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1 INTRODUCTION 

 

Nowadays businesses are becoming more and more competitive, and for companies 

to preserve their competitive edge, purchasing has started to receive more attention. 

Campbell and Morris (2004) state that in many companies purchasing used to be 

seen as a cost center, naturally because money is spent to buy materials. These days 

purchasing is seen more as a profit center, because every cent that is saved in pur-

chasing is a direct profit for a company; furthermore, purchasing is perceived as a 

value adding function. 

Purchasing is an activity to acquire goods and services for achieving the organiza-

tion’s goals. Lysons and Farrington (2010, 6) state that the classic definition of pur-

chasing objectives is to buy goods and services in the right quantity, at the right 

price, in the right quality, from the right suppliers at the right time. The difference 

between purchasing and procurement is that purchasing is an act of obtaining goods 

and services by paying money for it and procurement is the process of acquiring 

goods and services in any possible way. Purchasing is considered to be one form of 

procurement, making procurement a wider term. 
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1.1 Vapo Group 

Vapo is an organization producing energy from peat, wood fuels and energy crops. In 

addition, Vapo Group Environmental business area is specialized in growing mediums 

and mulches and is an expert in fertilizing. Vapo Group consists of Vapo Biofuels, 

Vapo Bioheat, Vapo Timber and Vapo Environment, and it is the leading supplier and 

developer of bioenergy in Finland and the Baltic Sea Region, and also one of the 

world’s leading peat industry companies. Vapo Group operates in Finland, Sweden, 

Estonia, Denmark, Norway, Spain, Poland and Latvia. 

The parent company Vapo Oy is owned by the Finnish state (50,1%) and Suomen 

Energiavarat Oy (49,9%). In 2010 Vapo Group’s turnover was 719,5 million euros and 

they employed more than 1300 people. Vapo Group established its name in 1945 

even though the operations began at the beginning of 1940, when procurement of 

firewood and timber was appointed to Timber Office of the Board of Administration 

of Finnish State Railways. 

Vapo Group is the leading supplier of local biofuels in the Baltic Sea area, and the 

main products are biofuels for heat and power plants. As biofuel Vapo Group uses 

milled peat, sod peat, wood fuels and energy crops. Peat is produced in Finland, 

Sweden, Norway, Latvia and Estonia. Peat is used for generating heat and power to 

towns, in industries as a fuel for generating power, heat and steam, and it is also 

used in products such as animal litter and growth peat and horticultural peat is used 

as a growing media for consumers and professionals. Wood fuels are delivered to 

heating and power plants and is used as a raw material for pellets. Vapo Oy uses reed 

canary grass as energy crops, which can be grown in fields or cut-away peat sites. 
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1.2 Aim of the thesis 

The main aim of this thesis was to give information and support purchase process 

development project in Vapo Biofuels business area at Vapo Oy. The procurement in 

Vapo Group is organized, and depending on the business activity or the purchasing 

type, the purchasing responsibilities are shared. The goal was to study the current 

purchasing state of Vapo Biofuels by collecting and analyzing the data from their da-

tabase, and with various tools to discover and report different findings, solutions and 

conclusions. The idea was to find answers to questions such as what is the current 

state of procurement in Biofuels, how are the purchasing processes like and how is 

purchasing organized. 

 

1.3 Focus and limitations 

Vapo Biofuels business area has the main focus in the thesis and furthermore Central 

Finland is the main geographical area of concentration. The Biofuels business area 

was chosen as the center of the thesis because it has the greatest necessities and 

potential for possible cost savings. Central Finland, on the other hand, was chosen as 

the area of focus to limit the scope of the thesis and to narrow down the amount of 

data. 
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1.4 Research methods 

Research was mainly quantitative, meaning that the research was mostly done by 

using statistical, mathematical or computational techniques. Most of the findings are 

conclusions of the analyzed data, which were collected from Vapo’s ICT systems. The 

purchasing process, on the other hand, was studied by interviewing three buyers of 

Vapo Biofuels. Interviewees were preparation engineer, regional manager and logis-

tics director. They were chosen to cover the buying processes of the biggest purchas-

ing categories. The data were collected from the ICT systems, which are mainly fi-

nance/accounting software systems. Vapo Oy is using ICT systems such as IBM 

Cognos, Microsoft Dynamics AX, IP Monitor and Potra. Research findings are pre-

sented and supported by using different purchasing theories, which are discussed 

later in the thesis. 

 

2 PURCHASING MANAGEMENT 

 

The purchasing function is traditionally perceived as buying, a task which is made 

along with own work without any bigger input. This is the main reason that many 

companies are not putting so much effort into purchasing, as into other business 

activities. The role of purchasing has started to take a bigger part as a successful 

business activity and many studies have proved that purchasing has a big role in a 

company’s profits and competencies. (Weele 2010, 8.) 
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In supply chain management, purchasing has gained a crucial role and with it compa-

nies can develop competitive advantage by: keeping close relationship with few sup-

pliers, having open communication between supply-chain partners and developing 

strategic orientation with liaisons. In time purchasing has evolved from an inconspic-

uous function to a key role by managing contacts between external suppliers and 

internal customers for creating more value to the end customers. Companies using 

strategic purchasing can achieve greater responsiveness to the supplier needs and 

maintain cooperative relationships and communication. Having close collaboration 

with suppliers, companies can gain cost savings and increase revenue. (Chen, Lado & 

Paulraj 2004, 505 - 508.) 

Purchasing management refers to the activities which are compulsory for managing 

the vendor relationships in a manner that the activities are in line with the organiza-

tion’s overall business strategies and interests (Weele 2010, 11). Purchasing man-

agement is considered to carry out more strategic and long-term execution. This 

means that it is not directly connected to everyday purchasing processes, but to 

achieving or maintaining long-term competitive power. 

Most companies spend over half of the sales turnover on purchasing parts and ser-

vices. Weele (2010, 3) states that as businesses are becoming more and more com-

petitive, purchasing is recognized as one of the key business drivers. With this in 

mind, not a single organization can bypass the importance of purchasing. 

Several years earlier the buyer’s role in purchasing actions was mostly to gain cost 

reductions. Nowadays the purchasing agenda has evolved from attaining reductions 

in costs to also managing the risks and improving the value, see Figure 1. In this type 

of agenda, the interaction is focusing more on establishing revenue and growth ra-
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ther than getting the lowest possible price. Every purchasing decision needs a close 

balancing of costs, risks and value. (Weele 2010, 53 - 55.) 

 

FIGURE 1. Cost-risk-value balancing 

 

2.1 Cost reduction 

Companies need to make sure that the goods and services are delivered at the best 

value or lowest total cost of ownership (TCO). Best value is affiliated with the best 

possible value a company can get for their money, but the goods and services also 

need to be bought at a fair price. Johnson, Leenders and Flynn (2011, 255) state that 

fair price is the lowest price that secures the constant supply of ordered items. TCO 

means that the buyers need to estimate the direct and indirect costs (logistics, mate-

rials handling, maintenance etc.) of the bought goods and services from purchase to 

disposal. Indirect costs can be decreased by getting rid of the unnecessary buffers or 

waste in the supply chain, e.g. quality inspections, safety stocks and field expediting.  

(Weele 2010, 53.) 
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There are many ways to reduce the costs. Normally in many companies there is an 

excess of suppliers used for similar goods or services, and therefore one way to re-

duce the costs is to decrease the number of the suppliers used. Other ways for get-

ting better prices is to have more standardized products and source globally to ex-

ploit the global efficiencies. Outsourcing of certain goods and services can reduce the 

costs, because this way companies can focus more on their core competencies. In 

addition, with electronic auctions, companies can create larger competition and re-

ceive lower prices. (Op. cit. p. 53 - 55.) 

 

2.2 Value improvement 

Weele (2010, 73) says that purchasing and supply chain management should pursue 

constantly to enhancing the price/value ratio with suppliers. Benton (2010, 72) states 

that the so called best buy refers to goods or services with high value, and value is 

the ratio of quality and price. A company that concentrates on improving the value 

operates on the fact that the most important thing for success is to produce value to 

the end customers. Delivering the satisfaction to the end customers, companies have 

suppliers participating actively in product development and supporting their market 

strategies. The goal is to create the most effective and efficient value chain for serv-

ing the end user. (Weele 2010, 55 - 72.) 

In many industries suppliers are considered to be a major source of innovation and 

that is why several companies involve suppliers in the early stage of new product 

development (NPD). Some suppliers and buyers can have a so called gain and risk 

sharing agreement, meaning that suppliers participate in the development of a new 
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product financially and a part of the suppliers’ future income is dependent on the 

new products success. This kind of collaboration focuses more on growth and reve-

nue generation than on getting the lowest possible price, possibly this could result in 

partnerships. (Op. cit. p. 53 - 55.) 

Lysons and Farrington (2006, 453 - 454) identify the following purchasing techniques 

to get the best value for money: 

 eliminating the non-essential features by making value analysis 

 centralization of contract and price negotiation 

 challenging the regular suppliers by doing proactive sourcing 

 reducing the cost of spare parts and maintenance by standardization 

 using total cost of ownership 

 global purchasing 

 e-procurement applications. 

 

2.3 Risk management 

According to the ISO 31000 standard (2009) all operations in companies contain 

risks; risks can be managed by identifying the risk, analyzing it and then assessing 

how to handle it. Risk management is a good way for minimizing, monitoring and 

controlling the probability and effect of unfortunate incidents and it can be applied 

to a whole company or to just a specific function or activity e.g. to the purchasing 

activity. 
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Assessing the risks can be managed by getting answers to three questions: What in-

jurious occurrences can happen, what kind of financial impact the occurrences have 

and with what probability can they happen. To minimize the risks a detailed analysis 

needs to be made to decrease or get rid of the probability and gravity of harmful 

events. Monitoring the risks involves continuous evaluation of the state of the supply 

chain to avoid or decrease potential risks and with monitoring, companies can antici-

pate possible defects. (Benton 2010, 195.) 

Managing the risks has become an important topic for companies and nowadays, the 

supply risks should be made transparent and visible. The risk exposure of a company 

is related to the supply markets and for reducing this exposure companies need to 

know their suppliers’ markets. Companies should not get too reliant on just a few 

suppliers, both in technology and supply, to lower the risks. In case they are depend-

ent only on a couple of suppliers, they should broaden their supply base for diminish-

ing the risks. It is more important to focus more on quality and precise delivery ra-

ther than just price; for long term reduction of supply risks, companies should aim at 

spreading the purchasing requirements amongst various suppliers. (Weele 2010, 53 - 

55.) 

Global sourcing and outsourcing is considered to be one of the key factors in the in-

crease of supply risks, and one good way to lower these risks is making various con-

tingency plans. It is impossible to get rid of all of the risks in technology and the sup-

ply chain, and that is why companies need to have plans for how to overcome certain 

catastrophic events, e.g. having a backup generator in case of a power outage. (Ben-

ton 2010, 195.) 
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2.4 Organizing purchasing 

Purchasing can be organized in various ways in different companies; in practice this 

means that the purchases should be organized by having an up-to-date purchasing 

strategy for making purchasing effective. Organizing is made according to the com-

pany’s unique needs, restrictions and opportunities, and it is done for example for 

getting the best possible benefits from suppliers. Traditionally purchases can be or-

ganized by centralized or decentralized purchasing models. (Iloranta & Pajunen-

Muhonen 2008, 158 - 159.) 

2.4.1 Centralized purchasing 

Centralized purchasing is one of the three organizational models. Centralization does 

not refer to where the purchasing staff is located geographically, but to where the 

spending decisions are made. In this model the purchasing power and responsibility 

of the company is assigned to the central unit of the organization. (Johnson et al. 

2011, 51.)  

What Johnson et al. (2011, 51) are basically saying is that the bought goods and ser-

vices are handled by a single purchasing department. In larger companies this de-

partment is managed by a purchasing manager and the purchasing department is 

buying the required goods and services for all the other units in the company. Ac-

cording to Iloranta and Pajunen-Muhonen (2008, 160 - 161) in the centralized pur-

chasing model unit resources can be focused on their core competencies. Only the 

demand is determined by every unit individually, and after that, the purchasing de-

partment is handling the rest. 
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FIGURE 2. Centralized purchasing model 

 

Advantages 

Centralized purchasing is advantageous when departments have similar needs, they 

are located close to each other and have good transportation connections. Further-

more, it is advantageous when the supplier has a negotiation advantage against the 

buyer, purchased materials need specialization and the product prices are delicate 

and fluctuating. (Iloranta & Pajunen-Muhonen 2008, 161.) 

There are many advantages in using centralized purchasing. Iloranta and Pajunen-

Muhonen (2008, 160) and Johnson et al. (2011, 52) list the following advantages of 

centralized purchasing: 

 Bulk buying 

 Personnel centralization 

 Reduced transportation costs 

 Common suppliers 

 Effective planning and research 
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 Easier managing of inventory and purchasing organization. 

Goods that are bought in bulk, give the buyer a great negotiation power over the 

supplier and this way a better price can be bargained for a purchased item. In per-

sonnel centralization, the significance of education is emphasized by giving opportu-

nities to the purchasing personnel to specialize and be much more efficient and ex-

perienced buyers. Transportation costs are reduced in centralized purchasing be-

cause the items are bought in bulk and, for example, full container loads can be used. 

The costs of transportation are only reduced between the supplier and the buyer in a 

case where the transportation distances between the company’s departments are 

too long. 

Common suppliers can be used in centralized purchasing to make it easier to manage 

a few big suppliers rather than many small ones. In centralized purchasing it is more 

effective to plan, for example inventories, and do research for fewer suppliers. The 

purchasing organization is compact in centralized purchasing and it is easier to man-

age, measure and reward. 

Disadvantages 

Naturally there are also disadvantages in centralized purchasing. Iloranta and Pa-

junen-Muhonen (2008, 160) and Johnson et al. (2011, 52) have listed the following 

points as disadvantages: 

 Narrow specialization 

 Narrow view of the buyer on other business activities 

 Resistance from other units 

 Supplier options are smaller 
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 Not suitable if units are not located close to each other 

 Material replacement. 

Specialization of an individual buyer is narrowed down because they are concentrat-

ing more on a certain supplier or on a certain item. The buyer’s view or knowledge of 

other business activities is also narrower due to the fact that they focus more on 

purchasing related issues. In a company, centralization might arouse resistance from 

other units because one unit’s success might depend on the performance of the pur-

chasing department and other units cannot handle their own purchasing. 

A company is centralizing their purchases to a few suppliers, hence supplier options 

are smaller. The geographical location of the units is a big reason for when to central-

ize purchasing or not, if there are long distances between departments, one needs to 

determine if it is profitable to use centralization. In centralized purchasing, material 

replacement is harder to accomplish in time, unless a company has an excellent con-

tingency plan, for example in a case that the materials are somehow defective. 

2.4.2 Decentralized purchasing 

Decentralized purchasing is the second organizational structure model. Johnson et al. 

(2011, 51) state that, unlike in centralized purchasing, in decentralized purchasing 

the purchasing power and responsibility of the company is scattered throughout the 

whole organization. In other words, purchases are made individually from every de-

partment inside the company. 
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FIGURE 3. Decentralized purchasing model 

 

Advantages 

Decentralized purchasing is considered advantageous in cases where a customer has 

a great influence on a company’s buying decisions, the variety of needs between 

units are big, units are not located on the same continent and are relatively big. In 

addition, it is advantageous if units have negotiation advantage even individually, 

purchasing procedures are simple and prices in supplier markets are stable. (Iloranta 

& Pajunen-Muhonen 2008, 161.) 

Decentralized purchasing is usually not considered to be as effective as centralized 

purchasing, but it does have its advantages. Below are listed the advantages of de-

centralized purchasing (Johnson et al. 2011, 52; Iloranta & Pajunen-Muhonen 2008, 

160). 

 Coordination and communication is easier 
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 Faster response 

 Broad job definition 

 Local sources 

 Straight profit responsibility 

 Supplier usage in product development. 

In decentralized purchasing, the coordination and communication are easier than in 

centralized purchasing because the suppliers are in immediate contact with the users 

of goods or services, not only with the buyers. With decentralized purchasing the 

response time is faster from the supplier and this way it is easier to replace e.g. de-

fective materials. The job definition of the staff, who are taking part in the purchases, 

is broader and hence the view or knowledge of other business activities is also vast. 

In decentralized purchasing local sources can be used effectively and needed goods 

and services bought as and when required. Decentralization gives the possibility of 

unlimited decision making in terms of business, leading to direct profit responsibility 

and suppliers can be used better in product development, making it easier to devel-

op new or improve old products. 

Disadvantages 

Below one can find the list of summarized disadvantages of the decentralized pur-

chasing model (Johnson et al. 2011, 52; Iloranta & Pajunen-Muhonen 2008, 160). 

 Buying volumes are scattered 

 Focus on local sources 

 Preferences between departments vary 

 Level of standardization 
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 Communication between business units 

 Not enough planning. 

In decentralized purchasing, a company loses the benefit of bulk purchasing and 

therefore the negotiation power over the supplier is lost. When the focus is on the 

local suppliers, it is harder to benefit from global and better supply opportunities. 

Preference variety between departments means that the preferences might not be 

congruent with the corporate preferences and different units have separate con-

tracts, prices and terms. 

The level of standardization is lower and harder to accomplish in decentralized pur-

chasing. The communication between business units is more difficult when goods 

and services are bought separately making it difficult to do proper co-operation and 

co-ordination between various departments. Decentralized purchasing is also lacking 

in good planning and even encouraging buyers not to plan so much ahead, because 

they can in a faster and more effortless way buy from local suppliers. 

2.4.3 Hybrid purchasing 

Hybrid purchasing is the third model of purchasing in the organizational structure. In 

various situations, complete centralization or complete decentralization might be the 

best possible way to conduct business, in theory. However, in practice by taking ei-

ther of these models to the extremes is rarely the best way to go. Most of the times 

the best way to conduct business is the so called hybrid purchasing model, meaning 

that part of the purchases are made following the decentralized model and another 

part following the centralized model. (Iloranta & Pajunen-Muhonen 2008, 162.) 
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FIGURE 4. Hybrid purchasing model 

 

Weele (2010, 409) states that the idea of the hybrid purchasing model is to find 

common materials requirements between two or more departments inside the com-

pany. In this fashion, the buyer can obtain purchasing leverage over suppliers to ne-

gotiate overall material costs, and with the more powerful negotiation position he 

can improve the service levels of suppliers. 

The hybrid purchasing model is working towards the goal of capturing the benefits of 

both centralized and decentralized models by maximizing the advantages and mini-

mizing the disadvantages of both the models. The hybrid model may be leaning more 

heavily to either centralization or decentralization, depending on a company and its 

purchases. (Johnson et al. 2011, 51 - 53.) 
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3 PURCHASING PROCESSES 

 

Weele (2010, 11) states that purchasing management is focused on structuring and 

continuously enhancing purchasing processes inside the organization and between 

the vendor and the organization. When compared to purchasing management, pur-

chasing processes are not carrying out strategic and long-term execution, but focus-

ing more on the operational level in everyday buying. A process is described to be a 

set of activities having inputs and outputs, beginning and end and usually the process 

is occurring in a certain sequence. (Johnson et al. 2011, 78.) 

According to Weele (2010, 28 - 29), the basic purchasing process model includes six 

basic phases: defining the specification, supplier selection, contract agreement, or-

dering, expediting and evaluation. Each of these phases is connected in different 

ways, and to get a good hold of the purchasing operation, each of these phases 

needs to be clearly defined. Without the proper pursuit of these phases, purchasing 

will not be as systematic and coordinated as it should be, leading to different opera-

tional problems.  

 

FIGURE 5. Weele’s basic purchasing process model 
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Purchasing is considered to be a cross-functional responsibility; therefore the pur-

chasing process is not limited only to the purchasing department. The first three 

steps in the purchasing process are called initial or tactical purchasing functions and 

mainly the first three steps are considered to have technical-commercial characteris-

tics. The other three steps are a part of the ordering function and their characteris-

tics are more logistics-administrative. (Weele 2010, 30.) 

 

3.1 Defining specification 

Johnson et al. (2011, 80) state that a purchase is originated when an exact need has 

arisen in a company, a need defining what, how much and when. Defining the speci-

fication is the first step in the purchasing process. Business needs and requirements 

are the triggering force for specification and they may be defined in a very detailed 

or in a more general manner. The first thing the company has to figure out is if they 

are making the needed items themselves, or if they are going to be bought from 

somewhere else. There are two kinds of specifications, functional and technical ones. 

A functional specification tells the supplier the functionality of the product and a 

technical specification the technical properties, product characteristics and supplier 

activities. (Weele 2010, 28 - 33.) 

Furthermore, both of these specifications are a part of a bigger concept called the 

purchase order specification.  Purchase order specification has the following fea-

tures: quality specification, logistics specification, maintenance specification, legal 

and environmental requirements and a target budget. With all these different fea-

tures, the decision on picking up the right supplier is made. (Op. cit. p. 33.) 
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Specifying is done by doing cooperation with suppliers and other departments within 

the company. When specification is done by doing cooperation, for example, the 

buyers can help the engineers to design parts to make sure that the parts are not 

over specified, thus making it cheaper to buy from the suppliers. Unless the specifi-

cation is not done correctly it could lead to costs, for example, for some spare parts 

being higher and the number of possible suppliers being lower. (Op. cit. p. 28 - 33.) 

 

3.2 Supplier selection 

After the specification is done, it is time to move into selecting the supplier. Supplier 

selection is considered to be one of the most important steps in the purchasing pro-

cess. Now here one can see that if the specifications are too detailed, it will narrow 

down the suppliers and make the buyer have less buying power over the supplier. 

Supplier selection is usually made in cooperation with buyers and e.g. engineers, and 

it is in relation to all the activities that need to be done to find the best supplier. 

(Weele 2010, 29 - 36) 

First of all, the buyer needs to determine an answer to the ‘make-or-buy’ question, 

and then identify the potential suppliers from the already existing suppliers or find 

new ones. After the decision to buy is made, the second step for the buyer is to de-

termine the method of subcontracting (turnkey or partial subcontracting). In turnkey 

subcontracting, the whole responsibility is on one supplier and in partial subcontract-

ing the responsibility is divided between various suppliers. After this the buyer needs 

to decide whether to pay the supplier on a fixed-price or cost-reimbursable basis. 

(Weele 2010, 34; Johnson et al. 2011, 315 - 322.) 
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The next move in supplier selection is to exclude the non-fitting suppliers from the 

approved vendors list (AVL), by making the preliminary qualification. In a case where 

there is still an excess of suppliers, a buyer can make the list shorter by requesting 

for information (RFI) or visiting the suppliers. The next task is to submit requests for 

quotation to the remaining suppliers and wait for bids. After the bids are received 

and analyzed, the buyer may want to ask explanatory questions and negotiate with 

the suppliers, before selecting the best one. (Weele 2010, 35 - 37.) 

New suppliers are sought through market research if there is not a sufficient number 

of possible suppliers after RFI or RFQ. New suppliers can be found by starting the 

seeking process through the Internet. Using different search engines, the buyer can 

find many options and narrow down the possible suppliers. In addition, the supplier 

databases, such as D&B and CorporateInformation, can provide a lot of good infor-

mation. Nevertheless, the buyer should never forget the oldest and fastest way to 

find out more about the suppliers, a phone call. (Iloranta & Pajunen-Muhonen 2008, 

255 - 257.) 

According to Iloranta and Pajunen-Muhonen (2008, 255 – 257) there are other possi-

ble ways to find new suppliers: 

 From colleagues, acquaintances or familiar suppliers 

 Embassies and commercial representative offices 

 International special journals 

 Companies’ own purchasing sites 

 Industrial fairs and exhibitions 

 Different countries schools (universities and polytechnics) and their students. 

 



   26 

 

 

3.3 Contract agreement 

When the supplier is selected, the third and final step of initial or tactical purchasing 

function is to draw up a contract. Benton (2010, 48) describes a contract being an 

agreement between the buyer and the supplier and before the sale can take place, 

both parties must agree to the transaction of buying. It is important for a buyer to 

understand contracts, contract laws and how to manage them. Furthermore, there 

are also many parts that are beyond the buyer’s know-how and then legal counseling 

should be considered. (Iloranta & Pajunen-Muhonen 2008, 305.) 

In a contract, the prices and terms and conditions are determined. Ideally the suppli-

er should accept all the risks, and be responsible for e.g. late deliveries, which are not 

included in a contract.  Normally the buyer should demand a fixed price arrange-

ment, through competitive bidding or negotiation, making it easier to control the 

costs. This is an ideal situation for the buyer, but there might be different price ar-

rangements in a contract.  (Weele 2010, 38.) 

There are four different components for a contract to be enforceable; the absence of 

any of these components makes the contract not binding. First, both of the parties 

must know what they are doing, meaning that neither of the persons signing the con-

tract can be insane, alcoholic or a drug addict. Secondly, the contract must be legal in 

a way that the product or service is not illegal or against public policy. The third com-

ponent is mutual consideration, meaning that for a contract to be binding a certain 

promised value must be delivered. These values are usually price, quality, quantity 

and delivery. The last component is the agreement by both parties; in this both of 

the parties have accepted and signed the contract. (Benton 2010, 28 - 29.) 
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Contracts usually include some kind of penalty clause to make sure the supplier de-

livers the goods and services in the agreed condition. According to Weele (2010, 29 - 

30) a contract is incomplete if it does not provide penalty clauses, which will deter-

mine what will happen if obligations are not carried out, e.g. late deliveries. 

 

3.4 Ordering 

Ordering is done after the contract is signed with a supplier, and the buyer knows 

when the required goods or services are needed. In routine buying, where a known 

product is bought from a known vendor, the buyer will place an order for a longer 

time period, usually no less than a year. Furthermore, the buyer will bargain a call-off 

agreement for certain materials, meaning that the buyer can invite agreed materials 

to be delivered to them according to the contract. (Weele 2010, 42.) 

Weele (2010, 30) states that “Ordering refers to the placing of purchase orders at a 

supplier”. A purchase order (PO) is a legally binding contract when accepted by the 

supplier and in some cases it is the actual contract. A purchase order is sent to the 

supplier to request the delivery of goods or services; it includes things such as quan-

tities, the description of the product and unit price (Op. cit. p. 408). 

A purchase order should have a proper contract form to avoid any legal complica-

tions or to follow a proper documentation. When an order is being placed via tele-

phone, still a proper documentation, e.g. confirming the order should follow. Usually 

a purchase order is in electronic form and it takes place after a requisition for the 

needed goods or services has been sent to the buyer. Generally a purchase order 
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contains very specific information and instructions to the supplier so that the needed 

expectations are carried out. (Weele 2010, 42; Johnson et al. 2011, 85.) 

 

3.5 Expediting 

Expediting is the second last step in the purchasing process and after the purchase 

order is issued, the buyer may expedite the order. Expediting is a method to pressure 

the supplier to meet the timeline or to be even ahead of schedule. Expediting is done 

only to a small percentage of purchased items. Usually expediting is indicating to an 

incomplete planning from the buyer or from the whole organization. (Johnson et al. 

2011, 88 - 89.) 

Expediting usually requires a lot of time and effort from the buyer and that is why it 

is important to follow the earlier steps precisely. Weele (2010, 42 - 43) states that 

there are three types of expediting: 

1. Exception expediting. In this type, the internal customer informs the buyer on 

not receiving the needed goods or services. After receiving this information, 

the buyer takes immediate action to deliver. Exception expediting is not rec-

ommended because the damage has already been done before the action. 

2. Preventive expediting. The buyer does routine status checks to prevent ex-

ception expediting and other surprises, by calling the suppliers a few days 

earlier to confirm the delivery dates. 

3. Field expediting. An advanced status check is usually limited to high risk or 

expensive contracts. The buyer is checking the delivery development, accord-
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ing to an agreed schedule, from the supplier regularly via phone or even 

sending someone to the production factory. 

 

3.6 Evaluation 

The supplier evaluation is the last step in the six step purchasing process, although it 

needs to be done in every step, and is a part of almost every buying decision. Suppli-

er evaluation, with supplier selection, is considered to be one of the most critical 

parts of the purchasing process. In every decision the buyer, at some level, somehow 

evaluates the supplier by creating some kind of idea about it. The buyer evaluates 

the different risks for certain products which are bought from certain suppliers. The 

suppliers and the manufacturers are usually first evaluated by the price, even though 

it is not always done consciously. (Iloranta & Pajunen-Muhonen 2008, 259 - 260.) 

There are seven tips to rate and evaluate the supplier. First the buyer needs to create 

performance indicators, which means creating certain performance criteria to track 

and evaluate the supplier. In a case where there are many suppliers to be evaluated, 

the second step is to separate suppliers into levels to make the process easier to 

manage. The third tip is to plan an evaluation method by generating reports or 

measurements of the supplier. After this, it is important to determine who is going to 

be in charge of the whole evaluation process (reviewing the data etc.). The fifth tip is 

to maintain good relationships with the suppliers by doing, for example, cooperation 

with them. Next, it is important to know when to compliment a good supplier and 

when to criticize a poor supplier; this way the buyer can keep the suppliers and own 

company happy. The last tip is to know when to cut a supplier loose; there is no point 
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of keeping a supplier who repeatedly fails to carry out the ongoing tasks. (Brown 

2010.) 

The purchasing process described in this chapter is based on Weele’s (see Figure 4) 

purchasing process model, and the processes may vary to a great extent, for exam-

ple, Lysons and Farrington (2006, 4).  By using the purchasing process model correct-

ly, a buyer can systematically improve and study processes, and to make it effective 

cross-functional approach is needed. For a company to achieve optimal results the 

efforts of every department need to be guided and directed. (Weele 2010, 49.) 

 

4 TOOLS FOR ANALYSING PURCHASE SPEND 

 

In this chapter, a few purchasing tools which are used to find out and improve the 

purchasing activities are presented. The chapter includes a spend analysis, which is 

used to give a starting point for analyzing the purchases, categories to divide all 

bought items into various groups, a portfolio analysis to determine the allocation of 

the bought items, and the ABC analysis to identify the items which have a significant 

impact on overall costs. 
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4.1 Spend analysis 

A spend analysis is a tool to map out all the purchased goods and services and it is a 

natural way to start improving purchasing. In many companies the information about 

purchases is spread out, and it cannot be told instantaneously how much money is 

spent on purchases every year, or how the purchases are divided. The objective of 

this tool is to present comprehensively what the money is spent on. After the spend 

analysis is made, the buyer can see the information about all the purchases made in 

different parts or categories inside the company. (Iloranta & Pajunen-Muhonen 

2008, 477.) The following figure is a made-up example of how service purchases 

could be distributed in a company. 

 

FIGURE 6. Possible layout of purchased services 

 

The idea of a spend analysis is to analyze historical spend and examine the acquired 

data to find opportunities for savings. Many times it is hard to find answers to the 

wanted questions from the raw historical data and that is why the data needs to be 
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organized, cleansed, enriched and consolidated.  Consolidation and organization of 

the data from various systems takes time and is a challenge, merely because of the 

sheer volume of data. (Pandit & Marmanis 2008, 5 - 9.) 

The crucial part in a spend analysis is to identify the relative importance of different 

purchases to a company. This can be presented, for example, as a total sum spent in 

every department in a company on different items. With a spend analysis, the buyer 

can find answers to questions such as: What, where, how often, how much, what for 

and from what kind of suppliers are the items bought. Furthermore, the buyer can 

find out who is buying, who decides when to buy, where is information received, 

how have the prices been developing and how are savings, benefits and the devel-

opment measured. In addition, what kinds of prices are paid to various suppliers and 

in which department? (Iloranta & Pajunen-Muhonen 2008, 478 - 479.) 

A spend analysis always represents a past time period, e.g. the previous year, and 

with it a buyer can create important initial data for classifying and guiding the pur-

chases and for managing and classifying the suppliers. A comprehensive spend analy-

sis will help to identify the concealed potential for development in purchasing activi-

ties, and with the continuous following of crucial matters it is easier to intervene, for 

example, in possible defects. (Op. cit. p. 479.) 

Many times a company decides to implement a spend analysis program, which is 

usually an extended application to the already existing sourcing applications. This 

application is to support the spend analysis and to make it easier to handle the data 

in the future. Although making a successful spend analysis goes far past an IT applica-

tion, it is a vital part in having the maximum benefits from the analysis. The success 

of the IT application depends firmly on setting the objectives, leadership, having sup-

port from the management and on scaling the implementation into parts that can be 
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managed. In addition, for increasing the staff endorsement of the application, one 

needs to sell success stories about it. (Pandit & Marmanis 2008, 47 - 63.) 

A spend analysis can give many saving opportunities for a company and those oppor-

tunities can be divided into two separate groups. First, there are aggregate spend-

level opportunities, where the opportunities are easy to recognize because they can 

be seen from normal spend analysis reports. The second group is the transaction-

level opportunities, where opportunities are hard to discover and they need special 

knowledge and reports, e.g. contract violations. Most of the opportunities can be 

identified straight from aggregate-level reports, but if all the benefits are drained 

from that level, transaction-level opportunities should be explored. (Op. cit. p. 65 - 

81.) 

 

4.2 Categories 

Weele (2010, 216) states that after the spend analysis is made it allows the buyer to 

set up a category tree which will indicate the company’s most important spend cate-

gories. Weele (2010, 216) defines a category as: 

 A category has been defined as a group of products or services, which 
are purchased from the supply market and which are used as an ele-
ment of the value proposition that our company offers to its customers 
or which are to be used in the internal company’s operation. 

According to Dussart (1998, 51), Nielsen (1992) says that category management is set 

to customize product categories for satisfying the customer needs. Furthermore, it is 

a process to manage the product categories as strategic business units. Categories 
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are described as a flexible organizational approach where every product has an im-

pact on a category’s profits (Dussart 1998, 51). 

Dividing all the purchased goods and services into categories is always a major chal-

lenge for companies. When the product range is complex and the company has many 

different departments, it is even hard to categorize one bought item because of 

product overlapping. Although it is a cumbersome and resource requiring process, 

over a long term period it is wise to develop the same categories for all the depart-

ments. Another possibility is to pursue changing the categories in different depart-

ments so that they are similar to one another, only for common reporting and coor-

dination. (Iloranta & Pajunen-Muhonen 2008, 475 - 476.) 

There are two main strategic objectives in categorizing. First, specific brands or 

product lines should not determine the categories, because decisions concerning one 

brand usually have an effect on the other products in the category. This is why cate-

gories should be formed according to similar goals and criteria. The second objective 

is to do the marketing according to local shopping patterns, are the items bought 

locally or globally etc. (Dussart 1998, 51.) 

Category management is considered to be a strategy for increasing return on invest-

ment, sales, profits, etc. On the other hand, it can be seen as a strategy for reducing 

waste and costs; however, it may not change the final results, which are customer 

satisfaction, behavior and attitudes.  There are other major pitfalls in category man-

agement, but so far the skepticism has not overcome the willingness to succeed. (Op. 

cit. p. 56.) 

Weele (2010, 15) states that, generally speaking, purchased goods and services can 

be divided into eight different categories: 
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1. Raw materials – materials that have experienced no or minimal transfor-

mation, such as coal, iron ore, coffee and different grains. 

2. Supplementary materials – materials that are used or consumed in a produc-

tion process and are not absorbed physically to the end product e.g. cooling 

waters and lubricants. 

3. Semi-manufactured products – those that have gone through transformation 

before and will go through it again, for example steel billets and cloths. 

4. Components – those that are manufactured goods built into an end product 

and they will not go through additional transformation anymore. Compo-

nents are items such as electronic parts, batteries and engine parts. 

5. Finished products or trade items – items which are bought already finished, 

just to be usually sold with other items, e.g. in automotive industry navigation 

systems, special headlights and alloy wheels. 

6. Investment goods or capital equipment – products that are bought, and used 

for a long time, for example production machines, computers and even build-

ings. 

7. MRO items (Maintenance, Repair and Operating materials) – items that are 

usually referred to as consumable items or indirect materials. They support 

activities and generally speaking keep the company running. Examples of 

MRO items are spare parts, office supplies and copy papers. 

8. Services – services that are being carried out by third parties e.g. suppliers or 

other company’s business units. Examples of service providers are cleaning 

companies, transportation companies and other contractors. 
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4.3 Portfolio analysis 

The portfolio analysis model was invented by Peter Kraljic in 1983 and though there 

are other similar matrixes made after it, it is the most applicable. The starting point 

in this analysis is that all purchased items, from a buyer’s point of view, are not stra-

tegically equivalent and thus they are compartmentalized by their risks and im-

portance. In purchasing, the portfolio analysis is considered to be a surprisingly ver-

satile and important tool, even though the method is quite simple. (Iloranta & Pa-

junen-Muhonen 2008, 142.) 

Some European companies in the 70’s and in the 80’s started successfully to use a 

four-stage approach to design strategies to obtain the best possible buying power, 

and to get rid of supply vulnerabilities. The first stage was to classify all the pur-

chased items into categories by e.g. total purchase cost. The second phase was to 

make a market analysis by comparing their own bargaining power strength against 

their supplier’s. The next phase was to position the categories into a purchasing port-

folio matrix (Figure 5) to identify opportunities and vulnerabilities. The last stage was 

to make action plans to different items in different categories. (Kraljic 1983, 112 - 

114.) 
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FIGURE 7. Kraljic two-dimensional matrix in portfolio analysis 

 

Profit impact, shown in Figure 7 on the y-axis, can basically be described as a pur-

chasing volume in currency. Furthermore Weele (2010, 195) says that a purchased 

item can be measured by criteria, such as the percentage of total purchase cost, the 

purchasing volume, material costs, total costs, or impact on the quality of product or 

business growth. However, it is easier to start the purchasing analysis by choosing 

the scale to be the purchasing volume of the bought goods or services (Iloranta & 

Pajunen-Muhonen 2008, 143). 

Supply risk on the x-axis reflects how challenging the supplier markets are and what 

kind of risks they include. Supply risk includes many different criteria but to make it 

simpler, usually the number of possible suppliers is the main criteria. In a buying sit-

uation, when a bought item is on the right side of the supply risk (Figure 7), the mar-

ket is the so called supplier market, meaning it has only a few possible suppliers. In 
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this case the supplier has more power than the buyer and the supplier can e.g. over-

price the goods or services. On the other hand, if there are many possible suppliers, 

the bought item is on the left side of the supply risk, and the buyer has more power, 

making it the buyer market. Depending of the quadrant in the portfolio analysis, the 

purchasing strategy varies, but the buyer should avoid spending too much time on 

buying routine items and concentrate more on strategic and leverage items. (Iloranta 

& Pajunen-Muhonen 2008, 144; Weele 2010, 195 - 198.) 

4.3.1 Leverage items 

Leverage/volume items, in the portfolio analysis, have a big purchasing volume with 

a low purchasing risk, and there are various suppliers to choose from. Leverage items 

usually consist of goods and services such as packaging, raw materials, bulk chemi-

cals and standard semi-finished products. These items illustrate a relatively large 

share of the end product’s costs, causing a small change in the price to have a big 

effect on the end product cost. (Weele 2010, 197 - 198.) 

The items in this quadrant might have, altogether, a small part in products and ser-

vices, but they usually form the biggest money value part in the purchased items. A 

buyer can have many opportunities with these goods and services by using various 

ways of tendering to get the best possible price. With bidding wars a buyer can lower 

the price of the items and improve the service of the suppliers and even a small per-

centage in savings can mean big savings in currency. Among electronic trade solu-

tions, the best way to proceed is by using e-auctions in an efficient way. (Iloranta & 

Pajunen-Muhonen 2008, 145 - 146.) 
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4.3.2 Non-critical items 

Non-critical items or so called routine products usually have a small value per item 

and there are many available suppliers. Items in this segment are usually inventory 

items such as office supplies, maintenance supplies and cleaning materials. These are 

tricky items because of their nature of having higher handling costs than purchasing 

costs. About 80% of the energy and time of the buyer goes to managing these items 

and that is why the buying of these items should be organized efficiently. (Weele 

2010, 198.) 

Everyday items such as gloves, pens, bolts, screws etc. should be bought in bulk for 

everyone to use, because the time the buyer uses to search and buy these items 

might come to be more expensive to the company than the actual goods. Some of 

the routine products can be handled in a way that certain workers can place an order 

themselves if certain items are running out. Many times, also the suppliers can man-

age some of the routine products by having them fill up the items in certain time 

periods and bill the company after calculating how many items have been used. This 

supplier management of certain items is called vendor managed inventory (VMI). 

(Iloranta & Pajunen-Muhonen 2008, 146 - 147.) 

4.3.3 Bottleneck items 

In the quadrant bottleneck items, the buying volume of the goods and services is 

relatively low with a low value in money and with a low number of possible suppliers 

to supply these items. Different industries have different items in this segment e.g. 

food industry has natural flavorings and vitamins, and chemical industry catalytic 

products. In bottleneck items, the supplier has a dominant position over the buyer, 
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which may lead to high prices, long delivery times and bad service. (Weele 2010, 

198.) 

Many companies end up in this situation already in the product development phase 

because of thoughtlessness and poor planning. For example, a company might be 

trying to get an advantage against competitors by choosing a new component which 

can be supplied only by one supplier. Buying an information system might be one of 

these situations. Although bottleneck items have a low money value, they can form 

operational bottlenecks if they are not available. The buyer needs to keep in mind 

that professional vendors might be consciously setting up these kinds of traps. (Ilor-

anta & Pajunen-Muhonen 2008, 148.) 

4.3.4 Strategic items 

Strategic items are high value items, they have few possible suppliers and they are 

critical for the company to operate and prosper. In the most extreme situation, there 

is only one possible supplier. Usually items in this quadrant are unique or tailored, for 

example computer microprocessors and airplane engines. Items bought in this seg-

ment give the buyer the biggest challenges, and even if the buyer might have an op-

portunity to change suppliers, it is an arduous and time taking process. The only way 

to somehow manage the supplier relationship is by doing extensive co-operation 

with the supplier. (Iloranta & Pajunen-Muhonen 2008, 149.) 

Weele (2010, 196 - 197) states that communication and interaction with the supplier 

is usually intensive and complex and there are three different segments in power 

balance. The first segment is the buyer-dominated segment, meaning that the buyer 

dictates demands to the supplier and the supplier just has to deliver according to the 

demands. The second one is the supplier-dominated segment where the supplier 
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imposes the conditions to a buyer and the buyer needs to accept the conditions. The 

last segment is a balanced relationship, where neither the supplier nor the buyer has 

power over each other and they have a joint interest to keep the relationship stable. 

 

4.4 ABC-analysis 

At the beginning of the 19th century an Italian economist Vilfredo Pareto noticed that 

despite a country studied, a rather small part of the population controlled the 

wealth. He perceived that about 20% of population owned circa 80% of the wealth. 

Later on this observation led to the so called Pareto curve or the 80/20 rule, and this 

basic principle is known to apply to various situations. The ABC analysis is based on 

Pareto’s 80/20 rule and is widely used in purchasing. (Johnson et al. 2011, 217.) 

The ABC analysis is one of the most used basic tools in purchasing and with it a buyer 

can classify purchases and put them in order of importance. The main idea is that 

none of the items are mediocre, different items are emphasized differently, and they 

need to be controlled in different ways. In the ABC analysis, the purchasing items are 

positioned in a descending order by their money value, and then the cumulative per-

centage is calculated to each item. This way the buyer can find out which of the 

items are most important and which are least important. (Iloranta & Pajunen-

Muhonen 2008, 479.) 
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FIGURE 8. Typical ABC Analysis curve 

 

The ABC analysis is known to apply in different situations because of its universal 

feasibility. In addition to using it as a tool in purchasing, it is used in customer service 

and even more in inventory management. The usage of this analysis is the same in all 

of these fields, but it is used to measure and define the classification for different 

purposes. The use of the ABC analysis in inventory management and purchasing is 

connected because items which are bought to stock are the items in inventory, and 

the classification is also usually done by money value. In all these different analysis 

applications, the main goal is the same; to rank items into different groups to find 

out the best possible way to handle them. (Stock & Lambert 2001, 256 - 258.) 

Usually in the ABC analysis, the bought items are divided into three different groups 

A, B and C. A is the most important group by creating the biggest part of purchasing 

volume, making the activities in group A the target of precise controlling. The A 

group represents about 75% of the cumulative percentage value and has only ap-

proximately 20% of the items involved. Items in group B are medium-value items 
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containing circa 30% of the items and about 15% of the cumulative value. C group is 

the low value group containing about 50% of the items and having only 10% of the 

cumulative value. In many situations, to make the analysis wider, there are one or 

more groups added to the original three. (Op. cit. p. 480 - 481.) 

 

TABLE 1. Approximate values of ABC-analysis classification 

Group Cumulative % Items % 
A 75 20 
B 15 30 
C 10 50 

 

The ABC analysis is being widely used in purchasing and in many other situations, and 

naturally there are many different ways to use it. Benton (2010, 85 - 86) has docu-

mented the following four step procedure as one possible way to implement the ABC 

analysis: 

1. Calculating the annual value of each item 

2. Listing the items in descending order 

3. Developing a cumulative percentage value for each item 

4. Determining the groups that represent percentage values (see Table 1). 
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5 CURRENT PURCHASES AT VAPO OY BIOFUELS 

 

This chapter concentrates on the current purchasing situation of Vapo Oy Biofuels. 

The chapter will reflect the procurement related issues, discuss and analyze the mus-

tered data and report the problems and challenges. The current state analysis is 

made by dividing all the bought items into categories and by using a spend analysis 

and portfolio analysis various solutions and information will be presented through-

out this chapter.  

The purchasing data is collected from 2010 and the purchases are narrowed down to 

Vapo Biofuels business area, because the greatest needs and opportunities are found 

under this business area. Due to the excessive data on Biofuels purchasing, the col-

lection of data needed to be narrowed down. Vapo Oy has divided Finland into elev-

en different regions and Central Finland was picked up as the main geographical area 

of focus. Central Finland’s purchase distribution to different sectors was close to the 

purchases of the entire Finland and generally speaking it reflects the average region 

(see Figure 9). These things were the major reasons for taking Central Finland as the 

area of focus. 
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FIGURE 9. Layout of purchasing groups in entire Finland and in Central Finland 

 

5.1 Current state analysis 

5.1.1 Spend analysis 

The spend analysis started by collecting all the purchases from Vapo’s ICT systems. 

The original reports for 2010 were collected from the ICT reporting system Cognos, 

which is a business intelligence and performance management software. All the ex-

penses were found from the ERP systems, Microsoft Dynamics AX and Potra. IP Mon-

itor has the actual physical bills that are sent to the company and Potra is collecting 

the other expenses which come from e.g. peat contractors who are sending the 

charges, for example via text messages. All the mustered data was inserted to Excel 

files and the information is presented in the following paragraphs. 

Vapo Biofuels had approximately x million euros revenue in Finland in 2010 and it 

spent around x million euros on biofuels goods and services in the same year. The 

biofuels purchases consist of income statement and invested expenses. Approxi-
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mately 11% of all purchases came from Central Finland, making it one of the largest 

regions in the purchasing volume. All purchases were divided into six different 

groups (see Table 2) to see how the purchases were distributed in different areas. It 

should be noted that the collected data, at this point, is raw data gathered from the 

ICT system Cognos. 

 

TABLE 2. Distribution of bought goods and services in groups 

 

 

From the table above it can be seen that the percentage distribution of all the groups 

are not equal in Central Finland and in the entire Finland. The biggest variations are 

between B categories (15 units), D categories (8 units) and A categories (5 units). The 

main explanation for discrepancies between these categories is the weather. For 

example, in peat production, the weather is one of the driving forces for getting the 

best possible outcome; this is because peat is only produced in summer and it needs 

a certain number of sunny/dry days for it to be dry enough for collecting. In case the 

summer is bad (rainy etc.) e.g. in Central Finland, the production of peat is lower, 

hence the lower level of bought production services. This also means that there is 



   47 

 

 

not enough peat in Central Finland, so it needs to be transported from somewhere 

else, therefore making transportation distances longer and logistics costs a lot high-

er. The variety between product purchases is simply because Vapo Oy is not buying 

as much finished goods in Central Finland as it is in other regions. 

In Central Finland’s purchases, 91,8% are made under the fuel peat production group 

and the remaining 8,2% are spent in the three other product groups. Wood products 

is the second largest product group with the expenses of 5,2%)and the remaining 3% 

is spent on environmental peat (2,3%) and agro fuels (0,7%). The Agro fuel product 

group is the only group which actually spends more money than its revenue is. Look-

ing at these percentages, it is obvious that peat production is by far the largest and 

the most important product group in Vapo Biofuels, and therefore it has the most 

opportunities and savings potential. 

The data collected from Cognos needed to be cleansed since the raw data included 

transactions which are not proper purchases. Some of the transactions which are not 

actual purchases were: 

 Vapo Group’s internal purchases 

 Subsidies 

 Personnel costs (salaries, travel and allowances) 

 Losses in sale and expense transfers 

 Real estate taxes, public certificates and licenses 

 Increases and reductions in environmental obligation reserves. 

After the data cleansing, Vapo Oy spent around x million euros in the entire Finland 

and around x million euros in Central Finland. Vapo Oy has in the entire Finland a 

circa 86% proportion and in Central Finland an about 66% proportion, when compar-
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ing the money that is spent on purchases to the revenue. In a nutshell, Central Fin-

land had a lower share of the compared purchases than most of the other regions in 

Finland. 

 

FIGURE 10. Revenue versus purchased goods and services 

 

The figure above reflects the comparison between how much money is used for pur-

chases and the revenue in Central Finland by Vapo Biofuels in 2010. The information 

provided is after the data cleansing and the purchases are divided into six categories, 

varying a little from the earlier allocation (Table 2). It can be seen that Vapo Biofuels 

spends most of the money on services, especially on logistics and production ser-
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vices. Most of the services are outsourced to third parties such as production con-

tractors and logistics service providers. The table below provides percentage value to 

these categories and explains what kind of goods or services each category includes. 

 

TABLE 3. Central Finland purchases and category content 

 

 

5.1.2 Categories 

Purchases can be distributed to different categories/groups as shown in the previous 

chapter. This chapter provides information on how all the purchases were given a 

reasonable classification of product labels and codes and also serves a new category 

as the basis for the portfolio analysis. 

First of all, Vapo Biofuels business area was divided into four different expense 

groups: production, investments, logistics and fixed costs. All the groups were then 

split into goods and services to make it easier to come up with product labels and 

avoid overlapping different items under the same label. Altogether, 191 different 

product labels were uncovered and all of them were given their own product codes 

varying from 3 to 5 characters (see Appendix 1). The labels were not just concerning 

Central Finland, but they covered the whole Finland’s biofuels purchases. 
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The next step for mapping the purchases was to distribute all the purchases under a 

certain product label, so it could be seen where the money was spent. After all the 

purchases were allocated to different labels, two different category groups were 

made. The first category groups were already presented in the earlier chapter (see 

Table 3) and those categories were opened up for the portfolio analysis. The idea 

was to make it clearer to the reader to understand from the category name what 

kind of goods or services it includes. For example, it is not easy to understand from 

the category name what “logistics services” or “production services” categories con-

tain. 

 

TABLE 4. Portfolio analysis categories 

 

 

The redefined category group has 12 different categories and basically logistics ser-

vices and production services categories were split into smaller categories. From the 

table above (Table 4) it can be seen that about 76% of the purchases are in the first 

three categories and the next four categories (33%) have only around a 19% share of 
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the purchases involved. The remaining five categories have only approximately 42% 

of the purchases involved. From this redefined category group a conclusion can be 

made that the purchased items are pretty closely following the ABC analysis curve 

(Figure 7). 

 

5.2 Portfolio analysis 

A portfolio analysis was performed for the purchased items in the Biofuels business 

area. The starting point for the portfolio analysis is that all the bought goods and 

services, from the buyer’s point of view, are not strategically equal. The results are 

reported and analyzed to give an idea of what kind of different strategic approaches 

should be introduced for certain categories to get the best possible outcome. 

5.2.1 Execution 

The portfolio analysis was executed by using the categories which were presented in 

the earlier chapter. The profit impact (y-axis in the Kraljic matrix) was chosen to be 

the purchasing volume and the buying volume numbers were also stated earlier. The 

next step was to find the supply risk for each category, and this was probably the 

most challenging task when making the analysis. The supply risk specification was 

carried out by dividing the x-axis in the Kraljic matrix into a scale from 1 to 5 and de-

termining the supply risk number for each of the product labels (Appendix 2). 

The average of the biofuels supply risk was calculated, and it was 2,9 so purchases 

are on the average, located in the middle of the x-axis. After the labels were graded, 

the average supply risk number for each category was calculated and then the cate-
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gories were positioned into the Kraljic’s four quadrant matrix. It should be noted that 

supplier markets were not analyzed separately and the supply risk numbers were 

determined by a few Vapo Oy employees who are dealing with the suppliers. The 

surface area of the circle, in the figure below, reflects the year 2010 money value for 

each of the category. 

 

FIGURE 11. Vapo Biofuels purchases in the Kraljic matrix 

 

5.2.2 Purchasing strategies 

From the figure it can be seen that under the Biofuels business area most of the pur-

chases in volume are strategic items and the number of leverage items is clearly low. 

There are five categories distinctly located in the bottleneck items and two catego-

ries clearly located in non-critical/routine items quadrant. 
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The selling freight category is clearly located in the strategic items and it is the big-

gest category in volume. Basically this means that the shipping of the sold items e.g. 

peat, gives Vapo Oy the biggest challenges, at least from the purchasing point of 

view, and these items are critical for Vapo Oy to prosper. The peat production cate-

gory is located in the middle of the strategic and leverage items, so it should also be 

handled with care and time, like the selling freight category. The basic strategy for 

these items is to do co-operation with certain suppliers or even form partnerships. In 

case that it is possible to change suppliers, it should be explored by trying to find 

other possible suppliers and create competition between them. 

Preparation for peat production, production products and fixed services are placed 

under the non-critical items quadrant. A typical feature of these routine items is that 

the actual purchasing process causes relatively more expenditure compared to the 

price of the goods and services. Other production and intermediate transfers are in 

the middle of the non-critical and bottleneck items, but surely they do not need the 

attention of bottleneck items. The strategy for handling these items is to make sure 

that the operational performance is working and by centralizing the fragmented pur-

chases into bigger groups for increasing the supplier’s interest. 

The remaining five categories (loadings, product purchases, other delivery services, 

fixed products and raw materials) are in the bottleneck items section. The buying 

volumes of these items are quite small, but they need attention (especially loading 

and product purchases) because if these goods or services are missed, they can cre-

ate operational bottlenecks and this may cause big problems for the company’s op-

eration. A strategic approach for handling these items is to ensure the availability of 

the products or try to change the goods or services into more standardized items. 
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5.3 Organizing purchases 

Vapo Biofuels purchases are organized in different ways and centralized purchasing 

agreements are made if any financial or operational advantage can be achieved by 

them. Vapo Oy launched a purchasing project in 2009 (the project was never fin-

ished) and with this project some of the scattered small purchases were combined. 

For example, Vapo Oy had about 30 different accounts for the same company and 

when this was discovered, the accounts were cut to only one. With this simple act, 

Vapo Oy started receiving the negotiated discounts, and this made it easier and less 

time taking to handle that company’s account. Even though centralized patterns are 

attempted to be accomplished, the purchases still mostly follow a decentralized pur-

chasing model due to the nature of biofuels production. 

Next, the organization structures are presented to get a better understanding of the 

layout of Vapo Biofuels. In addition, the structure will help to get an idea of the posi-

tioning of the employees who are making the supplier contracts, orders and call-offs. 

See Appendix 3 for all the employees who are making contracts or buying and mak-

ing call-offs. 
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FIGURE 12. Biofuels organization structure 

 

Figure 12 shows the structure where the Biofuels business area director is on top and 

other managers and directors beneath. Logistics managers make most of the con-

tracts, and buy the logistics goods and services, sometimes with the help of the logis-

tics director. Other managers and directors, at this level, only sign and recheck some 

of the agreements, but generally speaking they are not that involved in purchasing 

functions. 
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FIGURE 13. Western Finland Biofuels organization structure 

 

Western Finland structure (Figure 13), was taken under a closer look, since the Cen-

tral Finland region is under this area. Generally speaking, the regional director does 

not participate much in purchasing functions and the purchasing manager and pur-

chasing foreman only handle items under product purchases or production services. 

The environmental issues specialist only takes part in purchases which are related to 

monitoring functions in the production sites. The operations manager is the most 

involved in buying, from the aspect of money, but most of these purchases are from 

logistics goods and services, which are made with the logistics managers. Transport 

coordinators do not negotiate the contracts or do the actual buying, but they do al-

most all of the call-offs of logistics goods or services. 
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FIGURE 14. Central Finland Biofuels organization structure 

 

The regional director in Central Finland mostly takes part in purchases which are re-

lated to logistics, except the selling freights. The regional director’s level of involve-

ment in buying and signing contracts is quite low, participating only in about 2% of 

the purchases, but the regional director is more involved in the call-offs of goods and 

services. The production engineers’ situation is similar to that of to the regional di-

rector’s, as they are not as involved in making the contracts or buying, but they are 

making most of the goods or services call-offs (participating in about 45% of the call-

offs). The wood responsible and cultivation responsible are only involved in the call-

offs of items which are related to their own line of work, for example cultivation re-

sponsible call-off items concerning reed canary grass and wood responsible items 

concerning wood, products such as woodchips. 

It can be seen from Appendix 3 that all the bought goods and services are not yet 

allocated to different buyers, and for example preparation engineers cannot even be 

seen in the previous organization structures. This is due to the fact that the rest of 

the buyers are under the production structure and to understand where production 
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is located see Figure 12. For allocating the rest of the purchases to the buyers the 

organization structure of production is presented in the following Figure 15. 

 

FIGURE 15. Biofuels production structure 

 

On top of the structure, only the environmental manager and environmental engi-

neer are involved in purchasing and they are just buying and doing call-offs for goods 

and services related to monitoring functions. The production manager is not involved 

much in the buying process, but the regional managers (contract managers), the 

preparation manager and preparation engineers are. Contract managers alone buy 

approximately 25% of the goods and services in production and preparation engi-

neers with the help of contract managers and preparation manager buy over 10%. 

From the three of these, preparation engineers are the only ones doing call-offs for 

the purchased items. 
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In production, Vapo Oy is using key buyers to handle the most important materials, 

such as fuels, mineral aggregates and IT related goods and services. The role of the 

key buyer is to tender the suppliers for certain materials, choose the suppliers, nego-

tiate the price and payment terms etc. If necessary, the key buyer makes the con-

tract and informs superiors about what has been done. The supplier con-

tracts/agreements can be found in the production purchases section in the Notes-

database. 

The key buyers are listed as the fourth biggest buyer group in the buying volume, 

spending over x million euros in 2010. These key/responsible buyers are nominated 

on the Vapo-level for handling the most important materials to ensure the produc-

tion functionality. The key buyers do not just buy these items, but they handle these 

responsibilities while continuing their normal jobs. The key buyers are employees 

whose job titles are such as preparation engineers, production managers, manufac-

turing unit managers, environmental issues specialists and system specialists. The 

items these buyers are handling are pumps, pipes, chemicals, information technolo-

gies, mineral aggregates, filter fabrics etc. 

In a case that the purchasing budget is exceeded or a single purchase value is more 

than 50 000 euros for a single new item in production, a key buyer cannot buy with-

out the approval from a superior or from the procurement manager. Purchases 

which are not included in the budget or investments always need to be accepted as 

follows: 

 Under 10 000 €, an employee under the business line director (eg. regional di-

rector or purchasing manager) 

 Under 20 000 €, business line director 

 Under 50 000 €, business area director or country manager 
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 Over 50 000 €, chief executive officer or chief financial officer. 

The investment costs of certain goods or services can be rather high and that is why 

there are a number of Vapo authorities who are involved in the decision making pro-

cess.  The Vapo Oy Board of Directors decides on investments exceeding the annual 

plan over 250 000 € or investments included in the annual plan of over 1,0 million 

euros. The Vapo Group Management Team or the Managing Director or a person 

authorized by him, decides on investments included in the annual plan of less than 

1,0  million euros or investments exceeding the annual plan less than 250 000 €. The 

business area director, production director or a person authorized by them can de-

cide on investments included in the annual plan of less than 250 000 €. The business 

line director or similar unit manager can decide on the investments included in the 

annual plan of less than 50 000 €. 

 

5.4 Purchasing processes 

Vapo Group has already described the basic purchasing process of goods and ser-

vices that are bought for production; this process chart was last updated in the au-

tumn of 2010. The process description includes the following: 

1. Recognition and specification of need 

2. Searching and choosing the supplier 

3. Agreement 

4. Order, delivery and receiving the goods 

5. Checking the invoice 



   61 

 

 

6. Follow-up, evaluation and claims. 

The process description follows almost precisely Weele’s purchasing process model 

described earlier in Chapter 3 on purchasing processes (process model in Figure 4). In 

Appendix 4 the already existing production process chart of Vapo Oy can be found. 

The process description is found in Vapo’s procurement instructions, so it helps the 

buyers to know how the purchases should be made properly by following the buying 

process. 

Vapo Oy procurement must mainly be based either on an annual agreement or on an 

offer of each purchase. In cases where purchases have minor monetary value, ten-

dering is not done, but purchases need to be performed cost efficiently. Otherwise, if 

possible, there is an instruction to send enquiries (verbal or written) to at least three 

potential suppliers. The buyers need to negotiate with the chosen suppliers before 

choosing, and after that, the contract is signed. Orders of great value are always 

made in writing and suppliers need to provide order confirmation or a delivery con-

tract. Less significant orders only need some written document and can even be 

made verbally. 

Payment terms must be checked before ordering and at least 30 days payment terms 

should be pursued, and when buying capital goods the part payments are agreed in a 

way that more work has been done than what is paid for. Advance payments are 

avoided as much as possible but if they are used, collateral security must be de-

manded and it needs to cover at least the amount of the advance payment. The per-

son who orders or makes call-offs needs to make sure that the bought goods and 

services arrive in time in the right quality and at the right price. In the case of a late 

delivery or other deviations, compensation needs to be claimed and the person who 

receives the delivery must check that the delivery matches the order. 
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The process described earlier only gives a vague idea of what is the actual purchasing 

process is. In order to find out the whole process three different employees were 

interviewed. The interviewed buyers were chosen based on the biggest purchasing 

volumes (see Appendix 3). Most of the purchases are handled by logistics manag-

ers/operations managers, contract managers, preparation manager/preparation en-

gineers and key buyers. 

The first interview was with preparation engineer who is also acting as a key buyer 

handling goods such as pumps, pipes, aggregates, steel drums and filter fabrics. He 

was chosen as an interviewee because he is a part of the purchasing project group 

and he can cover the purchasing process of a key buyer and preparation of peat pro-

duction sites. The Figure 16 below gives a basic idea what the steps are for purchas-

ing goods and services to peat production sites. This process will be explained in a 

more detailed way in the next paragraphs. 

 

FIGURE 16. Peat production purchasing flowchart 
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The process starts with forecasting the needs, which is predicted from earlier years’ 

demands. Forecasting is done by defining what is needed at a peat production site, 

but it is not accurate due to the nature of peat production which is very dependent 

on the weather. The next step is to look at the existing suppliers’ performance and 

decide if the performance is good enough even to audit the supplier or cutting the 

supplier loose. In the case that the supplier’s performance is poor and it is not worth 

getting quotations from the supplier, new suppliers are being sought. After new pos-

sible suppliers are found and it is decided what old suppliers could be used, a request 

for quotations (RFQ) are sent to the chosen suppliers. After receiving the quotations 

from the suppliers, the quotations are being compared and prices, terms and condi-

tions etc. are negotiated. Quotations are always written and usually in electronic 

form and they are being compared by the buyer in Excel files. The preparation engi-

neer states that the prices and terms and conditions of old suppliers are usually ne-

gotiated over the phone, but typically new suppliers are paid a visit. 

The best suppliers are generally being chosen through the buyer’s own decision, but 

sometimes the opinions of other colleagues are sought and approval from foreman 

asked. After the suppliers are chosen, the contract is written and signed usually by a 

buyer himself and sometimes by other employees; this policy was explained in chap-

ter organizing purchasing. Next phase is to save the signed contracts in Notes data-

base where Lotus Notes automatically sends an email to the chosen employees in-

forming them that a new contract is made. These contracts are typically annual con-

tracts (6 – 12 months) made with different goods or service providers. In the produc-

tion site the next step in the purchasing process is ordering the needed goods or ser-

vices which are triggered by the need of these items. Ordering is done electronically 

and after that, the supplier replies with an order confirmation where the buyer can 

check that information such as quantities, receiver, delivery time and place are cor-
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rect. In the case that the information in an order confirmation is not according to the 

buyers order, the supplier is informed about this and a new order confirmation is 

sent. 

Delivering the items takes place after the order confirmation is correct and then the 

items are received and signed by the receiver. The receiver should always check that 

the items are the same as in the order and that the items are not in any way dam-

aged or out of order. In the case that the order or ordered items are somehow defec-

tive the order is returned and the process starts back from order confirmation where 

the order is being processed over again. If the received items are in order the suppli-

er sends the bill to the company and company pays, through IP Monitor program, for 

the goods or services. 

As mentioned earlier, the informant’s main work is preparing the production sites 

ready for peat production, but he is also a key buyer in Vapo Oy. As a key buyer he 

acts mainly independently creating new or renewing contracts with suppliers. This 

task takes most of the time in the beginning of the year (about two months) and al-

together the role takes about one month of a whole year’s contribution. The rest of 

the time goes to preparing the peat production sites and there are many time taking 

projects ongoing at the same time. One of the big functions of preparing the peat 

production sites is to buy the needed goods or services and in Finland there are 8 

people handling the preparation related tasks. The main responsibilities as a key 

buyer and preparation engineer is to guarantee, for example, with material purchas-

es that the production sites are functional, prepare new production sites to replace 

old ones and with all of these, ensure the availability of peat to the customers. 

The second interview was done with logistics director, who was chosen to illustrate 

the purchasing process of logistics services because he is a part of the purchasing 
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project’s steering group and has a great insight to logistics related functions. Even 

though logistics managers and operation managers are buying most of the logistics 

related goods or services, the logistics director is consulting them and managing 

more of the entities. The next flowchart is done with the same frame as in Figure 16 

to illustrate the differences. 

 

  

FIGURE 17. Logistics service purchasing flowchart 

 

The logistics process starts with forecasting, likewise in production information is not 

too reliable, but after that comes the need for the goods or services. Forecasting 

comes from the sales department which informs the logistics department the vol-

umes and other crucial information for logistics managers and operational managers 
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to create capacity need calculations. Forecasting triggers the need for the operation-

al managers to meet up with the volumes of the calculations and check if they have 

enough suppliers to meet that estimation. It should be noted that these calculations 

are becoming more precise as time goes by. In the case that they do not have 

enough suppliers, new ones are sought. Basically the process of finding new suppliers 

is ongoing all the time, as it is informed in Vapo’s website that they are seeking new 

transport entrepreneurs continuously. 

The logistics director states that after enough suppliers are found, they are sent 

RFQ’s and suppliers respond with the quotations. Quotations are received and the 

operational manager, with the help from the logistics manager, starts negotiating 

with the suppliers and determining the terms and conditions, prices etc. Next step is 

to determine the best suppliers and choose from them, in practice there is no excess 

of suppliers to choose from, and basically operational managers are negotiating with 

the suppliers, who have responded with a quotation, a deal that they can both man-

age with. The new suppliers, and the old ones that need a new contract, sign up 

normally a five year contract where there is either from 10 – 11 or 5 – 8 month work-

ing periods. In addition, Vapo Oy also have back-up suppliers who are doing singular 

transports if needed. 

The new contracts are saved in the Notes contract database and the information 

about the new contracts is announced to regional managers and transport coordina-

tors. The next step in the process is for a transport coordinator to order/call-off the 

needed service from a supplier and after that the supplier delivers. When a supplier 

is carrying out a task (receiving service) they send a text message of how many ton-

kilometers, for example, milled peat they have been transporting. This text message 

is basically acting as a bill. The text message information goes to the ERP system Po-

tra and Vapo Oy is paying 80% of the output to the supplier every second week and 
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the remaining 20% is paid yearly after a precise ton-kilometer reading. The employ-

ees are monitoring the suppliers all the time and then reporting about the perfor-

mance so that it can be decided if it is rational to keep the same suppliers or steer 

them to the right operation direction. 

The logistics service contracts are mainly created during the summer (May – August) 

in about 4 months. Logistics managers spend around 70% - 80% of their time in pur-

chasing related functions and the logistics director about 50% - 60%. Altogether 

there are two logistics managers and four operational managers who are mainly 

handling the logistics service purchases with the help from the logistics director. 

The last interview was with Central Finland’s regional manager to cover the buying 

process of contractor services. The regional manager was chosen as an interviewee 

because he has been doing some advising and revisions to the Vapo Oy purchasing 

project and he has several years of experience in buying contractor services. Even 

though most of the contractor services are bought by contract managers, regional 

manager is giving support, for example, by mapping out the possible contractors. 

Most of the contractors are handling many different tasks rather than concentrating 

only on one or two tasks. 
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FIGURE 18. Contractor service purchasing flowchart 

 

The process of buying contractor services start from the need of certain services or 

from the ending of a contract. Part of the need information is received from the sales 

department but the actual knowledge of what services are needed comes from the 

production engineers. Most of the time the process flowchart above goes through 

the route that there are not enough or no existing contractors, for example, doing 

maintenance in peat production site. This triggers the task of finding the needed con-

tractors. As in earlier processes, the contract managers start sending requests for 

quotations and receiving the quotations electronically or sometimes via written let-

ters. The quotations are compared, but most of the time the situation is same as in 

the logistics side in that there are not an excess of or even enough quotations, which 

leads to negotiating terms that both parties can cope with. After the negotiations are 

finished the contractors are chosen and contracts are made. In the case that there is 
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already a possible contractor who could handle a certain service, a contract manager 

reviews the existing contract and decides whether it is valid or negotiates a new con-

tract with the contractor (changing contract). 

The ordering of a service is done at the same time as signing the contract in a way 

that the contract is the actual order. The contractor contracts include all the different 

job descriptions but Vapo Oy only has the price unit for a whole operation. As an 

example, a contractor is doing excavations, building roads and shaping the fields and 

does not get paid different prices for all the tasks but a calculated average sum in 

total.  When the contractor starts fulfilling the task they are being trained for it as the 

tasks goes on (driving permits, going through the environmental permit terms etc.). 

At the same time, naturally, the contractor starts delivering the services and the 

buyer starts receiving the services. Billing is done in the same way as in logistics ser-

vices; the contractor sends text messages, information goes to Potra about what has 

been done and the contractor gets paid for the work every second week. While the 

contractors are delivering the services they are being guided and monitored by the 

employer. 

Altogether contract managers and production engineers use 50% - 60% of their work 

contribution in purchasing related functions. Contracts are normally signed fast, but 

some take more than three months to negotiate and the main responsibility for the 

regional managers, contract managers and production engineers is to guarantee the 

availability of biofuels to end customers such as industrial heat and power plants and 

municipalities’ heat plants. 

The presented purchasing processes all have a common systematical approach, but 

they are all done in different ways. The first process is about buying goods to the 

peat production sites so it is natural that the process differs from buying the services, 
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although the part in all of the processes is the same after the suppliers are sought 

and the requests for quotations are sent to the part of choosing the suppliers. Basi-

cally the purchasing processes of buying services are containing fewer steps and this 

is mainly because of the shortage of suppliers and the nature of receiving the service 

from the suppliers, for example, confirmations are not sent and checked and orders 

are fixed later (e.g. ditch excavated in wrong place) rather than returned. 

 

5.5 Problems and challenges 

In Finland, the used ERP system is Potra and in Estonia and Sweden, Vapo Group is 

using Microsoft Dynamics AX (DAX) instead. It is planned that Vapo Oy is going to 

replace Potra with DAX in Finland in the future. The improvement opportunities and 

development direction of purchasing is directly linked to the replacing schedule, 

which is not confirmed yet. This development is probably forming the greatest prob-

lems and challenges for Vapo’s purchasing in the near future. 

Vapo’s whole production and selling of peat is revolving around the weather. Quality 

of the peat is dependent on the weather and as mentioned earlier, peat needs a cer-

tain number of sunny days to be drained enough for collecting and at the same time 

it should not be too dry. The selling and transporting of the peat, on the other hand, 

depends on how cold is the winter, the colder it is the more peat is needed to heat 

up apartments etc. This is a big challenge to overcome because this is a problem that 

is out of anyone’s influence. The only thing to do is try to manage the resources in a 

way that they are flexible enough to meet the fluctuations caused by the weather. 
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The lack of a purchasing director or employee being in charge of the purchases made 

mapping out the purchases very challenging for Vapo Oy. The fact that the purchases 

were not earlier mapped out took a lot of time and effort and because there was no 

one looking after the bigger picture none of the employees had insight to which 

would be the biggest spend categories. The biggest problem in this was that the 

whole project started almost from scratch (there was some information from the 

earlier purchasing project) and therefore it took a lot of time and efforts to organize 

the purchases and categories. 

The forming of product labels (Appendix 1) and defining the supply risk rates (Ap-

pendix 2) created a lot of work and they were defined by a small group. This was a 

challenge and a problem because the data is not necessarily as reliable as it could 

possibly be, even though the small group consisted of Vapo Oy employees who have 

been working in the company for many years and have different jobs and different 

perspectives to the purchasing aspects. 

The ERP system Potra had the already existing labels, which were changed a bit, and 

because of this it was easier to map the purchases under a certain label. The ICT sys-

tem IP Monitor, on the other hand, did not have these kinds of labels, so they had to 

be sorted out one bill at a time. Although bill mapping was done by Vapo Oy profes-

sionals, such a way always creates chances for human errors and because there are 

over 4 500 physical bills (in Central Finland), there are bound to be some mistakes. 

When the supply risk rates (Appendix 2) and the buyers (Appendix 3) were being 

mapped out a problem occurred. This information was found out by the same small 

group of Vapo Oy employees as earlier, but after it had been finished it was sent over 

to Central Finland’s regional manager for new ideas, perspectives and opinions. The 

regional manager made a few changes to the supply risk rates and a lot of changes to 
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the buyers’ column. The challenge was to determine whose idea the correct one was. 

Supply risk rates were determined to be kept unchanged, because e.g. suitable con-

tracting markets, on the logistics side, are better in Central Finland than in other re-

gions and hence the supply risk rate was thought to be lower. The variation in the 

buyers’ column, on the other hand, was chosen to follow the regional manager’s 

thought to fit better in Central Finland’s region. 

 

6 DEVELOPING PURCHASING 

 

This chapter gives the author’s personal improvement ideas and recommendations 

for improving the procurement functions of Vapo Biofuels. The whole purchasing 

development relies heavily on the data gathered throughout the whole thesis and 

that data is where most of the ideas are summoned from. The improvement ideas 

chapter presents different improvement options that could be done to get a better 

purchasing performance. The recommendations chapter, on the other hand, points 

out the improvement ideas that are easiest to deploy with a small input and the ide-

as that are most critical, to make the purchasing activities more effective and effi-

cient. 
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6.1 Improvement ideas 

In this chapter there are the author’s ideas for improving the purchasing functions of 

Vapo Oy. Nine different improvement ideas are presented but the most important of 

them are: hiring a new purchasing director, creating spend analysis program, deepen 

the performance measurement, standardizing bottleneck items and dividing contrac-

tor responsibilities. 

Hiring purchasing director 

One important thing Vapo Oy should execute is hiring a new purchasing director un-

der the Biofuels business area. In Figure 12, the organizational structure is presented 

and the new purchasing director could be working in the same level with production 

director, logistics director etc. to support the purchasing and, generally speaking, 

keep the whole purchasing pallet under control. A purchasing director would help 

organize the purchases in biofuels, manage the big picture of purchasing and steer 

the buyers to follow protocols for getting the best output from purchasing related 

functions. Purchasing director could be possibly hired to Vapo Group level, where 

purchasing director could also coordinate Group level purchasing and purchases 

across the business areas. 

Spend analysis program 

Vapo Oy should implement a spend analysis program to support the created catego-

ries and spend analysis and that way be always up to date with where the money is 

spent. This program could be an extended application to the ERP system DAX be-

cause all of the information is already going through DAX even though it is not used 

in practice. In DAX there could be a column for the buyer to choose a product label 
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or a product code for the purchased item. The layout of DAX can be found in Appen-

dix 5. This way all the purchases would already be mapped out to different categories 

and it would utilize the work that has already been done in this project. The extend-

ed application should not be too expensive to put to use and it would be a massive 

help in following the purchases and saving time. 

Measuring performance 

The performance measurement of purchases at Vapo Oy is not at an optimal level, 

the suppliers are assessed but, for example, the effectiveness and efficiency of the 

buyers is at a poor level. For Vapo Oy to know more about their buyers, suppliers and 

generally about their purchases, they should deploy some performance measure-

ment indicators. Four dimensions can be established on which evaluation and meas-

urement of purchasing functions can be based: price/cost, product/quality, organiza-

tional and logistics. From these dimensions Vapo Oy is deploying quite effectively 

price/cost and logistics dimensions and because the quality of the peat is really im-

portant to Vapo Group for getting the best out from it, the product/quality dimen-

sion can be seen as the key performance indicator (KPI). The organizational dimen-

sion on the other hand is at a poor level and there is a definite enhancement oppor-

tunity. Vapo Oy should start measuring the performance of the major resources that 

are applied to fulfill the objectives and the goals of purchasing activities. These major 

resources include the purchasing staff and management, procurement instructions 

and purchasing information systems. It should be determined what kind of indicators 

these are, how to set them up and who is in charge of monitoring them. 
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Key buyers 

The role of the key buyers should be changed. From Appendix 3, it can be seen that 

the key buyers are only taking part in 7% of the purchases in Central Finland, making 

the number pretty low. The key buyers are mostly involved in peat production and 

preparation of peat production, as it is planned to ensure the functionality of peat 

production. For example, the biggest category, selling freights, is a key buyer free 

zone and even though a lot of attention for these purchases comes from logistics 

managers and operation managers, there could be buyers concentrating only on the-

se. The conclusion from this is that the number of key buyers should be increased 

and they should be spread to different areas, or the key buyer responsibilities should 

be broadened according to their know-how. 

Portfolio analysis 

The portfolio analysis reports that selling freights is the biggest category in the buy-

ing volume and it is located in the strategic items quadrant and thus should be treat-

ed with a lot of attention. One solution for Vapo Oy to decrease the dependence on a 

certain supplier is trying to move the selling freights category more to the volume 

items quadrant by systematically finding new suppliers and creating competition. In 

case there are no other possible suppliers, the markets are not beneficial for the 

buyer, and changing the suppliers is a challenging and time taking process, Vapo Oy 

should enhance the strategic co-operation with certain suppliers even further, and 

try to generate mutually beneficial partnerships. The logistics suppliers are some-

what networking together, at least comparing their incomes, and this opens oppor-

tunities for creating a cooperation between the suppliers, not just between Vapo Oy 

and a supplier. With this kind of arrangement the suppliers could appoint one person 

from their respective companies as a spokesperson to handle the negotiations. This 
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would save a lot of time for Vapo Oy employees by having to negotiate and discuss 

with only one entrepreneur instead of all of them. 

Loadings, product purchases, fixed products and raw materials are clearly located in 

the bottleneck quadrant in the portfolio analysis. The risk rate is high due to the fact 

that most of the items are related to peat production, where the already operating 

contractors are doing the services and the goods are bought from the existing peat 

production sites (e.g. peat and woodchips raw materials). One solution is to accept 

the dependency on certain suppliers and make sure that these goods and services 

are available when needed for avoiding operational bottlenecks. Another solution is 

to decrease the dependency by trying to find new suppliers, and if new suppliers 

cannot be found, the goods and service should be changed into more standardized 

items. For example, making contractor contracts in a way that they do not handle the 

loadings, and instead Vapo Oy uses other third-party logistics providers for handling 

the loadings. 

Contractor responsibilities 

The job responsibilities of contractors should be divided into smaller pieces. Like told 

earlier in chapter purchasing processes, the contractors get paid a calculated overall 

sum from the services they are doing. If Vapo Oy would divide the tasks and pay dif-

ferent prices for each task it would help the contractors to perceive what tasks are 

important and they would not treat one or two tasks as main responsibility and other 

tasks as extra jobs which are done without bigger input. For example, a contractor 

would have a different price for doing excavations or building roads. In addition, the 

monitoring of contractor tasks would get easier and from a purchasing point of view 

it could be more easily be seen in what tasks are the money put into in contractor 

services. 
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Third-party logistics 

In 2010 Vapo Oy had 110 transport vehicles operating the whole year from 10 – 11 

months (65 entrepreneurs) and 87 transport vehicles operating 5 – 8 months a year 

hired for seasonal peaks (60 entrepreneurs). In addition, there were a bit over 100 so 

called gig vehicles, which are contract entrepreneurs’ spare vehicles or occasional 

entrepreneurs, driving biofuels when the contract vehicles could not handle the en-

tire work load. In overall, the gig vehicle costs more and that is why there is too many 

of them and the number should be reduced. Mainly the excess of gig vehicles is be-

cause it is almost impossible to forecast the yearly transports because it cannot be 

known if the winter is going to be cold enough to sell a lot of peat or if the summer is 

going to be warm enough to produce a lot of peat. Basically the situation is that Vapo 

Oy should find and hire more contract entrepreneurs to lower the costs of transports 

and even though this task is hard and time taking an additional study should be per-

formed. 

Purchasing instructions 

Vapo Oy has not updated their procurement instructions or performed purchasing 

education for employees after the last purchasing project in 2010. Mainly this is be-

cause the employee carrying out the project, who was supposed to start educating 

workers, was appointed to different work tasks. Education for purchasing is needed 

for improving the buyers’ know-how and it is necessary for the field workers so that 

they do the purchases or call-offs through proper channels and from the right suppli-

ers. The procurement instructions that are applied at the moment are way too uni-

versal and do not restrict or give proper guidelines for the buyers and because the 

instructions are universally too applicable, they are encouraging the buyers to do the 

purchasing in the easiest way, not the best way. 
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Supplier networks 

Nationwide contracts are made and the information goes forward inside the business 

areas, e.g. from peat production to peat production preparation, but it is not neces-

sarily transmitted on the corporation level. This information flow is much related to 

the change of the ERP system, because now the contracts are in the Notes database 

all separately under a certain business area and DAX could provide having the con-

tracts under certain supplier information. This is one point that could be improved 

and explored to get the best possible negotiation power (corporation wide contracts) 

and to make the information more available. One solution could be that there is only 

one buyer in whole Vapo Oy negotiating and making a contract for a certain product 

or with a certain supplier. This way there would only be only a small amount of sup-

pliers where some needed goods or services could be bought. 

 

6.2 Recommendations 

One of the first steps in getting better control over the purchases would be hiring a 

purchasing director. Like told in the previous chapter the director should be working 

closely with other biofuels directors and managers to keep track of all the purchases. 

A purchasing director could be even working at a corporation level, not just in biofu-

els, to keep track of all purchases in Vapo Oy and create purchasing strategies which 

would be aligned throughout Finland. The purchasing director should be hired out-

side the company rather than appointing one from the Vapo Oy employees, to get a 

new perspective and an unbiased attitude toward the purchases. 
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To make it faster, easier and less effortless to follow up the purchases and for the 

work of this project not to go to waste, Vapo Oy should add functions to their pro-

grams, for example, an additional column in DAX like described in the previous chap-

ter. In addition, Vapo Oy should create indicators for how to measure the perfor-

mance of organizational dimensions and try to improve the other three performance 

dimensions. Simple enquiries could be introduced to the buyers and employees that 

are associated with purchases. An employee or a small group should be appointed to 

study and analyze the enquiries or even all of the performance indicators to find the 

performance level of the staff related to the purchasing activities. An example of a 

performance indicator could be how much time people are using in purchasing func-

tions. 

There should be an attempt to standardize some of the items located in the bottle-

neck quadrant to make the supply risk lower and Vapo Oy not to be so dependent on 

the suppliers who supply products which can create operational bottlenecks. Vapo 

Oy should also divide the contractor responsibilities into pieces so that it would be a 

lot easier to see in what contractor services most of the money is spent. An example 

of this is that now Vapo Oy is spending about x million euros on preparation for con-

tractors and the bills are stating what work the contractor has done but if the con-

tractor has many tasks they are paid a solid wage and they do not get paid according 

to the task type. Now it is hard to find out whether Vapo Oy is paying too much for a 

certain easy but time taking task and this is why the task types should be divided. 
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7 CONCLUSION 

 

Procurement is an important field in businesses nowadays and purchasing functions 

should be continuously questioned and improved for a company to prosper and gain 

cost savings. Purchasing should not only be an individual field of buying, it should be 

dealt with as part of the bigger picture of managing the supply chain because the 

purchasing activities have a big impact on the supply chain and on other related 

fields. 

Vapo’s purchasing, as mentioned earlier, is organized and the purchasing responsibil-

ities are divided according to the business activities and the purchasing types. The 

purchasing project’s original objective was to determine a biofuels centralized pur-

chasing operation model and set up an aim for cost savings and increased working 

capital. The thesis objective was to study and analyze the purchasing of Vapo Biofu-

els and report the findings to support and give information to the project. The objec-

tive of the thesis remained the same throughout the whole project but the objective 

of the project changed from finding the operation of centralized purchasing model 

more to improving the all-round purchasing functions. 

The study in the thesis shows that Vapo Oy is actually improving their purchasing all 

the time by improving their cash flow problems by negotiating better prices and 

longer payment terms. The biggest problem is that Vapo Oy is concentrating more on 

improving the practical and operational level purchasing instead of trying to create 

higher level purchasing strategies at a Biofuels business area level or even corporate 

level which would be a lot more beneficial for the company in the long run. A wanted 
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desire for the purchasing project is that it does not end up as the old project that the 

purchasing is studied but the study remains incomplete and the benefits from the 

project stays minimal. 

The aim of the thesis was to find answers to questions what is the current state of 

procurement in biofuels, how the purchasing processes are like and how is the pur-

chasing organized. The thesis gives good and solid answers to all of these questions 

throughout the whole thesis. Basically the research questions are related to mapping 

out the current state of Vapo Biofuels purchases and the thesis is providing addition-

al information by studying and analyzing the findings and suggesting improvement 

ideas and recommendations. The recommendations are given a proper thought and 

they are created with a critical mindset that the actions are lucrative. 

Some of the improvement ideas presented in the thesis are quite simple to execute, 

for example, hiring a purchasing professional to manage the biofuels or corporate 

level purchases, and ideas should be more closely examined and considered. Most of 

the improvement ideas are based on the studied data and interviews. The ideas are 

not biased on how the employees think the things should be done, to avoid personal 

gains, and they are overseen with critical views.  Vapo Oy can determine which of the 

ideas are best and easiest ones to execute and simply start implementing them as 

soon as possible by introducing and training the staff in a new way of buying. 
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APPENDICES 

Appendix 1. Product codes and labels 
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Appendix 2. Creating supply risk rates 
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Appendix 3. Vapo Oy Biofuels buyers 

 



   87 

 

 

Appendix 4. Basic production purchasing process of Vapo Oy 

 

Appendix 5. Screenshot of ERP System DAX 

 


