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EVALUATION OF PURCHASING PRACTICE
AT AAUCC

Abstract

The objective of this research is to critically evaluate the
purchasing practice at AAUCC. It was conducted in a bid to find
viable solution for the prevailing inefficient and delayed
purchasing practices. To this end, the researcher have gathered
data from primary sources using questionnaire, interview and
personal observations; and referred secondary sources including
purchasing manuals and various documents related to
purchasing in AAUCC. SPSS soft ware was applied to present and
analyze the data gathered from 40 respondents. The major
findings of the study indicate that the purchasing function is
inefficient and is not given proper attention by the management.
Based on the findings the researcher recommended the
purchasing function should be improved utilizing systematic
ways of handling purchases and providing managerial proper

attention and follow up for the unit.
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CHAPTER ONE: INTRODUCTION
1.1  Background of the Study
In Addis Ababa University College of Commerce (AAUCC) 8-10 million birr budget is allocated
for purchasing every year, which is more than 75% of the total budget. Since AAUCC is a
federal government institution its budget is allocated and approved by Ministry of finance and
economic development through AAU. The college is responsible to implement the purchases

according to the federal government purchasing guidelines and manual.

The huge amount of budget allocated for purchasing and the strict government regulations and
procedures demand careful purchasing management. The purchasing process involves various
steps: the purchase requisite might originate from users (academic or administrative staff) or
property section, the property section collects and summarizes the purchase requisite and
presents for the general services head shall for verification, when the purchase should be done
through auction bid document shall be prepared by technical committee and the invitation shall
be announced. Then bid evaluation committee shall evaluate the bid documents and select the
winner based on price and quality and presents recommendation for final approval to the dean.
The winner shall be given purchase order and will deliver the items to the property section. If the
items are technical like computers, technical committee shall check the conformance of the
delivery to the specification.

There are various categories of items purchased in the college having different levels of
importance and budget implication. The major categories are: education and duplication
materials, stationeries &office supplies, computers and accessories, teaching aids (like OHP,

LCD), staff uniform, sanitary supplies, books, maintenance expenses, building rent and other

AAU: FBE
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operating expenses. The largest portion of the budget is allocated for educational supplies, major
purchases under this category includes duplication papers and ink, computers and accessories,
teaching aids and white boards markers and the like. These critical items consume around 40%
of the purchasing budget. Next major expense is for buildings rent expense followed by
maintenances, consuming 30% and 12% respectively. All the other purchases together amount

around 18%.

Since purchasing is consuming substantially large budget its management requires considerable
attention. Whereas observing the purchasing practice in the college one can realize the
importance for thorough analysis and fundamental improvements so that the function plays

valuable role for the efficient and effective accomplishment of the college's mission.

This study tries to evaluate the purchasing practice by focusing on the most critical items since

they have important implication on the budget and on the operation of the college.

1.2 Statement of the Problem
Purchasing plays a key role for the attainment of organizational objectives by providing right
quality of inputs for users at the right time and cost. However the purchasing department of

AAUCKC is not playing this role effectively.

The preliminary investigation revealed that, there are various instances of items purchased don't
match with items requested (wrong quality); purchases are excessively delayed (wrong timing);

the purchasing process takes too long resulting in additional cost due to inflation, suppliers stock

AAU: FBE
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out items, user department work hindered, items become obsolete and accessories will not be

available anymore. Further it is becoming obstacle for the organizations goal attainment.

This paper intends to clearly identify the causes of the inefficient purchasing, assess the

consequences and try to recommend possible solutions.

1.3 Objective of the Study
This study aims at critically reviewing the purchasing procedure of AAUCC, assessing the
variables that influence its efficiency and examine the implication of the prevalent purchasing

practice on institutional performance.

Further, the study attempts to come up with viable and efficient ways of performing the
purchasing function.
To this end, the following sub objects are set:

1. Examine the steps involved in the purchasing process and assess their importance

2. Scrutinize the purchasing policy guidelines and manuals

3. Identify the merits and drawbacks of the purchasing policy, guidelines and manuals

4. Ascertain criteria used to select among suppliers

5. Identify the major items and their related cost

6. Assess mechanisms used to evaluate the performance of purchasing staff

7. Know if there are incentive to encourage efficient and prompt purchases

8. Make viable recommendations to improve the purchasing management

AAU: FBE
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To address the stated objectives the following basic research questions were raised and attempt

was made to answer the;

1.

What are the steps involved in the purchasing process and how do they affect efficient
purchasing practice?

What are the impacts of the purchasing policy and manual on efficient purchasing
practice?

How 1s the purchasing function organized at AAUCC and what are its basic
objectives?

What the management is doing to assure purchasing is practiced in accordance with
the 5R’s principles of purchasing?

What different types of purchases are practiced and which are the critical ones?

What are the criteria used to select suppliers?

Who are the parties involved in the purchasing process and what are their roles?

What mechanisms are used to follow up purchases and motivate efficient purchasing?

What are users’ opinions towards the purchasing practice of AAUCC?

1.4 Significance of the Study

This study is believed to help for the clear understanding of the reasons behind inefficient

purchasing practice and its implications on the accomplishment of AAUCC mission. Further

through the thorough analysis the paper is believed to discover and recommend mechanisms for

viable and efficient purchasing, which would help to save significant amount of public resource

that other wise would be wasted.

The study shall also be a useful input for further research on the area.

AAU: FBE
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1.5 Scope of the Study
The focus of this paper is the purchasing management of Addis Ababa University College of
Commerce. The time period for the analysis is 2003- 2006. In order to clearly analyze trends

regularly purchased and critically important items were given more emphasis.

1.6 Research Methodology

Both primary and secondary data were used in the study.

The primary data collection includes: conducting interview with general services head (who is
directly responsible to oversee purchasing activities) and purchasing & materials handling staff;
distributing questionnaires to 45 academic and administrative staff which would constitute
22.5% of the AAUCC staff, using quota sampling method. Quota sampling is preferred to secure
equal representation of all departments. Also personal observation of the purchasing process is

used.

Secondary data are gathered by reviewing various purchasing documents; and federal
government purchasing manual. For comprehensive coverage of the subject matter researches on
the area were examined and books, journal and Internet resources were reviewed.

Data were analyzed using descriptive statistics applying SPSS soft ware program.

AAU: FBE
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1.7 Organization of the Paper

This paper is organized in four Chapters.

The First Chapter presents the research proposal, briefly stating the research problem and
mentioning the purpose of the study also it presents the research methodology.

The Second Chapter examines related researches and review relevant literature.

In the Third Chapter data are presented and analyzed.

The last Chapter deals with summarizing the findings and recommending solutions.

AAU: FBE
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CHAPTER TWO: LITERATURE REVIEW

2.1. Overview of Theoretical Discussion

2.1.1 Introduction

In order to manage organizations effectively and efficiently every functions of the firm shall
be given due considerations. Particularly those functions of the organization taking significant
portion of the budget rather require preferential attention. Purchasing is one of the major
functions of a given organization in most cases; more than 50% of organizations' budget is
spent on purchase of materials and various services. Thus considerable attention given to

purchasing would have payoff.

As we approach the twenty first century, the materials function will continue to assume
increasing importance in the nations of the industrialized world. So, all mangers should

understand the general concepts and problems in purchasing and managing materials.

Purchasing is one of the basic functions common to all types of business enterprises. It is
basic because no business can operate without it. Thus, the success of a business
enterprise depends on the purchasing executive as it does on the executives who

administer the other function of business.

AAU: FBE
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2.1.2 Definition

It is very difficult to list all the definitions of purchasing but some of the purchasing
definitions are "Purchasing is the activity responsible for getting the \ right material to the
right place, at the right time, in the right quantity, at the right price” (Herel , Encyclopedia

1996:994) .

Purchasing refers to a function in business whereby the enterprise obtains the inputs for
what it produces, as well as other goods and services it requires. Purchasing is one of the
basic functions common to all types of business enterprise. These functions are basic,

because no business can operate without, them (Dobler 1984 : 327).

Purchasing is the responsibility of buying the kinds and quantities of materials
authorized by the requisitions issued by production scheduling, inventory control,
engineering, maintenance and other department of function requiring materials

(Leenders, ,1989: 25).

In general purchasing can be defined as acquisition of required materials, services and
equipment used in the operation of an organization. It is one of the basic functions
common to all types of business enterprise. In order to fulfill the basic responsibility of
optimizing company profit, all business functions must mesh into a unified whole.

In most business organizations the Purchasing Department and the purchasing function

are taken as one and the same. There is a distinction between the purchasing function

AAU: FBE
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and the Purchasing Department. The department is a unit of a firm whose duties include

some part or all of the purchasing function.

The purchasing function is usually performed economically and efficiently by a
specialized, Centralized Purchasing Department, directed by a skilled purchasing manger.
But the purchasing function does not have to be performed in such a manner. In practice

it is sometimes performed by any member of different executives or departments.

2.1.3 Major tasks of purchasing
"Purchasing in broader terms involves determine the need, selecting the supplier, arriving at

proper price, terms and conditions, issuing the contract or order, and following up to ensure

proper delivery" (Alijan, 1975:270).

Major types of purchasing activities carried by a typical Purchasing Department of a
given organization include:

i.  Coordination with user department to identify purchase needs

ii. Doing traditional buying

iii. Discussion with sales representatives

iv. Identification of potential suppliers

v.  Conduct market studies for important materials

vi. Negotiation with potential suppliers

vii. Analysis of proposals

AAU: FBE
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viii. Selection of suppliers
ix. Issuance of purchase orders
Xx.  Administration of purchase contracts and resolution of related problems

xi. Maintenance of a variety of purchase records

"In simple terms the basic element involves in performing the purchasing function are
obtaining the proper equipment, material supplier and service in the right quality, in the right

quantity, at the right price and from' the right source" ( Alijan, 1973: 1 -3).

It 1s a supplies management function that covers the acquisitions stage of supplies from
receipt of the 'motice of need' to the final clearance of the invoice including negotiation,
placing purchase orders, chasing delivery, recording purchases, clearing price checks on the

invoices related to purchases.

2.1.4 Purchasing department responsibilities
Purchasing is one of the basic functions of a given organization shouldering the following
major responsibilities.
1. Provide an uninterrupted flow of materials, supplies, and services required to operate the
organization.
2. Keep inventory investment and loss at a minimum
3. Maintain adequate quality standards
4. Find or develop competent vendors

5. Standardize where possible, the items bought

AAU: FBE
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6. Purchases required items and service at lowest ultimate price

7. Improve the organizations competitive position.

8. Achieve harmonious, productive working relation ships with other departments with in the
organization.

9. Accomplish the purchasing objectives at the lowest possible level of administrative costs

(Leenders, 1989: 26).

2.1.5 Objectives of Purchasing

The objectives of purchasing can be classified into three levels including: general managerial
level objectives, functional level objectives and detail / operational level objectives (Dobler,

1996:43).

2.1.5.1 General Managerial Level Objectives

"The standard statement of the overall objectives of the purchasing function is that it should
obtain the right materials in the right quantity, for delivery at the right time and place, from
the right source with the right service {after and before sale) and the right price " (Leenders,

1989:24).

From the top managerial perspective, purchasing has the following objectives, which can be

explained in terms of the 5R's of purchasing.

I -Right quality -quality is defined as simply 'fitness for purpose' or the British standard
institution defines "the totality of features and characteristics of a production or service that

bear on its ability to satisfy a given need" (Nair, 1990: 125).

AAU: FBE
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In meeting, this objective purchasing must select items, which have sufficiently quality to fit
users requirements and specifications. The term quality as used in the field of purchasing
carries quite a different meaning than the meaning that we usually associated with this word.
In common usage, it refers to the excellent features of the subject, "The right quality is the

suitable of an item for a given purpose" (Nair, 1990: 125).

I1. Right quantity -The right quantity is more relevant to the purchase of consumables or parts
or assemblies for manufacturing than for project buying. Fulfilling these objectives will
enable to provide a continuous and uninterrupted material at the minimum cost. In most
organization the decision of how much to purchase is more important by the close relationship
of purchases quantity and schedule use. (Parson, 1982:25)

The decision of how much to acquire follows clarification of what is acquired. Therefore
before making decision considering factors that complicate that quantity decisions are

essential, including:

e The larger the quantity is the lower the unit price.

e The larger the quantity the higher the storage costs

e The larger the quantity is the higher the risk of damage.

e The larger the quantity the higher the cost of items in storage

e The larger the quantity the fewer orders that will be place and hence the lower the

ordering cost.

IIL. Right price -A traditional purchasing objective is to obtain the lowest possible purchase
price. However, the common practice is to obtain the best life cycle price or the lowest total

acquisition cost. "The factor that affect the price of items are quality and quantity required,

AAU: FBE
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urgency of requirements, demand and supply of materials in the market, whether there is
room for competition or not, whether the past business relationship was good or not' strained "

(Parson,1982: 145).

IV. Right time --The delivery of the contracted item to the right place at the right time is an
important procurement function. Proper buying enhances production schedules with out
loading warehouse with excessive inventory and also minimizes the unfavorable effects of
price changes. In case of regularly used or procuring' items, right time may mean the time
when the stock reaches the minimum level adhering the responsibility shared both by the

purchasing unit, and the approving body.

V. Right supplier -the right source is fundamental component or the major purchasing
objectives. Basic information about the number and location of potential suppliers, the nature
of products, prices charged and forecasts of the economic condition can be acquired if we are
to analyze the supply market effectively rather than simply t buy from traditional sources

which may not be competitive.

But there are problems faced by the purchasing units emending securing right and permanent
source of supply. The first problem is identifying potential source of supply, then selecting the
right reliable supplier is also challenging. The most difficult challenge is to secure long-term
relationship with the right supplier because of the dynamic nature of the business environment
and continuous attempt of businesses to make better profit relationship with the right suppliers
might not last long. Hence periodic revision of the status of the relationship and making the

necessary amendments in agreements is required.

AAU: FBE
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2.1.5.2. Functional Level Objectives

The operational (Functional level perspective probes more deeply to. develop a set of
statements that provide practical and useful targets for decision-making purpose. This

perspective contains eight basic objectives:

1. To support company operations with uninterrupted flow of materials and services.

2. To purchase competitively:

It involves keeping a breast of the forces of supply and demand and regulates prices and
availability of materials in the market place. It also involves understanding of the
suppliers cost structure and then negotiate price and service arrangement that are fair

relative to the suppliers actual cost.

3. To keep inventory investment and inventory loss of at a practical minimum.

Maintaining a large inventory is one way to achieve objective one, but it is also costly,
hence the supply management job is to achieve a reasonable balance between the level

of inventory required to support operations and the cost of carrying the inventory.

4. To buy wisely.

Buying wisely involves a continual search for better values that yield the best
combination of quality, service and price relative to buyers' need. It may also involve
coordinating and reconciling user's need with supplier's capabilities, to achieve optional

values considering both Issues.

5. To achieve maximum integration with the other departments of the firm.

AAU: FBE
MBA PROGRAM 14



MBA THESIS EVALUATION OF PURCHASING PRACTICE
AT AAUCC

It is essential to understand the major needs of their using departments, so that these
needs can be translated in to materials support actions. The most common types of
support actions are forecasting future prices and business conditions, performing

economic make or buy analysis etc.

6. To handle the purchasing and supplies management function proactively in a

professional, cost effective manner.

Management should expect the preceding the above objective to be achieving in a
professional manner at a cost that is appropriate with their value to the organization.

7. To develop effective and reliable sources of supply.

Cooperative suppliers that are willing to work with a buyer to help solve the buying
organizations problems and to minimize its materials related costs are valuable

resources.

8. To develop good relationship with the supplier community and good continuing

relationship with potential suppliers.

The achievement of the preceding objective on a continuing basis is 'possible when

mutually satisfactory continuing relationships are maintained (Dobler, 1996:42-44).

2.1.5.3. Detail Level Objectives

At this level precise strategic buying plan are formulated. The focus is on the detailed
objectives that are developed when precise buying plans are made for each of the major

categories of materials the firm uses in its operation. These objectives are produced from the

AAU: FBE
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second level objectives and are applied to fulfill the specific needs associated with each type

of purchase.

The precise set of objectives for each material typically varies because the usage requirement,
the operating conditions and the markets in which each material is purchased usually are
different. These objectives focus on points like quality, sourcing, pricing, production and

inventory planning.

2.1.6. General procedure of purchasing

Procedures used in completing a total transaction normally vary among different types of
purchases and in different organizations. However, purchasing procedures refers to the way in
which a purchase transaction is carried through from its inception to its conclusion. A
purchasing proceeding usually begins with an investigation of new suppliers can be made for

renegotiating contracts with existing suppliers.

The general cycle of activities in purchasing most operating materials and suppliers is fairly

standardized. The following steps constitute the typical purchasing procedures.

1. Organizing of purchase requisition.

The need for a purchase typically originates in one of a firm operating departments or in its
inventory control section. It is a stimulus for purchaser to initiate purchasing. The essential
information which requisition should contain includes a description of the material; quantity,

date required; estimated unit cost; the date; an authorized signature.

AAU: FBE
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2. Verification of purchase requisition.

The purchasing department verifies whether the requisition is appropriately filled or not.

3. Evaluation and selection of the supplier.

As soon as the need has been established and precisely describe, the buyer begins an
investigation of the market to identify potential source of supply. In the case of routine items
for which supplier relationship have already been developed, little additional investing may be
required to select a good source on the other hand the purchase of high-value or new item may
require lengthy investigation of potential suppliers to make a decision about the most

desirable supplier.

4. Preparation of purchase order.

Once a supplier has been selected the purchasing department prepares and issues a serially
numbered purchase order. In most cases the cases the purchase order becomes a legal contract
document. For this and other reasons the buyer in preparing and wording the order should

take great care.

5. Follow up

Also called expediting, purchasing bears full responsibility for and order until the material is
received and accepted. When there is a reasonable chance that the supplier may not stay on
schedule important orders with critical delivery date should receive active follow-up attention.
There may be a need to speed up (expedite) or even delay (de-expedite) delivery if the buyers

timing requirements under go unexpected changes.

AAU: FBE
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6. Receiving and Inspection

The supplier ships materials with the packing slip, which itemizes and describes the contents
of the shipments. The receiving clerk uses this packing slip in conjunction with his/her copy

of the purchase order to verify that the correct material has been received.

7. Payment

The typical procedure involved is a simultaneous of the purchase order, the receiving report
and the invoice. By checking the receiving report against the purchase order, the purchaser
determines whether the quantity and type of material ordered was in fact received. Then by

comparing the invoice with the purchase order and received.

8. Evaluating the purchasing performance

Purchasers need to evaluate whether the materials purchase from the supplier have satisfied
the need of the users. This evaluation will help whether to consider the supplier next time.
The specific procedures employed by each should be designed to meet the unique needs of
that firm. Properly designed procedures should accomplish four objectives according to

Dobler . These are:-

i.  Fulfill each task satisfactorily with minimum of time, effort and proper
work.
ii.  Effectively communicates and coordinate the efforts of one work group with
another.
iii.  Minimize overlapping effort and group conflicts.

iv. Permit effective management by exception (Dobler, 1996:89).
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2.1.7. Purchasing policy

"A policy is a statement that describes in very general terms may intend course of action"

(Ibid:45)

If policies are to function effectively, it is imperative that they be placed in written form. A
purchasing policy manual typically has two distinct sections, one containing company policies
which spells out in unmistakable terms the responsibility and authority at all departments, and
the other containing department policies which inform personnel of the expected patterns of
conduct for major buying activities and for relations with suppliers. The purchasing policies
should be clearly communicated to the staff and other stakeholders. Medias for
communicating this information to the company employee can be published regulation,

Company informational booklet and departmental manuals (Alijan, 1973:2-31).

Purchasing policy places the authority and responsibly for purchasing in the purchasing
department. Every transaction between a buyer and seller involving the transfer to property is
a contract. From the beginning to the completion of a transaction' between a buyer and seller
many problems are involved and the paper handling of these and the administering of the
business' features connected with them are vital factors in the successful operation of the
company. For this reasons, the authority and responsibility of purchasing rests with the

purchasing department.

The purchasing department is responsible to establish and administer purchasing policies,

institute reports necessary to permit analysis of purchasing performance, negotiate and
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approve term contracts, analyze prices, paid for materials and generally define how to obtain
saving and to co-ordinate purchasing procedures (Westing, 1985:2 -3).

The specific style, format and contents of purchasing policy manuals vary widely. What is
important is that all major policies and operating procedures be communicated in writing.

They must be stated in simple and unambiguously words in a manual that is easy to use.

2.2 Critical Review of Related Literatures
This section presents the assessment of research papers written in purchasing area. The following
six papers are selected because of their recency and because they discuss purchasing problems in

public enterprises in Ethiopia, thus would relate to the study.

1. Local purchasing management problems: the case of Almeda ( Mehari:2006)

2. Evaluating the purchasing procedure in Ethiopian Grain Trade Enterprise ( Biruk:2006)
3. Purchasing management in Commercial printing enterprise ( Getachew: 2006)

4. Purchasing Practice problems in Addis Modjo edible oil factory ( Tewodros: 2006)

5. Purchasing Management in Customs authority (Abera:2006)

6. Foreign purchasing in EEPCO( Mengistu:2006)

2.2.1 Local purchasing management problems: the case of Almeda textile
This is a senior essay prepared by Mehari Mursue and presented to AAUCC procurement and

supplies management department.
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Research problems
The research paper discusses a number of problems including poor quality raw material,
unavailability of competent and reliable suppliers, shortage of skilled manpower and absence of

a purchasing plan hindering effective and efficient purchasing practices.

Research objectives
The research objectives listed in the paper includes analyzing the purchasing process, analyzing
the suppliers qualification and selection and examining the level of coordination between

purchasing and other units.

Findings

The research findings show that suppliers are selected using multiple criteria, which includes
price, quality, supplier reliability and delivery promises. Also the list of permanent suppliers is
given with out any comment about their competence.

Another finding is that the company is using both centralized and decentralized purchasing

process.

Recommendations
The researcher recommends the company should use least price criteria to address poor quality
purchase problems.

And the use of purchasing plan is suggested to enhance the purchasing process.

Comments
i.  The research paper presents poor quality of inputs as a purchasing problem, which is hard
to accept since Ethiopia is one of the producers of finest cotton in the world and the

company is established near to the cotton plantations.

AAU: FBE
MBA PROGRAM 21



MBA THESIS EVALUATION OF PURCHASING PRACTICE
AT AAUCC

ii.  And the claim, that the company lacks reliable and competent suppliers is falsified by its
own while listing the suppliers' name but any information or evidence about the
incompetence of suppliers is not discussed.

iii.  The problem of unskilled manpower is not discussed in the analysis part.

iv.  Although analyzing the coordination of purchasing with other units is stated as one of the
objectives neither its impact on purchasing efficiency is discussed nor any finding about
the issue is mentioned.

v.  The discussion about the use of both centralized and decentralized purchasing isn't
synchronized with research problem and objectives.

vi.  The recommendation given to use least price suppliers' selection criteria to enhance
quality purchase is not valid since least price normally compromises quality.

vii.  The paper presents acceptable recommendation on the importance of management

support for efficient and prompt purchasing practice.

2.2.2 Evaluating the Purchasing Procedure in Ethiopian Grain Trade Enterprise

This is a senior essay by Biruk Assefa and presented to AAUCC procurement and supplies

management department.

Research problems
The paper discusses problems impeding efficient purchasing practice in the organization. The

main problems in the enterprise are poor quality of grain purchases, suppliers deceiving
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purchasers, continuous price fluctuations, unclear purchasing procedures and incompetent

purchasing staff.

Research objectives
The paper presents a general research objective analyzing the purchasing procedures and

understanding the relationship between purchasing and other units of the organization.

Findings

The research findings show that the poor quality of grain is attributable to the fact that no
technical specifications are given to purchasers and disloyal act of suppliers. The paper discusses
unreliable suppliers are causes of inefficient purchasing since the enterprise has no permanent
source of supply.

Further the problem of unclear purchasing procedure is mentioned as a research finding.

Recommendations

Recommendations are given by the researcher to lessen the said problems. Thus developing a
clear purchasing procedure is recommended for speedy purchasing process. Also development of
specification for purchases and training the purchasers on the application of specification is

recommended.

Comments
i.  Although the problem of unreliable and disloyal suppliers is presented as the critical
problem possible ways of solving this problem are not suggested.

ii.  The consequence of having unskilled manpower is not mentioned in the findings part.
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iii.  The finding restates the existence of unclear purchasing procedure, which was
predetermined in the statement of the problem but fails to discuss its implication on
purchasing performance.

iv.  The paper gives viable information about not only the need to have purchasing procedure
but also the importance of communicating it to the concerned staff to enhance efficient

purchasing practice.

2.2.3 Purchasing Management in Commercial Printing Enterprise
Research paper prepared by Getachew Zeleke and presented to AAUCC purchasing department
as partial fulfillment for the requirement of BA degree in procurement and supplies

management.

Research problems
The discussion of the research problems states the prevalence of wrong, poor quality and delayed
purchases critical hindrances effective purchasing performance. Further the minimal emphasis

given by management for the function excaudate the problem.

Research objectives

The research objectives include analyzing the purchasing procedure, exploring management
support and organizational structure and identifying the effects of organizational structure on
purchasing performance. Additionally learning how purchases are being expedited and finding

out about the purchasing plan of the organization are mentioned as research objectives.
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Findings
The paper details a number of findings, which explain the reason behind the critical problems.
The list includes;
e There is no sound and strong relationship with suppliers
e Purchases are not properly planned, implemented and expedited
e The purchasing procedure is out dated and can't serve the current purchasing
requirements

e The absence of clear specification of items

Recommendations
Viable recommendations are propped by the researchers to improve the purchasing performance.
Consequently the need for improved and strong relationship with suppliers is suggested. Besides

this, the management is suggested to have effective plan and follow up system for purchasing.

Further the paper proposes that the order processing system should be revised to meet current

purchasing needs.

Comments

1. The research objectives are not directly organized under the critical problems.

ii.  Even though the findings show wrong purchases resulted from lack of clear
specifications, the paper declined to propose on the importance of having
specifications.

iii.  The management is blamed for not providing sufficient support for purchasing but

the nature of support management is required to forward is not presented in detail.
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iv.  The paper has investigated thoroughly and presented the root causes of
purchasing problems.
v. The findings have synchronization with the research problems and

recommendations are viable.

2.2.4 Purchasing Practice Problems in Addis Modjo Edible Oil Factory
A senior essay prepared by Tewodros Walelgne and presented to AAUCC procurement and

supplies management department.

Research problem
The paper presents a list of problems adversely influencing the company's purchasing
performance. The major challenges are continuous price fluctuations in the supply market,

shortage of raw materials, poor quality purchases, delayed purchases and unreliable suppliers.

Research objectives
To address the above stated problems the researcher developed research objectives, which are
analyzing the effects of purchasing on organizational performance, analyzing the purchasing

process and learn about source of supply.

Findings
The research findings present list of problems that contributed for the poor purchasing

performance. The list includes the following;

e The absence of permanent suppliers is related to unreliable source of supply, which is

bringing poor quality purchases.
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* The existence of weak relationship between purchasing and other departments together
with unskilled purchasing staff is delaying purchases.

e The least price selection criteria the company is currently using are bringing poor quality
materials.

e Inefficient purchasing is causing price fluctuation of inputs.

Recommendations

Based on the analysis made the paper recommends solutions presumed to alleviate the
challenges. The researcher proposes further research on the area to come up with viable
solutions. Besides this, employing skilled manpower, and establishing permanent source of

supply are recommended.

Comments
i.  Even though the major objective of the research is stated as analyzing the effects of

purchasing on organizational performance neither the findings nor the recommendation
address this objective.

ii.  The paper presents as though inefficiency of purchasing is causing input price fluctuation
when normally the reverse is true.

iii.  Also it is arguable that whether it is the price fluctuation causing purchasing inefficiency
or other multiple factors contributed for this.

iv.  Even if the research finding show that least price criteria might contributed for poor
quality purchases, the recommendation not to use the criteria is not acceptable since it

doesn't show any better substitute criteria.
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v.  The recommendation to have permanent suppliers neither discusses the benefit of having
them nor mentions how to establish the relationship.
vi.  The paper explored the root causes behind poor purchasing performance nevertheless it

failed to suggest viable solutions to alleviate the challenges.

2.2.5 Purchasing Management in Customs Authority
A Senior essay Prepared by Abera Sinshaw and presented to AAUCC procurement and supplies

management department.

Research problems
The problem statement presents the major challenges that purchasing department is facing these

are poor implementation of purchases and purchase of sub standard items.

Research objectives
To address the above major problems research objectives are set. Accordingly the focus of the
research would be on analysis of the purchasing procedures, manual and follow up and analysis

of suppliers' qualification and selection.

Findings

The research findings illustrate that the prevalence least price criteria and absence of permanent
suppliers are bringing sub standard items.

Further due to minimal attention given by the management purchases are not evaluated and there
is no effective follow up system. On the top of this, there is shortage of skilled manpower and all

these factors have their own contribution for the poor implementation of purchases.
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Recommendations
The solutions suggested by the researcher to solve the stated problems are using multiple
selection criteria like quality, price reliability delivery speed etc.; providing training for

purchasing staff and assign qualified workers and develop clear organizational structure.

Comments
i.  The recommendation made to develop clear organizational structure is not supported
by the research findings and no comment is given how the existing structure is
hindering purchasing performance or how the improved one might facilitate the task.
ii.  The paper doesn't suggest how the absence of permanent suppliers is bringing sub
standard items nor it discusses how to overcome the problem.
iii.  The paper provided practical suggestion to improve purchase implementation through

acquiring skilled purchasing staff.

2.2.6 Foreign purchasing in Ethiopian Electric Power Corporation (EEPCO)

This is a senior essay prepared by Mengistu Debelo and presented to AAUCC procurement and

supplies management department.

Research problems
The two major problems impeding foreign purchasing practice of EEPCO are stated as delayed

purchases and communication gap between purchasing and other units of the organization.

AAU: FBE
MBA PROGRAM 29



MBA THESIS EVALUATION OF PURCHASING PRACTICE
AT AAUCC

Research objectives
The paper stated two objectives to pursue, which are analyzing the purchasing manual and

procedure and analyzing the level of support given by management to the purchasing function.

Findings

The research findings show that the foreign purchasing manual has limitations to serve the
complex nature of the job since it is out dated. The follow up system is not effective to expedite
foreign purchase. Further the absence of skilled manpower in the area is causing inefficient

purchase.

Recommendations
The paper proposes that the foreign purchasing manual and the procedure should be revised to
meet with the current requirements of the job. The need for training the staff and assigning

skilled manpower and the importance of introducing modern follow up techniques are proposed.

Comments
i.  The recommendation to revise outdated manual is acceptable nonetheless the relationship
between the communication gap and the manual is not discussed and how the revised
manual would bridge the communication gap is not addressed.
ii.  The suggestion to implement modern follow up techniques doesn't discuss the feature and

benefits of the technique.

Summary
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Through the scrutiny on the related literatures and comparison made with the theoretical
discussion we can understand the following.

1. Purchasing is becoming the area of concern for academic researchers in recent years; this
might be attributed to the initiation of purchasing and related fields of studies in
government and private higher education institutions.

ii.  The researches show the prevalent gap between theoretical discussions in purchasing and
the practical aspect. The basic principles of purchasing i.e. the FIVE RIGHTS are not
given much attention in practice.

iii.  The existence of common problems in purchasing area includes:

a. Lack of skilled manpower

b. Minimal management attention for the function

c. Unreliability of suppliers and absence of permanent and strong relationship with
suppliers

d. Out dated and ineffective purchasing procedures and manuals

e. Wide use of least price suppliers selection criteria compromising quality

f.  Wrong quality purchases are frequently practiced

g. Delayed purchases are common

iv.  The researchers; to enhance efficient and effective purchasing, suggest viable
recommendations, which includes:

a. The need for employment of skilled manpower in the area
b. The importance of substantial management attention for the effective and efficient

purchasing
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The need for establishment of strong and long term relationship with reliable
suppliers

The need for revision of purchasing procedures, and manuals and for clear
communication of the same with the concerned staff

The importance of incorporating multiple criteria in selecting suppliers so that

effective and efficient purchases would be practiced
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CHAPTER THREE: DATA PRESENTATION, ANALYSIS AND INTERPRETATION

3.1. Examining Types of Purchasing at AAUCC

To gather data both primary and secondary sources of information were used. The primary
sources include data gathered by distributing questionnaire to AAUCC staff, interview conducted
with general services head (who is directly responsible to oversee purchasing activities) and
interview conducted with the purchasing staff. Further personal observation of the purchasing

procedure was done.

Thorough analysis of various documents and personal observation of the researcher revealed that
the purchasing function of AAUCC is organized as a unit reporting to general services head (see
organization chart) the purchasing unit has a head and two purchasers none of the members in
the unit are graduates in related studies except a purchaser who is a student of purchasing and
supplies management. The staff had short term (two weeks or less) training in purchasing and
two years or less experience.
In AAUCC there are five different types of purchases each having particular situations to be
applied and list of requirements to be met while being applied?
The types of purchases are:

1. Open bid

2. Purchase made by invitation for interest

3. Closed bid

4. Purchase made by invitation for quotation /Performa invoice/

5. Purchase from a single supplier
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1. Open bid — A type of purchase, which is applied with the following requirements:

1. The invitation for bid must be announced on the media and
published on news paper.

1. The announcement must clearly state important information like the
purchasing institute name, location, the items to be purchased,
where and when to collect and return bid documents, the bid bond
amount, the time and place for the auction to take place etc.

1il. Purchases costing 40,000 or more shall be made through open bid.

2. Purchase made through invitation for interest - This type of purchase is used for
purchase of consultant services. The process involves: first, announcement would be
made for suppliers to present their terms of references and show their interest; then a
standard format developed by purchasing agency will be used to guide those suppliers

who showed interest to participate in the auction.

3. Closed bid — A type of purchase which invites only selected suppliers to participate in

the auction.

4. Purchase made through invitation for quotation of price /Performa invoice/
In this type of purchase, first the purchasers collect at least three quotations for price
/perform invoice/ from different suppliers in a sealed envelop then envelop will be
opened by the purchasing head and, the one quoted the least price will be selected.

Purchases less than 40000birr, worth can be made by this method.
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5. Purchase made from a single supplier
This type of purchase are made when the followings are satisfied
i. When there already exists a contractual agreement to supply items,
and additional supply of not more than 25% of the original
purchase is required,
ii. And when the additional purchase is needed with in 6 months
period of the conclusion of the original purchase.
iii. When the supplier is the only one to supply the spare parts of the
equipments used by the purchaser
iv. When the supplier is the only manufacturer of the item
The classifications of purchases are made strictly based on federal government purchasing
manual. The manual states the criteria to be used while classifying different types of purchases.
As discussed earlier the purchasing government agency in our case Addis Ababa University
College of Commerce shall abide to the manual and should follow the procedures and

instructions while categorizing a particular purchase and implementing the same.

According to the purchasing head and the purchasing documents, open purchase is the critical
one both in terms of budget consumption and in meeting the operational needs. Since Addis
Ababa University College of Commerce is an academic institution, those items purchased for
direct academic purposes are considered as critically important for operation. In this respect,
education and duplication materials, computers and accessories and stationeries consume the
largest budget and are made through open bid. The detail of budget allocation for different

purchases is present in the annex.
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For different types of purchases there are different steps in the purchasing process. Open

purchase is the one that involves the longest of steps in the process.

3.2 Assessment of the Purchasing Process at AAUCC
The purchasing process in AAUCC involves 19 steps, which includes:
1. Need recognition : the purchasing unit recognizes need for purchase in three ways :
1. When users present purchase requisition
1i. When store demands for replenishment of items in the store or purchase of
immediately requested items

1il. Summarizing annual purchasing plan

2. Verification of purchase requisition: the general services head verifies purchase requests

by checking whether budget is there for the particular purchase.

3. Preparations summary of items to be purchased: The purchasing head prepares list

summarizing the items to be purchased.

4. Bid document preparation: Technique committee will prepare bid document and the
document will be ready with the purchasing manual for bidders.
5. Invitation for the bid: The bid will be announced on a well established news paper having

wide coverage and on other media.
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6. Bidders shall fill the bid document and return

7. Technical committee verifies bid documents: If items are technical like computers and
accessories IT experts shall verify the bid document against the specification.

8. Suppliers’ evaluation: Auction committee evaluates suppliers and selects the winner based
on least price criteria and presents the winner to the dean for approval.

9. The dean approves ,

10. Presentation of purchase order: Head of purchasing presents the purchase order to the
selected supplier.

11. Delivery of items: the supplier delivers the item to store.

12. Quality check : For technical items like computers IT expert will check items against
specification, bid document and purchase order and if items are non technical, quality
committee shall check the items against purchase order and recommends the items to be
accepted.

13. Confirmation for receiving: Administrative vise dean confirms the items shall be accepted
and receiving invoice shall be issued.

14. Issuance of receiving invoice: The store keeper issues receiving invoice to the supplier.
Mostly suppliers deliver the items and leave with out having the receiving invoice since the
process of quality check and confirmation for receiving will take a month or more. Which
means even though the item is in the store users have to wait for a month or so before
collecting the item until receiving invoice is issued and payment is effected.
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15. Request for payment: Purchasing head requests payment to be effected to the

administrative vise dean.

16. Dean’s approval of payment
17. Finance prepares the cheque for the payment
18. Purchasing head makes the payment

19. Purchased items shall be dispatched to users
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Thorough analysis of the purchasing process reveals a number of problems. The major problems

are presented as follows:
i. Lengthy process: The purchasing process involves 19 steps, which are very
lengthy some of the steps are redundant and because of this purchases are often

delayed.

1. Lots of decision makers: Besides the lengthy purchasing process, involvement of
large number of decision makers delays the process. In a particular open bid
purchasing process some 12 parities will be involved out of these 3 are committees
each consisting 4 to 7 members. The members are holding the responsibility in the
committee as part time duty with out any additional benefit or compensation and

minimal direct supervision.

A particular purchase shall pass through 7 levels of organizational hierarchy starting
from the users to the dean (refer the organizational structure in the annex). The
involvement of several decision makers, particular in the form of committee with

part time members is creating big challenge for timely purchase.

iii. Communication gaps : There exists communication gap among parties involved in
the purchasing process, this can be explained as follows:

a. The requesting unit might not clearly state the item required on the purchase

requisition form since the form  doesn’t have enough room to write

specification.
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For purchases that experts and technique committee will not be involved (non
bid and non technical purchase) suppliers might deliver different items that
users didn’t request

Purchaser might purchase different items because they don’t have clear
understanding of the items requested or they simply assume the item they
purchased can substitute the requested one.

There are instances that for the items which are available in the store, purchase
requisition are issued and purchases were made, this is because users directly
present their purchase requisition to purchasing unit with out the consent of the
store.

Neither the users who requested for the purchase nor the purchasers who made
the order are present when the supplier is delivering the items and this creates
loophole for suppliers to cheat

A particular purchase might go back and forward because some information is

missing and this will further stretch the already long process.

1v. Poor record keeping: There are no well established records for purchasing

activities. A particular purchase requisition doesn’t have serial number and the

purchase progress is not recorded this makes expediting difficult and locating a

particular purchase requisition among plenty others intricate.

V. Absence of follow up: There is no systematic way to expedite the purchasing

process. The users who requested the purchase have to do the expediting by
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themselves most of the times information on the progress of the purchase would not

be known since there is no record to refer.

Absence of accountability: There is no practice that intentional or negligent delay
in purchasing would result accountability. If a particular purchase is taking too long
no consequences will follow. As a matter of fact, there are no positive or negative

reinforcements to make purchasers more committed to their work.

Committee members: the purchasing process involves varies committees
including quality committee, technical committee and auction committees most of
the members are taking the assignment as part time to their job and almost all of
them have very little knowledge in purchasing. Besides this, part time committee
members give priority for their primary responsibility and often they miss meetings.
Thus to make important decisions, meetings will be postpone and this will delay the
purchasing process. For example, after a particular item is already delivered in the
store by the supplier it takes a month or even more before the store issues receiving
invoice to the supplier ( if the invoice is not issued items can’t be dispatched to
users) this is because the quality committee or technical expert have to approve the
quality of the items and it takes a while to gather the members. This means users

can’t collect the items they requested even though the material is in store.

Least price selection criteria: - Since the government purchasing manual

encourages and instructs least price, quality of items is often compromised. The
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purchasing system is not established in a way that efficient purchases are linked
with some sort of recognition let alone reward. The purchasing manual only shows
that all the requirements shall be satisfied and procedures are followed so that utility
will be maximized at least cost possible. The importance of other elements in
purchasing like right quality, quantity, source and time is not given proper

emphasis.

IX. Lack of expertise: The purchasing function is staffed with employees having
minimal exposure to purchasing profession. The practice shows that the principle of
purchasing to secure 5R’s (that is right quality, right quantity, right sourcing, right
price and right timing) is not recognized by almost all levels of decision makers.
The basic objective of a particular purchase as stated by the purchasing officials
shall be meeting the requirement /needs for performing the academic mission. This

1s vague statement and doesn’t show how the 5R’s are to be secured.

X. Poor store and inventory management: There is no stock of items which are
frequently requested. Every item will be purchased when the need arises . The store
is filled with sanitary supplies and stationeries if some user needs a toner for printer
for example; it has to be purchased from the market this means the job will be
interrupted until the item is delivered. Besides this, the records kept in the store do
not show any classification of items and as a result of this making ABC analysis
was difficult. For items having some how similar values and volume ( like printing

papers and soft papers it will be meaning less to make ABC analysis.)

AAU: FBE
MBA PROGRAM 43



MBA THESIS EVALUATION OF PURCHASING PRACTICE
AT AAUCC

3.3 Examining the Purchasing Staff Performance
In addition to the interview conducted with general services head of AAUCC data was gathered
through interview with purchasing staff. As discussed earlier the purchasing staff profile doesn’t
fit for a function that performs 10 million birr or more worth variety of purchases in a year.
Besides the purchasing unit is responsible for a number of duties including:

1. Summarizing purchase requisition

2. Collection of Performa invoice (invitation for quotation)

3. [Evaluation and verification suppliers (for Performa based purchases )

4. Preparation of purchase orders

5. Shopping /purchase items

6. Preparation of requisition for payment for delivered items

7. Processing and effecting payments

8. Supervising stores

9. Payments of bills

10. Refueling vehicles

11. Petty cash disbursement and replenishment

According to the purchasing unit head the unit is over loaded with lots of purchases, in a month
on the average they process some 70 purchases this means at least 700 documents this is very
difficult to handle by only three staff because of this only 45% of requests are processed in the

same week.
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In making non bid purchases the purchasers have the discretion to invite particular suppliers for
quotation of price and for purchaser below 100 birr they can purchase from a particular supplier
with out a need to invite others for quotation. The discretion given for the purchasers is
important because as a result of their day to day work they would have information about reliable
suppliers. But the chance that purchasers might establish unethical relationship with suppliers
remains a threat. Having well established relationship with suppliers is important because one of

the problems practiced in the institution is lack of long term relationship with suppliers.

According to purchasing unit head there is no average or expected time for a particular purchase.
It all depends on various things including the type of the item to be purchased, the time the
purchase was requested (some times the unit will be busy) or the party who made the request

(boss or not).

The discussion with the purchasing unit head revealed that the principles of the five right of
purchasing have no room in their purchase and the management never communicated the

principles to them.

The purchasers seem to be worried about how to tackle the challenges of deceitful suppliers.
Several times suppliers try to deliver different items than on the price quotation or intentionally
trying to load empty packages or packages containing defective terms. Establishing long term
relationship with reliable suppliers would reduce this challenge. Nonetheless, neither the
management nor purchasers are acting on this. The purchasing practice shows that there is

always emphasis on low price items the simple rule to select among suppliers is the least price.
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There is the understanding that user’s requirements are not well met. According to purchasing

head there are often late purchases due to a number of reasons.

The reasons for delay in purchase include:

1. The purchasing unit has to strictly follow the purchasing process which
involves verification and approval at different levels and this will take some
time.

1i. There is cash shortage for purchases to be made from petty cash since the
amount of petty cash 3000 birr is very small.

1il. Sometimes the requested items, might not be available in the market so the

requisition shall be reprocessed

There are also instances users complaining about quality claiming the items are either wrong
quality or poor quality.
e Wrong quality means some different type of the same product is
purchased which might not met users requirement.
® Poor quality implies the item might be the same but it’s below standard

and it doesn’t effectively serve the intended purpose.

According to the purchasing official the problems happen because:
e users don’t clearly state their request

e suppliers frequently deceive
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Where as users do not have many complaints on source, price and quantity of purchases since the

rule is least price and sufficient quantity is often purchased besides users would not be concerned

about how much a particular purchase costs and who supplied it. Their concern is to get the right

quality items at the right time in sufficient.

Other problems in the purchasing:

1.

1il.

iv.

Purchasing staff lack skill and experience to make purchases of technical
items although this problem is handled by assigning a technical expert to
accompany purchasers since it is part time duty for the expert with out any
incentive there is a problem of commitment and this is delaying purchases.
The management is not playing satisfactory role predominantly in
establishing long lasting relationships with reliable suppliers. This is
principally important for regular purchases, which will not require biding.
Users are not exactly specifying the items they request for purchase. The
reason might be they lack the knowledge of specification and the purchase
requisition form doesn’t have space for this. This is causing wrong quality
purchases and giving room for suppliers to cheat.
There are cases that suppliers create problems in the purchasing process
among the practices of suppliers includes:

Participating in a tender with out possessing the item to supply assuming

they can make it ready if they win the tender

b. Quoting prices with time limit , assuming the purchasing process takes

time and would give them room to demand for price revision.
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can change the item by lower quality and profit more.

3.4 Assessment of the Purchasing Role in Meeting Users Needs/ Requirements

To assess the role of purchasing unit in meeting users requirements questionnaires were
distributed to a sample size of 45 selected using quota sampling method so that the samples have
good representations from every department and would consist both academic and administrative

staff. 40 questionnaires were returned which represents 20% of AAUCC staff. The data is

presented and analyzed using SPSS soft ware program.

3.4.1 Respondents Profile and Composition

Table 3.1 respondents profile and composition

Profile Choices Number of respondents | Percentage of
respondents
1. Education level Certificate or less 5 12.5
Diploma 11 27.5
First Degree 11 27.5
Masters or more 13 32.5
Total 40 100%
2.Gender Male 26 65
Female 14 35
Total 40 100%
3. Age 20-29 6 15
30-39 26 65
40 - 49 7 17.5
Above 50 1 2.5
Total 40 100%
4. Department Accounting 8 20
PSM 5 12.5
Marketing 7 17.5
BAIS 6 15
AMTS 6 15
Administration 8 20
Total 40 100%
5.Position Academic staff 24 60
Administrative staff 16 40
Total 40 100%
AAU: FBE
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3.2.2 Examining Respondents’ / Users’ Requirements
This section assesses the relationship between different users and the purchasing units with
respect to various purchases and the frequency of purchase requests. Data were gathered through

questionnaire and the findings of the survey are presented below.

i. How frequently purchase is requested
Table 3.2 Frequency of purchase request

Frequency Valid Percent Cumulative Percent

Once in a month 11 29.7 29.7
Quarterly 5 13.5 43.2
Semi Annually 12 324 75.7
Annually 9 24.3 100.0
Total 37 100.0

The above table shows that 29.7% of the respondents make purchase request at least once in a
month, 13.5 % of the respondents make purchase request once in a quarter, some 32.4% of the
respondents make two purchase requests per year and 24.3% of the respondents make purchase

requests once in a year.

This shows that majority of the users do not make purchase requisition very frequently, since
some 75.7 % of the respondents are requesting purchases utmost twice a year. This implies that

purchasing staff would not be very busy by large and frequent purchase requests.
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ii. Relationship between position (academic vs administrative staff) and

frequency of purchase requisition

Table 3.3 Relationship between position and frequency of purchase requisitions

Position Total

Academic staff :Administrative

Frequency staff
Of Monthly 1 10 11
Purchase Quarterly 1 4 5
Request Semi annually 11 1 12
Annually 9 9
Total 22 15 37

The above cross tabulation shows that most academic staff request for purchases twice or once in
a year 82% of the times. Whereas administrative staffs make most frequent purchase requisitions
10/15 1.e. 67% of the times make purchase requests at least once in a month.

Chart3.1 Categories of frequently requested items

16
KEY
VAR 0008: ltems frequently 14
Requested
121
1---Education & duplication items
2---Stationeries & office supply 10
3--- Computers & Accessories
4---Sanitary supplies 81
5--- Others ]
4
£ 2]
Missing 1 2 3 4 5

VAR00008

The above chart shows that education and duplication materials are most frequently requested (
35% of respondent said so), followed by stationeries and office supplies requested 22.5% of the

times which are equally requested like computers and accessories sanitary supplies are less
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frequently requested i.e. 10% the times. Other items requested constitute 10% include office

furniture, components of equipments ( like bulb for OHP ), publication, staff uniform etc.

iii. Relationship between position and item requested
Table 3.4 comparison between items requested and staff position

Position Total
Academic staff Administrative staff

ItemEducation & duplication material 10 4 14
requested  Stationeries & office supplies 3 6 9
Computer & accessories 8 1 9

Sanitary supplies 4 4

Others 3 1 4

Total 24 16 40

The comparison between position and categories of items requested reveal that academic staff
mostly ( 75%) request education and duplication material and computer and accessories while
administrative staff mostly request stationeries and office supplies 38% of the times and
significant number of administrative staff (25%) make purchase request for education and
duplication materials this is because academic department secretaries who are also administrative

staff make purchase requests for their respective department members.

3.2.3 Rating Purchasing Performance in Terms of SR’s Purchasing Principles

iv. Does purchasing unit make right quality purchases

Table 3.5 Respondents’ replay on right quality purchase

Frequency Percent Cumulative Percent

Always 3 7.5 7.5

Mostly 8 20.0 27.5

Rarely 20 50.0 71.5

Never 9 22.5 100.0
Total 40 100.0
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The table shows some 72% of the respondents replayed purchasing unit is rarely or never making
the right quality purchase. This is very significant number showing that users are not satisfied by
the quality of the items being purchased. Quality being fitness for the intended purpose or
meeting users requirements, if such large number of users are dissatisfied with the quality of

purchased items this would indicate some problem in purchasing performance.

vi. . Does purchasing unit make right quantity purchases?

Table 3.6 Respondents’ replay on right quantity purchase

Frequency Percent Cumulative Percent

Always 20 50.0 50.0

Mostly 13 325 82.5

Rarely 7 17.5 100.0
Total 40 100.0

The table shows that most respondents are satisfied by the quantity of items purchased. Some
50% of the respondents replayed purchasing unit always makes right quantity purchases and

some 22% replayed most of the time purchasing makes right quantity purchases.

vii.  Does purchasing unit make purchases from the right source?

Table 3.7 Respondents’ replay on right sourcing

Frequency Percent Cumulative Percent
Don’t know ... 9 22.5 22.5
Mostly... 11 27.5 50.0
Rarely... 8 20.0 70.0
Never... 12 30.0 100.0

Total 40 100.0

Some 50% of the respondents replayed that purchasing rarely or never make purchases from the
right source. And significant number of the respondents (22.5%) said they don’t have the

information to judge on right sourcing. This is true because users need not necessarily know who
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might supply the items. This is also an indication that given the fact that respondents lack
sufficient information about suppliers, using their opinion will not be enough and reliable to

conclude on whether purchasing unit is making the purchases from the right source.

viii. Does purchasing unit make purchases for the right price?

Table 3.8 Respondents reply on whether purchases are made for the right price

Frequency Percent Cumulative Percent
Don’t Know... 12 30.0 30.0
Always... 6 15.0 45.0
Mostly... 14 35.0 80.0
Rarely... 2 5.0 85.0
Never... 6 15.0 100.0

Total 40 100.0

As the table above shows some 50% of respondents think purchasing is making the purchase for
the right price whereas 30% of the respondents don’t have the information to respond for the
inquiry. This is understandable since users might not know the price of the items purchased and
this indicates that before concluding anything about appropriateness the purchase price of items

further data should be gathered from those having sufficient information.

ix. Does purchasing unit deliver items at the right time?

Table 3.9 Respondents reply on whether purchases are delivered at the right time

Frequency Percent Cumulative Percent

Always... 4 10.0 10.0

Mostly.... 10 25.0 35.0

Rarely... 11 27.5 62.5

Never... 15 37.5 100.0
Total 40 100.0

For the inquiry about promptness of purchasing most respondents ( 65%) replied items are rarely

or never delivered on time. This is substantial number and is an indication that there are often
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delays in purchasing. This needs quite a consideration since it implies dissatisfaction of users,

additional costs due to inflation of items, interruptions of work etc.

Table 3.10 Respondents reply on average time a purchase takes

Frequency Percent Cumulative

Percent

1-2 weeks... 6 15.0 15.0

3-6 weeks... 8 20.0 35.0

7-12 weeks... 18 45.0 80.0

13-20 weeks... 4 10.0 90.0

6 months or more.. 4 10.0 100.0
Total 40 100.0

Chart 3.2: Average time a purchase takes to be delivered

20

10 «

i

Missing 1 2 3 4 5
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KEY
Average time a purchase will take

1: 1 to 2 weeks; 2: 3 to 6 weeks; 3:7 to 12 weeks
4: 13 to 20 weeks; 5: 6 months or more

According to respondents a purchase takes four months or more 20% of the times, 45% of the
purchases are done in 7-12 weeks time, 20% of purchases are done in a month and half, the table

shows only 15% of the purchases are done within two weeks. This data is a clear indication that
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purchasing is sluggish . The survey report indicates that 75% of respondents agree with this

statement.

Table 3.11 Respondents opinion on reasons for delayed purchases

Lengthy purchasing process
Bureaucratic red tape

Work load on purchasers
Unqualified purchasing staff
Lack of motivation
Suppliers problem

Budget problem

Total

Chart 3.3: Reasons for delayed purchases

Frequency

10 28.6

8 22.9
1 29
8 22.9
5 14.3
2 5.7
1 29
5

3 100.0

12

Count

Missing 1 2 3

VARO0016

Percent Cumulative Percent

28.6
51.4
543
77.1
91.4
97.1
100.0

KEY
VAR 0016: Reasons for
delayed purchases

1--- Lengthy purchasing
process

2--- Bureaucratic red tape

3--- Work load on purchasers
4--- Unqualified purchasing staff
5--- Lack of motivation

6--- Suppliers problem

7--- Budget problem

Respondents have different opinions on why their purchases are late the highest proportion

(28%) blame the lengthy purchasing process for the delay, next bureaucratic red tape and

unqualified purchasing staff are considered as causes for the delay each are marked by about

23% respondents, according to respondents workload on purchasing staff and budgetary problem

are least likely causes for the delays each marked by about 3% respondents. Further analysis of
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this issue disclosed that users don’t assume budget as a problem since every year the
management is reporting some 1-3 million birr is returned to government as a surplus from every
year budget. Most users don’t take the busyness of purchasers as an excuse for delay stating they
are making purchase requests very rarely, as discusses previously some 70% of the respondents

make purchase requests at most quarterly.

X. In which respects the purchasing unit is doing well

Table 3.12 Respondents opinion on areas that purchasing doing satisfactory job

Frequency Percent Cumulative Percent

Right quality purchases 2 6.1 6.1

Right quantity purchases 22 66.7 72.7

Right price purchases 9 27.3 100.0
Total 33 100.0

Large number of respondents (66.7%) selected right quantity as a measure of good performance
of the purchasing function. This shows that if purchases are done there wouldn’t be shortage of
number. From users side right quantity might not necessarily mean sufficient number it might
also mean excess of requirement. If that is the case purchasing right quantity can’t be taken as a
measure to applaud the purchasing performances if it is not integrated with other measures. Next
to right quantity right price is selected by 27%, this is understandable given the fact that
purchasing is using least price criteria to select suppliers. However it is a regrettable that very
little respondents (6%) voted purchasing is making right quality purchases. It is also a pity that ,
none of the respondents selected neither right time nor right source of purchasing. These are

indication for inefficient purchasing performance.
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Xi. Areas of purchasing poor performance

Table 3.12 Respondents opinion on areas that purchasing performing badly
Frequency Percent Cumulative
Percent
Right quality purchases 11 27.5 27.5
Purchasing from right source 10 25.0 52.5
Purchases made at the right time 19 47.5 100.0

Total 40 100.0

According to respondent purchasing is performing badly with respect to timing, quality and

sourcing rating 47.5%, 27.5% and 25% of the times, respectively. The survey report shows that

purchasing has critical problem in making prompt purchases. Also the problem of quality and

right sourcing require due attention. The poor performance of purchasing is causing lots of

problems in AAUCC; the survey report indicates that 70% of respondents experienced problems

in their work as a result of purchasing unit’s poor performance.

Some of the incidence and their consequences are:

Defective and reused typing ribbon was purchased

Photo copier was purchased and shortly broken but the supplier couldn’t fix it
Teaching materials like white board markers are not purchased on time and are
not ready for the academic season

Printing papers are available in plenty on June( end of year) but are in short
during the academic year

Office equipments like staplers are in short users buy from their pocket

Lots of stencil printer were purchased on the same time a new duplicating
machine that doesn’t take stencil was purchased.

Particularly for computers and accessories, purchasers don’t have clues of

specifications. They often purchase items just having any word similar to that of
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the specification. For example, if one requests D.link hub the purchasers might

buy Light wave hub taking a hub is a hub after all. They often buy poor quality

accessories and the items would be damaged shortly.

= For some reason the purchasers don’t adequately search the market they simply

invite few suppliers to request for quotation (Performa invoice) repeatedly and

make the purchase from them.

= Jtems that the user (the person who requested for the purchase) personally seen in

a number of suppliers will be reported unavailable in the market.

= The parties assigned to receive items (quality committee) lack expertise to verify
whether items are being delivered in accordance with specification and purchase

order. Particularly for computers and accessories there are crucial problems since

none of the members of quality committee are I'T professional.

xii. Instances of requested items never purchased and/ or wrong

items purchased

Table 3.14 Relations between item requested never purchased and items never requested purchased

Items purchased but never requested

Items requested but not purchased Yes No
Yes 16 7

No 12 5

Total 28 12

About 57% of the times the item users requested were never purchased. And out this 49% of
respondents were never given explanations why the items they have requested would not be
purchased. Simply their purchase requests ended up in the trash. The findings of the survey show

that if a user requests for a purchase the chance the item would be purchased is less than 50%
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(exactly 43%). If the user is lucky he would be informed in time that the item would not be

purchased with some 50% chance.

The irony is that while items requested are least likely to be purchased it is highly likely that
items never requested or items different from users request would be purchased. 70% of the
respondents experienced the incidence of receiving items they never requested. Meaning the
purchasing unit purchased items which are different or slightly similar to requested items. The
above cross tabulation presents the combination of item requested never purchased and items
purchased never requested. Some 40% of respondents faced the incidence that the items they
requested never purchased while items they never requested for were purchased. This is a clear

indication that how much disorganized and inefficient the purchasing function is.

xiii. Reasons for purchasing of items different from requested

Table 3.15 Respondents opinion on reasons for purchasing mismatch

Frequency Percent Cumulative Percent
Unclear specification of items 18 64.3 64.3
Purchasers unawareness of items 6 21.4 85.7
Suppliers don’t have items 2 7.1 92.9
Other reasons 2 7.1 100.0

Total 28 100.0

According to the survey report most of the mismatches in purchases happen because of problems
in specifying the item. The purchase request form doesn’t have space to state the specification.
Further neither the purchasers nor the receiving party have expertise particularly with respect to
IT devices. More than 64 % of the respondents stated that specification problems are causing

mismatches between purchasing and the request. Next to that the lack of adequate and related
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skill and experience by the purchasing staff is stated as a reason for wrong purchases; 21.4% of

respondents said so.

Such mismatch between purchase requisition and item purchased has several consequences.
¢ The item purchased might not effectively substitute the item requested
e Users might decline to receive the item
e Suppliers will not be willing to change the item
e The purchased items might seem to fit for the intended purpose for a while and might not
last long
e  Work will be interrupted
e Users will be forced to wait for another lengthy purchasing process
¢ [tems will be simply discarded
e Conflict between users and purchasers will happen

e  Waste of resource for items to be repurchased
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CHAPTER FOUR: CONCLUSION AND RECOMMEDATIONS

4.1 Conclusion
To gather information for the paper primary sources including questionnaire, interview and
observation were used, and also secondary sources including purchasing documents, manuals
and reports were revised. Both the primary and secondary sources revealed that the purchasing
management of AAUCC has lots of problems and is inefficient. The major areas of poor
performance can be summarized as follows:

1. The management is not giving sufficient emphasis for the purchasing function. This

can be observed from the following:

®

Not assigning qualified staff for the unit
b. Not effectively communicating the principles of purchasing ( 5 rights) for the
members
c. Not establishing systematic ways of expediting and follow up of the purchasing
process
d. Not establishing long term mutually benefiting relationship with reliable suppliers
e. Not devising mechanism to reward efficient purchases and penalize inefficiencies
f. Not closely monitoring the performance of different committees involved in the
purchasing process and taking prompt decision when ever needed
1i. The members of purchasing unit lack skill and experience to meet the purchasing
requirements of the college, as a result of this wrong items are purchased creating

waste of public resources
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Purchase requisition forms are not properly designed, they do not have space for
specification and also they don’t have serial number so identifying a particular
requisition is difficult

There is no comprehensive record for purchasing activities each individual purchase
is handled separately and have separate file thus consolidated reports are hard to
find

The receiving process is not properly organized, parties assigned lack expertise to
verify quality of items; there is also a gap in the receiving process i.e. neither the
purchaser nor the user will not be checking the items and this gives loophole for
suppliers to cheat

There is no direct and immediate consequence for inefficient purchases given they
are made according to the manual

There is no stock of items which are frequently requested every item will be
purchased when the need arises this exposes to additional costs if rush order is there
or interruption of work because of long lead time

Every one is giving high emphasis only for least price other principles of
purchasing to secure right quality, quantity, sourcing and timing of purchases are
not given any attention.

Suppliers are exercising despiteful practices and this is causing challenge for the
purchasers and bringing in poor quality items.

The purchasing process is very long and involves some unnecessary steps and

parties
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4.2 Recommendations
To alleviate the above stated problems and practice efficient purchasing management the

following recommendations are forwarded

1. The management should give proper emphasis for purchasing function and
should give consideration for the following

a. Assigned qualified staff for purchasing

b. Effectively communicating the importance of having efficient purchasing
management which can be met by securing the purchase of right quality
item, in the right quantity, from the right source, purchased for the right
price and delivered at the right time.

c. Establishing systematic ways of expediting and follow up of the purchasing
process

d. Seeing ways to establish long term mutually benefiting relationship with
reliable suppliers since this will reduce suppliers cheating problem and to a
higher extent tackle low quality purchases and delayed deliveries.

e. The management should also device mechanism to motivate purchasers
through recognizing and rewarding efficient purchases while making sure
intentional inefficiencies would result in substantial accountability.

f. Above all close monitoring of the performance of different committees
involved in the purchasing process and taking prompt decision when ever

needed is required.
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1. In addition to the management effort the purchasing unit shall improve its
performance by considering the following:

a. Designing suitable forms to process purchases including purchase
requisition and purchase order having sufficient space for specification and
serial number.

b. Maintaining comprehensive records for purchasing activities

c. Developing ways to expedite purchases

d. Establishing effective stores management and inventory control systems,
stocking supplies and accessories which are frequently requested by users as
this will reduce delays and work interruptions and also unnecessary rush
order expenses.

e. The receiving process shall be organized in such a way that it blocks
loopholes for chances of wrong item deliveries.

f. Revising the purchasing process and avoiding steps which are redundant and
make sure the parties involved are mandatory in the process and have the

ability and willingness to contribute for efficient purchasing practice.
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Interview questions for purchasing staff
Position

Qualification / Training
1.

W 8 NS UV A WN

Briefly describe the nature of your job

What different types of purchases do you make?

What is your responsibility in process?

What kind of decisions can you make by your own?

How many purchase requisitions do you receive per week on the average?
How many of them do you process / make a purchase per week?

How long a particular purchase would take you on the average?

How do you identify the right supplier?

What do you think is the most important objective to be meet in a particular

purchase?

10.Which of the FIVE RIGHT of purchasing [right quality, right quantity, right price,

right time and right source] if done wrong would have serious consequences?

11.Which of the FIVE RIGHT of purchasing [right quality, right quantity, right price,

right time and right source] if well met would have satisfactory reward?

12.1s there a mechanism to encourage efficient and prompt purchase in the

organization?

13.1s there a mechanism to expedite the purchasing process?

14.Do you think the management evaluates your performance based the FIVE

RIGHTS of purchasing?
15. Are there instances users complaint about the following:
a. Late purchases __yes __nho
b. Wrong quality items __yes _ho
c. Wrong quantity of items __ yes __ho
d. Wrong sourcing of items ___ yes __no
e. Wrong pricing of items __yes _ho
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16.Which of the complaints directly attributable to your inefficiency?
17.Which of the complaints directly attributable to the management problem?
18.Which of the complaints directly attributable to users problem?

19.Which of the complaints directly attributable to suppliers' problem?

20. Which of the complaints directly attributable to the purchasing process problem?

Interview guidelines for AAUCC general services head

What are different types of purchases do you have?

How do you classify among different types of purchases?

Which type of purchase is more critically important for the academic operation?
Which purchases consume more budgets?

What are the fundamental documents guiding your purchasing process?

What are the basic objectives of the purchasing function?

What are the steps involved in the purchasing process?

Do you think any of the steps in the process are pointless at least some times?

W X NS U A WD

Have you practiced problems in implementing a purchase process due to any of

the steps involved?

10.Which of the FIVE RIGHTS of purchasing [right quality, right quantity, right price,
right time and right source] is/ are given more emphasis in your purchasing
process?

11.Do you think the purchasing manual gives more emphasis to some of the FIVE
RIGHTS of purchasing?

12.Which of the FIVE RIGHTS of purchasing if not met would have more
consequences?

13.Which of the FIVE RIGHTS of purchasing if met would have more rewards?

14.What are the criteria used in selecting suppliers?

15. Are there loopholes of these criteria, which impede efficient and prompt

purchase?
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16.Are there ways to evaluate whether purchases are done according to FIVE
RIGHTS of purchasing [right quality, right quantity, right price, right time and
right source]?

17.Are there incentives to encourage efficient and prompt purchases?

18.How do you expedite the purchasing process?

19.What are the major items to be purchased and how are they distributed in terms

of value and volume?
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Addis Ababa University FBE: MBA Program
Questionnaire for AAUCC staff
Dear respondents:
My Name is Tewodros Mesfin. I am a post graduate student At AAU.

This questionnaire is designed to gather information on purchasing activities of AAUCC. For
the research conducted in partial fulfillment of MBA degree. Your cooperation is a valuable
input for the research findings. Please provide your genuine opinion. You may choose more

than one option when applicable. Please tick your choice.

Respondent’s Profile
1. Education level
1) Certificate or less
2) Diploma
3) First Degree

4) Masters or more

2. Gender
1) Male
2) Female
3. Age
1) 20-29
2) 30-39
3) 40 -49

4) 50 or above
4. Department

1) Accounting

2) AMTS

3) BAIS

4) Marketing

5) PSM
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6) Administrative services

5. Work/ Position

1) Academic staff

2) Administrative staff

6. Do you make purchase request?

1) Yes
2) No

EVALUATION OF PURCHASING PRACTICE
AT AAUCC

7. How often do you fill purchase requisition?

1) At least once in a month

2) At least once in a quarter

3) At least twice a year

4) Once in a year

8. Which items do you request mostly?

1) Education and duplication materials

2) Stationeries and office supplies

3) computers and accessories

4) sanitary supplies

5) Others

How do you rate the performance of purchasing function in the following respects?

It purchases the

Always(1)

Most of the
time(2)

Rarely (3)

Never (4)

Don't
know

(0)

9. RIGHT QUALITY

10. RIGHT QUANTITY

11. From RIGHT SOURCE

12. For RIGHT PRICE

13. At RIGHT TIME
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14. What is the average time it takes you to receive an item you requested?

1) 1-2 weeks

2) 3-6 weeks

3) 7-12 weeks
4) 13- 20 weeks

5) more than 6 month

15. Do you think it takes too long to receive the items you requested?

1) Yes
2) No

16. If you answered yes for question 7, what do you think the reason is?

1) Lengthy purchasing process

2) Bureaucratic red tape

3) Work load on the purchasing staff

4) Lack of skill and experience by the purchasing staff
5) Lack of motivation

6) Suppliers problem

7) Budget problem
8) Others (mention)

17. In which area do you think the purchasing function doing well?

18. In

1) Right quality

2) Right quantity

3) Right price

4) Right source

5) Right time

which area do you think the purchasing function doing badly?
1) Right quality

2) Right quantity

3) Right price

4) Right source
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5) Right time
19. Have you encountered any problem because of the poor performance of
purchasing?

1) Yes

2) No
20.If yes, please write

A. The incidence

B. The Result

21. Were there instances that the items you requested never purchased?
1) Yes
2) No
22. If yes were you informed why they will not be purchased on time?
1) Yes
2) No
23.Are there instances that the purchasing unit purchased items for you, which
are different from your request?
1) Yes
2) No
24.  If yes, what do you think would be the reason?
1) Unclear specification of items on the purchase request
2) Purchasers lack of knowledge to identify the item
3) Suppliers don't have the item
4) Others
25. What is the consequence of such mismatch purchasing activity?
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Thank you very much
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