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1 

1.1 Do I have to buy the prescribed book or can I simply use the study 

guide?

1.2 I cannot get hold of the edition of the prescribed book specified in  

Tutorial letter 101. May I use another edition?

ific 

ff ff
field 

1.3 My local bookstore does not have any copies of the prescribed book. 

Can you provide me with the details of bookstores that may have 

books in stock?

ffi University of South Africa: Services 

and Procedures

1.4 May I use any alternative books?

1.5 Which specific chapters or pages do I need to study and what can I 

leave out?



1.6 Could you highlight the most important aspects of each chapter?

2 

2.1 How is the content of the study guide/module determined?

ff
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2.2 Why can’t there be more built-in interactivity, guidance and feedback 

and self-assessment opportunities in the module?

2.3 Most of the modules are theory based. Why can’t the modules be more 

practical to provide us with skills?



2.4 The sequence of the study units in the study guide and the chapters in 

the prescribed book is not the same. Should I use the study guide only?

2.5 I have lost my study guide. Could you please mail or fax me a copy?

3 

3.1 I have lost one of my tutorial letters. Could you please mail, e-mail or 

fax me a copy?

3.2 I would like to do some additional exercises. Could you provide me with 

tutorial letters from previous years?

4 

4.1 Do I have to do the assignments?



4.2 My assignment is late because ... Can I submit it at a later date?

fix ifie

5 

5.1 Will the examination paper contain any theory questions and 

interpretations?

5.2 Can you give me any “tips” for the examination?

5.3 I am going overseas a week before the examination results is due to be 

released. Could you please tell me what mark I received for this paper?

 
lecturer

5.4 I am not happy with my examination mark. How do I ask for a remark?

5.5 What are the assessment criteria for the examinations?

5.6 Would it be possible for me to obtain copies of old examination papers 

with memoranda?

lecturer can not provide copies of previous examination papers and memoranda 
to students. Tutorial Letters 201 indicate mark allocations and the layout of the 
examination paper.
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ff

7 

7.1 I wish to get in touch with students who are also enrolled for the module in 

my area. Please provide me with their contact details.

7.2 I find it difficult to manage my study time and to stick to the schedule. Thus 

most of my time is spent on preparing for the examination.

7.3 How much time should I expect to spend on the module?
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TOPIC 1



Study unit 1

1

1.1 Supply Chain Management 
1.2 
1.3 
1.4 
1.5 
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1.1 SUPPLY CHAIN MANAGEMENT 
supply chain management  
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supply chain  
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Defi

Mentzer, Dewitt, Keebler, Min, Nix, Smith and Zacharia (2001)1 define supply chain as “a set 

of three or more entities (organisations or individuals) directly involved in the upstream 

and downstream flows of products, services, finance, and/or infor-mation from a source to 

a customer”.

–  There are various degrees of supply chain complexity, for example: “direct supply chain”,

“extended supply chain”, and the “ultimate supply chain”. (The extended and ultimate sup-

ply chain provides for the reverse flow of obsolete, scrap, or damaged stock, called “reversed 

logistics” or the wider concept of “green supply chain”.) See figure 1.1 for a flow diagram of 

the first two types of supply chains or channels, and refer to figure 1.1 as the graphic repre-

sentation of the ultimate supply chain.



The visual representation of the supply chain you compiled would depend entirely on the nature 

of the commodity you chose to focus on, but would almost always include all the participants 

illustrated in figure 1.1 above.

1.2 
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We will use a fictional organisation to complete this activity – Rivas Tyre and Wheel Profes-

sionals. Suppose this organisation is a world-class fitment centre which purchase tyres from 

Continental Tyres, Bridgestone, Dunlop and Goodyear; and supply these products to individual 

car owners.

RIVAS TYRE AND WHEEL PROFESSIONALS 

SUPPLY CHAIN MANAGEMENT ACTIVITIES

Reduce costs

Increase productivity

Create supplier partnerships

Improve process design

Just-in-time (JIT)

Total quality management (TQM)

Constantly sourcing new products

Sharing technology

Sharing expertise

Material requirements planning

Manufacturing resource planning

Just-in-time (JIT)

Total quality management (TQM)

Business process re-engineering

Maintain customer relationships

Use third-party service providers

Use integrated logistics



Use supply chain management software

Use global suppliers

Use bar coding or RFID tags

Ensure supply chain responsiveness

Greening of supply chains

Read through the above checklist again. This is not a complete list of supply chain manage-

ment activities, but will give you a good idea of what organisations functioning within a supply 

chain should be engaging in. How many of the concepts are you familiar with?
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1.4.1 Supply management (purchasing) elements
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1.4.2 Operations elements

operation
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1.4.3 Logistics elements

 

 
 

1.4.4 Integration elements
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 Purchasing and supply elements
Supplier alliance

Supplier management

Strategic sourcing

 Operation elements

Demand management

Material requirements planning

Enterprise Resource Planning

Just-in-time

Total quality Management

 Logistics elements

Transportation management

Customer relationship management

Network design

Service response logistics

 Integration elements

Coordination/integration activities

Global integration problems

Performance measurement

1.5 

1.5.1 Expanding the supply chain
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1.5.2 Increasing supply chain responsiveness

1.5.3 The greening of supply chains



In the US and Europe, a significant new movement has focused on clean energy investments 

and environmental sustainability. Is environmentalism the newest fad of the 21st century, or 

is it here to stay? The global context of many businesses today, along with changing market, 

competitive and regulatory environments mean that sustainability will become increasingly 

important for companies. It may pay to understand the current issues on environmentalism a 

little more clearly for your own business in today’s global context. Organisations are increas-

ingly addressing issues related to their corporate citizenship behaviour and performance. In 

some cases legislation is compelling them to do so.

As supply chains become increasingly global, the issue of sustainability simultaneously be-

comes more important and more complex. Global supply chains often involve offshore and 

outsourced activities; thus, social and environmental activities occur beyond a firm’s direct 

control. Some companies have acknowledged the concurrent opportunity and responsibility 

to extend their business standards and codes of conduct throughout their entire supply chain.

Additionally, global supply chains expose a company to a wider regulatory environment. The 

European Union (EU) has implemented the Waste Electrical and Electronic Equipment Directive 

(WEEE), based on the principle of producer responsibility. This directive makes producers of 

electric/electronic equipment responsible for ensuring their products do not end up in landfills. 

Thus, issues related to product design become paramount as companies try to focus more on 

reusable and recyclable products and parts.

Organisations are increasingly addressing issues related to their corporate citizenship behaviour 

and performance. Furthermore, reverse supply chains are now being developed or augmented 

to better manage the acquisition and flow of product from the customer towards the point of 

origin, with the aim of recapturing value for these firms. Additionally, the EU directive on the 

Restriction of Hazardous Substances (RoHS) and China’s Management Methods are focusing 

attention on the selection of materials to be used in product design so as to reduce health 

hazards and minimise environmental impact.

Finally, global supply chains increase a firm’s environmental footprint due to increased transpor-

tation to move goods around the world. No-one is more aware of this than global providers of 

supply chain management solutions. As part of their environmental responsibility ethic, these 

providers are leaders in embedding sustainability goals throughout the supply chains of their 

many customers and, ultimately influence management strategy with respect to sustainability.

Source: http://www.logisticsnews.co.za/ArticleDetail.aspx?ID=36

1.5.4 Reducing supply chain costs

effi



You could have agreed or disagreed with the above question. If you substantiated your answer 

in a logical, reasonable manner it would have been correct.

Personally, we feel that this could indeed be the case. Please turn back to page 66 of your 

prescribed book, and consider the Performance Metrics used to evaluate suppliers for a mo-

ment. Putting too much emphasis on cost reduction and revenue improvement often lead to 

the neglect of metrics that are vital to the establishment of long-term alliance relationships 

between buying organisations and suppliers, such as quality, delivery, responsiveness, flex-

ibility and so forth.

1.5.5 Summary

ofitabi

SUMMARY

fi ff



Do the following assessment questions:

(1) Describe a supply chain, and substatiate your answer with a graphic representation 

therof.

(2) Define the concept “supply chain management”.

(3) Write an essay summarising the origins of supply chain management.

(4) Give an overview of the following elements of supply chain management: (1) purchas-

ing elements, (2) Operational elements, (3) distribution elements and (4) integration 

elements.

(5) Briefly discuss the current trend in supply chain management under the following

subheadings:

� Expanding the supply chain

 � Increasing supply chain responsiveness

 � The greening of supply chains

 � Reducing supply chain costs

(6) Fully discuss the origins of the philosophy and elements of supply chain management

Also try and answer the questions at the end of the chapter in your prescribed 

book. They can be found on pages 24 to 26. Make a special effort to complete the 

section entitled “Internet Questions”!
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Study unit 2

2CONTENT

2.1 
2.2 
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2.4 
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It is important to note that you will not be required to execute mathematical calculations 

pertaining to these techniques. You will, however, have to identify and define each technique 

and know what factors is taken into account at each of them.

6

 Time series forecasting models

� Simple moving average
forecasting model

� Weighted moving average
forecasting model

� Exponential smoothing
forecasting model

� Trend-adjusted exponential 

smoothing forecasting model

� Linear trend forecasting model

� Associative forecasting models

� Simple regression

� Multiple regression 

 Jury of executive opinion

 Delphi method

 Sales force composite

 Consumer survey
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7

The tasks of the collaborative planning, forecasting and replenishment process model are as 

follows:

Task 1: Collaboration agreement

Task 2: Joint business plan

Task 3: Sales forecasting

Task 4: Order planning/Forecasting

Task 5: Order generation

Task 6: Order fulfilment

Task 7: Exception management

Task 8: Performance assessment
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SUMMARY

finish

Do the following assessment questions:

(1) Explain the role of demand forecasting in a supply chain. Use a South African example 

to underline your answer.

(2) Provide a schematic representation of the various forecasting techniques.

(3) Write an essay in which you compare and contrast qualitative and quantitative

forecasting techniques.

(4) Explain collaborative planning, forecasting, and replenishment under the following 

subheadings:

� Definition of CPFR

 � The advantages of CPFR

 � The CPFR process model

 � The challenges facing CPFR implementation

 � Performance improvement steps in the successful implementation of CPFR.
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(1) As the cornerstone of 3M’s success in today’s increasingly complex market, innovation is 

reflected in the thousands of new products they make and sell – they are manufacturers 

of a variety of products such as abrasives, adhesives, packaging, floor care, and electrical 

connectors for maintenance and repair. It is personified in the creativity and commit-

ment of 3M employees, and energizes the atmosphere of our manufacturing plants and 

offices located in more than 60 countries around the world. Established in 1951 as the

first international subsidiary of the global 3M company, 3M Canada now employs more 

than 2000 Canadians and has total annual sales of more than $1 billion.

3M Canada will most likely choose a level production strategy as they are a make-to-stock 

manufacturer, whose trading partners are seeking the lowest process of stock items. The 

level production strategy works according to a constant capacity and output rate. The

organisation keeps their workforce levels constant, but manages the fluctuating demand 

with varying inventory and backlog levels.

(2) Deere & Company, founded in 1837 (collectively called John Deere), has grown from a

one-man blacksmith shop into a corporation that today does business around the world 

and employs approximately 52,000 people.

John Deere consists of four major business segments (agricultural equipment, commercial

& consumer equipment, construction & forestry and credit). Those segments, along with 

the support operations of parts and power systems, are focused on helping customers be 

more productive as they help to improve the quality of life for people around the world.

Deere and company will most likely choose a mixed production strategy as it is a firm

with multiple products and with customers seeking both low-cost and make-to-order

items. The mixed production strategy utilises the best of both of the above-mentioned

strategies to maintain a stable core workforce, but use temporary workers and so forth 

to manage a short-term high demand.



(3) Joy Mining Machinery has more than 85 years’ experience as a global leader in the de-

velopment, manufacture, distribution and service of underground mining machinery for 

the extraction of coal and other bedded materials. Joy manufacturers longwall shearers, 

roof supports, face conveyors, stageloaders, continuous miners, batch haulage vehicles 

(shuttle cars and battery haulers), continuous haulage systems (continuous chain haul-

age and flexible conveyor train), feeder breakers, and bolting products (mobile, onboard 

and portable) for use in longwall and room and pillar mining operations.

Joy’s vision is to be the leading global supplier of underground mining systems and ser-

vices in partnership with their customers to enable them to consistently produce at the

lowest cost per ton over the life cycle of the equipment.

They will most likely use the chase production strategy as it adjusts capacity to match the 

demand pattern. This strategy results in a fluctuating workforce, but a constant finished 

good inventory. This is explained with the aid of table 6.1.

Sources: http://www.joy.com/jmm/company_overview/overview.html

http://www.company.monster.ca/3mca/

http://www.deere.com/en_US/deerecom/usa_canada.html
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We have included a simple example of a product that can be manufactured at home for your 

benefit.

Linux is a Unix-like computer operating system. Linux is one of the most prominent examples 

of free software and open source development: typically all underlying source code can be 

freely modified, used, and redistributed by anyone. The system’s utilities and libraries usually 

come from the GNU operating system, announced in 1983 by Richard Stallman. The GNU 

contribution is the basis for the alternative name GNU/Linux. Predominantly known for its 

use in servers, Linux is supported by corporations such as Dell, Hewlett-Packard, IBM, Novell, 

Oracle Corporation, Red Hat, and Sun Microsystems. It is used as an operating system for a wide 

variety of computer hardware, including desktop computers, supercomputers, video game 

systems, such as the PlayStation 2 and PlayStation 3, several arcade games, and embedded 

devices such as mobile phones and routers.



Linux continues to gain ground in the enterprise server space, with champions in IBM, Sun and 

HP. It has proven its mettle driving big iron, but is equally well-suited and versatile enough to 

power a home server. You can build a very capable server with gobs of storage and enough 

processing horsepower to pull multiple duties serving up a printer queue, web pages, FTP, 

DHCP, and SAMBA, and more.

Case SX1040 Easy access $109.00

Power supply PP412X Included with case $0.00

CPU 2.4GHz 533MHz FS9 $200.00

Motherboard IT7 Onboard LAN $135.00

System memory 512MB PC 2700 DDR $130.00

Graphics card GeForce4 MX 420 $70.00

Network card 3C905-TX Only if you need a router $25.00

CD Burner SD-R1002 DVD. CD-RW, CD-R $55.00

Hard drive WD12OOJB 120GB drive (for data 

volume wd8MB)

$160.00

Display Q41 Optiquess 14” monitor $140.00

Keyboard PS2 $15.00

Mouse Wheel Mouse $15.00

Distribution SUSE 8.0 Pro Easy installation with 

Yast 2

$95.00

$1 139.00

Source: 
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You must understand the principles – 
do not try to memorise the work
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MRP II includes the following four major developments from MRP:

 

MRP II includes feedback from the shop floor on how the work has progressed, to all levels 

of the schedule so that the next run can be updated on a regular basis. For this reason it 

is sometimes called “Closed Loop MRP”.

 

There is a scheduling capability within the heart of the system that concentrates on the 

resources, (ie the plant and equipment) required to convert the raw materials into finished 

goods. For this reason the initials “MRP” now mean Manufacturing Resources Planning. 

The advantages of this development are that detailed plans can be put to the shop floor 

and can be reported on by operation, which offers much tighter control over the plant. 

Moreover loading by resource means that capacity is taken into account. The difficulty 

is that capacity is only considered after the MRP schedule has been prepared. It may 

turn out that insufficient time was allowed within the MRP schedule for the individual 

operations to be completed.

 

◊ Batching rules can be incorporated; indeed they have to be if resource scheduling is

to take place. Most software packages offer a variety of batching rules. Three of the

more important are “Lot for Lot”, “EBQ” and “Part Period Cover”.

◊ “Lot for Lot” means batches that match the orders. Therefore if a company is planning 

to make 10 of Product A followed by 20 of Product B, then the batches throughout

the process will match this requirement. If both A and B require two of a certain sub-

assembly then that will be made in quantities of 20 of A and 40 of B. It is the batching 

implicitly followed in basic MRP.

◊ “EBQ” stands for Economic Batch Quantity. The batch size is calculated by a formula 

that minimises the cost through balancing the set-up cost against the cost of stock.

◊ “Part Period Cover” means making batches whose size cover a fixed period of demand. 

A policy of making a week’s requirement in one batch is an example.



 

A number of other software programmes are included in the MRP II suite. Some of these 

are further designed to help the scheduling procedure. The most important is Rough 

Cut Capacity Planning (RCCP), an initial attempt to match the order load to the capac-

ity available, by calculating (using a number of simplifying assumptions) the load per 

resource. Overloads are identified and orders can be moved to achieve a balance. This 

has been described as “knocking the mountains (the overloads) into the valleys (periods 

of underload)”.

Other additions are designed to extend the application of the MRP II package. For example 

it may include an option for entering and invoicing sales orders (Sales Order Processing). 

Another common extension is into stock recording and a third into cost accounting. A 

full MRP II implementation can therefore act as an integrated database for the company.

This last development means that the company must put great emphasis on data accu-

racy. Errors in recording in one part of the system will result in problems for all the users.

3.9 
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Engineering, bills of material, scheduling, capacity, workflow management, quality control, 

cost management, manufacturing process, manufacturing projects, manufacturing flow

Inventory, order entry, purchasing, product configurator, supply chain planning, supplier 

scheduling, inspection of goods, claim processing, commission calculation

General ledger, cash management, accounts payable, accounts receivable, fixed assets

Costing, billing, time and expense, activity management

Human resources, payroll, training, time & attendance, rostering, benefits

Sales and marketing, commissions, service, customer contact and call centre support

and various self-service interfaces for customers, suppliers, and employees

3.10 
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The implementation of successful ERP systems can fail …

 as a consequence of unplanned or under planned phases of implementation. An example 

of improper planning can be given that a company will establish a business process, think 

it through, and implement it, but all before the selection, purchase, and deployment of the 

software solution. It is possible that by overlooking a critical stage such as this a company 

implementation strategy could be lead to its eventual death.

 by purely focusing on technology as this alone cannot solve a business problem. To elabo-

rate upon this, never abdicate responsibility for the implementation by assuming that all 

issues have been addressed or even identified by the vendor in believing that technology 

alone will prevail. Poor implementation can elongate the development cycle with badly 

defined requirements which result in inadequately defined measures of success.

 as a result of rushed implementation. Do not jump straight from the requirements defini-

tion to the development phase by skipping necessary implementation steps. These steps 

such as building a solid implementation plan and a solid understanding of what it will 

take to develop and implement the solution beforehand are in the end vital to the success 

or failure of your ERP project (Da Silva and Nothnagel, 2006).

What did you add to this list?
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 ERP systems uses a single database and 

a common software infrastructure to 

provide a broader scope and up-to-date 

information, enabling management to 

make better decisions that can benefit 

the entire supply chains.

 A substantial capital and time investment 

is required to implement ERP systems.

 ERP systems helps organisations reduce 

supply chain inventories due to the 

added visibility throughout the entire 

supply chain.

 ERP systems are designed around a spe-

cific business model based on specific 

business processes and therefore allow 

the software to determine business prac-

tices and processes.

 ERP systems help organisations to stand-

ardise the manufacturing process.

 ERP enables an organisation, especially 

a multi-business-unit enterprise, to effi-

ciently track employees’ time and perfor-

mance and to communicate with them 

via a standardised method.
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SUMMARY
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Do the following assessment questions:

(1) Describe the hierarchical operations planning process in terms of materials and

capacity planning. Substantiate your answer by using a graphic representation.

(2) Write an essay describing the material requirements planning (MRP), closed-loop

MRP, MRP-II and enterprise resource planning (ERP) and their relationships.

(3) Define the concept aggregate production plan.

(4) Discuss the three basic production strategies for addressing the aggregate planning

problem.

(5) Explain master production scheduling.

(6) Explain the bill of materials by using an example.

(7) Provide an overview of material requirements planning.

(8) Define the following concepts: (1) resource requirement planning; (2) rough-cut

capacity planning and (3) capacity requirement planning.

(9) Describe an enterprise resource planning system and its key components.

(10) Define material requirements planning (MRP).

(11) Define manufacturing resource planning (MRP II). Substantiate your answer with the

four major developments that was included in the system.



(12) List the limitations of legacy MRP and MRP II systems.

(13) Explain why manufacturers and service firms are migrating from legacy MRP systems 

to integrated ERP systems.

(14) Outline the implementation of an enterprise resource planning system.

(15) List and explain the most common reasons for failed enterprise resource planning

implementation.

(16) Tabulate the advantages and disadvantages of ERP systems.

(17) Describe the various modules of an integrated ERP system.

Also try and answer the questions at the end of the chapter in your prescribed book. 

They can be found on pages 20  to 2 .
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CONTENT
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4.1 
4.2 

 
  
 
 
  

4.3 



such as consumer products). 

4.1 

Dependent demand is an inventory control classification for the demand for an item (called

lower level item) that does not occur until there is a demand for another item (called higher 

level item), and this demand for the higher level item can be satisfied only if the lower level 

items (such as sub-assemblies, components and raw materials) are available*

Independent demand is an inventory control classification for final products that is not af-

fected by the demand of any other items, but is influenced by trends, seasonal patterns and 

general market conditions*.

Source: finitio
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4.2.1 The functions and basic types of inventory

fi

We have listed some examples for two of the sub-headings for you.

 Raw materials

ABS brakes

Steering wheel

Suspension struts

Lower wishbones

Coil springs



 Finished goods

Volkswagen Golf

Volkswagen Jetta

Volkswagen Touran

Did you manage to find Volkswagen’s most commonly used work-in-process and maintenance, 

repair and operating (MRO) supplies?

4.2.2 Inventory costs

 fix

defi

DIRECT COSTS See page  in Wisner et al (20 )

INDIRECT COSTS Ditto

FIXED COSTS Ditto

VARIABLE COSTS Ditto

ORDER COSTS Ditto

HOLDING/CARRYING COSTS Ditto

4.2.3 Inventory investment

influ finan ific influ
flo

financial



4.2.4 The ABC inventory control system
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4.2.5 Radio frequency identification (RFID)

 
            

4.3 

4.3.1 The economic order quantity model

4.2.  



(1) fi
(2)

(3)
buff

(4)

4.3.  The economic manufacturing quantity model (EMQ)

4.3.  



SUMMARY

 

fix

Do the following assessment questions:

(1) Distinguish dependent demand from independent demand.

(2) Describe the four basic types of inventories and their functions.

(3) Explain the cost of inventory and inventory turnover, the ABC classification, the ABC 

inventory matrix and cycle counting.

(4) Briefly explain how RFID can be used in the management of inventories.

(5) Explain the principles and assumptions of the EOQ model.

(6) Explain quantity discounts.

(7) Differentiate between the concepts of EMQ and EOQ.

(8) Compare the continuous and periodic review systems in stock taking.

Also try and answer the questions at the end of the chapter in your prescribed book. 

They can be found on pages 2 0 to 2 1.

4.3.  The continuous review (periodic review) inventory systems

4.3.  The statistical reorder point

influ
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5.3 
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Briefly 

You could have explained it by means of the following paragraph in you textbook on page 248: 
“Lean production and Six Sigma quality, two important operating philosophies that are 

cen-tral to the success of SCM, seek to achieve these strategic initiatives, while at the 

same time resolve the trade-offs that can exist when simultaneously pursuing the goals of 

high quality, fast response, and low cost.”
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5.2.1 Waste reduction
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5.2.2 Lean supply chain relationships

5.2.3 Lean layouts

flo



5.2.4 Inventory and setup time reduction

5.2.5 Small batch scheduling

fin
kanbans pull system.

5.2.6 Continuous improvement

flo
kaizen

5.2.7 Workforce commitment

5.3 
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5.6 

5.7 
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SUMMARY
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Do the following assessment questions:

(1) Link the concepts of SCM, lean thinking and Six Sigma.

(2) Tabulate the stages of SCM evolution and explain where lean thinking is appropriate.

(3) Identify and explain the seven wastes that could be found in a supply chain.

(4) Briefly explain the principles of the following elements of lean systems:

� Lean supply chain relationships

� Lean lay-outs

� Inventory and setup time reduction

� Small batch scheduling

� Continuous improvement

� Workforce commitment

(5) Briefly explain the link between lean system and environmental sustainability.

(6) Briefly summarise the concept of Six Sigma.

(7) Explain the similarities between Six Sigma and lean thinking that resulted in the

melding of the two concepts into the concept Lean Six.

(8) Explain the similarities between Six Sigma and SCM.

(9) identify and explain the elements of Six Sigma.

(10) Identify and explain the basic issues of the Satistical tools for Six Sigma.

Also try and answer the questions at the end of the chapter in your prescribed book. 

They can be found on pages  to 3 .
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6.2.3 Modes of transportation
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A South African and a Mozambican company are to construct a R4-billion liquid petroleum 

pipeline between the two countries, reducing South Africa’s reliance on Durban harbour and 

offering some hope that inland fuel prices might drop in the long term.



The National Energy Regulator of South Africa (Nersa) has issued a license to build the pipeline 

from Maputo to Kendal in Gauteng, via Nelspruit, to Petroline RSA. They will build the pipeline 

jointly with Petroline SARL of Mozambique. Nersa agreed with the option to build the pipeline 

from Mozambique, instead of a larger 24-inch line from Durban to Johannesburg, because 

it would be cheaper. Detailed design and environmental impact assessments for the project, 

already approved by the two countries, are currently under way.

According to Petroline RSA director Pinky Moabi, construction will start at the end of the year 

and the pipeline should be fully operational by the end of 2009. “We hope that fuel prices will 

drop in Mpumalanga and some parts of Gauteng, because we will be getting fuel directly 

from the coast of Mozambique, and we know that fuel prices are lower on the coast than in 

inland cities,” Moabi said.

According to Petroline, the pipeline will carry 3.5-billion litres of fuel a year and supply 25% of 

the fuel demand in Mpumalanga and Gauteng. The pipeline will run from an existing coastal 

fuel storage depot at Matola Harbour in Mozambique to Nelspruit, where an inland depot will 

be built, complete with rail and road loading infrastructure.

Absa economist Chris Hart told BuaNews that the pipeline’s effect on prices would in all prob-

ability be felt in the long term. “The pipeline is unlikely to have an effect on fuel prices in the 

shorter term as the consumers would have to pay for it,” Hart said. However, the pipeline “might 

cut costs to a certain extent in the main market in the long run. “ Currently, about two thirds of 

South Africa’s fuel is imported,” Hart added. “There is refinery capacity shortage in the country.”

Source: 

6.2.4 Intermodal transportation
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6.2.5 Transportation pricing



6.2.6 Transportation security
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“Third Party Logistics (3PL) is the use of an outside party to take care of company’s distribu-

tion of its products fully or partly. 3PL is the function by which the owner of goods outsources 

various elements of the supply chain to one 3PL company that can perform the management 

function of the clients inbound freight, customs, warehousing, order fulfilment, distribution, 

and outbound freight to the clients customers.”

There is more than one reason for the companies to deploy third party logistics. Some of the 

advantages are listed below:

Outsourcing logistics allows organisations to focus on its core business and strengths. It saves 

the organisations’ limited resources to concentrate on what it does best. Vector Logistics and 

I&J are good examples of this. Vector Logistics fully takes care of I&J’s logistics needs while I&J 

concentrates on what it does best – fishing.

Organisations may not always be able to follow best practices. Outsourcing transportation 

to third party logistics allows companies to implement best practices, and therefore achieve 

best performance.

ies and fle

Use of information technology has enhanced the efficiency of transportation operations. 

However it may not always be feasible for companies to invest in new systems or upgrade 

their existing systems. Deploying third party logistics providers can ensure that technologi-

cal changes are incorporated, as 3PL providers often invest in these technologies to provide 

competitive services.

Organisations can save considerable amount of investment that may be required in building 

logistics assets, networks and facilities like warehouses. As an alternative to these investment 

companies can outsource these requirements by outsourcing logistics and invest in develop-

ing their core processes.

Small or mid-sized companies may not always have economies of scale to cost-effectively 

manage logistics operations. It may also restrict them from catering to far (profitable) markets. 

Outsourcing logistics can be the solution for companies looking to increase their regional 

presence.

The decision to outsource logistics is not free from certain issues and disadvantages, which 

need to be considered before deciding to go forward with decision to outsource logistics.

Companies thinking of outsourcing logistics need to understand, evaluate and analyse cost 

in running in-house operations. Through comparison of running in-house operation without 

sourcing should be made. Detailed cost benefit analysis will help organisations understand 

need and advantages for outsourcing this decision.



Customer orientation and flexibility of 3PL is another important issue that must be considered. 

These intangible benefits are important and need to be carefully evaluated.

The issue regarding ownership of assets by the 3PL provider should be considered in decision 

making. A 3PL who own assets would have considerable size, a large customer base, and 

considerable resources, which in term mean economies of scale. They may also tend to favour 

their own divisions and may not be flexible enough.

Non-asset owning 3PL’s may not have ownership of assets but they would tend be more flex-

ible, allowing them to tailor services to suit the client needs.

Source: http://projects.bus.lsu.edu/independent_study/vdhing1/outsourcing/#3PLDefinition
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SUMMARY

Do the following assessment questions:

(1) Write an essay justifying the alleged strategic importance of logistics for supply chain 

management.

(2) Explain the objective of transportation.

(3) Explain the various modes of transportation and their representation in South Africa.

(4) Define intermodal transportation.

(5) Draw conclusions about the interrelatedness of transportation, warehousing and

materials handling.

(6) Describe and elaborate on the third-party logistics providers phenomenon.

(7) Identify and discuss the main issues in transportation pricing.

(8) Write an essay on warehousing using the following sub-headings:

� The importance and types of warehousing

� Risk pooling and warehouse location

� Just-in-time warehousing

(9) Summarise the important issues in international logistics.

(10) Briefly discuss some e-commerce issues in logistics management.

(11) Summarise the most important issues in SCM.

Also try and answer the questions at the end of the chapter in your prescribed book. 

They can be found on pages 3  and 3 .
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STEP 1

STEP 2

STEP 3

STEP 4

STEP 5



Offshore factory 

Source factory

Server factory

Contributor factory

Outpost factory

Lead factory

We have provided three examples:

 Offshore factory – MacGREGOR’s offshore equipment factory in China.

 Source factory – Fiat SA’s factory in Brazil.

 Lead factory – HP’s Singapore plant.

Which examples did you find?

 Offshore factory –

 

 Source factory –

 

 Server factory –

 



 Contributor factory –

 

 Outpost factory –

 

 Lead factory –
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7.4 

We have used Google South Africa as our search engine to find more useful sites regarding 

location analysis on the internet. By typing in the words “location analysis” as displayed in 

figure 7.2 we have already identified 138 000 websites.



Bottom of Form

7.5 

field.

"location analysis" Süü
Advanced Search 

 Preferences

 

fic 

fi



fi

1

 Silicon Valley, California, USA in the field of computer technology

 Hilversum, Netherlands for multimedia companies

 Leiden-Oegstgeest, Netherlands, for bio-life science cluster

 Eindhoven, Netherlands, for its high tech cluster

 Leuven, Belgium, for its high tech cluster

 Hsinchu Science Park

 The Napa Valley wine-producing region in California

 Bangalore, India, for software outsourcing

 Dhahran Techno-Valley, Saudi Arabia, in the field of energy

 Dubai Silicon Oasis, Dubai, in the field of semiconductors and microelectronics

 The Silicon Wadi region, Israel, in the field of wireless telecom companies

 Grenoble, France, for Micro-Nano Technologies with Minatec

 Paris, France, for Haute couture

 Peterborough, UK, for Environmental Goods and Services

 Toulouse, France, for aerospace

 Taguspark, Oeiras, Portugal, for Information Technology corporations

 Kista Science City, Stockholm, known as The Mobile Valley, home of the telecom giant 

Ericsson was in year 2000 rated as the world’s second best location for IT and the new 

economy, by Wired (magazine)

 The Silicon Fen in Cambridge, UK, for biotechnology and computer technology

 Antwerp, Belgium, the diamond centre

 Rotterdam, Netherlands, the main European container port

 Albany Tech Valley, New York State, USA, in nanotechnology

 Hollywood, California, USA for movie and television production

 The Finnish Maritime Cluster

 The New Jersey Life Sciences Cluster

Source: 
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SUMMARY

Do the following assessment questions:

(1) Illustrate and explain the typical steps in the location decision-making process.

(2) Identify and briefly explain six location strategies.

(3) List and explain the twelve critical factors influencing facility location.

(4) Summarise the two facility location techniques: (1) the weighted-factor rating model; 

and (2) the break-even model.

(5) Describe the concept business clusters.

(6) Compile a list of business clusters from around the globe.

Also try and answer the questions at the end of the chapter in your prescribed book. 

They can be found on pages   4

7.  
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8.1 



Service organisations include organisations such as transportation and storage companies, 

financial institutions (banks and insurance), schools, professional services (lawyers, medical 

doctors, engineers), electricians, plumbers, repairs, government agencies, hotels and consult-

ing companies.
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Cost leadership strategy

Differentiation strategy

Focus strategy



Auditing the service delivery system

Location strategies

Layout strategies
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Capacity management when demand exceeds available service capacity 

Capacity management when available service capacity exceeds demand 

Queuing system design 

Queuing system applications  

Managing perceived waiting times 

Entertainment, entertaining, and edutainment 

Franchising 

International expansion  

Internet distribution strategies 

 

The dimensions of service quality  

Recovering from poor service quality 

SUMMARY



Do the following assessment questions:

(1) Define the concept “service response logistics”.

(2) Contrast the characteristics of the provision of goods and services.

(3) Summarise the important service elements that needs to be managed in a service

supply chain.

(4) Briefly explain supply chain management in services. Illustrate your explanation by

means of an example.

(5) Summarise the following most important aspects which can be regarded as the

primary concerns of service response logistics:

� Managing service capacity 

� Managing waiting times

� Managing distribution channels

� Managing service quality

Also try and answer the questions at the end of the chapter in your prescribed book. 

They can be found on pages 4  to 450.
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The mandate from SanDisk’s leadership was clear: the company’s supply chain operations 

would need to support a planned five-fold increase in business. And the only way that would 

happen would be through a dramatic improvement in supply chain performance. Here’s how 

they responded to the challenge – through a transformation of the demand planning, sales 

and operations planning, and excess inventory-disposition process.



There’s a good chance you already own some of SanDisk’s products – a memory card for your 

digital camera or a Sansa MP3 player, perhaps, or a flash drive for sharing your data or taking 

it with you. The company has been growing at a phenomenal clip, hitting 2006 revenues of 

$3.3 billion – nearly three times its top line in 2003. SanDisk Corp, headquartered in Milpitas, 

California, has one of the highest revenue per employee ratios in the technology industry.

But SanDisk’s top management team saw even more performance potential. So partway 

through 2005, they started setting the bar much higher. They began mapping out what it 

would take to get to annual revenues of $10 billion – five times the company’s size at that 

time. The challenge for their operations managers: figure out, evaluate and implement the 

business processes that would sustain a company of that size.

In order to achieve this SanDisk’s managers quickly overhauled their supply chain operations 

to meet the tough new mandate. Specifically, the programme focussed on tearing down silos 

and building a high-performance demand management process supported by integrated 

sales and supply chain teams. It called for formalising the demand management function and 

its leadership. It also meant defining the sales and operations planning process in ways that 

would meet the objectives of both sales and supply chain groups, while working to reduce the 

amount of time spent preparing for and conducting S&OP meetings. They also drilled down 

into inventory asset management – a process that is often overlooked at many companies – 

to show how SanDisk uses this low-overhead method of identifying and disposing of at-risk 

inventory to close the loop on operational excellence.

Essentially, SanDisk’s conditioning exercises were crucial. Reliable, repeatable, universally 

understood planning processes provide the fundamental basis for the financial plan, the 

shipment plan, and the build/inventory plan. Getting it right at the core allows managers to 

focus on the relatively straightforward processes of execution. But getting it wrong throws the 

organisation into the chaos of expediting, second-guessing, and overspending in a frantic bid 

to hit its quarterly financial goals.

In the third quarter of 2005 came the agreement to have a formal S&OP team and a demand 

management team; SanDisk’s chief operating officer asked Bill Paganini to head up the teams. 

By the first quarter of 2006, Paganini and his lieutenants had named strong teams, in some 

cases hiring from the outside to get the experienced demand planners and business analysts 

they needed. The team comprised business and data analysts and i2 demand management 

system specialists – 11 highly skilled individuals in all.

At about that time, the company had gone live with i2’s Demand Manager module. The tool 

would help the groups’ planning activities, eliminating functional ad hoc databases and 

combining all relevant numbers in a single database to provide one system of record and 

enhance coordination among different functions. The foremost objective for the new team 

was to reduce forecast errors. Unfortunately, the high-tech sector has come to accept large 

margins of error in forecasting – 20 per cent and more is not uncommon – with the blame 

pinned on the vagaries of consumer demand, the velocity of new product introduction, and 

unknowns from competitors. As they do in any business, the flawed demand projections were 

preventing key supply chain managers from understanding what the operating plan really 

called for. Without structured sales and operations planning activities, imperfect forecasts 

effectively drove the plan.

So SanDisk management set a goal of halving the forecast error inside a year, recognising the 

substantial downstream benefit of getting both the mix forecast and aggregate quantities 

right the first time. The tightening of demand management would reduce supply chain noise 

and minimise the bullwhip effect for suppliers and component suppliers. More importantly, 

the critical measures of customer on-time delivery and retail shelf stock-out rates would be 

dramatically improved at the same or reduced levels of operational expense and inventory. 



The plan called for improvements of around 10 per cent on retailers’ in-stock levels, roughly 

20 per cent advances in on-time delivery and reductions of about 20 per cent in retail inven-

tory – finished goods and inventory in the channel.

SanDisk realised they had to improve their forecasting approach and translate it, more or 

less verbatim, into the production and inventory plans. The most profound process change 

in demand management came with a near-complete role reversal for the sales and product 

marketing groups aimed at aligning accountability with the appropriate knowledge source. 

Forecast accuracy still fell short of the target. Where could the team go for further improvement? 

The answer was to address the forecasting methodology – specifically to revisit quantitative 

techniques which revealed the emergence of seasonality trends, for shipments to the channel 

as well as for sell-through out of retail. SanDisk found that product changeover could be an 

ally or a foe in the development of an accurate forecast. The final contribution to the improve-

ment in SanDisk’s forecast accuracy came from combining the statistical forecast efforts with 

regular input from customers.

A little more than a year later, SanDisk’s revenues were up nearly 50 per cent and its critical 

fourth-quarter business – during which the company can pull in more than 40 per cent of 

its revenue and profits – ran like clockwork for the first time. Underlying operational metrics 

have improved substantially: Retail inventory turns are 20 per cent better than a year earlier 

and on-time delivery is up by 30 per cent. And the company continues to hold its number 

one market share position worldwide in flash memory products (Panganini  Kelly 2007).
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SUMMARY

Do the following assessment questions:

(1) Discuss the overall importance of process integration in supply chain management.

(2) Draw a diagram to illustrate the steps in the supply chain integration model.

(3) Fully discuss each step in the supply chain integration model.

(4) Discuss the obstacles to be expected process integration along the supply chain by 

applying it to a specific organisation. Also include strategies to overcome the obstacles

and attain supply chain integration success.

(5) Write an essay on the management of supply chain risk and security.

Also try and answer the questions at the end of the chapter in your prescribed book. 

They can be found on pages 4  to .
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Too many metrics  Clearly defined goals

 Clearly defined metric interdepedencies that identify metrics 

that matter

 Top down and outside-in approach to definition

Endless debate on 

metric definition

 Manage cultural resistance change

Constantly changing 

metrics

 Clearly defined metrics strategy

Old data  Right-sized metrics portfolio

 Choice of practical metrics

 Software tools (for example business intelligence, analytic 

applications, optimisation engines)

Gaming the system  Manage the culture with targeted, motivational techniques

Source:
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(1) Total supply chain management costs.

(2) Supply chain cash-to-cash cycle.

(3) Supply chain production flexibility.

(4) Supply chain delivery performance.

(5) Supply chain perfect order fulfilment performance.

(6) Supply chain e-business performance.
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SUMMARY

Do the following assessment questions:

(1) Justify the need to measure and assess performance in supply chains.

(2) Discuss the merits of traditional financial and nonfinancial performance measures.

(3) Create a diagram indicating the steps in setting up world-class performance measures.

(4) Tabulate world-class performance measures, indicating the capability areas in the

first column, and various performance measures for each capability area in column

two of the table.

(5) Write an essay about the essence of a supply chain performance measurement system.

(6) Describe seven of the most important specific supply chain performance measures.

(7) Summarise the use of the balanced scorecard as a performance measurement

instrument.

(8) Illustrate by means of a sketch and write explanatory notes on the supply chain

operations reference model.

(9) Explain the different levels of the SCOR performance measurement model. Tabulate

the performance measures on the different levels to illustrate the working of the

SCOR model.

Also try and answer the questions at the end of the chapter in your prescribed book. 

They can be found on pages 5 and 5 .
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