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Unit summary
The quality of the products that you are selling on the market will often be determined by other companies – your external suppliers. The raw materials and parts that you receive from your external suppliers will have a major effect on the quality and competitiveness of your products. 
18.1 Taking on new external suppliers
Approach the choice of external suppliers with great care:

a. Follow sound procedures in selecting your external suppliers.

b. Give preference to suppliers with a good business record.

c. Carry out an in-depth investigation of possible external suppliers (see 18.2).

d. Draw up a business contract.

e. Know when to change your external suppliers.

18.2 Carry out an in-depth investigation of possible external suppliers 

Before finally selecting an external supplier, carry out an in-depth investigation to make sure that they can deliver goods to the agreed quality on time, and can respond to any changes that you may require:

a. Check the supplier’s management systems.

b. Assess their production capability.

c. Use quantitative assessment methods to assess their quality capability.

18. 3 Inspect supplies on delivery 
It is essential that you inspect supplies when they are delivered to see if they meet your requirements:
a. Establish standards for incoming inspection.

b. Use an inspection evaluation form for delivered items.

18.4 Assist your external suppliers to maintain and improve quality. 

Wherever you can you should assist your external suppliers to maintain and improve quality: 

a. Encourage your suppliers to put someone in charge of quality control.

b. Encourage them to use small group activities. 

c. Exchange information with your suppliers.

d. Encourage them to undertake their own improvements.

18.5 Monitor quality levels in your external suppliers 

There are several ways that a company can monitor your external suppliers’ level of quality:

a. Evaluate your external suppliers and agree on an improvement plan.

b. Keep a record of technical instructions you give your suppliers.

c. Use the standards and QC process chart to check your suppliers’ work.

d. Evaluate the records of goods delivered.

18.6 Maintain a good long-term relationship with your external suppliers.

It is important to have a good long-term relationship with your external suppliers. You should 

a. Establish a long-term strategy for maintaining this relationship.

b. Clarify the roles of your support departments.

Learning tools

The RADAR questions

As you read each text you will discuss how it could be applied in your company. The RADAR questions will help you to focus this discussion: 

R- Are these ideas relevant to my company?

A- How would I apply each of them in my company?

D- What difficulties might I meet and how would I overcome them?

A- Are there any additional actions that I might take that are not mentioned in the text?

R- What resources would be needed, what would these cost, and how could they be acquired?

There will of course be some discussion point where not all of these questions will be applicable.

The 6-Point Structure

After you have discussed the ideas in the text, you write an action plan in which you present practical proposals for implementing the conclusions you have reached in your discussion. The 6-Point structure will help you to write your action plan:

1. Problems: Problems you have in your company in the area you have just discussed.

2. Proposals: Your proposals for improvement.

a. Be specific and concretes.

b. Include an implementation plan, with a time schedule and minimum and optimal implementation Targets.

c. Refer to any forms, charts, tables etc. that you would use, and include samples in an appendix.
3. Obstacles: Obstacles to implementation in employee attitudes, company organization and culture etc., and how these could be overcome.

4. Resources:
a. The resources required: funds, equipment, materials, man-hours, expertise etc.

b. The resources available within the company.

c. Any resources that would have to be found outside the company.

d. Alternative that could be used to cover any shortfall in resources

5. Assessment: Ways of assessing the results of implementing these proposals.

6. Benefits: The benefits your proposals would bring.
18.1 Taking on new external suppliers 
Introduction

1. The quality of your products will often be determined by other companies – your external suppliers. The raw materials and parts that you receive from your external suppliers will have a major effect on the quality and competitiveness of your products. You should approach the choice of an external suppliers with great care:

a. Follow sound procedures in selecting your external suppliers.

b. Give preference to suppliers with a good business record.

c. Carry out an in-depth investigation of possible external suppliers (see 18.2).

d. Draw up a business contract.

e. Know when to change your external suppliers.

Follow sound procedures for selecting your external suppliers 

2. The basic procedures for selecting the right external supplier are:

a. If appropriate, hire an external consultant to assist you.

b. Collect information about potential external suppliers, both domestic and foreign, from the internet, television, newspapers, speciality publications, etc.

c. Talk to other departments in your company, especially the sales department.

d. Use the analysis of information gathered in your company’s business activities.
e. Use cost accounting to decide on your target purchase price. Include the cost of material and parts, labor, and overheads, and a profit estimate. (See Figure 18.1a below)
f. Keep in mind the factors influencing market price and aim for a competitive price. You may have to consider: 

i. Industrial property rights.

ii. Compulsory rules and regulations.
iii. Stable supply capability.
iv. Exchange rate fluctuations etc.
g. Ask candidate companies to submit written documents that describe their operations.

h. Ask representatives of these companies to present and explain these documents in person.

i. Ask them to submit a written bid to the desired specifications. If necessary, ask them to provide a cost breakdown for the bid.
j. Ask them to produce a prototype to these specifications and check its quality, to make sure that the company is capable of delivering what it claims.  

k. Carry out an in-depth investigation of your preferred company: (See Text18.2)
Figure 18.1a Simple cost accounting.

	Selling price of finished product
	Labor costs
	Material costs
	Overheads
	Profit
	Price of goods purchased from external supplier
	Target purchasing price

	100
	20
	30
	20
	10
	Part A – 15

Part B – 5
	Set lower than the price in the first column 


Figure 18.1b 5-level method for evaluating new external suppliers.

	Items to be evaluated
	Company A
	Company B
	Company C
	Company D

	Cost
	2
	2
	4
	1

	Design
	2
	3
	3
	2

	Performance
	3
	5
	4
	2

	Service
	3
	3
	4
	3

	Ability to develop
	3
	3
	4
	2


Result of analysis: Company C was selected

Give preference to suppliers with a good business record
3. It is always good to take suppliers who already have a good business record. This is especially so when purchasing:

a. Special items and important items.

b. Items whose defects are likely to be undetected at final inspection, especially parts that are processed or melted into finished goods.
c. Items that can change in quality over time.
d. Items for which a quality record must be maintained during the production process.
e. Items where your supplier has advanced technology, and the product is extremely reliable.

This will usually mean using the same suppliers, since you already know their capacity and their ability to meet deadlines. However when quality, supply and deadlines are stable in the market, it is alright to select different suppliers on the basis of price. 
Draw up a business contract
4. When you have selected your external supplier, draw up and sign a contract with them. This will help to ensure that your business relationship with them runs smoothly. The contract should include:

a. Names, date, term etc.

b. Specifications.

c. Price (including necessary molds and dies).

d. Payment conditions.

e. Deadlines.

f. Quantity (lot structure, planned quantity).

g. Procedure for dealing with defective goods.

h. Conditions for making changes (when there are changes in your product specifications etc.).

i. Checks or audits of your supplier’s quality assurance system.
j. Instructions for work that requires a license.

Figure 18.1c Main contract items.

	Main Contract Items


	Main Contract Points )

	Specifications (documents)
	Clarify the engineering requirements

	Price
	Clarify quantity, packaging, shipping conditions, etc., to determine the price.

	Quantity


	Determine the normal deadline and the deadline for emergencies

	Deadline
	Determine the delivery quantity in both normal and emergency conditions.

	Procedure for dealing with defective goods
	Determine the procedure for making contact with the person in charge and countermeasures to be taken when product defects occur.

	Conditions for making changes
	Determine the response that will be taken when there are changes in the details of the contract

	Checking the quality assurance system
	Determine the procedures for conducting audits and submitting data, etc.


Know when to change your supplier

5. Sometimes you may decide to work with new suppliers because of changes in your company policy, or changes in the market. 
a. Changes in policy can include:

i. A decision to enter a new field of business.
ii. A response to new technology and new materials.
iii. A response to changes in the present suppliers, e.g. a decrease in their technological skills or an increase in cost.

b.
Changes in the market environment may include:

i. New competitor products.
ii. Changes in customer needs.
iii. Changes in laws and regulations.
iv. Increase price competition.

DISCUSSION
The following questions ask you to think about how the ideas in the text could be applied in your company. Some of these ideas may not be relevant to you. Concentrate on those that are relevant. Keep notes of your conclusions - you will need them to prepare your Action Plan afterwards. Where appropriate ask yourself the RADAR questions: 

Note: Always include in your discussion any figures referred to in the text, if you feel these are relevant to your company.

a. Parag. 2: What procedures do you use for selecting external suppliers? How effective are they? Where do you feel there are weaknesses in your system?

b. Parag. 2: Does your company have any problems keeping its prices competitive because of what it has to pay for its supplies? How would you normally determine the purchase price?

c. Parag. 2 presents basic procedures for selecting external suppliers. Apply the RADAR questions to these.

d. Figure 18.1b shows a method for evaluating potential new suppliers. Apply the RADAR questions to the possibility of using this method in your company.

e. Parag. 3: Do you normally give priority to suppliers who already have a good business record? Or is price more important? Do any of the supplies that you purchase fit into any of these categories? If so, and if your priority has always been the price of supplies, would you now consider reviewing your choice of supplier?

f. Parag. 4 list points to include in the contract. Apply the RADAR questions to these points. Include the example in Figure 18.1c in your discussion, and, if possible, suggest examples of your own.

g. Parag. 5a: Has your company made any changes in its policies in the last few years? Have any of these changes required you to change your external suppliers? If you did not change your supplier, do you now think it would have been a good idea to change them?

h. Parag. 5b: Have there been any changes in your market environment? Did you change suppliers as a result? If you did not change, would it have been a good idea to do so?

ACTION PLAN
Take the ideas you have found useful in the text, and in your discussion, and present them in a well-structured plan for your company. Alternatively you may choose to prepare one action plan when you have discussed completed 18.2. You might like to follow the 6-Point Structure:

18.2 Carry out an in-depth investigation of possible external suppliers 
Introduction
1. Before finally selecting an external supplier, carry out an in-depth investigation to make sure that they can deliver goods to the agreed quality on time, and can respond to any changes that you may require:

a. Check your potential suppliers’ management systems.

b. Assess their production capability.

c. Use quantitative assessment methods to assess their quality capability. . (You should also carry out an in-depth investigation of your present suppliers, if you have not already done so.)
Check your potential supplier’s management systems 

2. Check that they can:

a. Respond immediately to any changes that you may make in your product specifications or design.

b. Respond to quality audit requests.

c. Provide the necessary job training.

d. Continuously increase their technological know-how as they supply more and more orders.
Assess your potential supplier’s production capability

3. Assess their:

a. Production resources: their equipment, personnel, warehouse space, layout, processing methods etc.

b. Inspection and control systems: 

i. Their system for inspecting their own incoming supplies. 

ii. Their lot control and inventory control.

iii. Their testing equipment and their management of it.

iv. Their control of their reliability equipment*.

v. Their finished goods inspection.

c. Capability to handle abnormalities:

i. To detect abnormalities. 

ii. To respond immediately to abnormalities and to report their occurrence. 

iii. To identify and record the cause of abnormalities.

iv. To decide on countermeasures, and check the results of the countermeasures.

d. Engineering response capability:

i. To analyse the causes of defects and to take the necessary countermeasures.

ii. To respond to requests for changes to specifications. 

iii. To adapt to new materials, equipment and technology. 
(*Reliability equipment show the probability of an item performing a require function under given conditions and in a given period of time)
Figure 18.2a Criteria for Evaluating External Suppliers
	Items
	Evaluation by
	a
	b
	c

	1. How well are bonus penalty deadlines met?
	Bonus penalty monthly

production
	+2% or more

30 points
	Other than a, c

20 points
	-20% or less

10 points

	2. Inspection passage rate
	Monthly inspection report
	98% or more

30 points
	98% or more

20 points
	Other than a, b

10 points

	3. Dependability
	6 months fixed (manager for supplier)
	80% or more

20 points
	Other than a, c

10 points
	40% or less

0 point

	4. Cooperation
	(person responsible for supplier)
	Fair

20 points
	Normal

10 points
	Poor 

0 point



Use quantitative assessment methods to assess the supplier’s quality capability 

4. Quantitative assessment methods are a very effective ways of checking that their production system is capable of providing quality goods. (This is where assessment is base on items or features that can be counted.)
a. Check their organizational chart showing the relationship between various individuals, equipment, and the transport system, etc.

b. Generate a QC process chart showing how their production process is controlled. 

c. Be aware of their production capability (Cp) index for important quality characteristics. 

d. Clarify who is in charge of handling quality issues and changes in the production process.

e. Analyze the daily log of production activity and use it in the Kaizen (improvement) process.

Figure 18.2b A QC process chart for blower assembly 

[image: image1.emf]
DISCUSSION

The following questions ask you to think about how the ideas in the text could be applied in your company. Some of the ideas may not be relevant to you. Concentrate on those that are relevant. Keep notes of your conclusions - you will need them to prepare your Action Plan afterwards. Where appropriate ask yourself the RADAR questions: 

Note: Always include in your discussion any examples referred to in the text, if you feel these are relevant to your company.
a. Parag. 2 suggests points to check in a supplier’s management systems. Apply the RADAR questions to using these checkpoints in relation to one of your suppliers, past, present or potential.

b. Parag. 3. Apply the RADAR questions to using these check points on one of your suppliers.

c. Parag. 4 gives quantitative assessment methods that can be used to check the supplier’s quality capability. Apply the RADAR questions to using these methods.

ACTION PLAN

Either include the ideas you have just discussed in a combined Action Plan for 18.1 and 18.2, or prepare a new action plan based only on the ideas you have just discussed in this text on improving the way your company investigates new or current external suppliers. You might like to follow the 6-Point Structure.
18. 3 Inspect supplies on delivery 

Introduction

1. It is essential that you inspect supplies when they are delivered to see if they meet your requirement. To do this effectively you need to:

a. Establish standards for incoming inspection.
b. Prepare an inspection evaluation form for delivered items.

Establish standards for the procedure to be used in this inspection 
2. To establish the standards:
a. The department in charge produces a draft plan for standards for incoming inspection.

b. Related internal departments meet to discuss the plan and make any necessary changes.

c. A meeting is held with your external supplier to discuss this plan.

d. Final standards are submitted to those in charge for approval.

e. The results of the incoming inspections are monitored and, if necessary, the standards are revised.

Figure 16.6 Standards for incoming inspection

Standards for Incoming Inspection 

Standard No.1905

Date received 

Incoming Lot No.

Inspected Date

Item Name: Switch 





Inspector

Part No. 






Inspection Location

Series No.






Approved Diagram No.
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Prepare an inspection evaluation form for delivered items 

3. Use an Inspection evaluation form to record the inspection of incoming goods. This form should include:

a. The inspector's name and license.

b. The name of the person in charge. 

c. The date of inspection.

d. The inspection data: compliance with the required specifications, lot size, selection method for inspection, and evaluation results.
e. The inspection method (accuracy, inspection devices, and calibration data etc.)

This information should be entered in the form at the time of delivery. If any nonconformities are found, contact your supplier. Keep the records on file so that any changes in quality while the items are in storage (e.g. rust) can be traced.

DISCUSSION

The following questions ask you to think about how the ideas in the text could be applied in your company. Some of the ideas may not be relevant to you. Concentrate on those that are relevant. Keep notes of your conclusions - you will need them to prepare your Action Plan afterwards. Where appropriate ask yourself the RADAR questions: 

Note: Always include in your discussion any examples referred to in the text, if you feel these are relevant to your company.
a. What kind of inspection does your company carry out on incoming supplies? How effective is it? How could it be made more effective?

b. Parag. 2 describes how to establish standards for the methods used in incoming inspections. Apply the RADAR questions to these guidelines. 

c. Prepare a draft standard for one of the inspections that you have to carry out. Look also at the sample standard in Figure 18.3a and decide if it would be a suitable model for your company – perhaps with some changes.

d. Parag. 3 suggests points to include in an Inspection Evaluation Form for Delivered Items, and procedures for using this form. Apply the RADAR questions.

ACTION PLAN

Draw up an action plan for improving the way your company inspects incoming supplies, based on the discussions you have just had. Alternatively you many include this in an Action Plan that covers the ideas in several texts. You may like to use the 6-Point Structure.
18.4 Assist your external suppliers to maintain and improve quality
Introduction
1. Wherever possible you should assist your external suppliers to maintain and improve quality: 

a. Encourage your suppliers to put someone in charge of quality control.

b. Encourage your suppliers to use small group activities. 

c. Exchange information with your suppliers.

d. Encourage them to undertake their own improvements.

Encourage your suppliers to put someone in charge of quality control 

2. Someone in each supplier company should be put in charge of quality control. This should be someone in a position of authority who can quickly grasp any quality problem that may arise, and act immediately to deal with it. Take the following steps:
a. Your supplier voluntarily puts someone in charge of quality control, and informs you of their name, position, emergency contact number, etc.

b. You communicate directly with this person about quality issues.

c. You contact this person in an emergency and ask them to deal with the matter at once.

d. When the matter is resolved this person reports the results of the measures taken, both to you and to any of your internal departments that are involved. 
e. Have a list of the names of the people to be contacted in an emergency and how to get in touch with them.
f. Give practical support to the person in charge of quality.

Figure 18.4a Abnormality Countermeasures Request Form 
[image: image3.emf]
Encourage your suppliers to use small group activities, including QC circles
3. Encourage your supplier to use small groups, such as QC circles, to target specific areas for improvement. Your supplier should:
a. Gets all its departments to participate.

b. Establishes an administrative organization for the entire company and register the QC circle name, the number of members, the theme, etc.

c. Keeps a record of the frequency with which activities are carried out, the number of problems solved, and the number of presentations etc., by each circle.

d. Gets the board of directors to attend and evaluate the presentation of results. They should evaluate each presentation in detail, and always include both positive and negative comments.
e. Awards prizes for specific successful themes.

(See Unit 10 for detailed guidelines on introducing QC Circles.)
Figure 18.4b QC Activity Report from external suppliers.
	QC Activity Report from External Suppliers



	October 25,1996
 

To: XXX Electric, Inc.


"September 1996 Report on QC circle Activity, XXX Manufacturing"


xxx Manufacturing TQM Committee

QC circle Administrative Office

Administrative
Office in charge                            Approved by




	(1) Number of Circles - 25 circles (formed throughout the entire company) 100%


(As of this month, the design department has also formed a QC circle, which means that the entire company is now participating)


(2) Number of Participants: 187 (out of a total of 204). Participation rate: 92%


(A 3% increase from the preceding month was achieved along with the target rate of 90%.) 

(3) Number of Circle Meetings - 42 times (out of a total of 25 circles)


The average number of meetings per circle was 1.69.


(This is less than the target average of 2 times/month)


(4) Number of Resolved Themes - 4 themes (Manufacturing department 3, Logistics - 1)


a. (While the number is on target, the time taken for resolution is too long.)
 

(5) Number of Presentations - 4 (Manufacturing Department - 2, Sales Department - 2)


(The presentation was held at the factory and sales department, and all related parties attended.)


(6) Number of Kaizen Proposals - 79 (out of a total of 220) Proposal rate 39%


(The target of 5 proposals per circle per month was not reached.)




	Future assignments and office policy


(1) QC circle activities are growing at a satisfactory rate throughout the entire company, and all of the departments have formed circles.


(2) While some areas are holding meetings 4 times or more a month, others have not held even a single meeting. Supervisors of inactive areas should pick up their instruction efforts.


(3) A detailed plan is currently under construction for organizing a support system for aggressive QC circle activities in proposal systems.


(4) The presentation of company-wide QC circle results is planned for January.




	Internal Distribution (President, Managing Director, All Directors, All
 Managers, All QC in Charge)





Exchange information with your suppliers
4. It will benefit both you and your supplier to exchange information. This can include information about:
a. Changes in the allocation of work.

b. Changes in the allocation of responsibility.

c. Technological development.

d. Cost reductions.

e. Analysis of defects.

f. Analysis of the complaint resolution system.

g. Improvements to the production methods. 

h. Job training programs.

Exchange information regularly, keep a detail record, and review any implementation that is based on this exchange. Be careful that vital know-how is not leaked to third parties.

Figure 18.4c Meeting to resolve a problem

	Meeting to resolve a problem

	Location
	BBB factory at AAA company
	Date:  April 21, 1997

	Subject
	Countermeasures of fitting-bolt thread defect


	1. Defect situation: Because of a fitting bolt thread defect, there was a great deal of burning.
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2. The process at the bolt-thread cutter.

(1) Work was performed in accordance with the work standards.

(2) There was no problem with the operator's performance.

(3) A worn-out cutter was being used because the replacement interval for the bolt-thread cutter was not made clear. 

(4) There was no provision in the inspection standard for the existence of burrs.

3. Countermeasures

(1) Determine the timing for the replacement of the bolt-thread cutter, include this in work standards, and instruct workers. 

(2) Revise the standards for inspection and include a "No Burr" category. Install a new inspection jig. These countermeasures will be implemented in the production process beginning from April.

4. Confirm the effectiveness of the countermeasures

The bolt-thread assembly was improved, and burning was eliminated. Xday, X month, 19XX



	Distribution       XYZ




Encourage your external suppliers to undertake their own improvements 
5. Encourage your external suppliers to undertake their own improvements so that they can produce high quality goods independently of your company. Encourage them specifically to:
a. Become more aware of their current situation, problems etc.

b. Make decisions about practical improvement plans, the methods for implementing these plans, and who will deal with any problems that arise.

c. Carry out their own evaluation of the implementation results.

d. Continually create and implement new plans.

Give your suppliers very positive support in doing this, and analyse and assess the results of the evaluations that they carry out.

6. The success of an external supplier in becoming more independent will be seen in the number of prizes they receive, their issuance of public shares, and their receipt of an order from a public body.

Figure 18.4d Audit of supplier company
To: xxx Electric, Inc.

September 1996 Report on QC circle Activity, XXX Manufacturing"

xxx Manufacturing TQM Committee

QC circle Administrative Office

Administrative

Office in charge

Approved by

Date of Internal Audit:
October 1-3, 1996 (3 days)

Auditors: 
Managing Director in Charge of TQM, Internal Audit Committee Members: 7 total members

Observers: Manufacturing Director, Sales Manager Design Manager, Inspection Manager

	Audit Category
	Checkpoint
	Comment
	Score

	Plan for education and training.
	Plan for the long-term education of personnel and its actual implementation
	An education plan and work approval system exist and have achieved the targeted goals.
	9

	Implementation of job training.
	The required job training for each activity is being provided, or not.
	Company-wide educational plans and records are organized at various levels.
	9

	Awareness of the results of job training.
	The required job training for each activity is being provided, or not.

A record of job training exists, or not.
	QC circle presentations, 5

QFD presentations, 12

Official licenses, 8
	8

	Organization of a specified standardized system.
	Standardization is well organized, or not.

The latest standards have been distributed throughout the entire company, or not.
	Specified standardization, system chart.

Verified and signed by each department.

Record of documents issued.

Record of documents distributed and distribution verification.

Revision date clearly noted.
	9

	Awareness of the results of the standardisation system.
	Results of the improvements to business accurately reflected in the standards, or not.
	Record of establishment and revision of standards. 

Work standards: 38
	9

	Quality improvements to products or work processes, quality, cost, and deadlines.
	A systematic plan for improved efficiency exists, or not. 

The control system for quality, cost and deadlines functioning correctly and a record exists, or not.
	Total company business plan.

Monthly and weekly business report.

Rules for disposition of nonconformity.
	8

	Operation of control system.
	There exists sufficient improvement to efficiency, elimination of unnecessary personnel, and systems for the provision, organization, analysis, and utilization of information for each department, or not
	Productivity: 85%

Yield rate: 95%

Cost reduction: 16 million yen per month.
	8

	Safety activities.
	The 5-S activities are being thoroughly carried out, or not.

Education and training on safety is sufficient, or not.
	5-S annual plan and target.

Implementation of education for equipment and safety.

Incidence of accidents: 2
	6

	Quality policy and responsibility.
	A long-term quality target has been established, or not. 

A TQM implementation plan exists for each department, each individual has an annual activity plan, and there exists a plan for improvement by theme, or not.
	The development of the quality policy is being systematically carried out, but the results are less satisfactory.

Documents are well organized.
	7


DISCUSSION

The following questions ask you to think about how the ideas in the text could be applied in your company. Some of the ideas may not be relevant to you. Concentrate on those that are relevant. Keep notes of your conclusions - you will need them to prepare your Action Plan afterwards. Where appropriate ask yourself the RADAR questions: 

Note: Always include in your discussion any examples referred to in the text, if you feel these are relevant to your company.

a. Parag. 1: How does your company support your external suppliers in maintaining quality? In what ways could you give more support?

b. Parag. 2 presents procedures for your supplier company to put someone in charge of quality control. Apply the RADAR questions.

c. Parag. 3. How practical would it be for you to encourage your suppliers to use small group activities, such as QC circle activities? How useful do you think they would be in achieving improvements in specific areas. If you think they could be useful, investigate them in more detail in Unit 10.

d. Parag. 4: Does your company exchange information with your suppliers? If so, is this useful? If not, do you think it would be a good idea to do so? 

e. Parag. 4 suggests various categories of information that could be exchanged, and procedures for exchanging information. Apply the RADAR questions.

f. Parag. 5: Would it be appropriate for you to encourage your external suppliers to undertake their own improvement activities? Apply the RADAR questions to these guidelines.

ACTION PLAN

Draw up an action plan for improving the way your company supports its external suppliers in improving quality, based on the discussions you have just had. Alternatively you may choose to prepare one action plan when you have discussed several texts. You might like to follow the 6-Point Structure.
18.5 Monitor quality levels in your external suppliers 

Introduction

1. There are several ways that a company can monitor your suppliers’ level of quality.

a. Evaluate your external suppliers, and agree on an improvement plan.

b. Keep a record of any technical instructions you give them.

c. Use the standards and QC process chart to check their work.

d. Evaluate the records of goods delivered.

Evaluate your external suppliers
2. Use the Supplier Evaluation Form to carry out an evaluation of your external supplier::
a. As far as possible, use hard data, dividing items into categories of quality, production control, deadlines, etc.

b. Agree with your supplier on an improvement plan to deal with any weak points that are found.

c. Work with your supplier in carry out the improvement plan ; provide instructions on site.

d. Check the results of the improvement plan and see if it can be further improved. 

e. Do all of this in a fair and appropriate manner.

Figure 18.5a Supplier Evaluation Form
	Item No.
	Item
	Evaluation 

A B C D E *
	Detailed contents

	1
	Has a quality assurance system been established?
	
	

	2
	Has a method been clearly established for handling defective goods?

	
	

	3
	Is there a clear identification mark being used when defective goods occur?

	
	

	4
	Are customer claims being handled immediately?

	
	

	5
	Is there an effective system in place to prevent recurring defects?

	
	

	6
	Is there sufficient inspection prior to shipment?

	
	

	7
	Is there a system to protect goods during transportation?

	
	

	8
	Are the goods being protected from deterioration?

	
	

	9
	Do the goods satisfy the customer's engineering requirements? 
	
	

	10
	Are the total needs of the customer being immediately satisfied?
	
	


A: 100-90 points, B: 89- 70 points, C: 69-50 points, D: 49-30 points, E: 29-20 points
Keep a record of any technical instructions you give your suppliers 

3. Keep a record of any technical instructions for corrective action that you give your suppliers, so that you can be sure that these are carried out effectively. This record should include:

a. Location and date of the instruction.

b. Names of the instructor and the trainees.

c. Analysis of the current situation with a plan for improvement. 

d. Items included.

e. Future schedule.
f. Expected effect.
Figure 18.5b Quality audit record

	Quality audit Record



	Audit Location
	AM Factory
	Date
	May 1, 1997

	Contents
	Countermeasures for handling defective fitting bolt thread

	Audit instructor
	Mr. BBB
	Participants
	Mr. CCC

	1. Condition of Defect 

Deformation of thread of fitting bolt 

Burrs are left on the thread from the cutting process

2. Cause

The cutter used to cut the thread was worn out, and accurate cutting of the thread was not possible.

3. Countermeasures

Establish standards for replacement of the cutter and thoroughly instruct that these be included as part of the work standards.

4. Measuring Results

The shape of the thread agreed with the standards.

Burrs were eliminated.

Screw tightness was perfected.

5. Post-Measure Verification

The defect rate of 60% was dramatically improved, and shipping delays were eliminated.

6. Future Schedule

Revising the engineering standards X day!X month/19XX




Use the operation standards and QC process chart to check your supplier’s work 
4. Use the operation standards and QC process chart to confirm that your supplier is carrying out each process correctly and maintaining the production flow. Use the appropriate standard for each individual employee and the quality verification points (predetermined points where quality can be verified). The procedure is as follows:

a. Confirm the most recent operation standards and the QC process chart.

b. Confirm that each process and each piece of work is being carried out as specified in the most recent version. 

c. Match the actual work to the standards and the chart, and find the reasons for any differences.

d. Take corrective action where appropriate. This could involve revising the standards.
e. Give instructions for a more effective (i.e., a more simplified) approach.

f. Create a Kaizen improvement schedule and check that it is being carried out.
g. Confirm that the production process is in accordance with the flow in the QC process chart.
Figure 18.5c Paint finishing process check procedure

(1) Go to your external supplier's job site and check the situation.

(2) Ask for the current work standards and the QC process chart for the paint finishing process, and confirm that this is the latest version.

(3) Confirm with their quality supervisor that the paint finishing process is being carried out as specified in the work standards and in the QC process chart at the job site.

(4) If, for example, in the actual finishing process the thickness of the paint finish is not being properly controlled according to the work standards, get your supplier to perform the process in accordance with the work standards and verify the results.

(5) If the work standards are being followed, but there is a large variance in the thickness of the paint finish, investigate the cause and order the work standards to be revised.

(6) In this case, investigate the specific causes of any unrealistic, unnecessary, or uneven factors that may contribute to variance during the paint finishing process, and have your supplier propose countermeasures.

(7) Have a Kaizen improvement schedule submitted within 10 days and re-evaluate the actual condition two months later.

Evaluate the record of goods delivered
5. Regularly evaluate the records of goods delivered:
a. Evaluate each delivery with reference to the contents of the Record of Inspection of Delivered Goods (the number of returns, re-workings etc.)

b. Regularly evaluate the level of quality, (acceptance rate by lot, defect rate by lot), the rate of late delivery (number of days late by lot), and the quantity delivered (by lot and total).

c. Evaluate your supplier’s handling of complaints:

i. The number of days required to resolve complaints.

ii. The details of complaints.

iii. The procedure for resolving complaints.

iv. Actions taken to prevent similar claims being made again.

Figure 18.5d Regular evaluation of quality, quantity, and deadlines at the external supplier
[image: image5.emf]
DISCUSSION

The following questions ask you to think about how the ideas in the text could be applied in your company. Some of the ideas may not be relevant to you. Concentrate on those that are relevant. Keep notes of your conclusions - you will need them to prepare your Action Plan afterwards. Where appropriate ask yourself the RADAR questions: 

Note: Always include in your discussion any examples referred to in the text, if you feel these are relevant to your company.
a. Parag. 1: What does your company do to monitor your suppliers’ level of quality? How effective is this? What more could you do?

b. Parag. 2: The Supplier Evaluation Form can be used to evaluate quality in your supplier company. Would this form be suitable for your company to use with your external suppliers? Apply the RADAR questions to the idea of using this form.

c. Parag. 2 also suggests step to take to correct a supplier’s weak points. Would these be suitable for your suppliers? Apply the RADAR questions to these suggestions.

d. Parag. 3: How important do you think it is to keep a record of any technical instructions you give to your supplier?  Are there any other items you would add to those in the list? Look at Figure 18.5b, the sample Quality audit record. Recall any instructions you have needed to give a supplier and consider if this would be a good way of recording them. 

e. Parag. 4. Apply the RADAR questions to putting these guidelines into practice with one of your suppliers. 

f. Parag. 5 suggests three areas to evaluate in the records of goods delivered. Apply the RADAR questions to these.

ACTION PLAN

Draw up an action plan for improving the way your company supports quality in its external suppliers, based on the discussions you have just had. Alternatively you may choose to prepare one action plan when for your discussions of several texts. You might like to follow the 6-Point Structure.
18.6 Maintain a good long-term relationship with your external suppliers 

Introduction
1. It is important to have a good long-term relationship with your external suppliers. You should: 

a. Establish a long-term strategy for managing your suppliers.
b. Clarify the roles of your support departments.

Establish a long-term strategy for managing your suppliers 

2. Establish a long-term strategy for managing your suppliers. The primary objectives of this strategy are to: 

a. Maintain and improve quality in your suppliers.

b. Ensure that the correct production volume is achieved.

c. Shorten deadlines.

d. Utilize the specific technology of your supplier (plating, special processing etc.).

e. Reduce production costs.
3. This strategy should include:

a. A plan for personnel development.

b. Technical instructions. 

c. A quality audit. 

Good management of external suppliers will help both you and them to grow and prosper together.

Figure 18.6a Utilizing External Suppliers, 
	Significant Points


	Utilize the specific technology of your external supplier in long term strategic management and planning.

	Maintain and improve quality.
	Gain improvements in quality by using production control technology in which your external suppliers have specialized for your product.

	Increase your production volume.
	Reduce investment in personnel and equipment by taking advantage of the production capability your external suppliers.




	Shorten deadlines.
	Aim to shorten internal lead times and reduce your inventory by taking advantage of the faster production capabilities of your external supplier. 

	Get the benefits of your supplier’s technology.
	Aggressively take advantage of your supplier’s specialized technology such as specially patented processes.




	Reduce production costs.
	Aim for reduced cost of  finished goods by taking advantage of lower prices at your external supplier.





Clarify the roles of your support departments 

4. Decide which department in your company is responsible for managing your external suppliers, and which other departments should provides support. Define their roles, functions and responsibilities. The typical roles of the different support departments are:
a. Procurement department: Reduce cost and control inputs and outflows of purchased raw materials and parts.

b. Manufacturing Department: Transfer management technology for more efficient production to your suppliers, e.g. techniques, know-how, management methods, etc. 

c. Engineering and Design Department: support the supplier when there are changes to specifications and improvements in technology. 

d. Quality Assurance Department: inspect the lot structure, provide inspection procedures (for inspecting appearance, for creating boundary samples, and for giving training in QC methods)

Remember that if your external supplier is to have the correct know-how it is essential that they receive proper instruction.
Figure 18.6b Department roles in supporting external suppliers.
Example of different department roles in dealing with a defective fitting-bolt thread in delivered goods.

	Related Departments
	Roles, division of work, and responsibilities of the related departments.

	QA Department
	Using incoming inspection data, judge defects and request that the manufacturer's responsible department take countermeasures. At the same time, inform the procurement department. Request the cooperation of related internal departments in resolving the problem.

	Procurement department
	To minimize internal confusion at the production department, which occurs when supply delays occur, revise the purchasing plan of components.

	Manufacturing Department
	After receiving a request from the QA department in relation to the defect, investigate the process which resulted in the defect at your external supplier and determine the causes.


(It was determined that the problem was caused by the thread cutter being worn out. Advise to revise the standards for replacing the cutter.)

	Design Department
	Change material of bolt to new material which is
 good for cutting.





DISCUSSION
The following questions ask you to think about how the ideas in the text could be applied in your company. Some of the ideas may not be relevant to you. Concentrate on those that are relevant. Keep notes of your conclusions - you will need them to prepare your Action Plan afterwards. Where appropriate ask yourself the RADAR questions: 

Note: Always include in your discussion any examples referred to in the text, if you feel these are relevant to your company.
a. Parag. 1: Does your company have a long-term strategy for managing its suppliers? If it does, what kind of strategy is it? How could it be improved? If not, what benefits would come from having one?

b. Parag. 2 suggests five primary objectives of this strategy. Do all of these apply to your company? Are there any others that you would add? 

c. Parag. 3: Are there any other points, in addition to these three, that your strategy should include?

d. Parag. 4: Which departments or individuals in your company are responsible for managing and supporting your external suppliers? What are their responsibilities?

e. Parag. 4 suggests roles for different departments in supporting external suppliers. Apply the RADAR questions to these. Include Figure 18.6b in your discussion.

ACTION PLAN

Draw up an action plan for improving your company’s long-term management of its suppliers, based on the discussions you have just had. Alternatively you may choose to prepare one action plan when for your discussions of several texts. You might like to follow the 6-Point Structure.
Test
Answer these questions using only information given in the text. For each question one, two or all three answers may be correct. Tick the answer or answers you think are correct for each question. Each question carries 3 points – you get one point for each correct answer that you tick, and one point for each wrong answer that you do not tick.

18.1
Taking on new external suppliers
1. The competitive quality of a company’s products often depends on the …… of materials and parts it gets from external suppliers.

a. Proportion. 

b. Quality. 

c. Source. 

2. The basic procedures for selecting the right external supplier include: 

a. Ask candidate companies to submit written documents that describe their operations.

b. Ask representatives of the companies to present and explain these documents in person.

c. Carry out and independent investigation of other companies that these companies sell supplies to.

3. When setting a purchase price a company may typically have to consider the following points: 

a. Compulsory rules and regulations.

b. Exchange rate fluctuations.

c. The cost of property.

4. It is especially important to take suppliers who already have a good business record when: 

a. Purchasing items that can change in quality over time.

b. Your priority is price.

c. Purchasing items for which a quality record must be maintained during the production process.

5. The business contract should include:

a. Procedures for dealing with defective goods.

b. Payment conditions.

c. Conditions for making changes e.g. when there are changes in the specifications.

6. A company may choose new suppliers because:  

a. It has decided to enter an new field of business.

b. There have been new developments in technology and materials.

c. It has taken on new staff.

7. Changes in the market that can lead a company to choose new suppliers include:

a. A drop in profits.

b. New competitor products.

c. Changes in laws and regulations.

18.2
Carry out an in-depth investigation of possible external suppliers:

8. Carry out an in-depth investigation of possible external suppliers to make sure that they can 

a. Deliver goods of the highest possible quality.

b. Deliver goods on time.

c. Respond to any changes that you may require.

9 Check that the supplier: 

a. Can provide the necessary job training.

b. Can respond to quality audit requests.

c. Can transport goods to your factory.

10 An investigation of the supplier’s production capability will include their: 

a. Equipment.

b. Salary incentives.

c. Processing methods.

11 An investigation of how they handle abnormalities will include their capability to:

a. Detect abnormalities.

b. Respond immediately to abnormalities.

c. Stop all abnormalities arising.

12 An investigation of their engineering response capability will include their ability to:  

a. Develop new materials, equipment and technology.

b. Analyze the causes of defects and take the necessary countermeasures.

c. Respond to requests for changes to the original specifications.

13 Quantitative assessment methods for checking that a supplier company’s production system is capable of providing quality goods include:

a. Generate a QC process chart showing how their production process is controlled.

b. Clarify who is in charge of making pricing decisions.

c. Be aware of their production capability (Cp) index for important quality characteristics.

18.3
Inspect supplies on delivery

14 Establishing standards for incoming inspections includes: 

a. The department in charge in the supplier company produces a draft plan for standards for incoming inspection.

b. Internal departments in the purchasing company meet to discuss the plan and make changes.

c. The results of the incoming inspections are monitored and, if necessary, the standards are revised.

15 An Inspection Evaluation Form for Delivered Items should include: 

a. The name of the relevant manager in your supplier company.

b. The inspection data.

c. The inspector’s license. 

16 If there is any nonconformity, contact:

a. The inspector.

b. The general manager.

c. Your supplier.

18.4
Assist your suppliers to maintain and improve quality.
17 The procedure for putting someone in charge of quality control in your suppliers includes: 

a. Your company orders your supplier to put a person in charge of quality control.

b. Your company communicates directly with this person about quality issues.

c. Your company contacts this person when there is an emergency.

18 Exchanging information with external suppliers can include: 

a. Changes in the allocation of responsibility.

b. Analysis of the complaint resolution system.

c. Changes in currency exchange rates.

19 Suppliers should be encouraged to: 

a. Become more aware of their current situation.

b. Make their own decisions about practical improvement plans.

c. Carry out a self-evaluation of the results of the implementation of these plans.

20 The success of an external supplier in becoming more independent will be seen in: 

a. The number of prizes they receive.

b. Their issuance of public shares.

c. Their receipt of an order from a private company.

18.5
Monitor quality levels in your external suppliers
21 After carrying out an evaluation of your supplier you should:
a. Develop an improvement plan and then present it to your supplier.

b. Carry out the improvement plan together with your supplier.

c. Check the results of the improvement plan and see if it can be further improved.

22 The record of technical instructions for corrective actions given to your supplier should include: 

a. The names of the instructor and trainees.

b. Analysis of the current situation with a plan for improvement.

c. All the training materials used.

23 Using operation standards and a QC process chart to confirm that your supplier is carrying out each process correctly, and is maintaining the production flow correctly includes: 

a. Confirm the most recent work standards and the QC process chart.

b. Confirm that each process is being carried out as specified in the original versions of these.

c. Match the actual work to the work standards and find the reasons for any differences.

24 Evaluating the records of goods delivered includes: 

a. Evaluate each delivery with reference to the contents of the QC process chart.

b. Regularly evaluate the level of quality, rate of late delivery and the quantity delivered.

c. Evaluate your supplier’s handling of complaints.

18.6
Manage the long-term relationship with your external suppliers
25 The primary objectives of a long term strategy for managing suppliers include: 

a. Maintain and improve quality in your suppliers. 

b. Ensure the correct production volume is achieved.

c. Utilize the specific technology of your supplier. 

26 This long term strategy should include:

a. A plan for personnel development.

b. Financial instructions.

c. A quality audit.

27 Identify the roles of the different departments in supporting external suppliers:

	Department


	Role

	a. Procurement 


	(1) Transfer management technology for efficient production

	b. Manufacturing 
	(2) Support your supplier when there are changes to specifications and the improvement of specific techniques

	c. Engineering and Design 
	(3) Iinspect the lot structure, provide inspection procedures

	d. Quality Assurance 
	(4) Reduce cost and control inputs and outflows of purchased raw materials and parts 


a. a1, b4, c2, d3

b. a4, b1, c2, d3

c. a4, b2, c1, d3

Relation with ISO
18.1 Taking on new external suppliers 
Relation with ISO 9001:2000:

7.4.1
Purchasing process
18.2 Carry out an in-depth investigation of possible external suppliers 
Relation with ISO 9001:2000:

7.4.1
Purchasing process
7.4.2
Purchasing information

7.5
Production and service provision

18.3 Inspect supplies on delivery 
Relation with ISO 9001:2000:

7.4.3
Verification of purchase product
8.2.4
Monitoring and measurement of product

4.2.4
Control of records

18.4 Assist your external suppliers in maintaining and improving quality. 
Relation with ISO 9001:2000:

7.4
Purchasing
6.2.2
Competence, awareness and training

6.2.4
Work environment

8.5.1
Continual improvement

7.4.1
Purchasing process
7.4.2
Purchasing information

18.5 Monitor quality levels in your external suppliers 
Relation with ISO 9001:2000:

7.4.1
Purchasing process
6.2.2
Competence, awareness and training

4.2.4
Control of records

7.5
Production and service provision

18.5 Maintain a good long-term relationship with your suppliers 
Relation with ISO 9001:2000:

7.4
Purchasing

6.2.2
Competence, awareness and training



















Bonus Penalty System:


Outline 


Delivered on time		% of Total Production Amount		5% bonus


Delivered up to 2 days late 	% of Total Production Amount		1% penalty


Delivered 3 days late or later	 % of Total Production Amount 		5% penalty





The payment of a bonus, however, is based on the condition that the passage rate at inspection is 95% or higher. Delivery time is evaluated based on the date indicated by the Inspection stamp.
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