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1 INTRODUCTION

In today’s global market, a lot of factors have affected companies to hunt for a com-
petitive advantage by concentrating attention on their entire supply chain. Of the dif-
ferent actions compromised in supply chain management, purchasing is one of the
most strategic processes because it ensures companies with possibilities to decrease
costs and, consequently, raise profits. A significant objective within the purchasing
responsibility is supplier selection. In most industries, like the construction sector, the
value of raw materials and component parts represents the ultimate percentage of the
total product cost. Therefore, selecting the right suppliers is a factor in to the procure-
ment process and represents a major opportunity for companies to reduce costs across

entire supply chain.

China is already the world’s largest manufacturer and customer of primary aluminium.
Additional powers on the Chinese aluminium market will come in 2013, and this will
put down the compression on metal cost, which will continue to degenerate the smel-
ters’ financial attitudes. This fits the wide conceptual specification of China’s struc-
tural involvement: “over-capacity in the aluminium industry” plus “slow” minus “re-
covering requirement” equals “a deflated metal price”. According to the USGS (Unit-
ed States Geological Survey), the largest aluminium producer in the world in 2010
was China (16800 tons for 2010). Proceeding from this information, it can be safely
said that it is most advantageous to buy aluminium in China. The world becomes more
integrated every other day, so cooperation between Russia and China, for instance, is

much more profitable than ever.

In the contemporary world, aluminium is a widely used non-ferrous metal that is pro-
duced from mineral bauxite. Aluminium is exceeds that of any other metal. It is a very
light material, its specific weight is equal to one-third of that of the steel, a fact that
makes this material more attractive as far as concerned problems of transport. After
all, pure aluminium’s strength is very low for structural applications, a sufficient way
to increase this strength is to alloy it with other elements (Mg, Mn, Zn, silicon); its
behavior can be further improved if heat treatment is applied. Plain aluminium is not
suitable for structural applications because of the low qualities of its mechanical char-

acteristics.



The main objective of this bachelor’s thesis (and study) is to find good aluminium
suppliers from the Chinese market for the Russian building/industrial company Accent
Ltd. In reaching this objective I am going to search through Internet existing Chinese
aluminium/metal producing companies step-by-step, using all the criteria for finding
impeccable Chinese suppliers, and then choose several Chinese companies from that

list that will undoubtedly suit Accent Ltd.

In order to reach the desired goal and objective, the following research questions have

been formulated:

Q1: What is the situation on the aluminium market nowadays?

Q2: What is the purchasing process and how it relates to the supplier selection

process?

Q3: How to find and select the suitable supplier on the basis of the theoretical
knowledge?

Further, I set a goal to improve my skills in the building/construction business while
doing the deep research for the thesis process. Different models, approaches and mul-
tiple theories from the large variety of particularized books, business magazines and
also Internet provided me the necessary information and assisted me to finish the

bachelor’s thesis.

2 ALUMINIUM AS A RAW MATERIAL FOR THE CONSTRUCTION
INDUSTRY

When exposed to the air, the superficies of the metal react with oxygen to form an
aluminium oxide coating, preventing further corrosion of the metal underneath. All
these properties make aluminium a very significant element. Its uses scope from mak-
ing chewing gum wrappers and beverage cans to armor plating for tanks and airplane
bodies. Indeed, the modern world would be a very dissimilar place without alumini-

um. (Farndon 2001, 4) Practically always, people use aluminium, which is alloyed,



almost in all the spheres of our lives. Aluminium alloy is most often used in the fol-

lowing areas that are shown in Figure 2.

Packaging (aluminium foil, cans, etc.)

Transportation (aircraft, railway cars, trucks, etc.)

Construction (building raw materials, parts)

Electric (electrical transmission lines for power distribution)

Electronic (super purity aluminium)

Lightning (brightness LED lightning)

Music (parts of musical instruments)

FIGURE 2. The scope of using aluminium

Aluminium has been known for thousands of years. Ancient Egyptians, Babylonians
and Persians used aluminium compounds in fabric dyes, cosmetics, medicines, and
also made the strongest vessels from clay that contained aluminium oxide. In the early
nineteenth century aluminium was identified as a chemical element and isolated as a

pure metal.

2.1 The history of aluminium

Small quantities of aluminium are found across the universe. Approximately, around
2,000 atoms in every billion in the universe are aluminium. Most of the aluminium
found on the Earth probably formed about five billion years ago in a heart of a red

giant star. (Farndon 2001, 7)

As mentioned above, aluminium starts its history from the ancient times (around

5000-5300 BC). However, the real name aluminium get in the early 1800’s and also



externally discovered by English chemist and inventor Sir Humphrey Davy (1778-
1829). Then, over 10 years later one unknown French scientist discovered approxi-
mately 50% aluminium oxide in southern France and named it bauxite (the most
common aluminium’s ore). In the middle of 1825 the physicist and chemist Hans
Christian Qersted (1777-1851) from Denmark produced a small lump of aluminium
metal. His work was developed and continued by the chemist Friedrich Wohler from
Germany. Woéhler isolated aluminium as a powder in 1827. After long nine years, the
French scientist Henry Sainte-Claire Deville (1818-1881) improved Wohler’s theories
and methods regarding aluminium and created his first commercial production pro-

cess. (Davyson 2011)

In 1855 aluminium was very expensive and cost more than gold or even platinum.
Aluminium was named “the new precious metal”. Through the next ten years alumin-
ium’s cost was reduced by 90% but was still the most expensive metal in the world. In
the same year, 1855, this “precious metal” was exhibited at the Paris Exhibition and
the size of aluminium did not exceed a chocolate bar. In 1885 methods were improved

and annual output of aluminium was 15 tonns. (Davyson 2011)

Through the thirty years a procedure of aluminium manufacturing was highly devel-
oped. The huge revolution occurred the year later (1886) when the French scientist
Paul Louis Toussaint Héroult (1863-1914) and the American inventor Charles Martin
Hall (1863-1914) both came up with a process of dissolving aluminium oxide in mol-
ten cryolite (to lower the melting point and therefore the energy required) and passing
through a large electrical current. When this was done pure aluminium gathered at the
bottom. The process was named after both scientists and we still use the Hall-Héroult
Method today. Also, there is another method known as “The Bayer process”. In 1889
the Austrian chemist Karl Josef Bayer (1847-1904) developed a new and efficient

method/process for the extraction of alumina from bauxite. (Davyson 2011)

Incidentally, Hall-Héroult Method used globally because in conjunction with cheaper
electronic power helped make aluminium an affordable and inexpensive commodity.
And with regards to the second process, called the Bayer process, it is also used and
even more by many large companies but still the Bayer process is less favorable in the

production. The inventors of both processes are shown in Figure 3 below.



FIGURE 3. Aluminium processes

Aluminium is very missile and so it is troublesome to extract. This meant revelation
was expanded until the 19th century. At first it was a very rare item, but as processes
developed and prices decreased, it became more widely available. Now it has one of

the world's highest annual production levels. (Davyson 2011)

2.2 Aluminium in the construction sector

Aluminium is used in almost all the known aspects of our life. All aspects and areas
are shown in Figure 4. It is a reliable and practical material with many different ad-
vantages. The main and global spheres where you can find aluminium alloys are: de-
sign, construction sector, packaging, pharmaceutics, transport, electrics and engineer-
ing industries. Despite the multiple applications in different fields, the most common

by far is the construction sector. So, this sector will be discussed further.

More than 20% of the total aluminium output is used in the construction and building
area. Aluminium has superior qualities and unique properties, which are essential in
modern construction. Thanks to its strength, durability, corrosion resistance and recy-
clability, it has become a necessary product for the building industry and over the past
50 years its use in building applications has shown a continuous and consistent

growth.



FIGURE 4. Aluminium general areas (based on different sources)

Aluminium is a suitable and appropriate material for regions with severe weather con-
ditions. Moreover, by using or applying aluminium alloys to construction architects or
builders can expand place, reduce the weight, and also speed up the process of build-

ing.

2.3 London Metal Exchange

As the metal industry developed, the London Metal Exchange adapted its rules and
improved or changed the terms of its benchmark contracts to cater for the needs of the
industry. This attracted more people to use the market, which enlarged the volume and
therefore the chances of finding counterparty at an acceptable price. This in turn made
it easier to offset earlier contracts and so advanced trading flexibility, which itself

brought further liquidity into the market. (Crabbe 2000, 5)

Since being officially established in 1877, the London Metal Exchange has sought

to modernize while still maintaining its traditional strengths. A member of Hong Kong
Exchanges & Clearing Limited, the LME remains close to its core users by providing
its contracts continue to be pertinent to the physical metals industry. (London metal

exchange 2012)

Talking about the price, the LME publishes a set of daily prices that are used world-

wide by financial and industrial participants. All the prices on this portal are in US



dollars and the pricing category is divided into five general segments for each metal,

which are shown in Figure 5.

London Metal Exchange official prices, US$ per tonne

LME official prices curve

LME official openning stocks in tonnes

Settlement exchange rates

LME Asian benchmark, US$ per tonne

FIGURE 5. Five general segments of London Metal Exchange (LME website)

London metal exchange has different subgroups of metals (non-ferrous, minor, steel
billet and precious). However, metal, which is related to this bachelor’s thesis pur-
pose, is located in the non-ferrous metal subgroup. Though, LME has two different
non-ferrous metals concerning aluminium in it: Aluminium and Aluminium alloy. As
long as the world and Accent Ltd use aluminium as a raw material, so the price was
searched through the data that is related to aluminium. Figure 6 is clearly showing the

curve of bid and offer of contract length and price in USD for Aluminium.
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FIGURE 6. LME official price curve for aluminium on May 2013 (based on the
London Metal Exchange data)



Before defining the prices for aluminium by LME data, it is necessary to note that
almost all the raw materials, metals and other global market things are sold and pur-
chased in United States dollars (USD). Aluminium is also sold and purchased in US

dollars worldwide.

LME provided a curve, which shows that the price USD per tonne for aluminium
growing and increasing at least every year. Though, it means that the rise in prices on
the world market significantly declined the situation in the small companies like Ac-
cent Ltd. Beyond that, large suppliers from leading countries such as Turkey are
forced day by day lift the price of aluminium. Fortunately, there are still suppliers,
such as the Chinese, who can afford to sell at cheaper and more competitive prices.
Unfortunately, it is hard to even forecast a price for “tomorrow” and the only way

remains is to provide an example of the price for aluminium on May 2013.

TABLE 1. LME official prices, USD per tonne for aluminium on May 2013
(based on the LME data)

Contract Price
Cash Buyer 1788.00
Cash Seller & Settlement 1788.50
3-months Buyer 1828.00
3-months Seller 1828.50
Dec I Buyer 1960.00
Dec 1 Seller 1965.00
Dec 2 Buyer 2048.00
Dec 2 Seller 2053.00
Dec 3 Buyer 2135.00
Dec 3 Seller 2140.00

Table 1 of the official prices from London Metal Exchange website provides clarity
concerning the price of the aluminium for date. It is a very convenient and effective

way for all the participants from different spheres of using aluminium as a raw materi-
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al. Based on the Table 1 cannot just determine the price for today but also get familiar

with the price range for the past three months.

Nevertheless, the numbers about the Asian benchmark should be mentioned because
case company interested in cooperation with the Chinese market, not the European
one. (Table 2) Fortunately, London Metal Exchange provides this information also on

its website.

TABLE 2. Asian benchmark on May 2013, USD per tonne (based on the LME
data)

Metal Price

Aluminium 3-months ABR 1858.99

The prices for aluminium on London Metal Exchange source are changing every few
days and even worldwide. As mentioned above, it is difficult to forecast or know pric-
es beforehand so buyers and suppliers need to track these prices very carefully to un-
derstand each other better. Moreover, not by a jugful, both parties in purchasing pro-

cess mustn’t be confused with the European and Asian prices.

2.4 Price formation

Pricing is a process of determining what a company will receive in exchange for its
production. Moreover, it is a special process of earning money and the premise of
healthy competition. Most frequently, the basis of pricing is already the pre-set price
of raw materials. In order to compete and earn money, a company increases or de-
creases the price of the intermediate (in-between) stages. Furthermore, it is a set deci-
sion-making problem involving the buyer behavior theory, economic theory, and theo-

ry of competition, among others. (Ballou 1999, 67)

The following discussion is limited to the methods of pricing that are geographically
related and to inducement pricing arrangements that are deduced from logistics costs.

Accent Ltd kindly explained the price formation in the aluminium business. Many
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people consider that the price of aluminium as a raw material is the final selling price

but as it turned out, there are several stages of pricing that are shown in Figure 7.

First of all, two parties, the company and the supplier get the price for the aluminium
from the London Metal Exchange website and this price is exclusively for the raw
material. In the second step, the supplier assigns a price for further “manufacturing
and processing”. Second step is the most essential in the price formation process. Pre-
cisely for this extra charge related to “manufacturing and processing” the most profit-
able and best supplier can be determined and revealed. The last step of pricing is about
“customs clearance and transportation”, and it accounts for 60 percent of the final cost

of the whole order price.

Later, when the three main stages of pricing are already passed, the supplier is ready
to send goods to the destination provided by the customer. For the best understanding
of price formation, I have created a Figure 7 showing all the steps with examples of

real prices.

Step 3: 60% for

Step 2: Price for "customs clearance

Step 1: Determine "manufacturing and

the price by LME 9 and transportation"
processing
1,905 USD/k 60% of the final
8 1,8 USD/kg o of the i

FIGURE 7. Price formation for aluminium purchasing (based on Accent Ltd

facts and experience)

Roughly speaking, after all those steps the company will get the real price for finished
goods. The price that I used in the second step (1,8 USD/kg) is the real price of the
Turkish supplier. The Chinese suppliers are ready to sell for 1,1 USD/kg or 1,2
USD/kg.

After a rather simple and intuitive explanation, really important and related theory of

product pricing must follow. Further, based on the principles of Business Logistics
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Management, the product price theory will be fully disclosed in terms of the profes-

sional terminology and related approaches.

2.5 Geographic pricing methods

Customers are not focused on a single point for most distributors, but usually they are
scattered over extensive areas. This implies that the total value to spread to them rang-

es with their emplacement. Should pricing be simple then?

The selection of a pricing method depends in part on balancing the pricing structure
and its parts with the costs of managing it. There are a limited number of categories
that specify most geographic pricing methods. There are single or uniform, zone, Free
On Board incoterm (FOB), and basing point and freight equalization. Since the com-
pany Accent Ltd is concerned only by FOB pricing, the emphasis will be placed ex-
actly on it. Further information regards to the FOB pricing method, since it is directly

related to this bachelor’s thesis.

FOB Incoterm® Pricing

For the best understanding of geographic pricing, it is important to begin by consider-
ing the FOB pricing options. According to Incoterms, the abbreviation FOB stands for
“free on board”. The most popular and effective policies are FOB factory price and

FOB destination price.

FOB
Free On Board (. . . named port of shipment)

hi%;

Seller/ Export Pre-Carriage Loading at Named | Loaded Transport by OnBoard  |Discharging Delivery at Onward Import Buyer/
Exporter Documents, to Named at Named Place/Port On Board Sea or Inland Ship or (unloading) at Named Place/ Carriage to Documents, Importer
MamedPlace  |Formalties, | Place, Not PlacerPort, of Shipment Ship or WaterwayOnly  |Vessel, Not |Named PlacePort | Terminal Mamed Place, |Formaliies,  |Named Place,

SELLER BUYER

I gy L]

and Fees Unloaded Unloaded Vessel Unloaded of Destination Mot Unloaded  |and Duties Unloaded

CARRIAGE

l--------------l-------’

RISKS

I-------------Il-------’

COSTS

Yvy

MO NN N R N NN EN N BN BN N BN BN B B e ----’

FIGURE 8. Free on Board Incoterm® (World Trade Press 2013)
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Free on Board means that the supplier/seller is responsible for getting the goods onto a
ship appointed by the buyer. Figure 8 is showing the full procedure of Free on Board
Incoterm®. At this point, the risk of loss passes from the distributor to the customer.
However, a lot of conjunctions of FOB factory and destination pricing exist, depend-
ing on how freight charges are paid. Detailed step-by-step description is provided in

the Appendix 1 — Appendix 1(1).

TABLE 3. The main FOB policies (based on Business Logistics Management the-

ory)
The FOB factory price The FOB destination price (or delivered
price)

It is a single price fixed at the factory It is the price to the customer’s location

location. Customer takes possession of or in the general neighborhood. Under

the goods at this point and crucial for this policy, shipment costs are already

transportation beyond this point. included in the price. It is expected that
the distributor will make all the transport
arrangements.

Table 3 is providing information about two known definitions and varieties of Free on
Board policies. (Table 3) According to the Accent Ltd policies and methods, the com-
pany uses for a long time the FOB factory price policy. This policy is useful for both
parties: Accent Ltd has the supplier make the shipping arrangements simply because
the supplier is better equipped and more skilled at it, and Accent Ltd is then billed for
the actual transportation costs (as described above — sixty percent of whole order

price).

3 PURCHASING PROCESS

“Purchasing — The term used in industry and management to denote the function of

and the responsibility for procuring materials, supplies, and services.”

(APICS Dictionary, 9™ edition, 1998)
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Purchasing is indeed an unusual and multifaceted job. It operates at the vital intersec-
tion between buyer and seller, where supply and demand forces meet. As such, its
scope is broad, encompassing both internal and external elements of supply interac-
tion. The terminology used in the purchasing profession has witnessed a similar evolu-
tion. The term “buyer” has taken on a generic connotation today, but in fact, many
types of buyers exist. Another term that has undergone some revision is “vendor”.

Some prefer the term “supplier”. (Pooler V.H. et al. 2010, 3)

A large number of multi national firms throughout the world sell to a worldwide mar-
ket. Any geographical location that will optimize production costs is a potential plant
location and any country that can supply reliable materials or parts at a low cost can
be likely resource. In a truly interdependent world, political boundaries need not be a
barrier to the free flow of raw materials and supplies. A well-managed company
should look upon world trade as an opportunity to improve its supply capabilities.
This often involves assigning appropriate responsibility to purchasing managers that
gives the company a competitive advantage. Purchasing products and services of for-
eign origin can be highly challenging. The key to buying overseas is the availability of
a product specification, market access, formulating a negotiating position to obtain the
product at right price and being distributed ideally in the logistics environment. (Bhat

2011, 101)

In a large amount of firms purchasing has been seen as clerical duties. Purchasing
encourages to a firm’s efficiency and forcefulness in many ways. Foremost, it assists
to define a firm’s cost structure through negotiations with distributors. Developing the
quality of incoming parts and components, and decreasing the investment in inventory
via its supplier development policies and vendor selection. (Fredendall & Hill 2000,

205)

In addition, there is data about purchased goods and services worldwide. This data
(Figure 9) has a direct relevance to this bachelor’s thesis because of the percentage

amount of all raw materials bought in every country.



Hazmat and

waste disposal
Chemicals, 4%

services, 1%
| / Repair

services, 4%

Raw materials,
37%

Components,
18%

Hardware, 24%

FIGURE 9. Percentage of goods and services purchased (Turner 2011, 11)

In addition, there are two main reasons for purchase international. The first one is to
obtain raw materials, components or finished goods which are not available in the
buyer’s country and which are needed for the buyer’s business. The second reason is
to obtain goods and/or materials from a source which is the most economical or which
is of the highest quality/standard for a given price. (Bhat 2011, 102) Moreover, Table
4 is showing the advantages of international purchasing. Furthermore, disadvantages

of purchasing are located in the Appendix 2.

14
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TABLE 4. Advantages of international purchasing (Bhat 2011, 102)

Advantages

Lower prices

Product availability

Quality

Product’s added value

Product and process technologies

Broadening the supply base

This may be due to lower labor cost, bet-
ter quality control and more efficient pro-
duction technology of the foreign supplier
firm as compared to the domestic suppli-
er. Also exchange rate levels can play a
decisive role.

The goods or materials may not be avail-
able in the buyer’s country.

A key reason for international sourcing is
to obtain goods and materials of required
level of quality when quality is critical
factor.

An importer can improve his/her firm’s
competitiveness by improving his/her
product’s added value though design,
quality standards, durability, efficiency,
technology and the like.

International sources in some industries
are more advanced technologically than
the domestic industries. Outsourcing
products enables the importer to use high
technology goods and materials. It also
permits immediate availability and no
lead-time in product development and
production.

Professional buyers want to develop and
maintain an adequate supply base for the
materials required. Hence they may de-
velop international sources in order to

have competitive supply base.
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After all, the buying process cannot be unbroken and entire, so it has a number of
stages. The so-called steps generate a kind of cycle that consists of fundamental
knowledge. Frankly, there are many different variations in the number of the steps and
their description, but it is better to focus on the most ubiquitous and widely used cycle

of these phases.

3.1 Purchasing cycle

Frequently, purchasing is seen only as the actual buying operation where money is
transferred and goods change owners. If purchasing is needed to make a strategic
business operation it is significant to catch sight of various phases of the process and
develop them apart. On the whole, purchasing can be separated into six major steps

that should be taken each time.

Product/service
identification
Performance feedback/ Search for potential
Evaluation suppliers
Expediting/delivery Purchasing contract
Ordering

FIGURE 10. Traditional purchasing cycle (Fredendall & Hill 2000, 206-208)
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In addition, purchasing in a company usually includes all the steps related to the buy-
ing process. According to Van Weele (2003), these steps are: identifying the need,
searching for the potential supplier, arriving at a proper price/negotiations, agreeing
on terms and conditions, contract or order delivery, and follow up/evaluation. Figure

10 is illustrating the main steps within the purchasing process.

Product/service identification

More often, the first step/action of purchasing is to identify what is needed to purchase
and the quantity of it. The evaluation of the equipment’s quality in the company needs

to be done regularly. (Van Weele 2003)

Once a source has been recognized, purchasing typically calls in the sources to bid by
sending a query for proposal (RFP), a document that declares requests for a service or
product, and requests an offer from suppliers, or quotation to them. Today, when there
is such a thing as the Internet, some would-be suppliers are able to automate this by
ensuring web pages that permit a potential purchaser to introduce their RFP electroni-
cally. If the demand for a product is comparable to what has been produced by the
company, it is occasionally possible for the purchasing department to promptly obtain

an electronic bid. (Fredendall & Hill 2000, 206)

Search for potential suppliers

Fresh from identifying what to purchase and how much, it is required to solve from
whom to purchase it. Primarily, the search should be realized in the sphere that was
chosen and was met all the searching criteria. Right after that sub step, it is necessary
to allocate the suppliers from the large pool. Defining possible suppliers requires some
market research. It is very significant to create questionnaires, which should be sent
then in the format requested, so that the conditions and offers can be compared. (Van

Weele 2003)

Purchasing contract

When the superior supplier is found, it is time to proceed to the circumstances. The

purchasing contract should involve everything that has been coordinated of, from
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shipment time to warranty matters. For the cost and terms of shipment, the most eligi-
ble setup for the consumer is the fixed price. The cost is set in discussion and bidding,
and both parties have accepted it. Financial documents and papers should be clear for
both the consumer and supplier; the first-rate supplier is crucial for everything that is

not mentioned separately.

For the large purchases the disbursement generally takes place in a few stages. For the
supplier it might demand big investments and equity related to the machinery to the
output the facilities or generate the service. In the purchasing agreements it is also
good to refer to the requests for the items bought. For evading the situation of having
to discuss every detail separately when making a purchase, a set of international

benchmarks contracts are created. (Van Weele 2003)

Ordering

In some occasions, generally big ones, one-time buying, contracts must be ordered
simultaneously and these to place the individual order. If the purchases are repeated
and for example the costs are discussed in advance, the once discussed purchase con-
tract/deal is valid for the defined number of time and order. The company just alerts
the supplier about the needed amount. Another significant information is for instance
unit price, total cost, requested purpose date, quantity required, shipment address and
billing address and depiction of the product. After obtaining the order, suppliers are
constantly needed to send out a purchase order acknowledgement in return. This re-
ports that they have obtained the order and took the information in it. (Van Weele
2003)

Once the purchasing division has a bid that is admissible (which means that the pro-
vider is respected, the product to be purchased meets technical requirements, and the
price is suitable), the purchasing department arranges a purchase order (PO), which
should comprise applications of the name, quantity/amount, part number, description,
and cost of the goods or services ordered; agreed-to terms as to disbursement, dis-
counts, date of performance, and shipment; and all other agreements relevant to the
purchase and its implementation by the supplier. The formality of this PO may rely on

the size of the order. If it is an expensive one-time buy, the purchase order may be



very itemized. If it is a low-cost product, such as the purchase of book or a training

manual, it may be done over the phone or by fax. (Fredendall & Hill 2000, 206-207)

Expediting/delivery

When the supplier has accepted the shipment date and terms/conditions, the waiting
for the purchased products begins. Commonly the shipment time is evaluated to pro-
vide issue for potential delays. This indicates there might be room for certain expedit-

ing.

There are various expediting types specified. One of the most used but still the most
inefficient is the expediting, where the consumer begins to take influence when the
company encounters zero-stocks. Belated shipments get no consideration this way if
safety stocks are sufficient. If there are no acts performed every time the purpose date

is neglected, the supplier might suppose they have no need to esteem the purpose

dates. (Van Weele 2003)

Other method is an ordinary status verification that can operate if there is not too large
a number of orders. In this approach the supplier is reached defined number of days
before and asked to verify the shipment date. This provides the signal that the custom-

er is waiting the products and reporting if they are in delay.

For the crucial parts and suppliers there is a procedure named advanced status check.
Crucial in this occasion does not surely indicate significant. In this approach manufac-
turing is given a production outline, a kit of “milestones” to be monitored by the pur-
chaser. This occurs by creating audits and verifications to the production premises.

(Van Weele 2003)

Performance feedback/evaluation

Frequently, when the items being bought are used by production, purchasing will su-
pervise the headway of the order. It will estimate progress by the supplier and keep

procedures informed about any challenges. This may be done with some kind of pur-
chasing follow-up paper or via data that is put up on the company’s intranet. (Freden-

dall & Hill 2000, 207)
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The purchasing procedure is not completed when the items are supplied. The purchas-
er has the great role even after the products are taken into exploitation or material into
production. If anything is to go improperly, it is essential that somebody knows the
circumstances of the purchase; possible insurance issues and return rights. From time
to time, products might require some sudden fixing or regulation, effected in expenses
that must be initially affirmed by the management and reported to the purchasing pric-
es for the hereafter assessment. The assessment process is the serious tool to see the
challenges that can be got away next time and if the supplier in matter can be used

again. (Van Weele 2003)

Purchasing fulfills otherwise responsibility during this purchasing cycle. It maintains
to write about suppliers and their productivity as well as records about the receiving of

materials and the sources of these materials. (Fredendall & Hill 2000, 208)

3.2 Purchasing activities

Buying intermediately influences the flow of products in the physical supply channel,
though not all the activities of purchasing are of straight concern to the logistician.
Solutions referring to the choice of vendor shipping points, the definition of purchas-
ing amounts, the synchronization of supply flows, and the range of the product form
and transport approaches are some of the important decision influencing logistics

costs. (Ballou 1999, 415)

Purchasing is in provision to gain information not only about prices and availability of
goods, but also about new supply sources and new technology in the market. The ac-
tivities associated with buying the raw materials, supplies, and components for com-

pany are shown in Figure 11.

Purchasing activities are more detailed and the “step by step” review of purchasing
cycle. Purchasing activities are intended more for professional use and moreover for
large companies and corporations that have a logistics department. In small compa-
nies, where there is only an export-import manager. It is better to use the purchasing

cycle instead of activities because of the clearly presented steps.
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Evaluating supplier performance

Bargaining/negotiating contract

Matching price, quality and service

Sourcing goods and services

Scheduling purchases

Adjustment of sale terms

Estimating the value received

Forecasting price, service, and sometimes demand changes

Indicating the form in which goods are to be received

Choosing and qualifying suppliers

FIGURE 11. Purchasing activities (Ballou 1999, 415)

These purchasing activities are almost the same thing as a purchasing cycle. The im-
portant difference between the cycle and activities is the depth approach of the last
one. Furthermore, there are six major documents used in international purchasing pro-
cess that are shown in Table 5.

Table 5. Documents used in international purchasing. (Bhat 2011, 104)

Documents

Bill of lading It is a proof of dispatch of goods by the
supplier and gives the title of goods to the

buyer and enables the buyer to claim the



Invoices

Packing list

Certificate of origin

Inspection certificate

Letter of credit

Supply problems
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goods on arrival at the destination. The
bill of landing is signed by the master of
the ship that carries the goods to the buy-
er’s country (destination).

The types of invoices are: commercial
invoice, customs invoice and proforma
invoice.

It serves to indicate the exact nature,
quantity and quality of the contents of
each package in a shipment.

Certain commodities require a document
certifying the country from which the
goods originated as distinct from the
country from which they were immediate-
ly exported.

It is a document normally prepared by an
independent agency other than the ex-
porter to certify the condition, quality or
quantity of goods being shipped as per the
requirements of the importer.

It is an arrangement by which the import-
er is obliged to pay the exporter through
the undertaking given by the importer’s
bank to the exporter’s bank.

Purchasing is involved not only in obtaining and receiving supplies into the firm, but

also in resolving any problems with the supplies during their use. This requires pur-

chasing to stay in communication with the users of the materials and supplies. Typi-

cally supply problems that need to be resolved are a supplier’s inability to meet deliv-

ery dates, nonconformance of materials to specifications, receipt of damaged materi-

als, or receipt of the wrong quantity of materials. An additional problem is when there

is a need to change the specification for the materials to be purchased. To resolve the-

se quickly, purchasing must stay in communication with the suppliers of the materials



23

and have clear procedures in place for resolving problems. (Fredendall & Hill 2000,
208)

3.3 Supplier selection process

As arule, the customer managed the relationship. The supplier abided. The twenty-
first century business establishes the roles on a more egalitarian basis. The customer
generates the business demands for the supplier but the supplier also ensures entry in
the form of products or services to satisfy the subordination of the customer. The sup-

plier holds a crucial position in the supply chain. (Norausky 2000, 21-22)

This part presents the steps involved in the supplier selection process. The quality of
the eventual number of suppliers largely depends on the quality of all the steps en-
gaged in the selection process. The first part of this study describes a methodology for
supplier selection that combines the different steps of the selection process. Figure 12

depicts the supplier selection and evaluation process.

Step 1 Identify the need for supplier selection |

Step 2 Find out key sourcing requirements and criteria |

Step 3 Determine sourcing strategy |

Step 4 Identify potential supply sources |

Step 5 Limit suppliers in selection pool |

Step 6 Determine methods for final selection |

RERARARERERAR

Step 7 Select suppliers and reach agreement |

FIGURE 12. Supplier evaluation and selection process

Step 1: Identify the need for supplier selection

Usually, the identification and recognition of a need, service or product is the main

step in every purchasing and search procedure. Different cases may trigger the need

for supplier selection.
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Step 2: Find out key sourcing requirements and criteria

Supplier selection is sophisticated because of the numerous criteria engaged in the
decision process. Besides, many times these criteria may contradict the each other.

Consequently, specifying the appropriate criteria becomes critical.

Step 3: Determine sourcing strategy

Sourcing needs that companies obviously specify the strategy attitude to be taken dur-
ing the supplier selection process. Instances of sourcing strategies are: domestic versus
international, short-term versus long-term distributors’ contracts, and single versus

multiple suppliers.

Step 4: Identify potential supply sources

The significance of the product under investigation influences the resources spent on

matching potential suppliers.

Step 5: Limit suppliers in selection pool

Firstly, need to understand more or less clear signs where which of suppliers are
strong and competitive enough. Given the finite resources of a company, a customer
needs to pre-screen the would-be suppliers to decrease their amount before continuing

with a more detailed analysis and evaluation.

Step 6: Determine methods for final selection

There exist various methods and ways of assessment and selection suppliers. The ana-
lytic hierarchy process (AHP) is regarded as one of the most extensively used linear
weighting techniques. The main benefit of AHP is that it processes both quantitative

and qualitative criteria. (Figure 13)
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Supplier
selection
I
[ [ I [ |
Flexibility Quality Price Service Delivery
I I
I I | I |
Process QMS Defective Direct Leadt
capability maturity parts distance cadiime

FIGURE 13. Analytical Hierarchy Process (AHP) approach

Step 7: Select suppliers and reach agreement

The last step of the supplier estimation and selection process is to evidently select
those suppliers that best meet the company’s sourcing strategy. This solution is fre-

quently accompanied with defining the order number allocation to selected suppliers.

4 RESEARCH DESIGN

For the investigator in applied fields, research is a process of attempt to gain a best
understanding of the complications of human interactions. In qualitative research,
primary questions (for study) oftentimes come from real-world observations, dilem-
mas, and questions, and have arisen from the interaction of the researcher’s direct ex-
perience, tacit theories, and growing scholarly interests. The basic methods leaned on
by qualitative researchers for collecting information are (1) direct observation, (2)
taking part in the setting, (3) document overview, and (4) in-depth interviewing. These
methods form the substance, the staples of the diet. Supplementing these are a few

particularized methods. (Marshall & Rossman 1995, 15-16; 78)
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As mentioned in the first chapter, the main goal of this thesis is to find a superior sup-
plier among potential candidates in the aluminium fence field on the Chinese market.

In can be met by responding the research questions.

Research question 1 (Q1). What is the situation on the aluminium market nowadays?

The case company had previously an experience in working with foreign suppliers but
did not know exact strategies and methods how to find the superior supplier for com-
pany. As long as the Accent Ltd operates in aluminium the field, it would be neces-
sary to start with studying the today’s situation on the aluminium market. By explor-

ing all available information, sub-questions have been formulated:

1  What does the construction sector look like and how does it operate nowa-
days?

2 What are the prices for aluminium on the modern market?

Research question 2 (Q2). What is the purchasing process and how it relates to the

supplier selection process?

The purchasing process, as known is one of the most important mechanisms in every
company. Despite the fact that it is important, it is also complex. Furthermore, the
purchasing process is relevant to the suppliers’ search process. Two sub-questions

have been formulated for the best understanding;:

1 What are the general steps and actions of the purchasing process?

2 How is the suppliers’ search linked to the purchasing process?

Research question 3 (Q3). How to find and select the suitable supplier on the basis of

the theoretical knowledge?
This research question is related to the theoretical overview and frameworks. As long
as the purpose of this bachelor’s thesis is to find a supplier is necessary to use the the-

oretical knowledge. Thus, one sub-question has been formulated:

1 What are the main and existing approaches of the suppliers’ selection?
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4.1 Research methods

It is not necessary to provide the differences between qualitative research and quanti-
tative data analysis because this thesis’ purpose of the study is qualitative research,
and precisely exploratory and explanatory methods combined. According to Catherine
Marshall and Gretchen B. Rossman (Marshall & Rossman 1995), research questions
and research strategy have a direct bearing to several data gathering methods, like
observation, in-depth interviewing and review of documents. It is worth noting about
the interviewing process that Internet (e-mail), telephone and Skype interviews were
applied. These groups of interviews have the straight relation to electronic interviews.
(Saunders et al. 2009, 348-351) Even more, information search was conducted solely
on the Internet, so more attention will be paid to the online study. In Appendix 3 de-

tailed and convenient figures how the research methods were formed and identified.

To begin, it is better to notice about the research on the Internet because it is a basic
way today of gathering the information (besides books and professional magazines)
and write this thesis. According to Eric Branscomb (Branscomb 1998), the Internet
ensures investigators with many implements. Communication media such as e-mail,
Skype and other newly emerging programs allow people to communicate with others
in the world who has the Internet access and to join chats and conversations with oth-
ers in any area of interest. Information implements such as World Wide Web (often
called “WWW?) allow people to find the information worldwide. Furthermore, for

gathering information Google as a general search engine will be involved.

4.2 Data collection

According to Catherine Marshall and Gretchen B. Rossman (Marshall & Rossman
1995, 99), a lot of qualitative studies match a few data collection methods over the
course of the study. Limitations in one method can be offset for by the strengths of a
supplementary one. This paper is directly related to research, so data about suppliers,
interviews, information gathering will be in two ways: through primary and secondary

data collection.
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Interview

Analyzing the Chinese companies that supply and produce aluminium railings, parts
and accessories, it is very important to find out the best one according to the main
criteria price. For an in-depth interviewing method was chosen this study. Further-
more, in order to clarify the interviewing process it should be noticed that elite inter-

viewing will be used as a method to identify terms and conditions of each company.

An elite interview is a particularized occasion of interviewing that concentrates on a
particular type of interviewee. Elite persons are considered to be the powerful, the
eminent, and the well-informed people in an organization. Elite interviewing has
many advantages such as providing the overall view of an organization by elite; elites
are familiar with the legal and financial structures of a company, etc. (Marshall &

Rossman 1995, 83-84)

Elite interviewing is a small subgroup of an in-depth interviewing. Hence, qualitative
in-depth interviews are much more like the dialogue than formal events with prede-
fined answer categories. The researcher studies a few major topics to help disclose the
participant’s meaning perspective, but otherwise esteems how the participant frames
and structures the responses. (Marshall & Rossman 1995, 80) In-depth (elite) inter-
viewing is the best method to gather information from potential suppliers for this

bachelor’s thesis.

Observation

For a very clear study of all the processes and procedures in the case company, it is
necessary to attend and participate in all those actions. Deep research and understand-
ing of the company’s processes require immediate participant observation, a form of

observation, which is more usually used in qualitative research.

Participant observation should be realized as an operation. First, the researcher should
become a participant and take approach to the field and to individuals. Second, the

observation should also shift through an act of occasion increasingly specific and con-
centrated on the facets that are fundamental for the research questions. So, Uwe Flick

(Flick 2006, 220-221) differentiates three steps of participant observation:
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1 Descriptive observation, at the start point, serves to ensure the researcher with
a finding to the field under study. It keeps nonspecific detail and is used for
finding out the complexity of the field as far as possible and to evolve (at the
same time) more specific research questions and lines of vision

2 Focused observation, narrows possibility on those operations and problems,
which are most primary for research questions

3 Selective observation, by the end of the data gathering, is concentrated on find-
ing further proof and samples for the types of proceedings and processes found

in the second step

Document overview

As long as the criteria for supplier selection has been and remains the price general
aim in the document overview is collect pricelists from potential suppliers and then

analyze those pricelists for the identifying the best suppliers for the case company.

Researchers elaborate participant observation, interviewing, and observation with the
collecting and analyzing of documents generated in the course of everyday events. As
such, the overlook of documents an unobtrusive method, one full in describing the
meanings and beliefs of taking part in the setting. The use of documents usually in-
volves a specific approach called content analysis. A common approach, a process,
and an analytic strategy, is satisfied with analysis brings the regular examination of
shapes and communication to document templates objectively. (Marshall & Rossman

1995, 85)

4.3 Research process

The aim of this bachelor’s thesis research is to find the superior supplier or two for the
case company Accent Ltd, and also read and learn new theoretical frameworks and
approaches for a better understanding of markets, mechanisms and selection process.
Participant observation, elite interviewing (in-depth interviewing) method, and docu-

ment overview were chosen as the research methods.

The first research method is the participant observation. The role is participant as ob-
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server. The choice of the role was defined by the fact that I worked as a trainee in the
company for several years and my activities directly involved facing with import-
export activities of the company (negotiating with potential customers from abroad,
negotiations about contract, communicating with the existing suppliers of the case

company).

The first part of the primary data collection was gathering during my job duties in that
company by preserving the data for the bachelor’s thesis about what the situation used
to be and what was the current situation of supply chain and suppliers in the Accent

Ltd. As far as the company was working and still work with the foreign suppliers, my

aim is to find new ones from the Chinese aluminium market.

The second step for defining the company’s needs, the best solution is in-depth inter-
view and still observing because it would allow gathering the required necessary data
through the prepared questions, which means versatility and helps to obtain extra in-
formation for deeper research. Then, it is a very comfortable way of interview method
because all the questions were held on-line via Skype and e-mails. Furthermore, the
second step about matching interview and observing regarding not only case compa-
ny. The Chinese suppliers are the second main objective that should be involved in
interviewing process also via e-mail or Skype. Of course, there is a huge difference
between questions for the case company and for potential suppliers. Questions related
to the case company are about general things that may matter somehow during the
thesis writing process and questions for the potential Chinese suppliers are more struc-
tured and have the special aim to define based on criteria the best supplier and also
reveal the willingness to work with Accent Ltd. Already-formulated questions can be

found in Appendix 4.

S ACCENT LTD AND ALUMINIUM SUPPLY CHAIN

Starting in 1991, the aluminium market was faced with promptly enlarged exports
from the former USSR. Until its breakup, extremely little Russian metal emerged in to
the Western markets. The sudden production booms in the Chinese and Middle East-

ern aluminium industries could further enlarge foreign exports. (Aluminium industry
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vision 2001) Figure 14 is providing the main drivers of the aluminium supply chain in

the world.

The historical sections of the aluminium supply chain will rearrange in reply to indi-
vidual economic factors and prosperous business models. The traditional framework
of the industry— mining, rolling, smelting, extrusion, refining, casting— will transform
as upstream performances get more narrowly equalized with other mining and metal

companies, whereas downstream performances get increasingly interspersed and user-

focused.
Consumers will concentrate on Direct manufacturer will
functionality maintain particularized markets
|:| Successful downstream companies |:| Regulations enforcement more
will increasingly react to consumer recycling of complex alloys and
demand for excellent functionality. composites with plastic bonding
Request growing for multi-material will manage recyclers to evolve
resolve that capitalize on the out- facilities to control these material
and-outer features of each material. streams. This will minimize the

necessity to add expensive alloying
elements, and further reduce energy
use and emissions.

FIGURE 14. Aluminium supply chain drivers (Aluminium industry vision 2001)

Many smaller, specialized producers will continue to serve distinct customers with
unique needs. Simultaneously, some vertically consolidated producers (mining, im-
prove, fabrication) are purchasing procedures further down the supply chain and inte-

grating ahead. (Aluminium industry vision 2001)

5.1 Description and services of the case company

Oleg Grenko and Lilia Grenko, both graduates of Moscow State University of Civil
Engineering, founded the company Accent Ltd in 1995 in Moscow, Russia. The type
of this company can be attributed to the family business because the founders are
spouses. To this day, Oleg and Lilia are working in tandem and I, their daughter, was

hired a few years ago and still continue to work as an export-import manager. The



company has a small office in central Moscow with a staff of around 5 employees.
The small warehouse and the industrial premises located near the head office. In addi-
tion to the key personnel, other employees range from 10-15, and a total of about 20

people are in the company at the moment.

Accent Ltd operates in the construction business field. Competition, of course, is
growing every year. Construction - is an extremely profitable environment in Russia
and beyond. Fortunately, not all the competitors have and can stay long, because spe-
cific narrowly focused knowledge or a low and good price is required in this area. In
addition, it is a competition of small and medium enterprise businesses. Large and

well-known companies, groups and corporations are not considered.

The company Accent Ltd has its own production with a full fleet of equipment, trans-
portation, universal installation teams and qualified staff in the office. All this allows
produce and design of any complexity, including the design of non-standard shapes
and sizes. Moreover, since 2007 Accent Ltd is the official importer in Russia profiles
and accessories for aluminium railings and railing “Pleksi”. Figure 15 if showing the

services that company Accent Ltd offers to its customers.

Aluminum construction (windows, doors, partitions)

Alumo-wooden (windows, doors, stained glass)

Doors - hinged, sliding, swing

Entrance doors

Outlet shops/ medium-sized shops

Office partitions

Sanitary partitions, showers

Aluminum railings and fences, as well as accessories

Railings "Pleksi"- with brass or aluminum elements

Shutters/blinds for home and office of various kinds

FIGURE 15. Accent Ltd services and products
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As of today, Accent Ltd cooperates with Turkish suppliers of aluminium components
and parts. The Turkish aluminium industry has growing since 2002. Production scales,
domestic sales, and imports and exports were unceasingly rising. The enlargement of
significant consuming industries such as the automobile industry and housing con-
struction, and the request for semi-finished and finished aluminium goods for the
packaging industry as well as electric household devices were powerful factors in the
growth of the area. (Kii¢likserim 2010) Unfortunately, the prices for the products,
which Accent Ltd has purchased, from year to year increased and the company in the
recent years has to work at a loss. Accent Ltd is willing to cooperate with the Chinese
suppliers of parts and accessories for aluminium railings. The company strongly be-
lieves that the Chinese suppliers are ready to give lower price for the same-quality

production as the Turkish suppliers.

After the company description it is apparently to add information about the theory that
implemented precisely in Accent Ltd based on the underlying theory of business logis-
tics management, purchasing management, supply chain management, supplier man-

agement, etc.

5.2 Purchasing activities of Accent Ltd

Despite the above purchasing theory, Accent Ltd allowed to conduct research of the
purchasing process. The result after the personal study of the purchasing process in
Accent Ltd helped me to create a brand new but simplified theory of purchasing activ-
ities exactly in the case company. The theory of Accent Ltd purchasing activities con-
sists of eight major steps. All of those steps are unique and have a brief explanation.
Thereunto, this theory was improved by the dint of principles of business logistics

management and principles of supply chain management. (Figure 16)

Fortunately, this theory and its explanation helped in the writing thesis and creating

this paper. The explanation of each step will lead to a key point and help find the right
suppliers with incredible precision. Detailed explanation of each single step has a sin-
gularity. Consequently, the description is not long but accurate, and concerning to the

thesis study.
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. Select specific Appoint purchase
Identify need product team
Research potential Specify technical
suppliers Budget for purchase specifications
Request Bids Award contract

FIGURE 16. Accent Ltd purchasing activities

Identify need

Accent Ltd wants to find supplier/suppliers within the Chinese aluminium market of
aluminium railings. Also, the price is really important, because previously the case
company purchased raw materials for railings from Turkey, and the price was high

and unjustifiable. Thus, the need to make a purchase of a product is identified.

Select specific product

The company should select which type, color or form it needs for further work. Ac-
cent Ltd is interested in any parts for railings. Color, type and form don’t matter in
that case because in the construction business there are almost the same parts every-

where.
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Appoint purchase team

Put a purchase team together to manage the buying process, including finalizing the
list of required construction specifications for the product. In this case, every employ-
ee is important because extra check of all papers and documents or even creating of

new ideas and finding new ways will not harm the process.

Specify technical/construction specifications

Finishing the list of technical/construction specifications for the product to ensure it
meets the company’s needs. This is necessary as well as for the company, and also for
the suppliers. Both parties must have a clear understanding of what they want. Based

on the request, it will be easier to calculate the price.

Budget for purchase

Allocate the budget for the purchase relying on the range of prices. CEO, managers
and accountants should always have to calculate the company's budget and be aware
of how many possible funds are available. Budgeting also seen as a way of predicting

and forecasting the future of the company.

Research potential suppliers

This is the important step, especially for this bachelor’s thesis. All this time company
purchases production mainly from Turkey, Istanbul. Accent Ltd complained about the
prices that Turkish suppliers gave them. The company wanted me to find distributors
with good quality production and low prices. So this paper concerns supplier search-
ing and the list of potential Chinese suppliers will appear lately.

Request bids

After the search of suppliers has been done successfully and the list of potential dis-
tributors has been created, solicit bids enter into battle. Request bids from the distribu-
tors of the identified product that meets all the required technical/construction specifi-

cations.
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Award contract

Feasibly, the case company will you use this paper in a right and proper way and will
note guidance well. Of course, it would be nice if the company used the list of suppli-

ers and signed a contract with one or several of them.

Since the main objective of the thesis is to find good and competitive suppliers, it is
necessary to pay attention precisely to the supplier selection process. There is such a

theory and criteria for competently and correctly search for suppliers.

5.3 Supplier selection process in Accent Ltd

Based on the theoretical part of the thesis, this supplier selection process is simplified
and adjusted for the Accent Ltd case. Moreover, information accumulated through
investigation of the real supplier selection process in company. The company uses
only three main steps when searching suppliers so that is why I called it “reduced sup-
plier selection”. (Figure 17) In the search for a suitable supplier, Accent Ltd will use

the similar supplier search approach that contains three major steps.

Define the pool of
suppliers Request for prices

Define the
requirements

FIGURE 17. Accent Ltd supplier selection steps

Before the detailed explanation of these three stages of supplier selection the main
thing should be noted. Accent Ltd used this approach a very long time ago in the mid-

dle of the company’s development and rooting. Even more so, the company didn’t
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know about this approach until I asked them about the steps and “sought” help from
theories. Furthermore, these steps will be described in the past time style. In the search
for a suitable supplier, Accent Ltd will use a similar supplier search approach that

contains three major steps.

Define the pool of suppliers

For a start, critically needed product was defined. It was everything regarding alumin-
ium railings. The company made a small research among existed competitors and dis-
covered that lots of all the rivals cooperated with foreign countries instead of buying
raw materials directly in Russia. Moreover, the company selected Turkey as a supplier
because of the low prices and good quality. Before that investigation, Accent Ltd re-

purchased raw materials from Russian suppliers at higher prices.

Define the requirements

For that moment, Accent Ltd needed to purchase particularly raw material for the al-
uminium railings. With the other production the company had no problems and chal-
lenges. How it turned out, aluminium railings are a very high-selling product and the
demand for aluminium railings is permanent. Over the years, customers have become
more discerning and their needs are getting higher and higher, in particular, excessive

requirements relating to prices and discount system.

Request for prices

Fortunately, before and now there are a lot of ways to ask/request the price and the
cost. The customer can do it by phone, fax or via Internet (e-mail, Skype, etc.). Accent
Ltd used this approach for quite a long time and requests for prices made by phone.
5.4 Payment methods and conditions

As mentioned earlier, the case company works with a foreign (Turkish) supplier and

has a representation about the features of payment and remittance. Accent Ltd has a

clear understanding of all the procedures of payment and payment terms in interna-
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tional business. The case company also works with banks and special documents

which straight related to a quite widespread payment method Letter of credit (L/C).

Letters of credit are one important means of transferring money and paperwork be-
tween a customer and a supplier. The banks act as a trusted in-between. If a seller
agrees to be paid by a letter of credit or L/C, then you need a reliable bank to handle
the transaction. A letter of credit is a type of contract used by banks to protect their
customers when doing international business. Letters of credit are established and
used when a customer and a supplier do not know each other very well, and there is
doubt about the supplier or buyer trusting each other to fulfill the contract. Sometimes
the country requires the Letter of credit where you are doing business in as a way for

the government to monitor trade. (Ward 2009, 13)

According to the data of Credit Research Foundation (Credit Research Foundation
1999) a commercial L/C is a contractual convention between a bank (known as the
issuing bank) and on behalf of one of its consumers (permitting another bank, known
as the consulting or confirming bank) to make disbursement to the beneficiary. The
issuing bank, on the application of its consumer, opens the letter of credit. The issuing
bank makes an obligation to keep drawings made under the credit. The beneficiary is
normally the supplier of goods and/or services. Basically, the issuing bank substitutes
the bank's customer as the payer. Further, the main elements and actions of the L/C

operation are shown detailed in Figure 18.

A payment responsibility given by a bank (issuing bank)

On behalf of a purchaser (applicant)

To pay a supplier (beneficiary) a given amount of money

On submission of specified documents representing the supply

Within specified time limits

Documents must correspond to terms and conditions set out

Documents to be introduced at a specified place

FIGURE 18. Actions of letter of credit (Credit Research Foundation 1999)
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The applying of the letters of credit as a procedure to decrease risk has grown essen-
tially over the past decade. The Letters of credit perform their objective by substitut-
ing the credit of the bank for that of the consumer, for the goal of facilitating trade.
The credit occupational should be familiar with two kinds of letters of credit: com-
mercial and standby. The commercial letters of credit are used above all to facilitate
foreign trade. The commercial letter of credit is the basic payment arrangement for a
transaction. The standby letter of credit serves a various function. The standby letter
of credit serves as a subordinate payment mechanism. The bank will issue the credit
on behalf of a consumer to ensure guarantees of his/her opportunity to fulfill under the
terms of a contract. Upon receipt of the letter of credit, the credit occupational should
inventorying all items attentively to insure that what is anticipated of the seller is
completely understood and that he/she can comply with all the terms and conditions.
When the agreement is under consideration, the buyer should be appealed to amend

the credit. (Credit Research Foundation 1999)

6 CHINESE SUPPLIERS OF ALUMINIUM RAILINGS

In late 2001, China got in the World Trade Organization (WTQO), messaging its entry
onto the global milestone and participation as an arising power in the world economy.
Since then, China has reached unexampled levels of growth, got one of the most popu-
lar purposes for foreign investment. China’s business atmosphere is already very un-
covered to foreign investment, and it is even prospective to develop as time passes.
China’s actual policy is transferred to open-market competition and concentrated on
refining the effectiveness of spreading market resources. The Economist Intelligence
Unit rated China’s business atmosphere in a lot of grades far higher from 2011 to
2015 than in the previous five-year period, and China is still shift its policies for cor-
respond the requirements of the World Trade Organization. (Chinese Services Group

2012)

6.1 Country profile of China

China or the People's Republic of China (PRC) is a high commonwealth located in

East Asia. It is the world's most crowded country, with a population of over

1.35 billion. The PRC is a single-party state managed by the Communist Party, with
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its place of government in the capital city of Beijing. It exercises jurisdiction approx-
imately 22 provinces, four directly controlled municipalities (Beijing, Tianjin, Shang-
hai, and Chongqing), five autonomous areas, and two primarily self-governing special
administrative areas (Hong Kong and Macau). (The International Bank for Recon-

struction and Development 2012) Table 6 is showing the China profile overview.

TABLE 6. China overview (The International Bank for Reconstruction and De-

velopment 2012)
Country overview

Region East Asia and Pacific

Land area 9,561,000 sq km

Population 1,338,300,000

Climate Continental, with extremes of tempera-
ture; subtropical in the Southeast

Language Standard Chinese

Currency Renminbi (RMB), or Yuan; RMB 1 =10
Jiao = 100 fen

Time GMT +8

In general, China is divided onto four large areas: Eastern China, Southern China,
Central China and Northern China. (The International Bank for Reconstruction and

Development 2012)

Eastern China

Eastern China is the geographical region that embraces most of China's eastern sea-
shore. (Figure 19) For administrative and governmental objectives, the area is desig-
nated by the government of the People's Republic of China to involve the provinces of
Anhui, Fujian, Jiangsu, Shandong and Zhejiang, and the municipality of Shanghai.
Five (Anhui, Fujian, Jiangsu, Shandong and Zhejiang) out of six provinces of Eastern

China are concentrated on agricultural sector and only Shanghai, the sixth province,
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hosts the world’s busiest port and China’s leading stock exchange. (Chinese Services

Group 2012)

FIGURE 19. Easter China

Southern China

Southern China is one of the fundamental tourist purposes in the country, consists of
the three provinces Guangdong, Guangxi and Hainan. (Figure 20) It is a place to some
of China's most significant industries. Guangdong focused on gross domestic product
in other words China’s fastest growing industries are located in this province. Guangxi
concentrated on agriculture and Hainan strongly focused on the tourism industry.

(Chinese Services Group 2012)

FIGURE 20. Southern China
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Central China

Central China is one of China's major agricultural regions, and it includes a solid in-
dustrial base. The provinces: Hubei, Hunan, Henan and Jiangxi. (Figure 21) All of the

provinces in Central China are agriculture-oriented. (Chinese Services Group 2012)

FIGURE 21. Central China
Other parts

In other different parts, there are located Northwest, Southwest and Northeast parts of
China with provinces Ningxia, Xinjiang, Qinghai, Gansu, Guizhou, Sichuan, Yunan,
Tibet, Liaoning, Jilin, Heilongjiang. (Figure 23) Further, China has special administra-
tive regions: Hong Kong and Macau. (Chinese Services Group 2012)

¥y

5

<k

4 >
R

¢

FIGURE 23. Northwest, Southwest and Northeast China
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Northern China

The Chinese government including the municipalities of Beijing and Tianjin, the prov-
inces of Hebei and Shanxi, and Inner Mongolia Autonomous Region, defines North-
ern China. (Figure 22) This region owns some of China’s most wide natural resource
deposits, making it a crucial destination for foreign investment, as well as the general
capital of China and rather of its highly developed provinces. Hebei, Shanxi, Inner
Mongolia are focused on manufacturing sectors and abundance of natural resources.
Beijing is the capital of China and it is the country’s largest city-based economy.

(Chinese Services Group 2012)
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FIGURE 22. Northern China

Foreign companies will proceed to be engaged by the possibilities suggested by Chi-
na’s large and fast- growing economy. China has a population of 1.3 billion people,
and therefore, the size of the economy will grow to nearly USD13 trillion a year (at
market exchange rates) by 2015. However, there will stay large income breaks be-
tween provinces in China, the prompt growth of the economy as a whole and the con-
tinued candidness of the investment environment will ensure a fixed position for in-

bound foreign companies. (Chinese Services Group 2012)

6.2 Chinese aluminium market

There are many different discussions about China within the aluminium industry. In

the recent ten years China has quadrupled its intake of aluminium and has the highest
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input worldwide. Today, China is the greatest producer and the largest aluminium
customer as well as being the country with the largest increase in both consuming and

producing. (Greenland Development Inc. 2012)

According to Greenland Development Inc. (Greenland Development Inc. 2012) in
China the aluminium industry is extremely affected by the society and the Chinese
Government. Furthermore it is the Government looks forward that the aluminium in-
dustry will shift to provinces and regions with inferior population density in order to
downplay rivalry for energy between industry and cities. The Figure 24 below is
showing how great the Chinese share of global expenditure is today and what it is

expected to be in 2025.

Aluminium consumption in 2010

China

Asia ex. China
® Europe

North America

Japan

Latin America

Africa

Aluminium consumption in 2025

China

Asia ex. China
® Europe

North America

Japan

Latin America

Africa

FIGURE 24. Aluminium consumptions in 2010 (of 41,2 Mt) and Aluminium con-
sumptions in 2025 (of 82,5 Mt) (Greenland Development Inc. 2012)
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There are three features that promote the Chinese growth in consuming:
1 The major expansion and urbanization in China steers in a supreme per capita
consuming
2 The purposes and strategies of the Chinese Government have issued in invest-
ments in infrastructure and housing which also take huge amounts of alumini-
um
3 Eventually, the proceeding powerful stances of China as a manufacturer of in-

dustrial goods for export, steer in wide investments in the aluminium industry.

China is still having significant concern the aluminium industry since it introduces
part of the global market and the market keeps on to show huge growth rates. In the
occasion that China is not capable to support and maintain its self-adequacy in alu-
minium it may happen on serious and substantial market for global aluminium supply
and thus influence the global aluminium market by transforming a more stable pur-

chaser from the global aluminium industry.

6.3 Doing business in China

China is a very exciting market and this country already has made important progress
in positioning itself at the front line of the world economy. According to Jonathan
Reuvid and Li Yong (Reuvid & Yong 2006) the economic statistics keep on to chart
the exceptional rise of the Chinese economy. As a dormant market, China is enor-
mous. The low-cost framework provided by the great labor force is the main attrac-

tion.

The marvelous thing about China’s growth is that it is not just about low-tech perfor-
mance. China’s business now includes a various range of activities. It is not just the
manufacture of the world for everything from clothes to machinery, but increasingly

for high-technology industries. (Reuvid & Yong 2006)

Economists and policy investigators have looked into the subject of the high rate of
growth of Chinese manufacturing and suppliers over the three decades from 1980 to
2013, which have seen China got the world’s largest manufacturer and supplier as a
country and one with the second - highest GDP. Much of this effort has concentrated

on FDI flows into China as many western manufacturers/companies (or brands) en-
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deavored to benefit the low cost and supportive government politicians to adjudge

contract manufacturing or their own installations in China. (Murray 1994)

As well known, today China is the most optimized manufacturer and supplier in the
world. Most modern companies, including Russians, are forced to work with the Chi-
nese manufacturers and suppliers for insanely profitable prices and terms. As the say-
ing goes: "everything is made in China", and it really is true. Chinese companies are
willing to work for the benefit of their customers and create a wonderful atmosphere

for cooperation.

The sense of the “good” supplier differs from the “right” supplier. A good supplier is
distinctly the right supplier, while the “right” supplier may not prepare to be called a
“good” supplier. The right suppliers are a pool of contenders who can perform neces-
sary demands and requirements on the primary level. They can suggest goods and
services that are needed and they are pliable to a company’s strategy. Thus, looking
for the right supplier is a necessary step before selecting a good supplier. Soon the
right suppliers were detected. Now it is better to spend a lot of time on breaking down
those right suppliers, making collations, and decisively selecting few of the best sup-

pliers.

6.4 Implementation of supplier search process

Decisively, after all hard work was done, success appeared in suppliers’ search and
defined a needed pool or it is better to say universe of suppliers. Direct theoretical
knowledge and research methods (basically, interview) helped with the right selection.
After the overviewed of all collecting data and came to the conclusion, it is need to be
clarified that all the interviewees have a strong willingness of cooperation with the
medium-sized Russian company. All of these suppliers give the best prices among
their competitors worldwide. This factor highlights that China is the best manufactur-

ing/supplying country nowadays.

All nine interviews were done via e-mail and straight with the salespersons of the
companies. Appendix 3 has questions of a unified interview, which was made with
CEO of Accent Ltd and based on the suppliers’ selection theories. Alibaba — is the

best search engine of manufacturers and suppliers in China for foreigners and it
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helped a lot in suppliers’ search for the case company. It should be noted that all the

Chinese salespeople were very pleasant and fair in answering for interview questions.

The best criterion is the price in every business, in every field and in every selection
process. There are of course exceptions, which only confirms this theory. The case
company of this bachelor’s thesis was looking initially for a good price and now this
thesis can show the very good and satisfied results to Accent Ltd. In Appendix 5 there
is a table that clearly shows all the findings. The company name wasn’t disclosed be-
cause the case company will need it in the future as well as contact person is name.
Furthermore, it is good to explain two price columns. Fist one is the “FOB price”,
indicating the exact price that each company named in the interview. The second col-

9999

umn ““Manufacturing and process” price’”” means the Free On Board price divided on
LME Aluminium Asian benchmark price, and this is the defined criteria, the needed
price for detection the best supplier. It should be noted that all the prices given by the
Chinese suppliers did not exceed the prices of the Turkish suppliers, which is definite-

ly good.

There are the previously mentioned geographical areas (parts and provinces) of China
and is worthwhile to note about locations of potential candidates. As it turned out,
overwhelming majority of the companies are located in Southern part of China in the
province Guangdong (six companies out of nine). The other remaining three compa-
nies are located in the Eastern China, in the provinces Jiangsu, Zhejiang and Anhui.
To be honest, the Southern and the Eastern parts of China are extremely close to each
other and for the future visits companies, if the case company wants it. Furthermore,
the Eastern part (Anhui, Jiangsu and Zhejiang) hosts the world’s busiest port and it
means a lot for the future cooperation and business, and also for the non-problematic
shipment and delivery. So, the Eastern China has a great advantage for work. The
Southern China, precisely the Guangdong province, is focused on gross domestic
product, which means nothing in the construction/building sphere and is concerning

the case company.

It is relevant to note about the information about the years of establishment of all nine
companies. The research through the companies’ profiles and information led to the
result that four out of five companies were established in the nineties (in the period of

1990 to 1998) and five out of nine companies were established in twenties (in the pe-
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riod of 2004 to 2009). The case company was founded in 1991 and it is searching for

peers (a contemporary company of the establishment year in the nineties).

7 RECOMMENDATIONS

This chapter will discuss the recommendations that can help the company in further
cooperation with the selected supplier. After strong research and study supplier selec-
tion process, a right and superior supplier for the case company now can be identified

with following comments and pieces of advice.

7.1 Selected supplier

The best bidder among others is the Anhui Yingguan Metal Products Co Ltd. This
company was founded in 1998 and it is located in Anhui province, presumably in the
Eastern part of China. The company specializes in the aluminium production and also
steel items. The business type of the Anhui Yingguan Metal Products Co Ltd is the
manufacturer and also the trading, so the company produces and sells its production to
the consumers. According to the company’s new technologies and R&D it aims to
supply its customers with a wide variety of “new crown” brand high-end art produc-
tion, such as wall fences, mesh fences, fence gates, balcony railings and staircase
handrails. Anhui Yingguan Metal Products Co Ltd has 20,000 square-meter produc-

tion base, first-class production equipment, and a strict management team.

Anhui Yingguan Metal Products Co Ltd is committed to the latest development in the
industry to unceasingly invests in technology innovation and adapt to promptly chang-
ing market demand, to boost the all-round competitiveness of enterprise (almost 200
employees). The supplier maintains the "people-oriented, customer first, honest and
trustworthy, pioneering and innovative" corporate culture and business philosophy,

and leans on the principle of "mutual benefit and win-win situation".

The choice fell on this supplier because of the best price given among others. Up-
wards, theory and practice defined the best criteria and it was the price. Consequently,

this criterion has been applied in the first stages of the selection process. Anhui
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Yingguan Metal Products Co Ltd gave 1,12 USD per kilogram for “manufacturing

and processing” price and, as it written above it is the defining price.

The supplier is ready for cooperation with Accent Ltd and kindly agreed on further
relations and communication as well. Terms and conditions are mutually convenient.
The delivery and shipment method is still Free On Board and it is very suitably for
both companies. The payment method and usage of Letter of Credit in use even

though some improvements will be discussed in the process of purchasing later on.

It is worth mentioning what to do in the case of refusal on the part of selected compa-
ny/supplier. The answer is simple as the solution for this occasion. Simply refer to the
list of the selected companies and chose the most decent supplier for cooperation then.
The second best potential supplier is a Jiangyin Xinyu Decoration Material Co Ltd.
This company was founded in 1992, earlier than the first-chosen Anhui Yingguan
Metal Products Co Ltd and it is located in Jiangsu province, near the Anhui province
where the first one company is located. As is clear, both suppliers are located in East-
ern China so they are near to each other. The Jiangyin Xinyu Decoration Material Co
Ltd is a manufacturing company with a huge prerogative for easy shipment and deliv-
ery production because of the world’s busiest port nearby. Jiangyin Xinyu Decoration
Material Co Ltd gave 1,45 USD per kilogram as “manufacturing and processing”
price and not much more than the primary option company. The comparison in Table

7 is showing all the pros and cons of the two selected companies.

TABLE 7. Comparison of Anhui Yingguan Metal Products Co Ltd and Jiangyin

Xinyu Decoration Material Co Ltd characteristics

Anhui Yingguan Metal Jiangyin Xinyu Decoration
Products Co Ltd Material Co Ltd

Year established 1998 1992

Location Feidong New City Devel-  Zhouzhuang Town,

opment Area, Hefei, An- Jiangyin City, Wuxi,

hui, China Jiangsu, China
Business type Manufacturer, Trading Manufacturer
company

Main production Aluminium staircase hand-  Aluminium profile, alu-
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rails minium product
CEO Yan Liu Yongfang Wang
Price (USD/kg) 1,12 1,45
Legal form Limited Liability Company Equity Joint Venture

(Invested or controlled by  (Funds from Hong Kong,
Natural Person) Macao Or Taiwan)

Number of Employees 101 - 200 People 501 - 1000 People

However, for perfect cooperation in the future with the Chinese supplier, the Accent
Ltd should study how to communicate well and productively with Chinese people on
the whole. The next step in recommendations will carefully explain how to communi-

cate with business people from China.

7.2 Business relationships with Chinese suppliers

China’s methods of doing business are getting more westernized. The non-Chinese
officials still must work diligently at building trust in relationships with their Chinese
business partners. Trust lies at the heart of prosperous long-term intercultural business
relationships. In cross-cultural business relationships, trust performs an essential part
since companions from different cultures do not constantly have the same worth or
supposition about how business works. When trust is advanced, partners can manage
troublesome issues over time by encouraging a sincere exchange of ideas, issues and
agendas. Evolving trust can importantly reduce what Westerners often complain of in
behaviors with the Chinese counterparts: unpredictable demeanor and a lack of clarity.

(Chua 2012)

Face

The apprehension of “face” is significant. It is basically a sign of status and virtue, and
it is important to esteem the Chinese aspiration to retain and obtain face during nego-
tiations. The same is true for acting with employees in the office. Generating someone
to lose face by belittling him or her or pulling him or her apart in front of others can

break down a working relationship. (Cypress Recruiting Group. Inc. 2007)
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Greeting

A normal greeting at business meetings is a slight handshake. Acclaim the most senior
person present first and continue standing for the introductions. It is prevalent for the
Chinese people to rather lower their eyes as a sign of honor. After this procedure of
welcoming a business card may be given. Business cards are very important to the
Chinese people. It is proper to offer a card with two hands and accept their card with
two hands. It will be nice if a person, who took the card already, stays in the moment
and is impressed by the title of job or name written on the business card. Never put it
straight into bag or pocket. Instead, it should be arranged on the table in front of the
person, taking care to give due prominence to the senior delegates’ cards. (Cypress

Recruiting Group. Inc. 2007)

At the meeting

The most senior person present usually dictates the seating and the Chinese love of
hierarchy will be evident in all the facets of the arranging a meeting. Meetings are
frequently held in Chinese. If the person doesn’t speak Chinese, this can be discourag-

ing. (Cypress Recruiting Group. Inc. 2007)

Entertaining and Gift Giving

The exchange of presents at the end of a business meeting is frequent. Gifts are not
uncovered in front of the giver. Business dinners and after dinner entertainment are an
anticipated part of building a Guanxi relationship. Person should be versatile on the
menu and be willing to try Asian delicacies (with chopsticks). It is better to leave
some food on plate; finishing everything will induce the host to assume the guest is
still hungry. (Cypress Recruiting Group. Inc. 2007)

Business apparel

TABLE 8. Business attire in China

Business look

Hair Conservative hairstyle as much as possi-
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ble. Natural hair colors is the best thing.

Makeup Only neutral colors, light day make up for
women.
Accessories Small accessories and jewelry are al-

lowed. Preferably, remove all piercing
jewelry, especially facial piercing.
Clothing Only for appropriate business suits and
conservative basic neutral colors.

Shoes Simple shoes without heels, bright colors

While the majority of countries are calm about the attire worn in business, China is
not. Bright colors, unusual style and other non-conservative accessories should be
avoided. The person who is planning the business trip to China should carefully learn
beforehand about cultural differences and what should be expected in China. No
makeup or strange colors of hair. The person, woman or man, should carefully think

about appearance and use only neutral colors in everything. (Table 8)

Chinese people are matter about trust and personal relationships before doing business
with someone. Internet sources are full of tips how to present person’s abilities for
Chinese people. Man or woman should feel calm and kind to answer on personal
questions that the Chinese partner wants to ask. It is very important to listen and re-
spect every partner in the Chinese company or even the team. The only thing is need-

ed to respect cultural differences and follow the rules how to behave.

7.3 Reliability and validity in qualitative research of the study

The two most significant and primary specifications of any measurement process are
reliability and validity. Usually reliability and validity are very spread in quantitative
research but recently it reviewed in qualitative research methods. The qualitative re-
search applies a slice-of-life approach for understanding concrete adjustments, like in
a real occasion where the researcher cannot do anything but just observe and gather
the data. The validity and reliability are two features, which any qualitative researcher
should be interested in while planning a study, investigating results, and adjudicating

the quality of the study. For the best understanding, Figure 25 is showing the structure



of reliability and validity. Further, is it necessary to provide the definitions and then

describe how reliability and validity are relied on this study.

Reliability —— Validity

Valid
Reliable
Not Valid

Not

Reliable Not Valid

FIGURE 25. Reliability and validity semi-reciprocal relations
Reliability

The definition of reliability is the extent to which an interview, questionnaire, differ-
ent kinds of observation or any data collection method generates the same outcomes
on frequent samples. In brief; it is the steadiness or harmony of plenty over time. It is

a concept, which is used for the evaluation and estimation of the research process.

53
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Validity

Validity is a kind of an instrument for measurement and data collection. More often
than not, validity is suitable for quantitative research method but now it is usual for
qualitative research methods. Validity is defined as the rate to which the tool deter-

mines what it is proposed to determine.

Primary and secondary data have been used in the research process. In-depth (or elite)
interview and participant observations are concerned the primary data collection
methods. The case company, Chinese potential supply/manufacturer companies and
also the aluminium market were carefully examined through the research process. The
interviewees (sales people from potential Chinese supply companies) answered all the

questions and provided valid information in their answers during the interviews.

All books, related articles and magazines, electronic sources (WWW- and PDF-
documents) and documents overview (price lists and companies’ profiles) have been
used for the secondary data. Certainly, all sources were accredited and published and
electronic sources exclusively. For reaching the purpose and aim of this bachelor’s
thesis, secondary data was really helpful. The theory parts of supply chain manage-
ment, business logistics management, purchasing management, supplier relationship
management and all theoretical background concerning supplier search process were
studied thoroughly. This paper confirms the actual extension of both validity and reli-

ability.

8 CONCLUSION

This bachelor’s thesis addresses the importance of both supplier selection process and
purchasing process, and how are those processes interrelated between each other and

implementation of supplier selection process in company.

In addition, the thesis writing process was sometimes tedious, sometimes interesting
and fascinating, sometimes exhausting, but in the end, turned out very good and in-
formative. A lot of effort was applied in finding the right and appropriate information

for the theoretical part. Combining business theory and engineering theory is not al-
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ways easy, but it is possible, and this thesis shows an excellent example of a success-
ful combination of both business and engineering theories in one well-turned paper. A

lot of attention was paid for the empirical research.

The medium- and small-sized construction companies also required in suppliers. This
type of companies is competitive on the Russian construction market that is generally
dominated by high-quality production and low prices. The case company is a medium-
sized Russian company, which wanted to find a supplier with low prices and good

quality.

The supplier selection process is in continuous connection with the purchasing pro-
cess. It cannot be replaced or thrown out of the purchasing process, but at the same
time, there is a whole separate process. Purchasing a good product lie in the thorough
search of a good supplier/seller. There is a large number of different varieties of sup-

plier selection process with different numbers of necessary steps.

Several variations of the supplier selection process were studied and only one has
been used. For this study of supply chains and purchasing process the most suitable
process of suppliers’ search was one, which consists of only three main steps. Fur-

thermore, the case company used it before.

To sum up, it can be safely said that all study, research and work of this bachelor’s
thesis has been done adequately and honestly. All research questions were answered
through the writing and gathering process, and the result satisfied both the author and
the case company. During the creation of this bachelor’s thesis books, magazines,
articles, web sources and interview were involved in the process of study. It was also
found that each process, even the tiniest, is extremely important for companies of all

types and sizes.
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APPENDIX 1

APPENDICES

The variety of f.0.b. pricing steps (Ballou 1999, 67-79)

1. Terms of sale: f.0.b. Origin, Freight collect

Freight charges

paid by buyer Buyer — pays freight charges
Buyer — bears freight charges
Buyer — owns goods in transit
Buyer — files claims (if any)

Title passes to

SELLER BUYER

2. Terms of sale: f.0.b. Origin, Freight prepaid

Title passes to
BUYER

Seller — pays freight charges
Seller — bears freight charges
SELLER Buyer — owns goods in transit

Buyer — files claims (if any)
Freight charges

paid by seller

3. Terms of sale: f.0.b. Origin, Freight prepaid, Charged back

Title passes to BUYER
Seller — pays freight charges
Buyer — bears freight charges
SELLER Buyer — owns goods in transit
Buyer — files claims (if any)
Freight charges
paid by seller...

...then collected from buyer
by adding amount to invoice



4. Terms of sale: f.o.b. Origin, Freight collect

SELLER Title passes to
Freight charges BUYER
paid by buyer

APPENDIX 1(1)

Buyer — pays freight charges
Buyer — bears freight charges
Seller — owns goods in transit
Seller — files claims (if any)

5. Terms of sale: f.0.b. Origin, Freight prepaid (delivered)

Freight charges

paid by seller Title passes to

SELLER BUYER

Seller — pays freight charges
Seller — bears freight charges
Seller — owns goods in transit
Seller — files claims (if any)

6. Terms of sale: f.0.b. Origin, Freight collected and allowed

Title passes to

SELLER BUYER
Freight charges
...then charged to seller by paid by buyer...

deducting amount from
invoice

Buyer — pays freight charges
Buyer — bears freight charges
Seller — owns goods in transit
Seller — files claims (if any)



APPENDIX 2

Disadvantages in the international purchasing. (Bhat 2011, 103)

Disadvantages

Impact on standard of living

Culture and communications

Payment terms and conditions

Long lead times

The biggest risk in buying goods and ser-
vices of foreign origin is its long-term
impact on the standard of living of the
buyer’s country. If a country relies on
international sourcing, neglecting domes-
tic sources, the country will lose its status
as an industrial power.

Cultural differences between the buyer
and the seller are the biggest obstacles to
the development of mutually profitable
business relations with international re-
sources. Language poses a significant
barrier to effective international business
relations.

Buyers prefer to pay after receipt and
inspection of goods. But in many coun-
tries, sellers may ask for advance pay-
ments to be made prior to the shipment of
goods to the buyer. Letters of credit are
also commonly used and purchaser’s
funds may be committed for a longer pe-
riod of time than if a domestic source
were involved.

International purchases usually involve
longer lead times than domestic purchases
because of variable shipping schedules,
unpredictable time requirement for cus-
toms clearances, the need for greater co-
ordination, strikes by dock workers and

shipping companies, cyclone or storms at




APPENDIX 2(1)

Additional inventories

Quality

Social and labor issues

Higher costs of carrying out business

sea, etc.

Because of the longer procurement lead
times involved an international purchas-
ing, it is necessary to carry higher inven-
tory as compared to purchasing from do-
mestic sources.

International sources are frequently pre-
ferred to domestic sources because many
of them can provide consistently high
level of quality.

In some countries labor unions and politi-
cians may oppose import of foreign goods
from countries in which labor laws are
weak or flouted.

The communication problems, need for
translators due to language differences,
distances involved in making site visits —
all add the cost of doing business with

international suppliers.




APPENDIX 3

Research process design

[ Qualitative research ]

SN

Exploratory Explanatory
Participant In-depth in- Elite inter- Document
observation terviewing viewing analysis
Primary data collection Secondary data collection
Participant ‘ Theoretical ‘ Books, mag-
Interview Websites

observation overview azines, etc.



APPENDIX 4

Interview questions

1 Do you have experience with businesses like an Accent LTD company (alu-
minium railings supply)?

2 Do you have a willingness to work with Russian market and customer?

3 Do you offer proactive and responsive customer service in English or Russian
languages?

4 Can you provide a price list of your company’s production? If not, then please
specify the best price of aluminium “manufacturing and processes” price per 1
kg at your company.

5 What are your payment terms, and are they negotiable?

6 Do you have a discount system in your company?

7 Do you have the needful affirmation and licenses to export your production to
Russia?

8 What is your company’s delivery process?

9 Who is the general contact person I would be dealing with if I place my order?



Chinese aluminium railings potential suppliers

APPENDIX 5

Company Year es- Business Main pro- FOB “Manufac- Contact person
tablished type duction price turing and
($/kg) process”
price ($/kg)

Jiangyin Xinyu 1992 Manufacturer Aluminium 2,71 1,45 Ms. Zhang
Decoration Mate- profile, Qiong
rial Co Ltd aluminium

product
Guangzhou Alu- 2009 Manufactur- Aluminium 3,17 1,71 Ms. Michelle
Jfront Aluminium er, Trading railings Wang
Co Ltd company
Ningbo Longxuan 2003 Manufactur-  Aluminium 3,61 1,95 Ms. Jane Hu
Aluminium Co Ltd er, Trading profiles,

company aluminium

tubes/pipes
Anhui Yingguan 1998 Manufactur-  Aluminium 2,08 1,12 Ms. Sandy
Metal Products Co er, Trading staircase Wang
Ltd company handrails
Foshan Sanshui 1990 Manufacturer Aluminium 1,95 1,04 Mr. Scott Lee
Fenglu Aluminium products
Co Ltd
Shenzhen Launch 2004 Trading com-  Aluminium 3,75 2,01 Ms. Susie Fu
Co Ltd pany handrails

and fence
Yuexing Hardware 1992 Manufacturer Aluminium 2,66 1,43 Ms. Mei Ou
Products Co Ltd balustrade,

handle,

spider
Foshan Chancheng 2009 Manufacturer Aluminium 2,85 1,53 Ms. Ling Liu
Yu Di Hardware handrails
Products Co Ltd and balus-

ters
Foshan Jianuo 2006 Manufacturer Aluminium 3,01 1,61 Mr. John Zhou
Decorative Hard- handrail,
ware Ltd. balustrade




