for standards are always
broad enough to peramit the use of products of two or more
nmanufacturers, which enables the Purchasing Department to
take advantage of the compelitive angle in its decision as
to a supplier.

The foregoing is quite briefl, and no attempt has been
made to go into detaill, however we hope that it will be of
some value to you in the preparation cf your thesis in which
we wish you the best of success.

Tours very truly,
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