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LEARNING OBJECTIVES

After studying this chapter you should understand the following:

■ The different supply market structures that purchasing managers may encounter.

■ How supply market structures may affect purchasing strategies.

■ The role and importance of supply market research in the purchasing 

management process.

■ The most important characteristics and types of supply market research.

■ How to organize and conduct supply market research.

■ How purchasing managers can use the Internet for supply market research.

INTRODUCTION

Today, the Internet is an indispensable tool for buyers when investigating supplier markets. 

A wide variety of product and supplier databases is available, providing links between 

supplier directories and providers of financial and supply market information. Through 

this and the rapidly improving search facilities business-to-business markets have become 

much more transparent. The Internet provides consumers and professional buyers with 

tools which facilitate product selection, tendering, ordering, shipment and payment. 

Through these tools the productivity of many purchasing departments has increased, whilst 

at the same time the quality of purchasing decision-making has improved.

 This chapter covers the subject of purchasing and supply market research. A major 

objective of supply market research is to support sound decision-making. Just as for other 

types of research, supply market research has to identify and analyse the risks related to 

important purchasing decisions. Purchasing market research will not reduce the risks re-

lated to decision-making. However, it makes these risks more visible and transparent.

 Some authors make a distinction between purchasing research and supply market re-

search. Purchasing research refers to subjects concerning the internal organization (such 

as ana lysing the purchasing spend, transaction costs, individual buyer productivity, and 

internal efficiency). Supply market research refers to the external suppliers’ market. It in-

cludes analyses of macro-economic developments in supplier countries, analyses of supply 

Supply market research 
Defined as the system-
atic gathering, classifi-
cation and analysis of 
data considering all 
relevant factors that 
influence the procure-
ment of goods and 
services for the pur-
pose of meeting 
present and future 
company requirements.

18969_07_Ch07_p125-156.indd   12518969_07_Ch07_p125-156.indd   125 10/8/09   7:26:21 AM10/8/09   7:26:21 AM



126    SECTION I  CORE CONCEPTS

and demand of important raw materials and components, and the financial assessment of 

individual suppliers. In this chapter the focus will be on supply market research only; it 

will show what areas and aspects to consider. Also, some research techniques that can be 

used will be discussed. At this point we will present the possibilities and opportunities 

related to using the Internet for this purpose. Finally, the subject of how to organize for 

supply market research will be discussed.

MARKETS AND MARKET STRUCTURES

The patterns of relationships between supplier and buyer are primarily determined by the 

underlying pattern of the goods and service deliveries, the external structure (Figure 7.1). 

The external structure consists of a number of links (companies, institutions) that are 

connected via markets. Within the external structure, industrial branches and industrial 
columns can be distinguished.

 An industrial branch is defined as the horizontal relationship of organizations that 

experience each other as effective competitors (for example, the leather and footwear 

industry, the electronics industry).

Using the Internet to locate and evaluate suppliers 

just got easier. Finding a supplier and determining 

its adequacy, often two separate endeavours, can now 

be combined into one ‘Net-based chore’. Renowned 

business information company Dun & Bradstreet 

has teamed with SupplyBase, a San Francisco-based 

web-directory firm, to offer online supplier directo-

ries that include detailed information on supplier 

performance and manufacturing capacity.

 According to Purchasing’s [Purchasing Magazine 

(www.purchasing.com)] recent Internet-usage survey 

researching potential suppliers is the number-one reason 

buyers log on to the Internet. Chris Golec, vice presi-

dent of marketing at SupplyBase, noticed a similar 

trend. ‘Manufacturers were looking for reliable third-

party information to differentiate suppliers based on 

performance, risk and other business factors,’ says 

Golec.

 Dave Otterness, director of supplier management 

for Flextronics International, an electronics contract 

manufacturer, has used the D&B/SupplyBase direc-

tories. ‘It is difficult to determine if a supplier’s in-

formation is accurately portrayed on the Internet, or 

if the company has sufficient expertise to handle 

high-volume projects,’ says Otterness. ‘Integrating 

D&B’s supplier-evaluation tools with SupplyBase’s 

industry-capability information will reduce business 

risk and increase sourcing productivity.’

 Finding and assessing a supplier on one of these 

sites is quite a seamless process. For example, a 

buyer in search of recycled plastic materials might 

have an experience like this: from a list of five sup-

plier categories, the buyer chooses ‘materials’, and 

then from a menu of more specific industries, ‘recy-

cled plastics’. The buyer can choose to narrow the 

search by geography and the next screen contains 

relevant suppliers. By clicking on one of the suppli-

ers, the buyer comes to a profile page containing a 

brief company profile, product showcase, RFQ 

option, and contact information. Included promi-

nently on this page is the supplier’s standard D&B 

D-U-N-S number, hyperlinked to D&B’s information 

store on that company.

 According to Chris Golec, once the buyer has 

identified a prospective supplier, detailed D&B re-

ports, including the supplier evaluation report (SER) 

and the supplier performance review (SPR), are 

available for purchase. The SER measures the 

financial stability of a supplier and quantifies the 

risk of doing business with them. The SPR deter-

mines how well a supplier performs in key areas, 

like  quality, tech support and delivery, relative to the 

industry average.

Source: Purchasing (1998)

CASE STUDY SUPPLY MARKET RESEARCH THROUGH THE INTERNET

External structure
External structure 

consists of a number 
of links (companies, 
institutions) that are 

connected via markets.
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CHAPTER 7  MARKET STRUCTURES AND SUPPLY MARKET RESEARCH    127

 An industrial column is defined as a series of companies (links) in which the consecu-

tive stages of production of an economic product take place, i.e. from primary producer to 

consumer. A more popular term to denote this phenomenon is supply chain. We will use 

both terms here interchangeably.

 Depending on the number of stages one can speak of a short or a long industry column, 

i.e. supply chain. Depending on the location of the link in the industry column, the materials-

flow between successive links can take the following forms (see Figure 7.2):

■ Diverging materials flow. The finished product of one link is the main or sole input for 

the next production stages of various other industry columns. This applies to industries 

which process raw materials.

■ Linear materials flow. The finished product of one link is the main or sole input for the 

subsequent link.

■ Converging materials flow. Various finished products of links of various industry 

 columns are the input for the next link. This situation is found in companies with 

assembly-oriented production.

 Diverging materials flows are usually found at the beginning of an industry column. 

Converging materials flows are found at the end of an industry column.

 External factors are those which determine the degree of availability of a certain prod-

uct and which cannot be influenced by individual companies. Examples are:

■ the number of customers or buyers in a market

■ the number of suppliers

■ the market structure (transparency, pricing method)

■ the stock situation of the product in question

■ speed of technological innovation.

 External factors are relevant because they determine the market structure. Market struc-

ture is defined in this book as the total set of conditions in which a company sells its 

products, with special attention to the number of parties in the market and the nature of the 

product being traded. Central to this definition are, therefore:

■ the number of suppliers

■ the number of buyers

■ the degree of product differentiation.

 The market is the total of supply and demand. Sometimes this refers to a physical mar-

ket, where buyers and sellers actually meet, but in general abstract markets are dealt with. 

Economic theory uses a number of constructs to explain the relationship between the vari-

ables mentioned and market price. It distinguishes between various market structures both 

on the supply side and the demand side, which in reality do not exist in their pure form.

Supply side 
Four types of market structures are usually distinguished on the supply side:

■ Pure competition. Characteristic of this market structure is that neither the supplier nor 

the buyer can influence the price of the product. Thus, the price is a given one for all 

parties involved. Furthermore it is assumed that in this market structure complete 

information is available. In other words, there is a high degree of market transparency. 

In addition, the product is homogeneous and fully replaceable by substitutes. Examples 

of this market type are commodities markets for natural products such as wheat, cocoa, 

coffee and soybeans and for metals such as iron, copper and aluminium. Most auctions 

(flowers, vegetables) resemble this situation.

Industrial branch
Is defined as the 
horizontal relationship 
of organizations that 
experience each other 
as effective competi-
tors (for example, the 
leather and footwear 
industry and the elec-
tronics industry).

Industrial column
Is defined as a series 
of companies (links) in 
which the consecutive 
stages of production of 
an economic product 
take place – from 
 primary producer to 
consumer (identical to 
Supply Chain).

Pure competition
Characteristic of this 
market structure is 
that neither the 
supplier nor the buyer 
can influence the price 
of the product.
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128    SECTION I  CORE CONCEPTS

■ Monopolistic competition. This market structure is similar to many actual markets and 

is characterized by a high degree of product differentiation. Each supplier tries to make 

its product stand out in order to create a monopoly situation for itself. This situation is 

favourable for the supplier because it provides it with some room to manipulate prices, 

within a given bandwidth. There is no direct pressure on its prices from competitors’ 

offers. Examples are the markets for cigarettes, detergents, hi-fi equipment and other 

durable consumer goods.

FIGURE 7.1 The external structure on a macro level
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FIGURE 7.2 Supply chain structure

321

Diverging materials
flow

Linear materials
flow

Converging materials
flow

Raw materials

Semi-manufactured
goods

Components

Capital equipment

Final consumers

Monopolistic 
 competition

This market structure 
is similar to many 

actual markets and is 
characterized by a 

high degree of product 
differentiation.

18969_07_Ch07_p125-156.indd   12818969_07_Ch07_p125-156.indd   128 10/8/09   7:26:21 AM10/8/09   7:26:21 AM



CHAPTER 7  MARKET STRUCTURES AND SUPPLY MARKET RESEARCH    129

■ Oligopoly. An oligopoly is a market type characterized by a limited number of sup-

pliers and a limited product differentiation. Moreover, it is very difficult to get a 

foothold in the market, due to some important entry barriers. The suppliers are famil-

iar with each other’s market behaviour. An oligopoly can have various forms (see 

Figure 7.3). Depending on the situation, the market price can be set by a market- or 

price-leader, or arranged through some form of price arrangements (cartels). Also, it 

may happen that the players in the market cannot combine to pursue cut-throat 

competition.
  When there are few suppliers, but a differentiated or heterogeneous product, this is 

referred to as a heterogeneous oligopoly. As soon as there are more suppliers in such a 

situation, the preferred term is monopolistic competition. Examples are found primarily 

in the industrial sector: the markets for forklift trucks, chemicals, semi-manufactured 

goods, flavourings, etc.

■ Monopoly. A monopoly is characterized by the presence of only one supplier of the 

product in question. Substitutes are (virtually) absent. This enables the monopolist to 

pursue his own pricing policy. Natural monopolies exist when the entire supply of raw 

materials or a particular manufacturing process is owned by just one producer or 

manufacturer, excluding others by means of contracts or patents (e.g. oil concessions, 

diamonds). Government monopolies exist when based on special licences which are 

required from the government or when based on state law. Examples are postal serv-

ices, railways and some public utilities (water supply, gas, etc.).

 The big advantage of a monopoly, to the supplier, is that it enables the supplier to 

 dictate the price and other conditions to the market. Naturally this dictat has its limits in 

so far as the buyer is not obliged to purchase the product. Purchasing practice shows many 

situations which resemble monopolies. For example, an original equipment manufacturer’s 

(OEM) clause in the service contract stipulates that only original spare parts are to be used 

under penalty of lapse of the warranty conditions. Another example is a situation where 

the purchase requisitions only mention a product’s brand name and a specific supplier 

name. Engineering departments may limit choice among suppliers by allowing only one 

particular technology for some purchasing component.

 Through its marketing and communications policy the supplier’s account manager tries 

to influence the customer’s preferences. The buyer needs to be attentive to these matters 

and should continuously reflect whether the perceived differences in value of the product 

that is offered by the supplier outweighs the price difference and the risk of a larger 

dependency.

Monopoly
Is characterized by the 
presence of only one 
supplier of the product 
in question.

Oligopoly
An oligopoly is a mar-
ket type characterized 
by a limited number of 
suppliers and a limited 
product differentiation.

Cartel
Price can be set by a 
market or price-leader, 
or arranged through 
some form of price 
arrangements 
(cartels).

FIGURE 7.3 Examples of the oligopolistic market structure
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130    SECTION I  CORE CONCEPTS

Demand side
In general, three types of market structure on the demand side can be distinguished:

■ Pure competition. The description given above also applies here.

■ Oligopsony. This is the oligopoly situation in reverse: there are only a few buyers and 

a large number of suppliers. The (frequently large) buyers are aware of one another’s 

behaviour and in this way collectively occupy a power position through the usually 

smaller suppliers. One example of this market structure is the automobile industry in its 

capacity of buyer of semi-manufactured products and components. Other examples 

are agricultural co-operatives or buying consortia which can be found in numerous 

branches. These organizations in fact co-ordinate the buying volumes of their members 

through usually much larger suppliers.

■ Monopsony. In this situation there is only one buyer of the product versus a large 

number of suppliers. In reality this is a very rare situation. Examples are the sugar indus-

try, dairy industry, the railways (as buyer of locomotives and trains), ministries of defence 

(weaponry) and public utilities in some countries (gas, electricity, water supply).

 The supply and demand situations described above can be placed in a matrix and the 

result is shown in Figure 7.4. Depending on the number of suppliers in the market and their 

positions relative to those of immediate competitors, the buyer’s position can be dominant, 

equal or subordinate to the opposite party. To assess one’s position of power it is important 

to take into account one’s position relative to the opposition. An airline company like SAS 

may be one of the few buyers of turbo-jet engines but, compared to a company the size of 

Oligopsony
This is the oligopoly 
situation in reverse: 
there are only a few 
buyers and a large 

number of suppliers.

Semi-manufactured 
products

These products have 
already been processed 
once or more, and they 

will be processed 
further at a later stage. 

Monopsony
In this situation there is 

only one buyer of the 
product versus a large 

number of suppliers.

FIGURE 7.4 Typology of market structures
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CHAPTER 7  MARKET STRUCTURES AND SUPPLY MARKET RESEARCH    131

General Electric, SAS’s negotiating position is minor. To take another example, DAF 

Trucks only has a minor power position compared with ZF, the largest European supplier 

of gearboxes. DAF Trucks orders add up to tens of millions of euros annually but, 

compared with Daimler, DAF Trucks is only a small player to ZF. One of the reasons to 

become part of Paccar in 1996 was to benefit from a leveraged negotiation position in its 

dealings with large, international suppliers.

 When developing a purchasing policy, the purchasing manager should reflect on the 

following questions:

■ Which types of markets are we dealing with in relation to product X; how many 

(potential) suppliers are in the market, from whom we could, in principle, obtain this 

product?

■ What reactions will placing an order of volume Y and price Z with one supplier gener-

ate from the other suppliers?

■ What is the degree of differentiation for a particular product in the supplier market; 

which alternatives or substitutes are available?

■ What is our company’s market share for product P in the supply market and who are 

our competitors with regard to this product? Who else is buying this product?

■ What is likely to happen in the short and the long term with regard to the supply of 

product Q and what effect will the expected developments have on price levels and 

product availability?

 Knowledge of market structures is important to the buyer because these determine to a 

large extent the desired sourcing strategy and the negotiating strategies that will be pursued.

SUPPLY MARKET RESEARCH: DEFINITION

Supply market research can be defined as the systematic gathering, classification and 

analysis of data considering all relevant factors that influence the procurement of goods 

and services for the purpose of meeting present and future company requirements.

 Some aspects of this definition warrant further explanation. Supply market research can 

relate to research which is conducted at regular intervals, such as monitoring market prices 

of strategic commodities. However, it may also be conducted on a project basis. Examples 

of this type of research are developing a detailed cost model for a strategic commodity, 

auditing suppliers on compliance with CSR-principles (see Chapter 17) or conducting a 

specific country study against the background of global sourcing initiatives.

 Supply market research can be qualitative or quantitative in character. Qualitative re-

search is based on gathering views or opinions on trends and developments going on in 

a specific industrial sector. Usually this type of research is based upon interviews with 

industry experts. Quantitative research is based on numerical data possibly derived from 

general statistics and other public sources. For example, what is the market share of a 

specific supplier? How do supply and demand develop over time? How can supply and 

demand patterns be clarified by other macro-economic indicators? Other examples are 

cost-breakdown analyses which explain whether the price charged by a given supplier is 

fair or not. Most supply market research covers both aspects. Supplier benchmark studies 

are examples of both quantitative and qualitative research.

 Supply market research can focus on short-term as well as long-term issues. Concentra-

tion of supply markets and materials shortages, which are to be expected, in certain indus-

tries may require that the company covers its materials needs for a longer period and may 

foster long-term relationships with suppliers. Short-term supply market analysis may be 
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132    SECTION I  CORE CONCEPTS

required when a major supplier is unexpectedly suffering from production problems or 

goes bankrupt, and an alternative supplier needs to be found quickly.

 As demonstrated in Chapter 3, purchasing market research is a key element of the pur-

chasing management process. Its major benefit is that the data gathered through it may 

serve as a thorough and objective basis for key purchasing decisions.

Subjects of purchasing market research
It will be clear by now that purchasing market research covers a wide variety of subjects. 

In general three main areas of investigation can be identified:

■ Materials, goods and services. This kind of research aims at realizing purchasing sav-

ings or at reducing supply chain and transaction costs. It can also aim at reducing the 

supply risks incurred by the firm by searching for alternative supply sources.

■ Suppliers. Supplier-related research is concerned with analysing the relationship with a 

specific supplier. Questions to be addressed here include, for example, ‘Will the sup-

plier continue to be able to satisfy both future technical, quality and logistical require-

ments and still remain competitive?’

■ Systems and procedures. A good purchasing information system is of great importance to 

all buyers and efforts should be directed constantly at improving the availability of man-

agement information. Information and communications technology offers great possibili-

ties for this, but it has to be guided on the basis of buyers’ needs. In connection with this, 

supply research can also focus on how to simplify and harmonize administrative proce-

dures in the relationship between buyers, their internal customers and their suppliers.

 Another distinction is the one between macro-, meso- and microeconomic research (see 

Figure 7.5):

■ Macroeconomic research. This refers to the general economic and business environ-

ment. It focuses on factors that can influence the future balance between supply and 

demand. Examples of these factors are developments in unemployment or employment 

in a country, labour costs, inflation, consumer price index, order position.

■ Mesoeconomic research. This focuses on specific sectors of industry and at this level 

a lot of information is often available at central statistical offices and industrial agen-

cies, established in many countries. They have specific information on profitability of 

the sector, technological developments, labour cost, direct versus indirect cost, capacity 

utilization, order position, energy consumption, etc.

■ Microeconomic research. This focuses on assessing strengths and weaknesses of indi-

vidual suppliers and products. Examples are financial audits of suppliers, quality audits 

as part of a supplier certification programme, supplier cost analyses, supplier sustain-

ability audits, etc. The objective here is to get a thorough understanding of the supplier’s 

specific capabilities and its long-term market position.

 A well-known economic indicator is the Purchasing Managers Index (PMI). This index 

is published monthly for different countries and is derived from the contracted volumes 

issued by purchasing professionals in that specific month. In the USA this index is pub-

lished by the Institute of Supply Management (ISM). Besides the contracted purchasing 

volumes, the PMI report provides detailed insight into actual sales and purchase price 

levels, inventory positions, supply lead times, and the employment within the companies 

concerned. An index higher than 50 indicates a growth of economic activity. A score lower 

than 50 demonstrates a declining economic activity. In the USA and UK the PMI has 

developed into one of the leading economic indicators. Figure 7.6 provides a picture of 

the PMI for Europe during the period 1996–2008. For buyers the PMI is an indispensable 

tool. They can subscribe to it through their local professional association.

Macroeconomic 
research

This refers to the 
general economic and 
business environment. 

It focuses on factors 
that can influence the 

future balance between 
supply and demand.

Mesoeconomic 
research

Research which 
focuses on specific 
sectors of industry.
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FIGURE 7.5 Three areas of purchasing market research
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FIGURE 7.6 Eurozone Purchasing Managers’ Index 1996–2008
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134    SECTION I  CORE CONCEPTS

Why supply market research?
The need for systematic supply market research has been increasing in recent years. 

Many large companies, like IBM, Honda of America, Lucent Technologies and Philips 

Electronics have introduced corporate commodity teams which are responsible for the 

world-wide sourcing of strategic parts and materials. Relentlessly, these teams look for 

the best-in-class suppliers for their materials and service needs. Originally supported by 

specialized staff departments, the corporate commodity buyers increasingly commit to 

conduct supply market research themselves. The Internet increasingly provides better 

and more up to date information on supply markets in a faster and more convenient way. 

What factors have led to a greater need for active supply market research? The major 

ones are:

■ Continuing technological developments. As was seen earlier, every company, whether 

operating in industry or trade, in order to stay competitive has to concentrate on product 

innovation and quality improvement. When investing in new technologies the question 

arises: should we develop new technologies ourselves or should we buy them? Strained 

financial resources often lead managers to the latter option. The make-or-buy decision 

demands a lot of research, as does the final supplier selection decision once the decision 

has been made to buy. Buyers have to refresh their knowledge constantly about new 

technological developments which are going on in their supply markets, through prod-

uct and supplier research.

■ Supply market dynamics. International supply markets are constantly on the move. 

Price levels may change from an all time high to an all time low in just a couple of 

months, influencing the company’s margin directly. Demand may dramatically change – 

demand can be extremely volatile (for example demand for oil and steel was skyrocket-

ing early in 2008 whilst at the end of the year plummeting to an all time low, all of this 

within 1 year) affecting supply and price levels immediately. Buyers, then, have to 

anticipate likely changes in a product’s demand and supply situation and thus develop 

a better understanding of the price dynamics of their commodities. Next, export facili-

ties can suddenly be limited because of changes in political arrangements between 

countries, suppliers can disappear as a result of bankruptcy, suppliers may be acquired 

by a competitor with several consequences for the price level and continuity of supply. 

Changes in Western society. The relatively high wages level in Western Europe has led 

to changes in the suppliers’ market. An example is the change in textile supply for most 

European retailers, who years ago shifted from local to European suppliers and to the 

Far East due to much lower wages. The same trend applies to many industrial products 

(varying from television glass to car tires). For a lot of products, industrial production 

has shifted from Western countries to the Far East (especially to China) or the develop-

ing countries and this development probably will continue.

■ Monetary developments. The ever-increasing volatility of some major currencies poses 

new problems to buyers, who operate internationally. High inflation in some countries, 

large governmental budget deficits, rapidly changing currency exchange rates may 

require immediate action from buyers in terms of a reallocation of their materials 

requirements.

■ Offset obligations and changes in tax regimes. When companies export to some coun-

tries (e.g. development countries), they need to offset part of their sales volume through 

buying local merchandise and products. Governments do so in order to stimulate local 

economic activity. In such cases the buyer needs to investigate what products or com-

ponents could be purchased. This requires a lot of desk research; sometimes visits need 

to be made to the prospective country. Changes in tax regimes may also be the reason 

for extensive supply market research. The European Union may impose extra import 
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CHAPTER 7  MARKET STRUCTURES AND SUPPLY MARKET RESEARCH    135

taxes on products coming from a certain country or region (this happened a few years 

ago for the import of textiles from China), which may be the reason for the buyer to 

look for other countries and suppliers from which to get products.

 These are some of the factors which underline the importance of systematic purchasing 

market research.

HOW TO STRUCTURE PURCHASING 

MARKET RESEARCH

Figure 7.7 shows the most important steps to be made, when conducting purchasing mar-

ket research. These are in more detail:

1. Determine objectives. What exactly is the problem to be solved? What information is 

desired? How accurate does the information have to be? These questions are not a prob-

lem if the buyer carries out the research itself. If, however, the research is delegated to 

others a good briefing is of great importance, in order to generate useful information. 

FIGURE 7.7  How to structure purchasing market research: a stepwise approach
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There are about 1000 e-marketplaces for businesses 

in the world today, but only a handful have the partic-

ipation of the world’s biggest companies and handle 

large trading volumes. Below are some of the most 

important e-marketplaces are listed per industry.

Automotive
Covisint (www.covisint.com) 

Established in February 2000, Covisint provides a 

platform for OEMs (original equipment manufac-

turers) and automotive suppliers to trade with some 

of the worlds major automotive companies. 

SupplyOn (www.supplyon.com)

Established in mid 2000 by leading companies with-

in the automotive supply industry (e.g. Bosch, Con-

tinental, INA and ZF along with SAP as a technology 

partner). At the end of 2001, Siemens VDO also 

joined the company. 

Aviation
Aeroxchange (www.aeroxchange.com)

Was founded on 1st of October 2000 by 13 airlines. 

19 additional airlines have since joined the founding 

group. Among the founding airlines are Air Canada, 

Air New Zealand, Cathay Pacific, FedEx, KLM, 

Lufthansa, SAS and Singapore Airlines. The 

e-marketplace is focused on streamlining the buying 

and selling process of products such as airframes, 

avionics, engine components, maintenance services 

as well as airline-specific goods and services.

B2B-Aero.com (www.b2b-aero.com)

Founded in Feb. 2000 . . . the e-marketplaces’ 

mission is to connect airlines, OEMs and aviation 

repair facilities to streamline the overhaul and repair 

business using the Internet.

Exostar (www.exostar.com)

Founded by Bae Systems, Boeing, Lockheed Martin 

Group, Raytheon Co and Rolls Royce. The 

e-marketplace is an electronic business service provider 

built for the aerospace and defense industry. 

Building and construction
BravoSolution (www.bravosolution.com)

Founded in July 2000 by Italcementi Group one of 

the most important cement producers and distribu-

tors in Italy. 

Edilportale (www.edilportale.com)

On-line from March 2001, Edilportale was founded 

by Italian private investors and venture capitalists. 

The e-marketplace offers a good industry directory 

and it is rich in news, industry laws and events.

CTSpace (www.ctspace.com)

Although not strictly an e-marketplace, Citadon pro-

vides a web-based software application for project 

collaboration, document access, sharing and busi-

ness process automation for the global engineering 

and construction industry. Its members are some of 

the worlds major EPC (Engineer, Procure, and 

Construct) companies including Alcoa, Bechtel 

Corp., Fluor Daniel, Marriott, Halliburton, GE Power 

Systems, and Kvaerner Oilfield Products.

Chemicals 
Elemica (www.elemica.com)

Founded in August 2000 by 22 of the worlds biggest 

chemical companies including: BASF, Bayer, BP, 

Dow, DuPont, Mitsubishi Chemical Corporation, 

Mitsui Chemicals, Rhodia, Rohm and Haas, Shell 

Chemicals, Sumitomo Chemical, & Royal Vopak. 

ChemConnect (www.chemconnect.com)

Founded in 1995, ChemConnect is a global trading 

hub for chemical products such as: petrochemicals, 

industrial chemicals, plastics and polymers, phar-

maceutical inputs, fine and speciality chemicals, 

industrial gases and agrochemicals. 

Food and beverages 
1Sync  (www.transora.com)

Transora’s investors include more than 50 of the 

world’s largest Consumer Packaged Goods manufac-

turers including PepsiCo, Coca-Cola, Mars, Kellogg’s, 

Danone, Procter & Gamble, Unilever NV, Quaker 

Oats and Heineken. Operating in seven languages 

Transora has interoperability projects underway with 

CPGmarket and GlobalNetXchange (GNX). 

Healthcare and pharmaceutical
Global Healthcare Exchange (www.ghx.com) GHX 

was founded in March 2000 for hospitals, manufactur-

ers and wholesalers. Products traded include medical 

and healthcare equipment, products and services and 

pharmaceuticals. Members include Siemens, 3M 

Medical, Arrow International, Bayer Diagnostics, 

Boston Scientific Corp. and GE Medical Systems.

MEMO 7.1 ELECTRONIC SOURCES OF SUPPLY MARKET INFORMATION
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Are we talking about a global market review or is an extensive analysis required of the 

suppliers’ financial and market positions? When does the answer have to be available? 

These aspects should be covered in a concise briefing.

2. Cost–benefit analysis. What will be the costs of the research? How many work hours 

are required for the research? Will the value of the obtained information outweigh the 

expense?

3. Feasibility study. What information is already available within the company? What 

information is available from publications and statistics? There may be more infor-

mation readily available than originally expected. A good (computer-based) docu-

mentation service can be invaluable. On many issues international electronic data-

bases exist (see Memo 7.1) and specialized agencies may conduct market and 

product studies at limited costs. If a public database cannot be found directly, it is 

worthwhile asking for such a survey at services such as university libraries or elec-

tronic information services. The next research step should only be taken once it is 

confirmed that the required information is unavailable in the form of publications or 

statistics.

4. Design of a research plan. Specific action is sometimes needed to obtain information, 

as, for example, in the case of auditing a specific supplier. Another example is an 

investigation to analyse possibilities for a ‘catalogue buying’ contract – a situation in 

which the buyer looks for opportunities to transfer a coherent assortment of products 

(e.g. fasteners, computer supplies) from many suppliers to only one supplier. In addi-

tion to desk research, interviews with buyers and suppliers will be required, followed 

by field research. It is important to prepare well for such research through a detailed 

project plan.

5. Execution of research activities. In the execution stage it is important to follow the 

project plan prepared earlier. Decision-making is often dependent on a certain amount 

of information being available. Excuses for delays in research activity cannot be 

accepted – potential problems should have been anticipated while designing the time 

plan and estimating the workload.

6. Preparing research report and evaluation. When the research is finished a report has to 

be prepared – this has to contain the assignment, as well as the obtained results. Did the 

buyer get an answer to his questions? Is the report drawn up in a comprehensive manner? 

What assumptions underlie the obtained results? These are issues that require attention 

in the report; finally, what is the opinion on the research after it has been carried out? 

Have the method and the result been satisfactory? These questions have to be considered 

to prevent mistakes being repeated in the future.

Retail and consumer goods
WorldWideRetailExchange

(/www.worldwideretailexchange.org/) 

WWRE was founded in March 2000 for retailers 

and suppliers in the food, general merchandise, 

textile/home, and drugstore sectors. Members 

include: Edeka, Tengelmann Group, Rewe, K Mart, 

Target, Marks & Spencer, Tesco, Seibu Dept Stores, 

Jusco, and  others. 

Transportation and logistics
TransCore (www.transcore.com)

TransCore’s freight exchange, Powered by DAT 

Services, is an e-marketplace for the matching of 

freight shippers with carriers. With installations in 

37 countries and 1800 employees Transcore handles 

over 2.5 million transactions monthly. The e-mar-

ketplace is based in Beaverton, USA and was estab-

lished in 2000. 
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 In the case of purchasing market research it is common to differentiate between desk 

research and field research. Desk research is the gathering, analysis and interpretation of 

data that serve the research assignment, but which have already been gathered by others. 

In purchasing, this type of research is used the most. Large companies in most cases have 

a special documentation service that continuously gathers general and market-specific 

technical information. Much of this information is published and made available to buyers 

nowadays through a special purchasing intranet (see Memo 7.2).

 Field research is the gathering, analysis and interpretation of information that cannot be 

obtained by means of desk research. It tries to track down new information; visits to in-

dustrial exhibitions and suppliers are examples of field research methods.

 Not every research project will follow the phases described above exactly. The available 

time usually places restrictions on research design and each project will require its own 

approach so that a standard method is hard to provide.

MEMO 7.2 PURCHASING INTRANET DAF TRUCKS

FIGURE 7.8 Example of DAF Trucks’ purchasing information system

DAF Trucks, the leading truck manufacturer locat-

ed in The Netherlands, was acquired in 1996 by 

Paccar, a leading manufacturer in the US. Important 

brands of Paccar are Peterbilt and Kenworth. One 

of the reasons for Paccar to acquire DAF Trucks 

was to realize a strong foothold in the European 

truck market. Another reason was to create signifi-

cant global leverage in purchasing and supply. Today 

buyers at DAF Trucks work with an advanced pur-

chasing information system, which supports them 

in their strategic and operational activities (see 

Figure 7.8).
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 A differentiation can be made between:

■ The different applications that buyers can use for their tactical activities. Here you will 

find vendor rating information, corporate purchasing information (standard presenta-

tions and contract templates), travel information, access to DAF Trucks’ Supplier Net

■ Contact list and contact information for all DAF Trucks and Paccar commodity manag-

ers enabling them to communicate quickly and efficiently worldwide

■ Purchasing toolkit including templates for developing commodity plans and conducting 

supply market surveys, supplier risk assessment tools, a labour costs calculator, a fixed 

costs calculator (see below)

■ Detailed order information related to OEM orders, rerouted orders, parts, non-product-

related purchases

■ Detailed supplier data related to supplier performance, financial data with regard to 

suppliers and general supplier information.

■ Supplier database providing all kinds of information with regard to DAF Trucks’ 

 suppliers.

 Notable are the labour costs calculator and the fixed costs calculator. The first allows 

the buyer to quickly calculate the extra cost that is incurred when he changes from a local 

supplier to a foreign supplier. The calculator compensates for higher transportation costs, 

pipeline inventory, risk of late delivery, etc. The fixed cost calculator allows the buyer to 

calculate the effect, based upon the percentage of fixed cost in the cost price of a specific 

part, of a higher order volume. When the buyer is going to order a higher volume this tool 

calculates the net effect on the supplier’s sales price. Purchasing and supply market re-

search are prime tasks for the buyers and commodity managers of DAF Trucks. Among 

other things they keep a sharp eye on the supply chain structure and developments of 

DAF’s main competitors.

PURCHASING MARKET RESEARCH 

AND INFORMATION TECHNOLOGY

At the beginning of this chapter it was illustrated how Internet technology may be used to 

conduct purchasing market research. Currently, companies are discovering the many ways 

in which this new technology may support their purchasing operations and strategies. The 

following examples further illustrate this point:

■ Company’s like Saint Gobain, the French conglomerate which is active in a wide range 

of products ranging from glass manufacturing to insulation and construction materials, 

have installed a worldwide purchasing Intranet enabling exchange of product, supplier 

and contract information among all sites and operating companies. Other manufactur-

ing companies, ranging from automotive and computer industry to the beverage and 

food industry, have built similar systems based on Microsoft Outlook software.

■ Data-suppliers like Yellow Pages, ABC, Kompass and Wer Liefert Was now have availa-

ble through their websites vast supplier bases covering supplier addresses in all major 

EC-countries enabling buyers to conduct market surveys in a very short time. For com-

modities, long lists of potential suppliers may be developed in just a few minutes. Supplier 

information (with regard to product assortment, references, financial stability) may be 

asked for through extensive database searches and directly through e-mail from the supplier. 

Requests for quotations may be submitted through simple, computer-supported ordering 

systems or directly through e-mailing the supplier concerned.
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■ Some companies use their purchasing website to attract new suppliers for certain com-

modities. Suppliers are requested to react for components which are short of supply or for 

which new suppliers are wanted. Suppliers may act through filling in the SQA-questionnaire 

and sending it through e-mail directly to the purchasing department of the prospective 

customer. In this way the Internet is actively being used for ‘reversed marketing’. 

■ Companies like FedEx, DHL Worldwide Express and UPS provide linkages through the 

Internet which enable companies to keep track of their deliveries. Some of these sites 

enable cost breakdowns per port of destination enabling buyers to find their most com-

petitive source of supply for shipment and transportation.

■ Although electronic payment is still troublesome, developments are moving fast in this 

area. In the consumer goods business some companies have posted impressive turnover 

figures and financial results (such as Amazon and Dell). It is expected that electronic 

commerce and payment will grow rapidly in the years to come.

 Other examples can be added to this list. Memo 7.3 summarizes how the Internet may 

be used in the purchasing area nowadays. It will be clear from this list that the electronifi-

cation of purchasing is developing very quickly. New IT-supported tools have become 

available, and are accessible not only to buyers. The same tools will also be available to 

all other disciplines in the company (who in general are computer-wise and much better 

equipped than their counterparts in the purchasing organization), which will call for a 

sometimes drastic review and reorientation of the traditional role of the purchasing func-

tion in companies.

The Internet may provide buyers with different 

kinds of information related to each step of the pur-

chasing process:

■ Purchasing market research and supplier selec-

tion. Examples are Wer Liefert Was, Yellow 

Pages, Industrynet, all of which may be used to 

find (new) suppliers.

■ Getting the right product specifications. Product 

descriptions may be derived from a Purchasing 

Extranet.

■ Checking supplier references. Supplier financial 

and performance references may be checked 

from Dun & Bradstreet.

■ Sending requests for proposal. This may be done 

through e-mail directly to the supplier or through 

the websites of supplier data-providers.

■ Bid information is exposed through specialized 

intermediaries such as BidCast or Tender Daily.

■ Virtual auctions. Free Markets Online, Ariba, 

Procuri provide software and services to organ-

ize auctions among suppliers for individual 

buyers. Some large retailers (such as Wehkamp 

in The Netherlands) have daily auctions for mer-

chandise on sale.

■ Reversed marketing. Some large contractors and 

manufacturers (such as NASA and Sony) have a 

special purchasing website on which they expose 

products for which they seek new suppliers. 

Initial screening is done through filling out a 

detailed questionnaire.

■ Commodity buying. Some major commodities 

can now be traced online through the Internet 

enabling buyers to manage their commodity 

buyers from hour to hour and enabling them to 

buy at the right moment.

■ Shipment tracking. FedEx, DHL Worldwide 

Express and UPS have extensive websites with 

which rates may be asked for express freight and 

shipments and deliveries may be tracked and 

traced.

■ Electronic payment. Payment may be tied to 

credit cards or special purchasing cards, enabling 

paperless invoice handling.

MEMO 7.3  INTERNET AND INTRANET APPLICATIONS IN PURCHASING 

SUPPLY MARKET RESEARCH
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SUMMARY

The ever-increasing turbulence in global supply markets makes supply market research a 

crucial activity. Supply market research is required in order to keep informed about 

changes going on in technology, supplier markets, competition and supplier relationships. 

It is also necessary to assess the competitiveness of the current supply base against best in 

class suppliers and to keep track of changes in currency rates, to name just a few. 

 To be able to purchase effectively, the buyer must have a sound knowledge of the 

supply-markets in which it operates and of the products it buys. Supply market structures 

determine the buyer’s tactics – its attitude towards a monopolist will differ greatly from 

the attitude it adopts when dealing with an oligopoly situation. When deciding on its 

tactics the buyer will take into account the demand side and the supply side of a specific 

market. At the supply side of the market four market structures can be found, including 

pure competition, monopolistic competition, oligopoly and monopoly. At the demand 

side of the market three different market structures can be found, including pure compe-

tition, oligopsony and monopsony. A sound analysis of the buyers’ power position 

requires a thorough analysis of the supply market from both demand and supply 

perspective.

 In setting up research a stepwise approach is recommended. First, the objectives of the 

research should be clearly formulated. What questions should be answered by this 

activity? Will the value of the information to be gathered probably outweigh the costs? 

What information is already known about the subject? In most cases desk research will be 

sufficient. In some specific cases field research and surveys may be necessary, although 

these will add to the costs of the activity and its lead time. Finally, the results should be 

presented in a concise report.

 As discussed, the Internet provides ample opportunities to buyers to conduct purchasing 

market surveys. For some commodities and services, information may be found covering 

all parts of the purchasing process, just by using Internet technology. And these opportuni-

ties and facilities expand every day! Therefore it is very important for buyers to keep in-

formed about this medium, since it will make supply markets more transparent than ever 

before. This is not only true for macro-economic research, but also for sector studies and 

individual supplier studies. The fact that as a result of the Internet many supply markets 

have become very transparent, is the reason for their increasing turbulence.

ASSIGNMENTS

7.1 Your purchasing manager has requested you as a buyer to develop a 

commodity strategy for the product group that you are responsible for 

(stamped, steel components). In your commodity plan you should come up 

with a future sourcing plan. What information would you need in developing 

a sourcing plan for your commodity group?

7.2. Investigate the websites of some large data suppliers such as Wer Liefert 

Was, Yellow Pages, Kompass, etc. What kinds of functionality do these data 

suppliers provide to the buyer today? How do these suppliers support the 

purchasing process model that was described in Chapter 2?

7.3 A distinction is made between macro-, meso- and microeconomic research. 

Name some sources of information to be consulted in each of these types of 

purchasing market research.
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7.4 You are working for a larger supplier in the automotive industry. Your 

purchasing manager has requested you to investigate whether it is 

worthwhile to participate as a member in Covisint. What kinds of solutions 

does Covisint offer to the medium sized automotive supplier today? Would 

you recommend your purchasing manager to take part in this important 

electronic, automotive marketplace?

7.5 Internet technology is open to everyone. Not only to buyers, but also to users 

and budget holders within organizations. Today, every employee is able to 

buy from the Internet without interference of a buyer. What would you 

consider to be the most important threats and opportunities from buying 

through the Internet? What recommendations would you make to companies 

in order to benefit from modern web-enabled buying opportunities?

© Prof. Dr. A.J. van Weele. This case study is proprietary teaching material to be used solely in combination with this textbook. It is 

forbidden to use this case for other educational or commercial purposes or to reproduce, distribute or publicize it by way of printing, 

photocopying, microfilm or otherwise without the prior written permission of the author.

This case describes the problems surrounding a purchasing process concerning capital goods. The case was constructed on the basis of 

various practical situations we encountered. Special Mechanics Ltd. is a fictitious high-quality metal works company; any similarities 

to existing companies are purely coincidental.

SPECIAL MECHANICS LTD.

BY A.RJAN VAN WEELE

Introduction

‘Here we go again,’ Jeremy Clark, purchasing man-

ager for Special Mechanics Ltd. in Doncaster, UK,  

lamented, ‘production planning has once again gone 

too far and now we can clean up their mess. 

I really don’t know how we are going to get out of 

this one.’ He spoke these words to his project buyer, 

Cheryl Sturrock, who listened closely to what her 

boss was saying.

 The two colleagues were discussing a problem, 

which was dropped in their laps by the production 

manager the day before. Production planning had 

made far-reaching promises concerning the pur-

chase of a high-precision milling machine. The core 

of the problem was that the milling machine would 

probably not be delivered on time, but also that the 

machine which would be delivered was not the 

version ordered. The supplier, Lodex Ltd. from 

Northern Ireland, had already sent a confirmation of 

order. The prospects were unpleasant to say the 

least, and now Phillip Samuelson, the production 

manager, had raised the affair with the purchasing 

department to see what could be done.

Special Mechanics Ltd.

Special Mechanics Ltd is a company domiciled in 

England, which specialises in high-quality metal 

works. The company has an outstanding reputation 

in the areas of machining and high-precision lathe 

work. The original company was started by the 

Peterson brothers in 1919. After a prosperous 

growth, the family sold the company to a Swiss 

multinational in the late 1960s. This multinational 

left the organization structure intact: the company 

retained its English management and management 

culture. It is governed as a separate profit centre. 

Every year management must realize a pre-

determined profit. Not counting a few exceptions, 

the company has been reasonably successful in this 

respect up to now.

 The company has a turnover of approximately 

£45 million, and a work force of 380 employees. 

Major customers are engineering factories, the car 

INTEGRATIVE CASE 7.1
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▶

industry and the aircraft industry. In the early 1970s 

a sales programme was drawn up, aimed at obtain-

ing foreign orders. This program was reasonably 

successful: approximately 25% of the turnover was 

now realized through foreign clients. For the past 

years the company obtained orders from a few West 

European companies active in space systems. These 

customers were highly appreciated by ‘Special 

Mechanics’ because they were known for their high 

quality demands, which made them a very good 

reference for obtaining other orders.

 The organizational structure of Special 

Mechanics Ltd. is shown in Figure 1. Not visible in 

the Figure is that purchasing, as a staff function, 

reports to the production manager (Samuelson).

The order from Ariane

One of the most important potential customers in 

the space sector was the Ariane consortium. In the 

past Special Mechanics had already wanted to do 

several projects for them; the company was of the 

opinion that Ariane was looking to extend their 

supplier file and that Special Mechanics Ltd. had 

caught their eye. Special Mechanics felt strongly 

that they were being ‘tested’.

 Early May 2007, the sales director, Grant 

Humphreys, was invited by Ariane to come to 

France for the purpose of exchanging views about 

future possibilities. This meeting was not without 

results, because in several follow-up meetings, after 

substantial negotiations, a £4.2 million order for 

high-precision lathe work on space panels was 

obtained. This news so delighted the general man-

agement that a celebration was organized for the 

entire personnel one Friday afternoon.

 The delivery date was set for May 2009, which 

gave Special Mechanics ample opportunity to pre-

pare for the production activities. However, after 

consultation with production planning, it soon 

became obvious that the available machinery was 

inadequate: it would not be capable of executing the 

necessary machining operations with the required 

precision. This rather late observation caused pro-

duction planning to submit an investment proposal 

for the purchase of a specialised milling machine.

 Although management had some reservations 

concerning this request (why was this not fore-

seen?), they approved the proposal. The company 

wanted to focus on high-quality machining even 

more in the future, so that this proposal matched 

with company policy.

Further developments

After the proposal was approved, the departments of 

Development and Production planning (see Figure 1) 

were asked to provide a functional specification for 

the milling machine to be purchased. In general 

this is not an easy task, because in addition to the 

requirements concerning the lathe work the machine 

must be able to execute, it must take into account the 

requirements of the Technical department.

 Maintenance requirements are one important 

aspect. Furthermore, this kind of high-quality equip-

ment demands a conditioned area, where the cli-

mate (temperature, humidity) can be regulated. A 

project team was installed, chaired by Samuelson, 

head of Production planning. In addition representa-

tives from the Technical department, the 

Development department, the Machining depart-

ment and the Financial/Administrative department 

were part of the team.

 To obtain a clear picture of the market, several 

industrial exhibitions were visited at home and 

abroad during the period August 2007 to February 

FIGURE 1   Organizational structure Special 

Mechanics Ltd.

General management

Finances and
administration

Personnel

Development Sales
(De Bruin)

Production
planning

(Krebbers)

Technical
department

AssemblyMachining

Other production departments

Production
(Cremers)
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2008. These visits yielded few new perspectives; the 

eligible suppliers were already known through pre-

vious contacts. The problem in meetings with pro-

spective suppliers was the absence of a detailed 

specification; this still wasn’t completed. In the 

meantime, Samuelson made several visits to Fimec 

Ltd. in Amsterdam, a company specialising in the 

sale of machining equipment. Fimec Ltd. repre-

sented among others the Northern Ireland producer 

Lodex (a company Samuelson was quite taken 

with). Lodex saw no problems in meeting the 

wishes of Special Mechanics Ltd.

Problems

On May 25 2008 the sales director, Humphreys, was 

summoned to France. The space project, for which 

Special Mechanics was to machine the space pan-

els, had been moved up. The panels must be deliv-

ered not in May 2009, but in February of that year. 

The sales director was aware of the state of affairs 

concerning the purchase of the milling machine. 

Nevertheless, he gave in to Ariane’s wishes, because 

he might lose this important order if he didn’t.

 These developments caused considerable com-

motion in the project team; quick action must be 

taken now. Early March, later Samuelson invited 

Fimec Ltd. to submit a quotation; the decision was 

made to go ahead with Fimec, provided the quota-

tion was within the budget applied for. Fimec was 

requested to react within two weeks.

 The purchasing manager, Clark, received a copy 

of the request for quotation. This caused him to 

contact Samuelson, who informed him about the 

current state of affairs. Clark was indignant about 

not being told earlier what happened. Because he 

has a lot of other things to attend to, he promises to 

return to the matter at a later stage.

 Fimec reacts quickly; a quotation is on the table 

within ten days. It names a final price of £650 000, 

provided the decision to purchase is made before 

the end of April. After that date a price increase 

was possible as a result of the changing rate of the 

Pound Sterling. The equipment could be inspected 

in Northern Ireland, at the Lodex premises.

 The project team loses no time; early April two 

men immediately fly in to Belfast and from there 

they went directly to Lodex. On the face of it, the 

milling machine they have available seems to meet 

the demands made by Special Mechanics; a final 

decision could not be made, however, because the 

complete specification Production planning was 

preparing, was not finished yet.

 Fimec’s Sales manager, John Jaspers, inquires at 

the end of April whether Special Mechanics is inter-

ested. They must make up their minds quickly, 

because another customer will be there to inspect 

the machine the next day, so he informs them 

casually. Samuelson tells Jaspers that he is very 

interested and asks him not to sell the machine to 

anyone else.

 Back home, the project team reports to 

Samuelson. He introduces a new element into the 

discussion: he has been informed by contacts that 

the machine they inspected the day before, was 

originally intended for another customer of Lodex! 

According to his information, Lodex made an all-

out effort to realize the modifications on time; the 

previous ‘customer’ decided against the purchase 

because the machine was not up to his quality 

specifications!

 Sameulson is in for another surprise. The next 

day he finds on his desk a letter from Fimec Ltd., 

containing the following extract:

‘We hereby confirm your purchase of a milling 
machine type Lodex 1002 AA, at the price offered 
by us on April 28th of £650, 000 . . .’ and . . . 
conditions of delivery to be agreed upon . . .’

 That was not the intention! During the meeting 

following these surprises, the production manager 

promises to raise the affair with the Purchasing 

department.

Communication with Lodex Ltd.

Clark and Sturrock decide to write a letter to Fimec 

Ltd., informing them they feel they have no obliga-

tions whatsoever. Nothing has been signed, so there 

is no legal ground for a purchasing contract. 

Furthermore, Special Mechanics immediately con-

tacts Lodex Ltd. in Northern Ireland by telephone. 

A meeting is arranged for the next day to inspect the 

milling machine. Clark and Sturrock will be met at 

the airport by the Lodex’ Sales manager.

 The meeting which follows quickly reveals a 

common interest to reach an agreement. Lodex Ltd. 

admits that the machine in question was originally 
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intended for another customer; and yes, it does 

concern a modified specimen! Every day the 

machine just sits there means loss of interest. Clark 

is aware of the importance of the machine for his 

company. If Special Mechanics wants to be able to 

execute the order for space panels, the machine 

must be operating by July. He doesn’t have the time 

to go looking for another supplier.

 The negotiations proceed successfully, for 

Special Mechanics, that is: Clark and Sturrock are 

able to talk Lodex into lowering the price by 

£150 000 – the weak spot in Lodex’ position is that 

they have a cash-flow problem. They are willing to 

accept this price reduction, provided Special 

Mechanics agrees to make a 50% downpayment 

when the purchasing contract is signed.

 When they depart, Clark and Sturrock urge 

Lodex to deliver the machine as soon as possible. 

Leaving behind the purchasing conditions, both 

buyers embark on the journey home.

 On May, 15th, a Lodex delegation comes to 

Special Mechanics and the purchasing contract is 

signed. Delivery will take place before 1st July.

Modifications in the agreements

Early June, Clark at Production planning receives 

an extended report containing the functional speci-

fication of the milling machine. The report is a 

thorough piece of work: it contains a technical 

description of over 40 pages.

 Reading the report, Clark stumbles across a 

numerically controlled measuring device, which 

must be built into the machine. Nobody has men-

tioned this before! Upon inquiry it is learned that 

advanced measuring and regulating equipment is 

required to check the very precise tolerances the 

machine will have to work with. This has been 

agreed with the customer of the space panels.

 Clark forwards the specification to Lodex Ltd. 

These added demands meet with problems; Lodex 

is only willing to take care of these extra provisions 

if the price is adapted. In addition they state that 

these developments will prolong the term of deliv-

ery by at least four weeks. The planned date of 

delivery is set for July 26th; Special Mechanics will 

pay an additional £30 000 upfront for the extra pro-

visions.

 Early July Clark travels to Northern Ireland 

once more to see if everything is going as planned; 

it turns out they have hardly started! The explana-

tion given is that the testing of the measuring and 

regulating equipment (which is in fact very 

advanced) has taken longer than expected. The 

Sales manager informs Clark that Special 

Mechanics shouldn’t count on delivery before the 

end of August. He thinks the first week of October 

is feasible . . .

Questions

1  Describe what you see as major problems in this 

case.

2  Define the buying situation using the classifica-

tion of Faris and Wind. Describe the most impor-

tant problems related to the purchasing process 

using the purchasing process model.

3  How would you prevent similar problems in 

future? What would you recommend to Special 

Mechanics’ management?

4 If you were the acting purchasing manager, what 

actions would you take to ensure that Special 

Mechanics would be able to meet its deadline to 

Ariane?

 As a presentation team you are asked to set out 

your findings in a punchy and well-designed 

PowerPoint presentation. You are also asked to sum-

marise the results in the form of a concise paper 

(maximum 8–10 pages, not including appendices). 

 When making your proposals, make use of the 

theory described in chapters 1, 2 and 3. You should 

also add at least two articles (not more than 5-years-

old) from scientific trade literature, with a link to 

the problem described in this case. 

 The other teams are asked to prepare a paper of 

4–5 papers based on the problem definition. You 

must at least include the content of chapters 1, 2 and 

3 in your paper. 

 The way in which you link scientific insights to 

practical solutions is an important point of assess-

ment for your paper and presentation. 

 It is possible that not all answers can be found in 

this book. In that case, you will have to rely on your 

own creativity. Or better still: you are expected to 

consult scientific literature with a link to the rele-

vant subject. Include at least two recent articles 

from international scientific journals, not older 

than 5 years.
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TECHNIX: MATERIAL SUPPLY 

PROBLEMS IN OFFSHORE 

DREDGING IN RIO . . .

BY ARJAN VAN WEELE

Introduction

‘What a mess,’ Hans Willems, director of Technix BV, 

sighed while he was reading the message that just 

came in on the fax machine. The fax stated a damages 

claim for the total sum of €2.1 million from one of 

Technix’s most important clients: NedWorks. Willems 

stared at the short message on the paper for a long 

time. The telephone conversation he had had two days 

ago with Jan van Daal, purchase manager at NedWorks, 

regarding a quality problem with parts delivered by 

Technix BV, did not go well at the time.

 ‘We’ve been on good terms with NedWorks for 

at least 10 years and now this happens,’ he said with 

disbelief. Hans Willems was surprised about 

NedWorks’ strong reaction. The claim for damages 

concerned an order delivered by Technix last year 

and – this was the message he received – the prod-

ucts did not comply with the standards for the 

dredging project in Brazil, which NedWorks had 

been carrying out for some time. Before getting into 

action, Willems decided to list all the points first. 

Technix BV

Since 1993, Willems has been the director of Technix 

BV, a medium-sized trading company, active in high 

quality technical components for the building indus-

try and the offshore market. The turnover for 2006 

was €19.5 million. The company was located in 

Hendrik Ido Ambacht in the Netherlands, close to the 

international contractors, most of which were situat-

ed in the Rotterdam Europort. The company has 25 

employees. Technix obtains its goods from a large 

number of manufacturers mostly located abroad. For 

many of these manufacturers, Technix holds an 

exclusive agency contract. Based upon such a con-

tract, Technix sells the manufacturer’s components to 

its clients. In many cases, the delivery is not made by 

Technix, but directly by the manufacturer represented 

by Technix. Technix’s most important clients are 

active in the offshore and dredging sector and the 

international construction industry. Throughout the 

years, Technix has acquired a reputation as a reliable 

business partner. This can be concluded, among other 

things, from the long-standing relationships Technix 

has with its numerous clients. 

Technix–NedWorks relationship 

One of Technix’s largest customers is NedWorks 

BV, established in Rotterdam, The Netherlands. 

NedWorks is a renowned, international dredging 

company, operating all over the world. The relation-

ship between NedWorks and Technix began more 

than ten years ago. In 1998,  Technix was already 

the supplier of parts for NedWorks’ dredging 

machines and cutters, adapters and cutter teeth in 

particular. These parts are needed for carrying out 

dredging works. A cutter suction dredge sucks up 

the soil/rock cut loose by the cutter and pushes it 

away via pipelines. The cutter has adapters welded 

to a number of arms/wings, which serve as a setting 

for interchangeable teeth. Obviously, recognizing 

the often harsh operating conditions, the amount of 

teeth used is many fold compared with the number 

of adapters (see appendix 1).

 The cutters, adapters and cutter teeth were origi-

nally manufactured by the American Machine 

Company (AMC) and currently, Technix is the only 

distributor of these products in the Benelux. In 2003, 

AMC closed down, but the production was taken 

over by Kilkenny Tools & Machines (KTM), estab-

lished in Kentucky, USA. Technix considered KTM 

to be a worthy successor and continued business 

© Prof. Dr. A.J. van Weele. This case study is proprietary teaching material to be used solely in combination with this textbook. It is 

forbidden to use this case for other educational or commercial purposes or to reproduce, distribute or publicize it by way of printing, 

photocopying, microfilm or otherwise without the prior written permission of the author.

This case describes contractual and material supply problems in an international offshore dredging project. The case is extracted from 
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with this manufacturer. KTM decided soon to pro-

duce the cutters itself, but to outsource the produc-

tion of adapters and teeth to a specialist supplier in 

India. Technix did not communicate this so-called 

subcontracting to its clients.

 Until 2005, NedWorks did not have general con-

ditions of purchase. The involved goods had been 

bought at Technix at the time and the delivery was 

made directly from the manufacturer to the site 

where NedWorks was operational in the world, 

without any interference of Technix. Until 2008, 

Technix acted as an exclusive distributor for KTM. 

 In 2005, a new purchasing manager came on 

board at NedWorks. In order to get organized, he 

sent its general purchase conditions to Technix (see 

appendix 2) for approval. Furthermore, he requested 

Technix to fax a copy of all orders that Technix 

placed with KTM. Third, from that moment on he 

instructed Technix to send all shipment documents 

for the goods to be delivered directly to NedWorks.

Technix–NedWorks relationship in a 
historical perspective

In over 10 years, only two problems occurred 

regarding the usability of the components delivered 

by Technix. In both cases it concerned adapters and 

cutter teeth that appeared not to have the required 

quality. These quality problems were often attribut-

ed to the extreme conditions in which cutters, adapt-

ers and cutter teeth had to operate. Interesting 

detail: from Technix’s very first delivered order to 

NedWorks in 1998, the cutter broke during use in 

Portsmouth. Defective cutter teeth lead to a too 

large wear of the cutter itself, consequently making 

the cutter fail after a few weeks. In that instance, 

AMC and Technix reimbursed all costs related to 

the adapters and cutter teeth, but attributed the 

breaking during use to the way of working. 

NedWorks accepted this at the time. Apart from 

some minor problems, during 2003, a second, big-

ger problem occurred. The problem surfaced at a 

dredging project in Bahrain in the Persian Gulf, 

where the rocky bed appeared to be very hard. 

Technix’ supplied adapters could not handle the 

tough rock bed and broke continuously. The prob-

lems were solved in close consultation: Technix 

replaced the cutter teeth and adapters that were ini-

tially shipped, again at its own expense. In this case, 

indirect damages or consequential damages were 

again not claimed by NedWorks.

 In the beginning of this decade, NedWorks 

hardly dredged in hard soil, so no considerable 

problems occurred. 

Solutions to problem cases in the past

In all cases, the above mentioned problems have 

been solved through close consultation between 

Technix and NedWorks. Examples of arrangements 

taken by Technix at the time:

■ direct consultation with regard to possible 

replacement of the involved sets of parts

■ direct replacement of components that did not 

comply with the specifications

■ consultation on causes and possible preventive 

measures in order to avoid recurrence in the 

future. 

In none of the above-mentioned cases has 

NedWorks claimed against Technix for direct dam-

ages or consequential damages. This was in line 

with normal practices. In the dredging or contractor 

industry, claims regarding consequential damages 

for this type of product are exceptional.

The project in Rio de Janeiro

Early 2005, NedWorks landed a major contract for 

the deepening of Rio de Janeiro’s harbour and the 

connecting entrance channel. In 2000, NedWorks 

had already widened the channel during a previous 

assignment. 

 Rio de Janeiro’s harbour is a popular mooring 

place for cruise ships, but the larger cruise ships could 

not reach Rio’s harbour at that time. NedWorks was 

contracted to deepen the channel to the ocean and a 

part of the harbour basin. Late 2005, they started the 

project. The entrance channel had to be deepened to 

14 metres over a total length of 1000 metres. 

 The execution of this project suffered from 

substantial delay. This was caused partly by the hard 

rock bed the contractors encountered. Before 

commencing the work on their initial proposal, 

NedWorks had conducted a number of soil tests and 

test drillings in order to determine the hardness of 

the ground. Notwithstanding, halfway down the 

entrance channel (July 2006), NedWorks dredging 

staff to their surprise stumbled upon hard rock for-

mations. This caused, understandably, problems 

with the adapters and the cutter teeth, that wore out 

at excessive speed. Another major problem was that 

▶
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during that period, the crew had to struggle with 

heavy seas: because the wind came from the wrong 

side, ocean water was pushed up forming heavy 

seas in the channel area. Dredging in such condi-

tions is impossible. This problem deteriorated, 

when the floating pipeline between the suction 

dredge and the shore took some hard knocks. The 

shore connection could not withstand the protracted 

force of the ocean. There was no alternative but to 

anchor all machinery down and wait for better 

weather. And for better times, for NedWorks reck-

oned with the project bearing a severe financial loss 

due to these problems . . . 

 Technix had not been notified of these extreme 

circumstances beforehand, and Willems did not get 

informed of this situation until, by coincidence, he 

was reading NedWorks’ monthly company newspa-

per, NeWs Worldwide, including an article about 

the project in Rio.

Material problems with the adapters and 
cutter teeth

The adapters and cutter teeth used by NedWorks at 

the start of the activities in Rio originated from 

batches delivered by KTM in December 2005 and 

early 2006. Some parts from these batches were 

used at the harbour entrance and also on another 

major dredging project in Brazil, carried out by 

NedWorks. The ‘inferior’ quality only came to light 

during activities at the entrance channel, during the 

second stage of the Rio project. 

 When investigating the causes of the problems 

during that time, NedWorks started to suspect that 

something was wrong with the cutter teeth. After a 

phone call to Rotterdam, the project manager com-

missioned Profile Testing, a specialist technical 

consultancy, on 15th August 2006 to test the adapt-

ers and teeth. Profile Testing pointed out that the 

tested parts did not meet the standard technical 

specifications. However, NedWorks neglected to 

inform Technix or KTM about these findings.

 On 15th September 2006, NedWorks informed 

Technix of the problems that were encountered. 

From that moment on, Technix and KTM have done 

all in their power to limit the damages for NedWorks 

as much as possible by sending supreme, heavy-

duty adapters and cutter teeth to the Rio site. This 

was done so as not to put the excellent business 

relationship with NedWorks in danger. The problem 

was, however, that it would take a month to get 

these parts delivered to the right spot. The reason 

for this was that the new cutter teeth needed to be 

subject to a special heating treatment by a specialist 

subcontractor in order to harden them for heavy-

duty work. This urged NedWorks to get surplus 

spare parts from other jobsites to the Rio project 

with speed delivery. Nedworks considered it fair 

that these extra materials and logistics costs were to 

be incurred by its suppliers.

 At the end of September 2006, NedWorks held 

Technix liable for the incurred damages attributed 

to the poor quality of the delivered products. The 

claim represents a total sum of €1 162 739.85 (see 

Table 1).

TABLE 1 Damages incurred in Rio project with 

NedWork 345 as a result of poor quality cutter teeth 

and adapters.

Costs as a result of used poor 
quality teeth and adapters:

 €248 000.00

Costs as a result of extra reparations 
for welding broken adapters:

 €262 620.00

Transport costs incurred by supplying 
durable teeth and adapters:

 €345 245.00

Idleness costs NedWorks 345 due 
to reparation stagnation:

 €1 128 300.00

Subtotal:  €1 984 165.00
9% General costs:  € 178 574.85

Total:  €2 162 739.85

Further developments

In spite of NedWorks’ claim, Technix continued to 

supply to NedWorks. NedWorks’ project manager 

in Brazil, Jack Nijsen, personally requested Willems 

to do so. In this way, the consequential damages of 

idleness of the cutter were limited to a minimum. 

Additionally, in order to decrease its dependency on 

Technix, NedWorks’ purchase manager started to 

contact another supplier for the delivery of adapters 

and cutter teeth. 

 Starting 1st August, NedWorks did not send 

Technix any more written orders as they had previ-

ously. Despite repeated requests for formal purchase 

orders from Technix. Technix kept taking orders 

from NedWorks by telephone and continued 

supplying. Technix did not receive any additional 
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complaints from NedWorks concerning the quality 

of the supplied goods or other delivery problems. 

 Starting late September, NedWorks stops paying 

for the parts delivered by Technix. A few months 

later, the total of Technix’s outstanding invoices at 

NedWorks amounted to about  €880 000.00. These 

invoices related to shipments that were accepted by 

NedWorks project management staff. That is, none 

of the shipments that were made had been rejected 

by NedWorks.

 When Willems asked why his shipments were 

not being paid for, the NedWorks purchasing man-

ager answered that payment would be suspended 

until the claim was paid by Technix. 

 Hans Willems was peering out of the window. 

The dark clouds hanging over Rotterdam resembled 

how he felt. KTM had to be paid soon for the com-

ponents that they had shipped to the Rio site. If he 

could not solve the issue, larger interests were at 

stake. It was likely that KTM would see a good 

reason to break up the lucrative distribution 

agreement that Technix had had for so many years. 

Although Technix’ financial position was healthy, 

this would change dramatically when they paid the 

claim. However, when no payments were made by 

NedWorks, there was little doubt that the bank 

would cut their credit limits and loans. He did not 

like the game that NedWorks purchasing manager 

was playing with him. What would he need to do to 

change the situation for the better?

Assignment

Imagine Technix calls upon you as an external con-

sultant to solve this issue with NedWorks.  Based on 

the above situation:

1. Would you feel NedWorks’ purchasing manager 

has a strong case? Why? Why not?

2. Which solution would you suggest, respecting 

the interests of both parties?

3. How could these problems have been prevented?
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APPENDIX 1
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APPENDIX 2

General Conditions of Purchase

NedWorks BV
Article 1
The following definitions shall apply:

Buyer: NedWorks or one of its subsidiary companies.

Seller:  The natural or legal person with whom the contract to supply goods has 

been concluded.

The goods:  The object and/or services in the widest sense of the word as are 

specified in the order.

The order:  The written instruction (in accordance with the present general condi-

tions of purchase) from the buyer for the supply of goods.

The contract:  The order, as such is deemed to have been accepted by the seller in 

conformity with article 2 hereof.

Article 2 Acceptance of the order
The order shall be deemed to have been accepted by seller at the moment of receipt of 

the order by seller. In the case where the goods have explicitly been offered ‘without 

obligation’ by seller the order shall be deemed to have been accepted by seller at the 

moment of receipt of the order by seller, unless seller has within 5 working days after re-

ceipt of the order notified buyer in writing that he does not accept the order.

Article 3 The contract
The contract shall be subject to no conditions other than those mentioned in the order to 

which the present general conditions of purchase apply. In the event of contradictions be-

tween the order and the present general conditions of purchase, the provisions in the order 

shall take precedence over the present general conditions of purchase.

Article 4 Information forming part of the contract 
Drawings, calculations, models and all other documentation and/or information in connec-

tion with the contract and made available by buyer or as the case may be specially pro-

duced for buyer by seller shall remain the property of buyer or as the case may be become 

the property of buyer as at the moment when they have been produced for buyer’s benefit 

in conformity with the contract. The foregoing also means that such documents must not 

be made available by seller to third parties or given to them for perusal. After execution of 

the contract they must be returned or as the case may be sent to buyer forthwith.

Article 5 Price
The price (prices) mentioned in the order is (are) fixed and irrevocable.

Article 6 Delivery time

1. Seller shall deliver the goods on the date laid down in the order. A contractual delivery 

period shall commence on the date on which the order is dated, except where explicitly 

agreed otherwise.

2. As soon as seller knows or expects that it will not be possible to deliver the goods on 

time, he shall without delay notify buyer thereof in writing, whilst mentioning the 

 circumstances which are the cause thereof.

Article 7 Penalty
In the event of exceeding the agreed instalment(s) or date(s) of delivery, seller shall be 

liable to pay a penalty as is laid down in the order. The aforesaid penalty shall be applica-

ble without prejudice to buyer’s right to cancel the contract and/or to claim compensation 

by virtue of article 12 thereof.
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Article 8 Delivery and transfer of ownership

1. Each delivery shall be made c.i.f. at the place of destination mentioned in the order.

2. The ownership of and risk for the goods shall transfer to buyer at the moment of deliv-

ery (at the place of destination). However, the provisions of article 10.3, article 12 and 

article 16.2 hereof shall remain in full force and effect.

Article 9 Quality
As regards their quantity, specification and quality the goods shall:

a. be in conformity with what is stated in the contract.

b. be of sound materials and good construction

c. be identical in all respects to the sample(s), model(s) or specification(s) which have 

been made available or furnished by seller and/or buyer. Specification shall be taken to 

mean the (technical) description of the goods as is included in the order, to which refer-

ence is made in the order or, failing such, that which is customary between the parties 

or is otherwise general practice.

d. be capable of providing the performance as defined in the order.

Article 10 Inspection and testing

1. Subject to the provisions of paragraphs 2 and 3 of the present article and subject to 

seller’s obligation to carry out the necessary inspections himself buyer shall have the 

right to examine and test the goods during processing, manufacture or storage and 

hence prior to delivery, for which purpose seller shall provide the necessary facilities.

2. Regardless of whether buyer has made use of his right as described in the first para-

graph of the present article, seller shall remain liable in full for the correct performance 

of the contract.

3. If, upon inspection and/or testing by buyer after delivery, it is found that the goods are 

wholly or partially not in accordance with the contract or do not in some other way 

comply with the standards set for such goods, buyer shall send to seller a notice of 

rejection. As from the day on which such notice is dated, the risk for the rejected goods 

shall pass to seller.

4. Unless explicitly agreed otherwise, seller shall during the construction period cause the 

required drawings, calculations and specifications to be sent in triplicate to buyer for 

his approval before a start is made on the building, manufacture or ordering of the 

relevant part. Approval from buyer shall not release seller from his liability for the 

soundness of the design and execution. Buyer shall return the approved drawings within 

14 days after receipt.

5. Seller is obliged to carry out or to cause to be carried out all trials that have been agreed 

or otherwise necessary and the results of these shall be handed over to buyer. Upon 

being so requested seller is obliged to furnish authenticated certificates of trial.

Article 11 (hidden) effects
Seller is liable for all direct and indirect damage with the exception of consequential losses 

which buyer suffers as a result of (hidden) effects in the goods supplied and seller shall 

indemnity buyer against such damage.

Article 12 Non-fulfilment

1. If it should be found at any time that seller will not be able or has not been able to fulfil in 

good time or property all or part of his obligation arising from the contract, as well as in 

the event of seller’s bankruptcy, suspension of payment of his debts, or discontinuation or 

liquidation of his business, buyer shall have the right to cancel all or part of the contract 
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without further summons and notice of default or legal proceedings being required for such 

purpose, and to claim compensation of costs, losses and interest. All claims which buyer 

may have against seller or which he acquires at a later date shall, in the event of cancella-

tion of the present contract, be payable on demand forthwith and in full. The aforesaid right 

to cancel the contract, shall be without prejudice to buyer’s right to demand full or partial 

performance together with compensation for costs, losses and interest.

2. If and as soon as buyer has cancelled the contract in full or in part, he shall have the 

right to return all or part of the goods to the seller for the latter’s account and risk, on 

the understanding that buyer shall have the right to retain possession of such goods as 

security for the repayment of any purchase moneys already paid by buyer and for the 

reimbursement of any damage suffered or still to be suffered by buyer as a result of the 

non-fulfilment. Seller hereby declares that he will in such case pledge such goods in 

such manner to buyer, which pledging buyer hereby declares to accept.

3. Solely where the non fulfilment is or will be a consequence of circumstances beyond 

seller’s control shall seller not be obliged to compensate the costs, losses and interest 

as referred above, provided that seller has notified buyer in writing without delay as 

soon as they know that circumstances have occurred, are occurring or will occur as a 

result of which seller has not been able to, cannot, or will not be able to fulfil its obliga-

tions in accordance with the contract.

Article 13 Guarantee

1. Seller guarantees that the goods are of good and sound workmanship and that they will 

comply, inter alia, with the requirements set forth in article 9 of the present general condi-

tions of purchase. This guarantee shall be valid at least for a period of six (6) months after 

the putting into operation, within six (6) months after delivery, for a period of twelve (12) 

months after delivery of the goods, except where materials or goods delivered to seller 

under the contract have a longer guarantee period or where a longer guarantee period is 

specified in the order, in which case such longer guarantee period shall be applicable.

2. Without prejudice to what is provided elsewhere in the present general conditions of 

purchase, buyer may, in the case where any defect is observed in what has been deliv-

ered within the guarantee period as referred to in article 13.1 hereof, replace or repair 

the defective goods without delay and at a time and place to be determined by buyer. 

All costs involved in such replacement or repair shall be for seller’s account.

Article 14 Sub-contracting

1. Without buyer’s written permission, seller is not entitled to transfer the contract or any part 

thereof to third parties or to cause it to be performed by third parties or to contract out the 

agreed work to third parties, except where such relates to raw materials and/or parts of 

subordinate importance. The above shall not apply to that part of the delivery whose 

manufacturer is mentioned by name in the order or in the accompanying specification.

2. Seller shall at all times be fully liable, also in the case mentioned in article 14.1 hereof, 

for the performance of the contract and for damage caused in connection with such 

performance by him, by his personnel or by third parties.

3. Seller shall indemnify buyer against all claims by third parties in respect of or in 

connection with the contract.

Article 15 Material made available by buyer

1. Materials made available by buyer to seller shall remain the full property of buyer. 

Seller is obliged to use such materials solely for buyer’s benefit and in accordance with 

the contract.
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2. If within two working days after receipt of the materials supplied by buyer seller has not 

made a complaint to buyer with regard to such materials, the materials shall be deemed 

to have been made available to seller without defects in conformity with the contract.

Article 16 Postponement of delivery and storage

1. If buyer is unable for whatever reason to accept delivery of the goods on the agreed 

date, seller shall adequately store the goods or cause them to be stored and shall take 

measures to prevent a deterioration in their quality and/or any other damage.

2. As departure from the provisions relating at the moment of the transfer of ownership, 

the ownership of the stored goods shall in the case referred to in article 16.1 hereof, be 

transferred to buyer at the moment when seller has given notice that the goods are ready 

for delivery to buyer, transfer of ownership. Seller shall from that moment on retain 

possession of the goods on buyer’s behalf; the goods must have been marked and indi-

vidually, specified by seller as being buyer’s property. During storage the goods shall 

remain for seller’s risk. Seller shall take out adequate insurance for such goods. The 

costs of such insurance shall be reimbursed by buyer.

Article 17 Statutory requirements
Seller guarantees that the design, the composition, the construction and the quality of 

goods comply in all respects with all relevant requirements laid down in regard thereof in 

the legislation and/or in other government regulations relating thereto which may be in 

effect at the time of the delivery. All damage and costs resulting from non-compliance with 

the aforesaid requirements shall be for seller’s account.

Article 18 Patents, etc.

1. Buyer shall hold the non-exclusive licence(s) in respect of any patent rights and/or other 

industrial property rights relating to the goods. Such licence(s) shall comprise:

a.  the authority to use the relevant patented and/or otherwise protected goods in buyer’s 

own business and in that of his subsidiary companies, which shall include repairing 

and/or causing the repair of such goods;

b.  the authority to supply such goods, whether or not forming part of other goods, to 

third parties.

 The payment for such licence(s) is included in the price.

2. Seller shall indemnify buyer in full against all costs, damage and interest which may 

result from any infringement or alleged infringement of patents, licences, copyrights, 

registered drawings or design, trademark or trade name, relating to the goods supplied, 

yet on the understanding that such indemnification shall not apply if and in so far as the 

alleged infringement relates to a design, drawing or model of buyer which seller is 

copying for the purpose for which is was made available to them by the buyer.

3. If any proceedings should be instituted against buyer by virtue of the present article, he 

shall notify seller thereof forthwith and shall send the relevant information. Seller shall 

then ensure, by means of an amicable settlement or juridical proceedings, that buyer 

may have the goods at his free and unrestricted disposal. All costs relating thereto 

(including any payments made to third parties for the use of such industrial property 

rights) shall be for the seller’s account. Except where they have the seller’s permission, 

buyer shall refrain from undertaking any action with regard to the proceedings which 

have been instituted, unless seller fails to conduct the negotiations and/or court cases in 

an energetic manner, in which case buyer shall have the right to conduct or as the case may 

be to conclude the negotiations and/or court proceedings as they see fit for and on behalf of 

seller and for the latter’s account. Seller shall be fully bound by the outcome of such negotia-

tions and/or legal proceedings which have been conducted and/or concluded by buyer.
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Article 19 Payment
If seller has complied with all obligations arising from the contract, seller shall invoice buyer to 

the agreed price, after which buyer shall make payment within forty (40) days after receipt of 

the relevant invoice. Buyer is entitled to set any payments, costs, damages and/or interest which 

are or will be payable by seller to buyer against any payment(s) due to seller.

Article 20 Applicable law and jurisdiction
Unless explicitly agreed otherwise, the contract shall be subject to the law of The Netherlands. 

All disputes which may arise from or in connection with the contract shall, unless an appeal 

is made to a higher court, be adjudicated solely by the competent court of Rotterdam.

APPENDIX 3

Specification damages sustained in Rio project with NedWork 345 resulting from 
poor-quality cutter teeth and adapters.

1. Acquired and used cutter teeth and adapters of inferior quality:

 2960 Cutter-teeth type A-7654 at € 61,82   =  € 183 000.00

 313 Adapters type B-4780 at € 207,67       =  €   65 000.00

 Total: € 248 000.00

2. Costs resulting from extra repairs for welding broken adapters. From week 34 up to and 
including week 50, 18 extra welders were employed for this.

 Weekly costs:

 18 Welders at € 545,00 €   9 800.00

 Local tax €   1 100.00

 2 Helpers at € 320,00 €      640.00

 Fuel €      700.00

 Electrodes €   2 350.00

 Total: € 14 590.00 per 18 weeks € 262 620.00

3. Transport costs incurred by supplying durable teeth and adapters:

a. 3500 Teeth ex-Bahrain

 Air cargo (Pre/AIR/0065-Sept 2006)  € 216 370.00

 Road transport €     2 100.00

b. 150 Adapters ex-South NedWork 

 Air cargo (Pre/ AIR/0087.1-Sept 2006) €   33 000.00

c. 40 Adapters ex-stock air cargo 

 (Pre/AIR/009-Sept 2006) €   10 225.00

d. 2 Cutters ex-Damman

 Air cargo (Fre/AIR/0045-Sept 2006) €   20 500.00

 Road transport Damman  €     3 200.00

 Road/ocean transport Miami-Rio €     9 500.00

e. Return of 2 cutters to Damman 

 Land/sea transport Rio/Miami (Oct. 2006) €     9 500.00

 Sea transport Miami/Damman  €   20 500.00

 Road transport Damman/site €     3 200.00

18969_07_Ch07_p125-156.indd   15518969_07_Ch07_p125-156.indd   155 10/8/09   7:26:24 AM10/8/09   7:26:24 AM



156    SECTION I  CORE CONCEPTS

f. Return of 3500 teeth to Bahrain still to be carried out:

 Sea transport €   13 450.00

 Road transport €     2 250.00

g. Return of 150 adapters to South NedWork 

 Still to be carried out €     1 450.00

  Total:  € 345 245.00

4. Idling costs NedWork 345 resulting directly from delivery of inferior quality cutter teeth 
and adapters. 

 Weekly costs:

 NedWork 345  € 234 250.00

 Aiding equipment €   34 625.00

 Floating pipeline  €   16 250.00

 Land pipeline €     8 750.00

 Site overheads €   28 500.00

  € 322 375.00

 Idling time 3.5 weeks, therefore

 Total: 3.5 weeks � € 322 375.00 € 1 128 300.00

 Subtotal   € 1 984 165.00

 9% General costs €    178 574.85

 Total € 2 162 739.85
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