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Question 1
1.1 Give three advantages and three disadvantages of a centralised organisational structure for purchasing and supply management. (6) [TB PG 31]
	Advantages
	Disadvantages

	Materials and products are standardised.
Control is improved
Supplier relations are enhanced
Duplication of effort is eliminated
	Staff structure is top heavy
There is slow response times to regional plants
There is a tendency to bypass the central buying office
There is less integration with user departments



	ADVANTAGES OF CENTRALISED STRUCTURE
	DISADVANTAGES OF CENTRALISED STRUCTURE

	· Materials and products are standardised
	· There is a slow response time to regional plants

	· Supplier relations are enhanced
	· Staff structure is top heavy

	· Duplication of effort is eliminated
	· There is a tendency to bypass the central buying office

	· Control is improved
	· There is less integration with user departments

	· Administrative costs are reduced
	· There is lack of insight into the requirements of dispersed plan units



1.2 Briefly explain the seven steps of the supplier selection process.  (7) [TB PG 82 – 84]
Step 1: Identification of potential suppliers: sources of information for initial selection and assessment
Step 2: Pre-screening to reject unsuitable suppliers
Step 3: Conduct Research on potentially suitable suppliers
Step 4: Choose the assessment method and analyse the suppliers
Step 5: Select the supplier or suppliers
Step 6: On-going measurement of supplier performance
Step 7: Supplier accreditation

· STEP 1:  IDENTIFICATION OF POTENTIAL SUPPLIERS:  SOURCES OF INFORMATION FOR INITIAL SELECTION AND ASSESSMENT
· There are a variety of sources available to identify suppliers eg.
· Internet search engines
· Chambers of commerce
· Embassies and consular general officers
· Credit bureaus
· Reputation
· STEP 2:  PRE-SCREENING TO REJECT UNSUITABLE SUPPLIERS
· The actual process of supplier selection can be long and drawn out  and thus a costly exercise.
· There are many grounds for elimination eg.
· Suppliers that do not meet the organisation’s quality requirements
· Suppliers that are in a poor financial situation
· Suppliers that the organisation has previously rejected
· STEP 3:  CONDUCT RESEARCH ON POTENTIALLY SUITABLE SUPPLIERS
· The depth of the investigation and the criteria used can vary widely depending on the product or service being purchased.
· Information sources for supplier research includes:
· Supplier visits – time consuming and very costly
· Supplier surveys or questionnaires
· STEP 4:  CHOOSE THE ASSESSMENT METHOD AND ANALYSE THE SUPPLIERS
· Assessment methods range from the informal to the formal
· Informal techniques would include the purchasing manager’s judgement for low-value, non-critical purchases to panel consensus where a group would discuss the relative merits of each supplier
· Formal method is the weighted –point supplier performance rating where all pertinent criteria are weighted according to their importance and each potential supplier is then scored against them
· STEP 5:  SELECT THE SUPPLIER OR SUPPLIERS
· After studying the assessment in relation to the criteria, the purchasing manager or the cross-functional team will be in a position to approve the supplier(s).
· STEP 6:  ONGOING MEASUREMENT OF SUPPLIER PERFORMANCE
· Supplier performance measurement ca be done by using the weighted-point evaluation method with a rating sheet 
· STEP 7:  SUPPLIER ACCREDITATION
· Suppliers which have gone through the assessment selection and evaluation process successfully can be classified in three groups:
· Approved suppliers – they have met the requirements of the supplier selection process
· Preferred suppliers – they have shown that their past performance consistently meets and exceeds the organisation’s required levels for criteria such as quality, cost reduction, delivery & service
· Certified suppliers – certification of suppliers is the ultimate supplier accolade and many organisations hold functions to make such awards.

1.3 Define a “revenue pricing model” in your own words and identify two reasons for suppliers to make use of this strategy (4). [TB PG 140]
The emphasis in this model is on obtaining sufficient client revenue to pay for operating costs rather than on profit.  The idea is to generate sufficient revenue through sales to keep the firm going.  Suppliers use this strategy to retain skilled labour and improve capacity utilisation in times when there is a downturn in markets due to a decline in the economic cycle.

1.4 Discuss three characteristics of services which distinguish services from buying goods (3) [TB PG 272]
· Services are intangible – experienced, not delivered, perception is reality
· Services are heterogeneous – quality varies, difficult to compare
· Service production – production and consumption simultaneous
· Perishability – cannot be stored for later
· Entry to the market – easy, large capital seldom required

· INTANGIBILITY OF SERVICES
· Services are experienced by the customer, not delivered to the customer in the sense that a tangible item is
· HETEROGENEITY OF SERVICES
· The variety of services available makes it difficult for the purchasing function to compare the different services to identify the most suitable supplier.
· PERISHIBAILITY OF SERVICES
· Since the production and consumption of services are simultaneous, services cannot be stored for later consumption
Question 2
2.1 When an order has been placed in the purchasing process, the order from serves as a source document for all activities to be performed.  To which functions or groups should the order form, or copies thereof, be distributed and for what reasons? (10) 
· The supplier receives the original
· The financial function receives a copy, verification of invoice and for payment purposes.
· The receiving function, to expect the delivery
· The inspection function, with detailed information to plan the inspection efficiently
· The purchasing function for follow-up, expediting and control measures
· The last copy remains in the order book, as permanent receipt of transaction
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· THE SUPPLIER
· Receives the original order, this is a legal binding step that product/services are to be rendered
· THE FINANCIAL FUNCTION
· Receives a copy for verifying the invoice and for payment
· THE RECEIVING FUNCTION
· Receives a copy notifying it to expect a delivery.  It is also used for the receiving and inspection of the goods
· THE INSPECTION FUNCTION
· Receives a copy with detailed information on the specifications, enabling it to plan the inspection task efficiently
· THE PURCHASING FUNCTION
· Keeps a copy for follow-up and expediting

2.2 Identify six disadvantages that the decision to outsource may hold for an organisation (6) [TB PG 63-64]
· loss of control and skills
· loss of service provider focus
· lack of clarity
· lack of cost control
· Ineffective Management
· Loss of confidentiality
· Double outsourcing

· Bring about cost savings if a service provider can offer the product at a lower cost
· Specialization by smaller, more streamlined enterprises
· Outsourcing contractors can enlarge production capacity, thereby saving large amounts of capital for additional production facilities
· Limit or completely eliminate the inventory (stockpiling) of raw materials
· The organisation may benefit by reacting quickly to changes in market demand
· Service providers specialise in manufacturing  products or services
2.3 List four symptoms of poor inventory management (4) [TB PG 173]
· Increased number of outstanding orders
· Increase in rand investment in inventory
· Differences in inventory turnover or times
· Increase in out of stock during fixed time period
· No storage space – too much inventory
· Increase in inventory holding cost
· Increase in obsolescence inventory – slow or no moving stock

· An increase in the number of outstanding orders, which may be an indication that timing for inventory replenishment is poor
· An increase in the rand investment in inventory without a definite reason
· No storage space from time to time, indicating too much inventory
· Increases in obsolete inventory

Question 3
3.1 What is the common role of the purchasing and supply management department in the purchasing of capital goods? (5) [TB PG 256-258]
· Provision of information – existing suppliers and industrial publications
· Evaluation & Selection of suppliers – contribute to investigation of potential suppliers using selection criteria
· Negotiations & conditions – strategies, amendments, price, payment terms
· Coordination & administration – central point for placing order, drafting contract, following up
· Specific purchase – Low value orders can be done by P& S function entirely

3.2 List and explain the problems that organisations face with small disadvantaged business purchasing programmes. (10) [TB PG 290 – 293]
· Communication
· Availability of information & suppliers
· Transaction costs
· Conflicting policies influencing purchaser
· Objections and attitudes of purchasers with regard to:
· Financial instability
· Lack of expertise
· Cost
· Location
· Welfare perception
· Risk
· Dependency
· Reverse discrimination
· Tracing and development
· Poor performance

MNP2601 Oct/ Nov 2013 – Purchasing and supply management
Question 1
In some literature, supply chain management and logistics are sometimes wrongly referred to as being the same concepts.
1.1 Define the concept logistics. Underline the main elements/ phrases of the definition when providing the definition (Your definition should include at least 4 underlined main elements/ phrases to receive 2 marks) (2)
Logistics is therefore strongly focused on the physical flow of material goods and services, with a strong emphasis integrating all these activities so that the total cost in the logistics system is minimized.
Logistics is the part of supply chain management that plans, implements and controls the efficient, effective forward and reverse flow and storage of goods, services and related information between the point of origin and the point of consumption in order to meet customer’s requirements

1.2 Define the concept supply chain management. Underline the main elements/ phrases of the definition when providing the definition (Your definition should include at least 6 underlined man elements/ phrases to receive 3 marks) (3) [TUT101/2016 PG46]

SCM is a management philosophy aimed at integrating a network of upstream linkages, internal linkages inside the organization and downstream linkages in performing specific processes and activities.These will ultimately create value for the customer in the form of products and services.

Supply chain management encompasses the planning and management of all activities involved in sourcing and procurement, conversion, and all logistics management activities.  Importantly it also includes coordination and collaboration with channel partners, which can be suppliers, intermediaries, third-party service providers and customers

1.3 In a Table provide the main differences between logistics and supply chain management by comparing these concepts on certain aspects. (Note use descriptive phrases or short sentences in the table that the difference becomes clear. Using only cryptic words will be penalised Only answers provided in a table will be marked) (10)
	Logistics
	Supply chain management (SCM)

	It is a framework for the managment of all activities related to material and information flows within an organisation.
The scope is the entire organisation
	Uses the logistic framework and extends the concept of product, services and information flow beyon the boundaries of the single orgnaisation to other firms and entities through linkages, often of an informal nature

	Can be regarded as a “functional silo” of a particular organisation
	It si the integration philosophy which seeks to optimise value added over the activities of many organisations and specifically over ever-changing combinations of firms and entities

	It manages business activiteis in order to optimise customer service and to minimise cost for a particular organisation
	It manages business processes across the functional and organisational boundaries of a network of organisations, and aims at optimising customer satisfaction and eliminating activities and processes that add cost and not value over the entire supply chain

	The focus is on the management of the flow of products, services and information
	The focus is on the management of relationships across the entire supply chain

	Logistic management focusses on optimising wealth for a single firm
	SCM is aimed at optimising benefits for all participants in the entire supply chain



	Supply Chain Management
	Logistics

	· Uses the logistics framework and extends the concept of products, services and information flow beyond the boundaries of the single organisation as well as other organisations
	· Framework for management of all activities related to materials and information flows within the organisation

	· Seeks to optimise values added over the activities of many organisations
	· Regarded as a functional silo of a particular organisation

	· Manages business processes across the functional and organisatonal boundaries of a network of organisations
	· To optimise customer service and minimise cost for the particular organisation

	· Management of relationships across the entire supply chain
	· Management of the flow of products, services and information

	· Optimising benefits for all participants in the entire supply chain
	· Optimisation of wealth for a single organisation



Question 2
A management decision to centralise a purchasing and supply management function could have both advantages and disadvantages.  Describe ANY 5 advantages for centralising the purchasing and supply function. Your discussion should include headings AND next to every heading a short explanation (or example) of why/how this is an advantage for the business. (10)
	Type of structure
	Advantages
	Disadvantages

	





Centralised
	
1. Materials and products are standardised
2. Negotiating power is increased and volume discounts are made possible
3. Staff are afforded the opportunity of becoming experts
4. Control is improved
5. Administrative costs are reduced
6. Supplier relations are enhanced
7. Information systems integration is facilitated
8. Duplication of effort is eliminated

	
1. There is a slow response time to regional plants
2. There is resentment from geographically dispersed business unit management
3. There is a tendency to bypass the central buying office
4. There is less integration with user departments
5. Staff structure is top heavy
6. There is lack of insight into the requirements of dispersed plant units



· MATERIALS AND PRODUCTS ARE STANDARDISED
· It is an advantage so that all regional/district office have standardised products and services which save time/cost when purchasing of products/services are procured.
· SUPPLIER RELATIONS ARE ENHANCED
· Better communication between service providers and purchasing staff ensure on specification products and services are received.
· DUPLICATION OF EFFORT IS ELIMINATED
· When the purchasing function is decentralised duplication of activities are done and more staff are employed to do similar tasks thus it when centralised duplication of this activities is eliminated
· CONTROL IS IMPROVED
· Control is improved as all tasks are performed centrally and when errors are made it is easy to intervene immediately
· ADMINISTRATIVE COSTS ARE REDUCED
· Less staff is employed to do similar tasks.

Question 3
Toyota SA car manufacturer needs to carefully select the suppliers of different components and parts used in their vehicles. According to the textbook the main key performance indicators of supplier assessment are (a) cost, (b) quality, (c) delivery and (d) environmental issues. Discuss how a purchaser at Toyota would assess potential suppliers on the criteria (a) – (d)
(In your answer, you have to use the headings (a) – (d), give a short theoretical discussion and then APPLY to Toyota)  (10) [TB PG 78-81 & TUT101/2016 PG39]
· Cost 
· If the supplier is productive, cost savings can lead to better prices for the purchaser. (1) 
· Understanding suppliers’ cost structure – lengthy process – sometimes even just estimates. Need to understand materials costs, direct and indirect labour costs, manufacturing costs and overheads.(1) 
· Toyota: Assessing suppliers’ cost structure would help the Toyota purchaser to determine if a fair price is paid. If any defects are detected, the Toyota purchaser should realise that the price might be higher than necessary – thus increasing the cost of the final vehicle. Toyota wants to minimise input costs and should find the best price on parts without compromising quality. (1) 
· Quality 
· Quality products influence the productivity of the organisation due to fewer operational interruptions and better working conditions. (1) 
· This will increase the quality of the final product, leading to better customer service and satisfaction and enhanced competitive advantage. (1) 
· Toyota: Spare parts of poor quality can lead to poor performance of vehicles and fatalities (for example the previous disaster with petrol cables). Poor quality can also result in a poor image and decreased loyalty for Toyota (people will buy from competitors such as Nissan and Ford). (1) 
· Delivery 
· To reduce costs, lower inventories are needed. This might lead to suppliers making smaller, but more frequent, deliveries. Late deliveries can result in production delays. The risk of being out of stock should be managed. (1) 
· Toyota: If parts are late, the whole production line could be stopped – resulting in increased costs. Being late to deliver could lead to lost sales of cars. With the JIT system, non-delivery can have a disastrous knock-on effect. (1) 
· Environmental issues 
· Be sensitive and sensible in terms of waste disposal; ISO 14001 compliant; re-use, recycle and remanufacture. (1) 
· Toyota: CO² emissions from cars should be managed, remanufacturing if mistakes made in manufacturing, minimum waste and pollution from plant. (1) 
Question 4
4.1 Delivering quality will incur costs.  In literature three categories of quality cost are identified. Discuss the three different categories using the type of cost as headings AND provide two relevant examples when discussing every type of cost. (9) [TB PG 114 -115 & TUT101/2016 PG37-38]
· Prevention costs (both a heading and description for 1 mark): These are costs relating to preventing quality errors and the costs of changing the product design and production process to prevent the errors. (1) 
Any 2 examples for ½ mark each: equipment adjustments and calibration; process redesign and control; quality planning; supplier capacity surveys; quality training of own and supplier's staff. (1) 
· Appraisal costs (both a heading and description for 1 mark): These are costs incurred when products and services are inspected to ensure that inadequate quality materials do not enter the internal operational processes. (1) 
Any 2 examples for ½ mark each: cost of incoming inspections as well as of the supplier; testing purchased material; in-process, semi-finished and final product inspection; supplier audits; recording and processing data related to quality. (1) 
· Failure costs (both a heading and description for 1 mark): These are costs incurred when products reach the customer that do not comply with the quality expectations of the customer. (1) 
· Internal failure costs (both a heading and description for 1 mark): These are incurred after production and before delivery to the internal/external customer. (1) 
Examples of internal failure costs: cost of scrap; disposal; rework; redoing inspections; production downtime; processing waste. (1) 
· External failure costs (both a heading and description for 1 mark): These are incurred after products have left the organisation, in the distribution channel or in the hand of the final consumer. (1) 
Examples of external failure costs: customer returns and replacing faulty products; warranty claims; legal costs; costs due to product recalls; cost of lost customers.(1)
4.2 In the business world, a shift is made from correcting inadequate quality to preventing deviations from quality requirements. Provide one reason for this shift.  (1)
· The cost of prevention is lower than the cost  of correction

Question 5
Leasing capital equipment can be an alternative to obtain the use of capital equipment.  You have always been of the opinion that leasing might be a more viable option. Explain any ten reasons you have for choosing leasing in such a way that the advantage of leasing becomes clear with every reason discussed. Use headings in your discussion. (10) [TB PG 266]
· Leasing provides certainty
· It is very convenient from an operating and managerial point of view
· It is very flexible in the sense that organisations are not locked into long-term commitments due to capital investments.
· It provides an organisation with financial leverage because leasing typically replaces a large capital outlay with smaller and regular payments.  Leasing may increase liquidity and make capital available for more profitable investments.
· The investment responsibility (initial capital outlay) lies with the lessor
· A small initial capital outlay is required.
· Expert service, advice and maintenance are often available.
· The risk of obsolescence is reduced.
· The lessor may carry out prior testing before any agreement is concluded.
· Lease payments are tax deductible
· Leasing allows an organisation to assess equipment against price increases.
· It may enhance the financial position of an enterprise because it does not appear as a debt on the balance sheet, only as a note.

· Leasing provides certainty
· It is very convenient from an operating and managerial point of view
· It is very flexible in the sense that organisations are not locked into long-term commitments due to capital investments
· It provides an organisation with financial leverage because leasing typically replaces a large capital outlay with smaller and regular payments
· The investment responsibility lies with the lessor
· A small initial capital outlay is required
· Expert service, advice and maintenance are often available
· The risk of obsolescence is reduced
· Lease payments are tax deductible
· Leasing may serve as a buffer against price increases
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Question 1
Assume that Amazon.com decides to outsource all outbound transportation services for the delivery of parcels to final consumers to approved courier services. Discuss the way in which Amazon.com’s purchasing and supply management would consider the following five key variables in acquiring these outbound transportation services. (Use the same headings, 1.1 to 1.5 below, in your discussion, followed by a short theoretical explanation and then an application of the theory to Amazon.com. Make sure that you write your answer in the prescribed, structure way.)
1.1 Total cost
· Includes all costs that can be associated with a particular transportation contract
· Optimising total cost by trading off cost elements is extremely important
1.2 Speed
· Speed refers to the time required by the contractor to perform a specific task as described in the SOW
1.3 Reliability
· Reliability relates to the ability to meet customer expectation continuously and has therefore the quality of the transport service as a core element
1.4 Capability
· Capability refers to the ability in terms of capacity, staff, equipment and management acumen to perform the service contract in time, at the desired quality and within budget
1.5 Accessibility
· Accessibility relates to the ease with which a service supplier can be accessible to the various user divisions or plants which may be spread out geographically, and also the ability of the supplier to render a service where it is required
Question 2
(i) Define the concept of standardisation from a purchasing and supply point of view in terms of quality decisions (2) [TB PG 119]
Standardisation is the process of developing and agreeing on uniform, technical product and service specifications related to appearance, performance, measurement criteria, methods, processes and practices.

· Standardisation is the process of developing and agreeing on uniform, technical product and service specifications related to appearance, performance, measurement criteria, methods, processes, and practices
· Standard items is derived from mainly three sources:
· International standards
· National standards and
· Business standards
· Standardisation implies that the characteristics of items have to comply with a specific minimum acceptable standard.

(ii) Discuss any Four circumstances under which standardisation may be considered during purchasing decisions. (Use headings to structure your discussion.) (8) [TB PG 120]
· Standardisation may be employed fruitfully when the firm is experiencing severe price competition or inflation and it becomes necessary to curtail costs in order to stay competitive.
· Standardisation may be used when the demand for a product is uncertain or temporary and a firm does not wish to invest substantially in the manufacture and purchase of non-standard items.
· Standard items may be used when there is doubt about a suppliers ability to maintain constant quality, or when rejections due to poor quality are relatively high on arrival or during production.
· Standardised items are obviously require less technical skill which is helpful when a firms employees in the production and purchasing functions are no technically highly skilled.
· Standardisation may also be used when a firm is experiencing a shortage of funds, which sometimes happens in newly established business.  Less stock needs to be carried, reducing the need for storage space.

· SEVERE PRICE COMPETITION
· Standardisation may be employed fruitfully when the firm is experiencing severe price competition or inflation and it becomes necessary to curtail costs in order to say competitive
· UNCERTAINTY OF DEMAND
· Standardisation may be used when the demand for a product is uncertain or temporary and a firm does not wish to invest substantially in the manufacture and purchase of non-standard items
· QUALITY
· Standard items may be used when there is doubt about a supplier’s ability to maintain constant quality, or rejections due to poor quality are high.
· TECHNICAL SKILL
· Standardised items require less technical skill which is helpful when a firm’s employees in the production and purchasing functions are not technically high skilled
· FUNDS
· Standardisation may also be used when a firm is experiencing a shortage of funds, which sometimes happens in newly established businesses.

(iii) From a purchasing point of view, the cost-saving results of standardisation are significant.  Briefly discuss any five ways in which cost savings in purchasing may be affected through standardisation. (make sure that you show the way in which cost savings are achieved Use Bullets to structure your answer) (5)
· Less stock needs to be kept to when a standard item is suited to many applications.
· Larger quantities may be ordered at a time, creating the opportunity for negotiating larger discounts.
· Inspection and quality control of the incoming goods are facilitated or even eliminated when standardized products and standardized quality assurance procedures are part of the supplier base management philosophy of the purchasing organization.
· The possibility of mistakes and doubts when orders are placed or eliminated
· The usually cheaper standard items may reduce the cost of final products which makes the firms competitive position to improve.
· Standard items are more readily available.
· Less stock needs to be kept when a standard item is suited to many applications, and this reduces inventory-carrying costs
· Larger quantities may be ordered at a time, creating the opportunity for negotiating larger quantity discounts, with lower purchasing costs as a result.
· The possibility of mistakes and doubts when orders are placed is largely eliminated, since the standard description can be used.
· The firm’s competitive position may improve, since the usually cheaper standard items may reduce the cost of final products so that the firm can quote lower prices
· Standard items are more readily available, thus less effort is taken in administration costs.

2.2 A clear distinction can be made between the concepts of logistics management and supply chain management.  In a table, briefly describe the distinctions between logistic and supply chain management (Please note that your answer will not be marked if it is not in the form of a table and the short relevant descriptions required) (10) 
	Logistics
	Supply chain management (SCM)

	It is a framework for the managment of all activities related to material and information flows within an organisation.
The scope is the entire organisation
	Uses the logistic framework and extends the concept of product, services and information flow beyon the boundaries of the single orgnaisation to other firms and entities through linkages, often of an informal nature

	Can be regarded as a “functional silo” of a particular organisation
	It si the integration philosophy which seeks to optimise value added over the activities of many organisations and specifically over ever-changing combinations of firms and entities

	It manages business activiteis in order to optimise customer service and to minimise cost for a particular organisation
	It manages business processes across the functional and organisational boundaries of a network of organisations, and aims at optimising customer satisfaction and eliminating activities and processes that add cost and not value over the entire supply chain

	The focus is on the management of the flow of products, services and information
	The focus is on the management of relationships across the entire supply chain

	Logistic management focusses on optimising wealth for a single firm
	SCM is aimed at optimising benefits for all participants in the entire supply chain



	Supply Chain Management
	Logistics

	· Uses the logistics framework and extends the concept of products, services and information flow beyond the boundaries of the single organisation as well as other organisations
	· Framework for management of all activities related to materials and information flows within the organisation

	· Seeks to optimise values added over the activities of many organisations
	· Regarded as a functional silo of a particular organisation

	· Manages business processes across the functional and organisatonal boundaries of a network of organisations
	· To optimise customer service and minimise cost for the particular organisation

	· Management of relationships across the entire supply chain
	· Management of the flow of products, services and information

	· Optimising benefits for all participants in the entire supply chain
	· Optimisation of wealth for a single organisation



Question 3
(i) Give a definition of capital equipment (2)
Capital equipment includes all equipment that is used directly in the manufacturing process and or the overall running of the enterprise.
· Purchasing capital equipment involves buying assets that will be used by an organisation for longer than one year

(ii) Give any two examples of capital equipment (you have to give two relevant examples to receive one mark.) (1)
Drilling machines lathes, fax machines
· MULTIPURPOSE EQUIPMENT
· Eg. Forklifts, computer systems and furniture
· SINGLE PURPOSE EQUIPMENT
· Eg. Specialised machine tools and new manufacturing plants

(iii) When purchasing capital equipment, purchasing and supply should also take into account qualitative considerations. Discuss any six Qualitative factors to consider when buying capital equipment. (12)
	Reliability of equipment – risk if breakdown

	Flexibility of equipment – single or multi

	Space requirements – adding equipment 

	Effect of quality of end products – fewer rejections

	Durability of equipment – life expectancy/robust

	Departmental preference – everyone’s input



· RELIABILITY OF THE EQUIPMENT
· Relates to the risk of interruptions in production, maintenance and adjustment times
· The expertise of maintenance staff
· Breakdowns means higher costs, loss of goodwill due to deliveries and unnecessarily high investments in spares
· FLEXIBILITY OF THE EQUIPMENT
· The versatility of application of the equipment to be used for purposed other than those for which it was primarily acquired
· Higher flexibility reduces the risk of obsolescence, in contrast with single-purpose equipment that can be used for only one or few operations
· SPACE REQUIREMENTS
· Capital is required to provide space taken up by equipment.  
· The greater the floor space required for the equipment, the more capital is required in the form of buildings, factories and warehouses
· Technological innovation in photocopiers and computers have resulted in significant space saving
· SAFETY OF THE EQUIPMENT
· To ensure that staff members are willing and able to operate equipment
· Unsafe equipment can lead to industrial accidents, production loses and even low worker morale
· EFFECT OF QUALITY OF END PRODUCTS
· Quality conscious manufacturers who require very small tolerances can compare alternative on the basis of the finished product
· Equipment that can consistently provide the required quality ensured fewer rejections and defective end products which in turn eliminate production losses
· DURABILITY OF THE EQUIPMENT
· Technical and economic life expectancy of equipment is reflected in its durability or the rate at which it depreciates in value
· Durability of equipment indicates if it is sufficiently robust for its intended use.

3.2 Management has to decide on either a centralised or a decentralised organisational structure for purchasing and supply management. In a table briefly describe the following.
(i) Any 5 Advantages of a centralised structure, and
(II) Any 5 disadvantages of a decentralised structure
	Type of structure
	Advantages
	Disadvantages

	





Centralised
	· Materials and products are standardised
· Negotiating power is increased and volume discounts are made possible
· Staff are afforded the opportunity of becoming experts
· Control is improved
· Administrative costs are reduced
· Supplier relations are enhanced
· Information systems integration is facilitated
· Duplication of effort is eliminated
	· There is a slow response time to regional plants
· There is resentment from geographically dispersed business unit management
· There is a tendency to bypass the central buying office
· There is less integration with user departments
· Staff structure is top heavy
· There is lack of insight into the requirements of dispersed plant units

	






Decentralised
	· There are better relations between decentralised purchasing and other functions
· There is good service delivery to regional plants
· There is faster reaction time to user departments in emergencies
· Support of local suppliers generates goodwill
· There is greater autonomy for profit centres
· Interdivisional competition can improve purchasing performance
	· There is loss of economies of scale
· Suppliers are confused by dealing with many offices
· There is duplication of staff and facilities
· Control over the function is much more difficult
· There is a greater likelihood of communications breakdown
· There is focus on local units and under-emphasis on strategic issues



	ADVANTAGES OF CENTRALISED STRUCTURE
	DISADVANTAGES OF DECENTRALISED STRUCTURE

	· Materials and products are standardised
	· Loss of economics of scale

	· Supplier relations are enhanced
	· Suppliers are confused by dealing with many offices

	· Duplication of effort is eliminated
	· There is duplication of staff and facilities

	· Control is improved
	· Control over the function is much more difficult

	· Administrative costs are reduced
	· There is greater likelihood of communications breakdown



(In order for your answer to be marked, you should answer in bullet form in a table and describe the advantages and disadvantages clearly)
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Question 1
Green Harvest is a family company with 15 years of professional experience in the manufacture and sale of rooibos tea. They are considering going into the coffee business. They have the options of wither importing the coffee ingredients and making the coffee product or buying the finished coffee product. Green Harvest has come to you for advice. Discuss the decision to make or buy coffee by highlighting the favourable circumstances in the each option. (10) [TB PG 70 – 71 & TUT101/2016 PG40]
Circumstances that will favour buying the coffee or outsourcing the service: 
· If Green Harvest has a strong purchasing corps that can buy the ingredients efficiently, they will buy. 
· When there are inadequate facilities to make the coffee (or better investment possibilities instead of investing in coffee-making facilities), they will rather buy or outsource the coffee making. 
· When the operational staff’s knowledge and skills are inadequate in terms of producing coffee, buying the finished coffee product or outsourcing to an experienced coffee manufacturer would be better. 
· When the demand for the product or service is relatively small and only temporary, it would be better to buy or outsource instead of making long-term commitments in terms of coffee making. 
· When it is cheaper to buy than to make, it makes sense economically to buy the coffee. 

Circumstances that will favour making the coffee or insourcing the service: 
· When it costs Green Harvest less to produce the coffee, they would consider making the coffee or insourcing. 
· When there are no or only a few reliable suppliers, they almost have no other option than to make the coffee themselves. 
· When there is available capacity, it could be used to make coffee instead of having idle machines. 
· When Green Harvest’s quality requirements are so stringent that suppliers cannot meet them, they should rather manufacture themselves to prevent losses due to quality errors. 
· For competitive, political, social and environmental reasons, they might prefer to make the coffee themselves (for example when a competitor in the coffee business has acquired an interest in the only supplier of coffee ingredients, or when Green Harvest is prevented from importing the coffee by the authorities). 

Question 2
2.1 In a table, shortly explain why a supply manager would consider a decentralised purchasing and supply organisational structure by referring to the following.
(a) Any 5 advantages of a decentralised purchasing and supply organisational structure
- THERE ARE BETTER RELATIONS BETWEEN DECENTRALISED PURCHASING AND OTHER FUNCTIONS
- THERE IS GOOD SERVICE DELIVERY TO REGIONAL PLANTS
- THERE IS FASTER REACTION TIME TO USER DEPARTMENTS IN EMERGENCIES
- SUPPORT OF LOCAL SUPPLIERS GENERATES GOODWILL
- THERE IS GREATER AUTONOMY FOR PROFIT CENTRES

(b) Any 5 disadvantages of a decentralised purchasing and supply organisational structure.
- THERE IS LOSS OF ECONOMIES OF SCALE 
- SUPPLIERS ARE CONFUSED BY DEALING WITH MANY OFFICES
- THERE IS DUPLICATION OF STAFF AND FACILITIES
- CONTROL OVER THE FUNCTION IS MUCH MORE DIFFICULT
- THERE IS A GREATER LIKELIHOOD OF COMMUNICATIONS BREAKDOWN

	
Type of structure
	Advantages
	Disadvantages

	





Centralised
	· Materials and products are standardised
· Negotiating power is increased and volume discounts are made possible
· Staff are afforded the opportunity of becoming experts
· Control is improved
· Administrative costs are reduced
· Supplier relations are enhanced
· Information systems integration is facilitated
· Duplication of effort is eliminated
	· There is a slow response time to regional plants
· There is resentment from geographically dispersed business unit management
· There is a tendency to bypass the central buying office
· There is less integration with user departments
· Staff structure is top heavy
· There is lack of insight into the requirements of dispersed plant units

	






Decentralised
	· There are better relations between decentralised purchasing and other functions
· There is good service delivery to regional plants
· There is faster reaction time to user departments in emergencies
· Support of local suppliers generates goodwill
· There is greater autonomy for profit centres
· Interdivisional competition can improve purchasing performance
	· There is loss of economies of scale
· Suppliers are confused by dealing with many offices
· There is duplication of staff and facilities
· Control over the function is much more difficult
· There is a greater likelihood of communications breakdown
· There is focus on local units and under-emphasis on strategic issues



2.2 KFC has been baking their own bread in each of their franchises. Recently, they received the opportunity to outsource the bread baking to an independent baker. This baker will bake all the bread and distribute it to the different franchises. Discuss 4 advantages and 4 disadvantages the help KFC in their decision of whether they should outsource or not. (Take note that the advantages and disadvantages should be relevant to KFC) [TB PG 63]
	Advantages
	Disadvantages

	· Cost savings
· Specialisation
· Better competitive position
· Enlarged production capacity
· Limit inventory
· Increase response to market
	· Dependency on enterprises – captive supplier
· Unsuccessful development of supplier
· Over involvement in development of contractors
· Double outsourcing
· Loss of confidentiality
· Lack of cost control 






	ADVANTAGES
	DISADVANTAGES

	Bring about cost savings if a service provider can offer the product at a lower cost
	Contractors become dependent on the enterprise with the accompanying dangers of a captive supplier

	Specialization by smaller, more streamlined enterprises
	An enterprise becomes over-involved in the development of contractors or service providers and may never reach the point where it is able to continue without intensive assistance from the organisation

	Outsourcing contractors can enlarge production capacity, thereby saving large amounts of capital for additional production facilities
	Loss of service provider focus

	Limit or completely eliminate the inventory (stockpiling) of raw materials
	Lack of clarity



2.3 Although inventory costs should be kept to a minimum, organisations realise that keeping inventory remains essential. Discuss the reasons for holding inventory.
1. Continuity in production and marketing – sufficient inventory ensures that production is continuous. Low unit costs and constant availability of final products provide marketing opportunities such as timeous availability and better service to customers which could result in a better competitive position.
2. Cost savings and hedging against price uncertainties – The enterprise may make use of quantity discounts and transport in bulk, which means cost savings.  Hedging against price in important to enterprise prone to currency volatility. 
3. Protection against supply uncertainties – It serves as protection against breaks in supply caused by unexpected events, such as strikes and natural disasters.
4. Purchasing costs – Larger less-frequent deliveries must be traded off against the increased cost of inventory holding and decreased costs of transportation.
Question 3
3.1 Shoprite is in the process of opening a new store in Ghana; however, they are uncertain about owning a warehouse or leasing it to assist Shoprite:
(a) List and discuss the types of leases options available to Shoprite (4)
Financial Leasing
· Used to obtain financial leverage

Operating Leasing
· Facilitate business operation

· Financial leases:
- 	used to obtain financial leverage and related longer-term financial benefits
-  	long term and covers a time period slightly shorter than the approximate life of the warehouse leased. 
· Lessor pays for the asset and owns it
· Lessee pays rental that covers the capital cost of the asset with a service charge
· Lessee is responsible for insurance, servicing and maintenance

· Operating leases:
· used to facilitate business operations
· the focus is on operating convenience
· the asset is not wholly amortised during the obligatory period of the lease
· lessor is responsible for servicing, maintenance and updating equipment
· short term and used when organisation has a temporary need for warehouse but not interested in owning it

(b) Shortly discuss 6 merits of leasing of Shoprite (8)
· Leasing provides certainty
· It is very convenient from an operating and managerial point of view
· It is very flexible in the sense that organisations are not locked into long-term commitments due to capital investments
· A small initial capital outlay is required
· The risk of obsolescence is reduced
· Lease payments are tax deductible

3.2 List and give a short description of the 8 most commonly used criteria for the assessment of suppliers.
· Internet search engines
· A powerful  and rapid technique to identify potential suppliers and also provide important information about them
· Chambers of commerce or business
· Can provide very valuable information about possible sources of supply – local, regional & national
· Embassies and consular general officers
· Useful for obtaining information about international suppliers
· National associations
· Various associations representing  industrial sectors can be contacted to obtain a list of manufacturers or service providers
· Trade directories, trade journals and business directories
· Many industries publish directories and journals
· Industrial trade fairs
· These may provide the purchasing professional with an opportunity to compare similar products from similar sources
· Credit bureaus
· Eg ITC can be approached for information when carrying out a financial assessment of a potential supplier
· Reputation
· Reputation may be established by talking to colleagues and other purchasing professionals

3.3 Price determination in the supply activity can be based on the type of product. Discuss the type of price determination typically relevant when deciding on the price of the following type of product (also include one example of the type of product in your discussion):
(a) raw materials
RAW MATERIALS - such copper, wheat and crude oil which are bought on world commodity markets and require special skills of commodity purchasers or commodity brokers. Usually prices are fixed in these markets  
(b) Capital goods
CAPITAL GOODS – price determination for capital goods is a complicated process and is usually performed by management team since it has major financial implications for the firm. Eg. Buildings, plant and machinery. 
(c) items for resale
ITEMS FOR RESALE – Prices are largely influenced by what prices the market will be willing to buy. Unique purchasing and pricing methods are used by shops like pick and pay. Eg. Groceries
MNP2601 May/ June 2015 – Purchasing and supply management
Question 1
In the case study, numerous examples are given of the manner in which The Coca-cola Company accepts their purchasing and supply social responsibilities Discuss, with relevant examples, the manner in which The Coca-Cola Company has met the discretionary responsibilities expected by the Ghanaian community structure your answer by discussing two activities related to each of the following (if the case study does not have examples, you may make relevant assumptions)[TB PG 92]
1.1 The environment
Purchasing and supply should: 
· use a life-cycle analysis to evaluate the environmental friendliness of products and packaging,
· participate in the design of products for disassembly,
· encourage suppliers to commit to waste-reduction goals and environmentally practices,
· participate in the design of products for recycling or re-use.

1.2 The Community
Purchasing and supply management should as far as possible 
· buy from local suppliers, 
· donate to local development campaigns and philanthropic organisations, and
· seek opportunities for poverty alleviation in local communities
Purchasing and supply should also encourage members of the supply chain to add value in the community.

1.3 Ethics
Ethics form an important part of the King III report.  According to this report senior managers should take responsibility for the ethical (or unethical) conduct in their organisations.  The key requirements stipulated by the King III report:
· The company board should ensure that the company is and is seen to be a responsible corporate citizen through the development and implementation of strategies and policies in relation to economic, social and environmental impacts
· Leadership should be effective and based on an ethical foundation
· The board should ensure that management cultivates a culture of ethical conduct through the creation of an ethical risk profile; and the establishment of a code of conduct through the integration of ethics into all company practices, procedures, policies and conduct and through the assessment, monitoring, reporting and disclosure of the company’s ethics performance.
· The assurance of the company’s ethics performance supported by and assurance statement in the integrated report is recommended

Question 2
2.1 According to the case study, Project last Mile applies The Coca Cola Compnay’s supply chain expertise in distributing critical medical supplier to remote communities in Ghana.  The government agencies responsible for managing and distributing the medical supplies purchased transportation services from the Coca-Cola Company.  Discuss the five key variables in transport decision making that the government agencies most probably used.[TB PG 279]
· Total Cost – All cost that can be associated with a particular transportation contract.
· Speed – Refers to the time required by the contractor to perform a specific task as describe in the SOW
· Reliability – Ability to meet customers’ expectations continuously 
· Capability - Ability in terms of capacity, staff, equipment and management to perform the services contract in time
· Accessibility – The ease with which a service supplier can be accessible to the various user division or plants which may be spread geographically
2.2 Inventory shortages can cause serious disruptions in the organisation. Discuss the costs incurred when inventory shortages are experienced (Note This Question is a theory question and not application to the case study is required) [TB PG 157]
· Increased transport costs
· Increased adjustment or overtime
· Costs in the plant
· Additional Administration costs, or costs caused by the disruption of a planned production schedule
· Costs resulting from cancelled orders

2.3 Discuss the way in which organisations can benefit from buying from only one or a limited number of suppliers (Note this question is a theory question and no application to the case study is required)
ANSWER HERE
Question 3
3.1 In the process of strategic sourcing, a matrix can be used to divide the spending on purchased products and services into four categories.  Provide a detailed diagram of the four quadrants of the strategic sourcing matrix (note only diagrams will be marked.  This question is theory question and no application to the case study is required) 
[image: ]3.2 The Coca-Cola Company may experience failure costs as part of quality costs while manufacturing Schweppes Malt Considering this, define the different types of failure costs and give one relevant example per category. (5)
Internal Failure Costs
Are costs that are incurred after production and before delivery to the internal or external customer.  Examples are cost of scrap disposal, rework and redoing inspections, production down time and processing waste.
External Failure Costs
Examples are customer returns and replacement of faulty products, warranty claims, cost of legal action and the costs associated with product recalls.  Often included in this category is the cost of lost customers, which is very difficult to determine accurately.
3.3 Due to the specialised task of sanitising the water used in manufacturing beverages at The Coca-Cola Company, Management is uncertain whether to outsource this task to an independent company. 
(a) Why would The Coca-Cola Company consider outsourcing the task of water sanitisation instead of performing it in-house? (5)
· Cost savings
· Specialisation
· Better competitive position
· Enlarged production capacity
· Limit inventory
· Increase response to market
 
(b) Why would the Coca-Cola Company prefer insourcing the using an external service provider? (5)
· Dependency on enterprises – captive supplier
· Unsuccessful development of supplier
· Over involvement in development of contractors
· Double outsourcing
· Loss of confidentiality
· Lack of cost control
MNP2601 OCT/NOV 2015 – Purchasing and supply management
1.1 From the case study can be deduced that the approach followed when determining the price of maize is based on prevailing market prices
Motivate this statement from the case study (3)
(If the case does not provide specific information to substantiate your answer you are allowed to make relevant assumptions)
1.2 Standardisation is a helpful technique in managing quality in purchasing and supply
a) Define standardisation (2)[TB PG 119]
Standardisation is the process of developing and agreeing on uniform, technical product and service specifications related to appearance, performance, measurement criteria, methods, processes and practices.

(a) Discuss how silo owners can use standardisation in terms of the white maize received from the farmers (2)
Standard items may be used when there is doubt about a suppliers ability to maintain constant quality, or when rejections due to poor quality are relatively high on arrival or during production.
Standardised items are obviously require less technical skill which is helpful when a firms employees in the production and purchasing functions are no technically highly skilled.
Standardisation may also be used when a firm is experiencing a shortage of funds, which sometimes happens in newly established business.  Less stock needs to be carried, reducing the need for storage space.
(b) Discuss how standardisation implemented by silo owners would benefit the small-scale millers who purchase from these silos (2)
Standardisation may be employed fruitfully when the firm is experiencing severe price competition or inflation and it becomes necessary to curtail costs in order to stay competitive.
Standardisation may be used when the demand for a product is uncertain or temporary and a firm does not wish to invest substantially in the manufacture and purchase of non-standard items.
(You may make relevant assumptions if the case does not provide relevant information to substantiate your answer)
Question 2
2.1 Discuss any 9 supplier selection criteria when assessing suppliers. Your discussion should also include one relevant example for criterium. (19)
· Quality and quality accreditations
· Price, cost and cost structure
· Delivery
· Time
· Flexibility
· Service
· Financial status
· (OPC) – Operations planning and control 
· The technology and process capability
· Supply chain management
· Environmental issues, and social responsibility
· BBB EE 
· Capabilities, responsiveness and motivation:  present and future
· Geographical Location
(This question is a basic theory question and no application to the case study is required)
2.2 Based on the case study, the small-scale millers produce maize products at affordable prices. Categorise ANY 3 types of inventory held at the small-scale milling plants by providing a short discussion of the inventory categories and a relevant example. (6) [TB PG 154]
(You may make relevant assumptions if the case does not provide relevant information to substantiate your answer.)
Production Inventories:
Raw materials, materials and components required in production process – Corn

Maintenance Inventories:
Materials that support the manufacturing process but not necessarily included in final product – Light Bulbs

Finished Product Inventories:
Products ready for dispatch - Maize

Question 3
3.1 If suppliers are using price analysis to determine selling prices, discuss the six different pricing models to assist them in determining prices (19) [TB PG 140]
(This question is a basic theory question and no application to the case study is required)
	Price volume model
	Supplier analyses market to find volume of sales combined with specific price per unit

	Market penetration model
	Suppliers new products to market prices very low to increase sales and discourage competition

	Market skimming model
	Supplier intends “creaming off” profits early

	Revenue pricing model
	Suppliers obtain sufficient revenue to cover operating costs

	Promotional pricing model
	Attractive prices for individual products, sell below cost to ensure sales – long term contract can be expensive with them

	Market price level
	Use if keen competition and numerous similar products in the market



3.2 From the case can be deduced that decisions should be made on appropriate milling machines as part of small-scale millers capital equipment. Explain shortly what the decision about milling machines mean in terms of the following qualitative considerations: [TB PG 258-259]
(a) Reliability
· Reliability of the equipment
Relates to the risk of interruptions in production, maintenance and adjustment times and the expertise of maintenance staff.
(b) Flexibility
· Flexibility of the equipment
The versatility of application of the equipment to be used for purposes other than those for which it was primarily acquired.  
(c) space
· Space requirements 
The greater the floor space required for the equipment, the more capital is required for the equipment, the more capital is required fin the form of buildings, factories and warehouses.
(d) safety
· Safety of the equipment
Unsafe equipment can lead to industrial accidents, production losses and even low worker morale.
(e) effect on quality of end products
· Effect on the quality of end products
Equipment that can consistently provide the required quality ensures fewer rejections and defective end products which in turn eliminate production losses.
(f) durability
· Durability of the equipment
Capital equipment which has depreciated in full can still be used to manufacture a product, but it may be so economically obsolete that it cannot compete with other, more modern equipment.  
 (If the case does not provide specific information to substantiate your answer you are allowed to make relevant assumptions) (6)
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