
A) Briefly present the procurement and its importance to organisational success related to logistics or motorsport (20 marks).

Having an effective and well-executed procurement strategy for a logistics company is vital to ensure an organisation's success. By not having a well thought out procurement strategy in place, most of a company's business operations would not be able to operate at their full capability. Furthermore, if aligned correctly with all other business processes within the organisation and used effectively, procurement can be used to obtain a competitive advantage by:

Reducing the total cost across the value chain  

The fundamental goal for any logistics organisation and the primary role of its procurement department is to deliver a product of a good standard at a low price. For this to be achieved, an effective procurement department is focused on reducing operational expenditures by buying services and the supplies of raw materials at the best possible price. Moreover, effectively optimising their procurement practices also allows an organisation to benefit from the various discounts and warranties that are often incorrectly managed. Nonetheless, if it is perceived that there is no clear vision of what an organisation is spending, it is therefore not possible for costs to be correctly managed. Consequently, organisations must reduce the number of their dark purchasing practices. This can be achieved by implementing well-executed procurement processes that can help establish better overall visibility of the associated costs for all purchasing activities. Thus, allowing a company to lower its procurement costs, monitor purchasing patterns to create financial developments for future business, and strengthen its relationship with various stakeholders.

Establishing greater efficiency in the delivery of quality goods and services  

The primary function of sourcing and procurement is to optimally focus on using the foreign market and vendors to establish a superior competitive advantage. Therefore, all products, raw materials, and services that a company decides to source should aim to help either directly or indirectly so that a company can ascertain an excellent competitive position. Furthermore, having well-established and efficient procurement processes in place, it can play a vital role in encouraging a better collaborative effort between their investors and allowing a company to distinguish between which of their suppliers appear to be good and which of them seem to be underperforming. Moreover, having a firmly entrenched and systematic procurement process allows a company to achieve an economy of scale by lowering costs whilst simultaneously producing more for less, thus establishing a better competitive advantage. In addition, establishing a good efficiency level between a company and their supplier can help a company's procurement team readily identify a supplier's capability, interests, and overall financial capacity. This will allow an organisation to effectively enhance its supplier base by extirpating those suppliers that are deemed to be underperforming and establishing which of those suppliers have the necessary qualities and attributes to improve a company's competitive performance.    

Assisting with product innovation 

A procurement department is not only focused on having the right skills in place for establishing cost reduction, maintaining good working relationships with suppliers, and controlling risk but they are also expected to be innovative to acquire a competitive advantage. A company's procurement team contribution towards innovation takes place during the early stages of product development; this is because between 70-80% of the associated costs of a product or service are established throughout the design phase; subsequently, this has a direct bearing upon an organisation's competitive advantage within the market. Moreover, innovation within a company's procurement department can help assist in the phase of negotiations, allowing a company to effectively check on the availability of a product, make and monitor orders, and make payments. 

Mitigate supplier risk 

The mitigation of risk is crucial for the overall survival of an organisation; supplier risk is often witnessed within four generalised areas: compliance, strategy, financial and operational. Risk mitigation falls into three main categories risk reduction, risk avoidance, and risk-sharing. A company should consider all these risk variants when selecting a future supplier of raw materials and services. Such a process for determining an appropriate supplier can be achieved by implementing an effective procurement process that can help distinguish, resolve, and examine supplier risks. Moreover, a company's procurement department must continue to evaluate their ongoing procurement processes to be able to properly rationalise any potential vulnerabilities that may arise whilst also ensuring the appropriate measures are firmly in place when they are working with or selecting a new supplier.











B) Critically discuss based on short examples category management and the types of commodity management (30 marks)

The origins of category management were established in the 1980s by Brian Harris as a means for retailers to distinguish themselves over their competitors and to improve their overall profit margins by directing their attention towards product categorisation and not on individual products. Simply put, it meant that a category manager assumes the responsibility of product fulfilment, all sales activities, and introducing new and phasing out products, a duty that was once only handled directly by suppliers. The various principles of category management have been widely accepted throughout all industries globally, with the most notable being within the retail and fashion industry. 

A prime example of how category management has been effectively implemented can be seen by the supermarket giant Tesco. The emergence of category management for the organisation could have started by introducing its club card in 1995. The club card allowed customers to collect reward points and other incentives. However, this was not only a lucrative proposition for the consumer but was also considered a carefully executed tactic by Tesco to obtain a snapshot into a consumer's behaviour and see what, where and when their customers were buying groceries. By obtaining the information about their customer's shopping habits, meant that the superstore was able to make significant inroads by making changes to their current business practices to better position themselves so that they would appear more appeasing and more customer oriented. Furthermore, from the insights of their customers, Tesco then set about refining the layout of their stores by organising products into more refined categories like placing diary goods and meats within the same location. They then prioritised the display of those products that appear during certain times of the year, like having easter eggs displayed at the front of the store during Easter. Therefore, it can be established that category management plays a significant role in the company's overall success and is considered fundamental for ensuring that a customer receives a positive shopping experience, which has enabled the company to significantly increase its share of the UK's grocery market and become the UK's leading supermarket. 

Another key advocate of the practice of category management is the Swedish home furniture conglomerate Ikea. The central part of category management that the company is predominately focused on is category sourcing. This element of category management allows the company to establish a competitive advantage by creating the lowest cost and optimising value to manufacture the most efficient products. For this to be achieved, Ikea concentrates on nine strategic levers of category sourcing; the main ones are highlighted as follows.

1) Generating power and influence - applying category sourcing enables Ikea to enhance its power to its suppliers. It allows the company to easily entice new suppliers, and due to stiff competition, it motivates its suppliers to react to Ikea's wants and needs. Without a doubt, power is extremely effective, enabling Ikea to obtain greater access to a wider supply base over their nearest competitors or organisations that possess the same amount of power. Power within Ikea resonates in several differing ways. Firstly, the company focuses on bundling large commodities of goods compared to other companies, which will attract manufacturers to compete to become one of Ikea's suppliers. For Ikea establishing a level of influence is not just seen as lucrative in terms of price and volumes of goods. Still, the collaborative effort between themselves and their suppliers can also yield numerous advantages. For instance, by working in partnership with Ikea, a supplier may have the potential to enter other markets that would not be possible without the collaboration with Ikea, thus creating a solid working relationship. 

2) Using economies of scale - The most efficient way Ikea achieves results through category sourcing is by exploiting the economies of scale and using the best suppliers possible to move products between themselves and their suppliers. As a result, Ikea has managed to significantly reduce the number of their suppliers that they conduct business with. Consequently, this has enabled Ikea to go from sales of five billion to forty billion dollars annually. 

3) Develop the supplier base - Ikea has used category sourcing to effectively develop its overall supply base. The company has managed to achieve this reduce the number of suppliers and agents that they conduct business with which helps the company to focus more on the quality than the overall quantity of the products but also allows them to reduce the complexity that is involved with dealing with multiple stakeholders at any given time.


















C) Explain the types of contracts for a company of your choice (50 marks)

A contract is considered a legally recognised arrangement that generates, establishes, and controls mutual rights and commitments between two or more parties. Furthermore, a contract generally comprises the transfer of services, goods, money, or assurance that these resources will be provided within a given period. These purchasing contracts can be organised into two distinct categories according to their attributes and purpose. Nearly all these purchasing contracts are attributed to some type of price mechanism that can be classed as a variation on two primary types of contracts - fixed price and cost-based price. Each of these types of contracts comprises different variations of that specific contract. There are four well known fixed pricing contracts - firm fixed price, fixed price with escalation, fixed price with redetermination and fixed price with incentives. There are three different variants of a cost-based contract: cost-plus incentive fee contract, cost-sharing contract, and time and materials contract.
 
  
Fixed-price contracts
Firm fixed price  

This contract form is considered the most simplistic because there is no requirement for the examination or need for any added support from a purchasing perspective. Within this sort of purchasing contract, the agreed cost that has been established between two parties remains the same, irrespective of any sudden fluctuations in the competitive environment, economic or environmental conditions and the rise and fall in supply and demand. Moreover, this contract price can be acquired through a range of pricing mechanisms - negotiations and pricing quotes, to name a few. Suppose it has been deemed that the market value for purchased services and goods exceeds the fixed price that has already been stated within the contract. In that case, the seller will bear full responsibility for the losses in expenditures. However, suppose the market cost goes below the given price due to a series of outside externalities like the advancements in technology, an increase in competition from their competitors and a change to the cost of raw materials. In that case, it is presumed that the purchaser would be considered liable for any financial losses incurred.  

Fixed price with escalation  

Another variation of fixed price is known as fixed price with escalation. Suppose a product or service that has been purchased is supplied over a prolonged period and there is a strong likelihood that the associated costs will rise. In that case, parties may consider negotiating what is known as an escalation clause which can be applied within the basic contract which is referred to as a fixed-price contract with escalation. An escalation clause permits both the rise and fall of a base price but is based on a different set of conditions. Within this form of contract, there is a higher proportion of safeguarding of cost which is offered to a supplier whilst the purchaser benefits from the price as it decreases.

Fixed price with redetermination 

In certain instances where parties cannot forecast the associated costs of materials, labour, and the amount to be used before a purchasing contract has been agreed upon, a fixed-price contract with redetermination may be considered more fitting. Within this arrangement, both selling and buying parties come to a comprise a price that is based on an estimation of the materials and labour that would be required to fabricate new products. Once both parties agree that the correct capacity of goods has been manufactured and the entire manufacturing process has been thoroughly assessed, the two parties then establish a fixed price. 

Fixed price with incentives  

The last type of contract is known as a fixed-price contract with incentives. This form of contract is comparable to the fixed-price contract with redetermination. However, the terms and conditions of a fixed price with incentives contract differ as they allow for cost-saving, shared between suppliers. Furthermore, as stipulated previously, within a redetermination contract, it is often considered a complicated process for a seller and buyer to reach an arrangement on a fixed price before the manufacturing process has been carried out and a product has been produced. However, if a supplier is initially able to substantiate some cost savings by making their manufacturing processes more systematic as well as finding more suitable replacements for the types of raw materials that they are currently using, the savings that will be accrued will be distributed between both the buyer and seller at a fixed rate. Furthermore, this type of purchasing contract is predominately carried out in those situations where the cost of a product is high and lead times are considered to be comparatively large. Further, within these types of contracts, the sharing of cost savings may be split incrementally, such as either 50/50 or 70/30 or any other way that is deemed feasible. However, the incentives for these forms of contracts can appear unfavourable at times, being that a penalty is imposed upon a seller if they fail to fulfil certain standards that have been laid out in the contractual agreement.

Company example 

An excellent example of how a fixed price contract is effectively implemented can be seen within the construction sector. A well-established construction company like Belfour Beatty would negotiate their terms and establish a predetermined cost with their suppliers of raw materials and all other associated construction-related equipment like plant machinery before the commencement of a construction project. For Belfour Beatty having such an agreement in place is considered highly beneficial in numerous ways. Firstly, having a firmly established fixed price contract reduces the chances of any future disagreements between any parties involved as a price has been set. Secondly, the contract can be terminated early if a construction project has been completed before the allotted timeframe, which would mean costs would be reduced. Thirdly, a fixed price contract gives Balfour Beatty the opportunity to impose a penalty upon their suppliers or contractors if they break a clause in the agreement; therefore, such penalties can act as an incentive for their suppliers and contractors to ensure that all construction work is carried out to a good standard, is completed within the specified timeframe, and meets all other necessary contractual obligations that were prearranged. Furthermore, the price that is determined by Balfour Beatty and all other parties also has to reflect a level of risk. Therefore, in certain instances, the company may counterpoise the risk by establishing a quote range rather than giving a set price. Overall, it can be said that a fixed price contract provides a level of simplicity for the company as there is significantly less paperwork or administrative control needed when compared to other types of contractual purchasing agreements.

Cost-based contracts

Cost-plus incentive fee contract  

This form of contract is considered as being akin to the fixed price plus incentive. However, within a cost-plus incentive fee contract, the initial price is contingent upon supplier costings rather than that of a fixed price. Like that of a fixed price plus incentive, if a supplier can enhance their production capabilities and processes and find suitable alternatives of raw materials at a lower unit cost. Then any of the costs saved by doing this is distributed between both the supplier and buyer at a set rate. Furthermore, these sorts of contracts are considered to be suitable within situations whereby both the buyer and seller are confident with regard to the veracity of estimated initial target costs.

Cost-sharing contract  

With this type of contract, the allowable costs are distributed equally between the buyer and seller based on a prearranged percentage. To ensure the successful implementation of this form of contract, a firm set of guidelines, targets and aims of the contract has been established between both parties to prevent any unnecessary mishmash between the roles and responsibilities that both parties play with the contract. Furthermore, a cost-sharing contract is also considered as being crucial at those times when the associated costs of raw materials are beginning to increase. Therefore, by both parties being accountable for the increased cost of the raw materials, it can be seen as an appropriate way of avoiding any issues that might contribute to a supplier going bankrupt due to its incapability to manufacture goods that are of a fixed price when the price of raw material rises.

Time and materials contract

Another type of cost-based contract is known as a time and materials contract. This form of contract is commonly used for establishing agreements for machinery and the maintenance of equipment when a supplier is incapable of being able to establish an appropriate price before a service repair has been carried out. Moreover, under this form of contractual agreement, it will also state a suitable labour cost whilst also outlining the amount for overheads and as well displaying a profit percentage. On the basis of these operational conditions, the purchaser has a limited amount of influence over the approximated maximum price for materials. For this reason, it is imperative that all labour hours spent should be reviewed meticulously throughout the entire lifespan of the proposed agreement.

Cost-plus fixed-fee contract 

Within a cost-plus-fixed-fee contract, the supplier is compensated for all permissible expenses up to a certain value which includes a fixed fee that denotes a percentage of the costs for services and goods that have been purchased. Whilst the supplier has assured a proportion of the profits, there is no real incentive from the supplier to make significant changes to increase their costs throughout the entire duration of the contract. In order for a cost-based contract to be deemed effectual, a series of improvements need to be applied to ensure a reduction in costs throughout the entire length of the contract.

Company example 

The construction company, Kier, can be considered as a prime example of how a cost-based contract can be used. The main contract most predominately utilised within the organisation would be a time and material contract. With this kind of contract, the contractor that carries out the construction project for Kier is paid for the various materials used as well as the time that was needed to fully complete the task. Furthermore, for Kier using this type of contract is extremely effective for the organisation when it is not possible to establish a set timeframe for when a construction project is going to be completed by or how costly the project is going to be. Therefore, this form of contract enables Kier to notify their customers that they could be potential risk throughout the duration of a project and in certain instances could exceed the cost that was originally envisaged. There are several factors that are considered by Kier when establishing a time and material contract. Firstly, there is the material mark ups which is an additional fee that is incurred when one of Keir’s contractors may need to go elsewhere in order to go and purchase the materials needed for the job as it had not been either missed of a materials pricing list when the initial contract was drawn up. The second factor is determining the hourly rate for carrying out the project. 









