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Question 1: Cost, Pricing and Category Mangement in Procurement (35 marks)

a) Define the concept of Total Acquisition Cost and Total Cost of Ownership by using the ‘Price-Cost Iceberg’ analogy using your workplace example. (10 marks)

Total Acquisition Cost also referred to as TAC includes all costs that are associated with buying and receiving a product or service. Whereas Total Cost Ownership TCO, includes all costs associated with owning, operating, maintaining and eventually disposing of a product during its life cycle. By using the price-cost iceberg analogy you can summarise that above the water where visible is the unit price or cost price, but underneath is where all hidden costs are associated to the product such as, freight, customs, insurance, handling, utilities and many more. TAC focuses on the costs incurred up to the point that the product is ready for use, whereas TCO gives a full picture of the financial impact of the purchase. 

At ADC one of our top moving parts TCK133C for example has an initial cost price of £31.62, however after calculating USD conversion rate to GBP, transport, landing costs, customs and duties the TAC cost price is £35.31.

Any items that ADC cleanse from our stocks and scrap is also logged for the business and this falls under the TCO. These fees can vary depending on the value of the items scrapped, for example in March 2025 a slow-moving item was highlighted for scrap. The cost price on the item was low just £0.32 but after scrap the new cost of the item was £0.45 for 264 pieces costing the business £34.32 loss on the part. Even though scrapping incurs a loss, financially this was strategically justified as it freed up shelf space for faster moving and more profitable items. It also reduced holding costs, as we prepared to go into the next financial year. This is where strategic buying is vital for our purchasing team to implement as they must ensure our stock levels are correct for the market and avoid scrapping fees where possible as these figures go against us in overall turnover.

b) Analyse how Kraljic's framework can be used to determine procurement positioning strategies for your organisation. (10 marks) 

Kraljic’s framework is a strategic tool used in supply chain. The matrix structure is a 2 x 2 grid based on profit impact and supply risk and split by low to high, Non-Critical, Leverage, Bottleneck and Strategic.

At ADC non-critical items such as packaging materials, office supplies and basic consumables such as tea and coffee are on automatic ordering system. Our printers for example are linked to our supplier and once the ink or toners get to 10% it automatically triggers an order for re-fill. Upon every order packaging is booked out and once again we have a safety threshold that means we would never fall under 1 months supply, so once this threshold is met in the system the purchasing team receive notice to re-order.

Leverage items such as common engine parts and suspension components for which we have multiple suppliers, procurement and product teams use volume to negotiate better prices. Our product team have recently reduced from 8 factories for our steering and suspension range down to 3 to combine volumes and optimize inventory.

Bottleneck items which are more niche within the market such as specialised gaskets the product and procurement team must have alternative sources of supply not just one. We also implement forward ordering on these parts with customers in January with a 3-month lead time for stock that they can call off throughout the year. Once ADC knows the volumes and demand from customers the purchasing team can ensure we have the stock to sell. However, there is a risk in this process that should any new business come in or existing business leave, ADC can either become short or over stocked very fast.

Items in high demand with high margins are critical for the business. These items fall into strategic buying and are mainly linked to our TCK and CSK ranges. Our product and technical team have built long-term partnerships with our suppliers to ensure quality standards are met. For the TCK and CSK range we have just two suppliers and have had a partnership for 15 years. It is very important that as a business ADC maintain high quality production on these ranges as any issues can very damaging to the business.  

c) Explain category management and the types of categories in procurement by using your organization’s procurement practices. Outline the steps of defining categories in managing commodity procurement by using your workplace-based examples. (5+10 = 15 marks)

Category Management is a strategic approach to procurement where goods and services are grouped based on similar characteristics. At ADC procurement is structured around key categories to ensure strategic sourcing and supplier management. Examples include, raw materials, logistics services, IT services and each category is managed by a department lead.

The logistics service category includes all third-party services related to the movement, storage and custom clearance of goods. This category is critical in supply chain operations covering freight, warehousing and customs compliance. ADC’s procurement team analyse total annual spend on logistics with a focus on KPI’s to monitor delivery speed and reliability. Mitigate risks associated to fuel rises and boarder delays and have contingency plans for transport disruptions. 

An example of strategic management of the logistics services at ADC can be linked to our EU Hub project in Poland. The category lead conducted full market analysis and selected DSV Solutions as the preferred provider based on their warehouse capacity, customs expertise and integration capabilities. 
· Cost-effective warehousing through rental rather than ownership.
· Seamless integration of inventory systems.
· Clear KPIs for delivery speed, stock accuracy and customs processing.

The strategy also included a review cycle, and in September, the service tier was increased to secure additional warehouse staff, improving both import and export efficiency.













Question 2: Purchasing Development Matrix and Outsourcing (35 marks) 

a) Develop your organization’s purchasing profile using the purchasing development matrix. (20 marks)
	 
	Development Matrix
	Stage of Development
	 

	 
	Measuring area
	1 
	2
	3
	4
	5
	Comments

	
	
	Infant
	 Awakening
	 Developing
	 Mature
	 Advanced
	

	1
	Activity Breakdown Analysis
	 
	 
	 
	X
	 
	ADC regularly reviews their purchasing activities to ensure optimum efficiency - to progress to advanced we need to link all hubs and suppliers to ensure more strategic purchasing and avoid reactive buying.

	2
	Purchase Organisational Structure
	 
	 
	X
	 
	 
	ADC has a well establish procurement team with over 30 years of experience. Due to current structures within the business and current expansion plans, our purchasing team needs to establish themselves and their processes to reach maturity and then advanced.

	3
	Purchasing Services
	 
	 
	 
	X
	 
	ADC have recently moved into a more mature level of strategic sourcing. Such as leaning on our Motus Shanghai hub for additional buffer stock to avoid unnecessary fees we can call off from the Shanghai hub should we need emergency stock. To move to advanced ADC needs to concentrate on their strategic sourcing and building stronger bonds with our product team.

	4
	Function position in the Business
	 
	 
	 
	X
	 
	Although positioned in mature they are pushing into advanced, and the prediction is by the end of the year they will be in this stronger position because of this. With the current innovation in product expansion, we have gained a competitive edge in the UK market, the next step is to push into Export market.

	5
	Extent of Training/Development of Buyer
	 
	 
	X
	 
	 
	Much of the purchasing and procurement team have learnt on the job, and training has been passed down. In the last year 2 members of the procurement team have started their CIP's training to strengthen the department and gain certification.

	6
	Relative Renumeration Levels
	 
	 
	X
	 
	 
	As no-one is formally trained their pay is reflective of this and aligned with market standards. However, as ADC grows and procurement becomes ever more important the need to hire / train the team in CIP's and reflect in pay will move the purchasing team into maturity.

	7
	Measurement of Purchasing Performance
	 
	 
	 
	X
	 
	Performance is measured both in KPI's and our internal Phocas software. All lost sales / back orders are checked against availability and demand in the market. The procurement team are not penalised if a sudden influx of demand is not met, as this couldn't have been predicted. However, if we have a top selling part go out of stock this is investigated as the purchasing team have lots of data to ensure this doesn't and shouldn't happen.

	8
	Standard of Information Systems
	 
	 
	X
	 
	 
	ADC are in the process of integrating systems across multiple procurement functions. Our current software is mainly ERP systems which are integrated in the UK and 3 hubs, and partially with our Poland Hub. We are integrating with both Europe and Shanghai next year, with the goal to align across all Motus platforms.

	9
	Computer Technology
	 
	 
	X
	 
	 
	Similar to the standard of Information systems, the IT and computer tech is in development. Whilst we have some procurement software in place, we aim to have a more automated system in the future, to ensure strategic buying is met and business needs are aligned.

	10
	Standard of operating Systems
	 
	 
	X
	 
	 
	Although ADC has clear operating procedures that are audited, these are not yet at the mature stage due to internal IT improvements that need to be in place before purchasing can elevate their processes. 

	11
	Interface development (buying Centre)
	 
	 
	 
	X
	 
	ADC's Procurement team have strong cross-functional teams that collaborate with Product, Finance and Operations. All purchase orders are approved and scheduled by all departments. The next step for advanced will come once we have better IT infrastructure. 

	12
	Buying Process Involvment
	X
	 
	 
	 
	 
	ADC's purchasing team do not have input in our supplier selection, this strategic decision is down to our product development team. This is not likely to change as our product team have the knowledge of the technical specs within the OE Aftermarket and have always been a major point of contact for suppliers negotiations and innovations. 

	13
	Buyer charateristics / development
	 
	X
	 
	 
	 
	Similar to the buying process and as mentioned above, some of our purchasing teams are currently studying to gain their CIP's qualification in order to advance the purchasing teams involvement, but the current process is taken by the product team.

	14
	Degree of purchasing specialism
	 
	 
	X
	 
	 
	ADC's purchasing team currently have their own product ranges that they buy for. We are moving towards the team having their own area or hub, this should mean that FAI Pro range which is stocked in Milton Keynes is handled by 1 person only. However, as the team is currently expanding it is not yet known if this will be feasible with the growth or if their current knowledge of their own ranges is more valuable.

	15
	Supplier interface development
	 
	 
	 
	X
	 
	The purchasing team have monthly meetings as well as ad hoc including the product team to ensure a healthy relationship is maintained with our most important suppliers.

	16
	Policy on ethics
	 
	 
	X
	 
	 
	ADC ensures our ethics policy is both implemented and communicated; however, this is not part of our purchasing procedures and is not audited. From asking there is no plan to embed this into our processes any time soon.

	17
	Hospitality
	 
	 
	 
	 
	X
	ADC must follow the Motus international gifts and conflicts declaration. Any form of hospitality given must be authorised two levels above, and any hospitality received must be declared through the companies forms which align with corporate governance.

	18
	Quality of buyer / supplier relationship
	 
	 
	 
	X
	 
	ADC's current relationships with suppliers are strong and benefit both parties. We have worked hard to consolidate our suppliers and form stronger connections and relationships to strategically align both business's shared goals. This includes our suppliers not manufacturing or supplying our direct competitors, and equally ADC ensuring transparency of communication between Purchasing, Finance, product development and motus procurement leads.



Overall, in most areas ADC are developing with a few edging into mature and advanced. Our purchasing team and procurement functions are well-established and are strategically evolving, actively improving across both systems and relationships. A common theme in areas that need attention are the need for formal CIPs training and qualifications. Our IT infrastructure and improvements are also needed to ensure we can align with business goals in the future. Clearer role definitions could also empower the purchasing team and elevate the department. With continued investment in training, technology, and structural clarity, ADC’s procurement function is well-positioned to transition into a mature stage. The team’s proactive mindset and collaborative approach provide a strong foundation for future growth, innovation, and competitive advantage—particularly as ADC expands into export markets.

b) Define outsourcing and explain the key steps involved in the outsourcing process. Use your workplace-based examples. (15 marks)
Outsourcing is the process where you contract our certain business functions or processes to external suppliers rather than handling them in house. There are many reasons why businesses choose to outsource such as reducing costs and accessing specialised expertise.
An example where ADC outsourced was with our EU Hub. As a business ADC needed to improve delivery speed to Europe, increase warehousing space, and combat rising custom fees dues to Brexit. After much investigation into warehousing and once costs and analysis were done, it was decided to outsource the warehouse space via a 3rd party in Poland, and the provider is DSV Solutions. DSV Solutions were able to meet our business needs, and financially ADC did not have to spend out on owning the warehouse, instead we rent the space. Racking, vehicles, employees and legal agreements are DSV Solutions responsibility and expertise. ADC then integrated DSV’s platforms with ours to ensure stocks are accounted for correctly and performance is monitored via KPI’s. ADC review DSV’s performance regularly and in September 2025 have increased their tier to secure additional warehouse space, staff and additional forklifts to improve efficiency both in export and import.

Question 3: The supplier selection and supplier relationship management (30 marks)

a) Discuss different types of supplier profiles (types of supplier profiles, segmentation by suppliers’ operational risks and responsibilities, segmentation by product lifecycle). (15 marks)

At ADC, suppliers are segmented into tiers based on strategic value and risk. For example:
· Tier 1 – Strategic suppliers such as DSV Solutions and Motus Shanghai where cross collaboration is vital. We have a high investment with these suppliers, contracts that are in place for 5 years and if anything goes wrong with these suppliers there is a high risk to the business.
· Tier 2 – Preferred suppliers such as Rajapack for our packaging materials are reliable but not business critical. We can always change this supplier if needed or if pricing isn’t right.
· Tier 3 – Transactional or Tactical suppliers such as amazon used for purchasing office supplies.
Risk segmentation also includes factors such as geographical location, financial stability and history helps the procurement team prioritize relationship management and mitigation strategies.




b) Discuss the formal qualification criteria, suitability for the procurement strategy and the qualification team and process. Use your workplace-related examples. (15 marks)
Supplier qualification at ADC involves a cross-functional team including product and technical department, finance, legal and Motus. The process includes:
· Completion of a supplier onboarding form by product and finance team.
· Review of certifications such as ISO and environment compliance which is handled by product department.
· Factory audits for our suppliers of material, again handled by Motus and product team.
· Financial health checks which are done at CFO level and approved through Motus.

Only suppliers who meet all criteria are added to the approved supplier list. ADC have strong formal processes when onboarding new suppliers and reviewing current suppliers. The technical team for example review all reports of defective parts and should any supplier score outside of the KPI tracking log they will be reviewed and ultimately replaced if quality standards are not met.

