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INTRODUCTION TO PROCUREMENT



Question 1: Cost, Pricing and Category Management in Procurement 
1. Define the concept of Total Acquisition Cost and Total Cost of Ownership by using the ‘Price-Cost Iceberg’ analogy using your workplace example. 
The concept of total acquisition cost and total cost of ownership can be explained using the price cost iceberg analogy. The visible tip of the iceberg represents the purchase price which is often the only cost considered during procurement. However, beneath the surface lies a much larger portion of the hidden costs. Total cost of ownership refers to all costs incurred to acquire a product or service, including not only the purchase price but also transportation, handling, customs duties and administrative charges. For example in Tata Steel logistics, when purchasing heavy gauge coils the suppliers quoted price per tonne is the visible cost, while freight charges, loading and unloading at depot and documentation costs form the hidden part of the total acquisition cost. Total cost of ownership goes further by considering the entire lifecycle cost of ownership, which includes acquisition costs plus operating expenses such as storage, maintenance, insurance and end of life disposal. In the same example after delivery, costs for warehouse storage, regular inspections for rust, insurance premiums and scrap disposal all form part of total cost of ownership meaning the iceberg analogy illustrates that the true cost of a product extends far beyond its initial price, impacting long term profitability and decision making.
1. Analyse how Kraljic's framework can be used to determine procurement positioning strategies for your organisation. 
Kraljic’s framework is a strategic tool that helps organisations classify purchased goods based on supply risk and profit impact, enabling tailored procurement strategies. The matrix divides items into four categories- non-critical, leverage, bottleneck and strategic. For Tata Steel’s logistics operations this framework can guide positioning strategies effectively. For example, consumables like packaging materials fall into the non-critical quadrant, where the focus is on process efficiency and cost reduction through standardisation. Steel coils which have a high profit impact and moderate supply risk are leverage items requiring competitive bidding and supplier negotiations to optimise cost. Specialist transport services for oversized loads may be classed as bottleneck items due to limited availability, so strategies should focus on securing reliable suppliers and maintaining contingency plans. Finally, strategic items such as long term haulage contracts for core production materials which have a high supply risk and high profit impact demand collaborative partnerships, supplier development and risk-sharing agreement. By applying Kraljic’s matrix Tata Steel can prioritise resources, mitigate risks and align procurement decisions and business objectives.


1. 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. 
Category management in procurement is a strategic approach that groups similar goods or services into categories manage them collectively rather than as individual purchases. This enables the organisations to leverage economies of scale, improve supplier relationships and align procurement with business objectives. Categories are typically divided into types such: direct materials (core production inputs), indirect materials (maintenance, repair and operations) and services (IT support, transport etc.)
In Tata Steel’s procurement practices, direct categories include steel coils and raw materials essential for production, while indirect categories cover items like packaging materials and PPE. Service categories include haulage contracts and specialist transport for oversized goods. Managing these categories strategically allows Tata Steel to optimise cost and reduce risk.
The steps defining category management in commodity procurement include:
1. Spend Analysis – Review historical data to identify high-value commodities. For example, analysing annual spend on heavy-gauge steel coils.
2. Market Analysis – Assess supply market conditions and risks, such as availability of specialist transport providers.
3. Segmentation – Group commodities into logical categories (e.g., raw steel, transport services).
4. Strategy Development – Define sourcing strategies for each category, such as long-term contracts for strategic steel supplies and contingency plans for bottleneck transport services.
5. Implementation and Monitoring – Execute sourcing plans and track performance through KPIs like cost savings and supplier reliability.
By applying category management, Tata Steel ensures procurement decisions are structured, cost-effective, and aligned with operational priorities.






Question 2: Purchasing Development Matrix and Outsourcing 
a) Develop your organization’s purchasing profile using the purchasing development matrix.
The Purchasing Development Matrix evaluates procurement maturity across two dimensions: the strategic importance of purchasing and the professionalism of the purchasing function. It identifies four stages: Passive, Independent, Supportive, and Integrative. Tata Steel’s logistics procurement profile sits between Supportive and Integrative. At this level, purchasing is recognised as a strategic contributor rather than a transactional activity. For example, procurement collaborates with production and logistics to secure heavy-gauge steel coils and specialist transport services, ensuring supply continuity and cost optimisation. Advanced practices such as category management and Kraljic’s matrix are applied to segment commodities and develop sourcing strategies, reflecting structured and proactive procurement. However, full integration where procurement is embedded into corporate strategy and supported by advanced analytics and sustainability initiatives is still evolving. This positioning demonstrates a value-driven, risk-aware procurement function aligned with organisational objectives while progressing toward complete strategic integration. 
















b) Define outsourcing and explain the key steps involved in the outsourcing process. Use your workplace-based examples. 
Out sourcing is the practice of contracting external suppliers to perform activities or provide goods / services that were traditionally handled internally, allowing organisations to focus on core competencies and reduce costs. The key steps in the outsourcing process are:
· Needs Assessment - Identify non-core activities suitable for outsourcing. For example, Tata Steel outsources specialist haulage for oversized steel loads rather than maintaining an in-house fleet.
· Specification Development - Define service requirements, performance standards, and compliance needs, such as vehicle capacity, safety certifications, and delivery timelines.
· Supplier Selection - Conduct market analysis, issue tenders, and evaluate providers based on cost, reliability, and capability. Tata Steel uses competitive bidding for transport contracts to ensure best value.
· Contract Negotiation - Establish terms covering pricing, service levels, penalties, and risk-sharing. For instance, long-term haulage agreements include clauses for fuel cost adjustments and contingency planning.
· Implementation - Transition responsibilities to the supplier, ensuring clear communication and operational alignment.
· Performance Monitoring - Track KPIs such as on-time delivery, cost efficiency, and compliance with safety standards. Tata Steel regularly reviews transport providers to maintain service quality.
By following these steps, outsourcing enables Tata Steel to optimise logistics operations, reduce capital investment, and maintain flexibility in responding to market demands.









Question 3: The supplier selection and supplier relationship management 
1. Discuss different types of supplier profiles (types of supplier profiles, segmentation by suppliers’ operational risks and responsibilities, segmentation by product lifecycle). 
Supplier profiles can be segmented in several ways to support effective procurement strategies:
By relationship type
· Transactional suppliers provide standard goods / services with minimal interaction. For example, packaging material suppliers for Tata Steel
· Preferred suppliers are reliable partners for recurring needs, offering competitive pricing and quality. For example regular transport providers
· Strategic suppliers are high value, high risk suppliers critical to operations. Example would be long term haulage contractors for oversized loads.
Segmentation by operational risks and responsibilities 
· Low risk suppliers – easily replaceable, minimal impact on operations
· High risk suppliers – limited market availability or specialised capability requiring close monitoring. For Tata Steel specialist transport providers fall into this category due to limited alternatives.
Segmentation by product lifecycle
· Introduction phase suppliers – innovative suppliers 	for new products or processes
· Growth phase suppliers – capable of scaling production to meet increasing demand.
· Maturity phase suppliers – focus on cost efficiency and reliability.
· Decline phase suppliers – manage end of life products and disposal services.
For example Tata Steel’s raw material suppliers are in the maturity phase, while suppliers for new sustainability initiatives may be in the introductory phase.







1. Discuss the formal qualification criteria, suitability for the procurement strategy and the qualification team and process. Use your workplace-related examples. 
Formal qualification criteria ensure suppliers meet organisational standards before engagement. Common criteria include:
· Financial stability – Ability to sustain operations and manage large contracts
· Technical capability – compliance with specifications, certifications and safety standards
· Quality assurance – Proven track record of delivering defect free products / services
· Compliance and ethics – Adherence to legal, environmental and ethical requirements 	 
Sustainability for procurement strategy:
For Tata Steel, strategic suppliers such as haulage contractors must align with long term objectives like cost efficiency, reliability and sustainability. For example transport providers are evaluated for fleet capacity, safety compliance and ability to handle oversized loads.
Qualification team and process:
The process typically involves:
· Cross functional team formation – Procurement, logistics, finance and quality assurance collaborate.
· Pre-qualification screening – review supplier documentation, certifications and financial reports.
· Site audits and trials – asses operational capability and compliance. Tata Steel conducts trail runs with new transport providers before awarding contracts.
· Approval and onboarding – formal inclusion in the approved supplier list, followed by performance monitoring.
This structured approach ensures suppliers are reliable, compliant an aligned with operational goals.
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