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Introduction to Procurement

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

1. 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 (TAC) and Total Cost of Ownership (TCO) are often overlooked by an underdeveloped procurement team. 
These tools look beyond the initial purchase price and could end in costly mistakes if ignored.

If we compare this to an iceberg, a small amount of its total mass is seen above the water; this depicts the purchase price. This is what everyone sees with a quick glance. 

However, everyone knows that parts of the iceberg are underwater, but without looking in-depth, no one knows how big or how deep the icebergs go.

This is the same when it comes to TAC and TOC. They are hidden to the casual look and need to be investigated and evaluated.

TAC is the next step down from the purchase price on a proforma invoice.

This includes:
· Unit price
· Shipping and Logistics
· Customs and Duties
· Inspection and testing
· Installation/Setup
· Procurement costs (RFQ, Supplier Visits, Negotiations)

TAC helps LSN’s procurement team to understand the true landed cost of a purchase, which is especially important for leveraging and bottleneck items.

TCO is the next step down and the most complex to calculate. This includes all costs incurred for the life cycle of the product or service.

These costs include:
· Maintenance and repairs
· Downtime and reliability Issues
· Training and integration
· Energy Consumption
· Spare parts and upgrades
· Disposal/Recycling or decommissioning
· Compliance and Regulatory Costs

Both TAC and TOC tools should be used when looking to make Strategic items where long-term value, risks, and performance outweigh upfront costs. Buying something solely based on landed costs could cost considerably more than an alternative that is more expensive to purchase but saves money over its life cycle.

LSN recently purchased a new piece of equipment, which was more expensive than the vendor's competitor, but the TAC and TCO tools highlighted hidden costs, which meant the two machines were not like-for-like. 

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

Kraljic's procurement framework is a strategic tool that is used to position procurement activities based on two dimensions: Supply risks and profit impact.

LSN uses this framework to tailor sourcing strategies to maximise value for money, whilst minimising risks.

The matrix divides procurement into four quadrants:
· Strategic items (high-risk, high-profit impact)
· Leverage items (low-risk, high-profit)
· Bottleneck items (high risk, low-profit)
· Non-critical items ( low-risk, low-profit)

By mapping procurement items in this matrix, the team can allocate resources and engage with suppliers more efficiently, whilst minimising risk by tailoring the management approach to each category. This helps strengthen the supply chain resilience and supports long-term operational excellence.

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. (5+10 = 15 marks)

LSN’s category management strategies are of a structured approach that optimise its procurement performance, help align sourcing with its organisational goals, and help drive its commitment for supplier value for money.

For direct categories such as raw materials and precision-machined components, LSN applies strategic sourcing principles. These categories are high-impact and require extensive supplier collaboration, technical audits and lifecycle cost modeling. LSN uses supplier scorecards to track KPI’s like quality and on time & in full deliveries to ensure alignment with manufacturing and sustainability goals.

For indirect categories, which include Logistics, IT services, and repair/maintenance, LSN manages these through a framework agreement and e-sourcing platforms. LSN leverages volume consolidation and standardisation to reduce administration burden and improve cost efficiencies.

In capital expenditure categories, such as high-value machinery, LSN applies a total cost of ownership and total acquisition cost tools. The procurement team collaborates with the engineering and finance departments to evaluate installation cost and requirements, any maintenance costs, along with any critical spares requirements, and future upgrade costs.

Each category is overseen by a cross-functional team that defines procurement strategies, evaluates current and potential suppliers, and monitors performance. Category managers lead market analysis, perform risk assessments, and apply supplier segmentation. Dashboards and a governance framework support decision-making and which helps drive continuous improvement.



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

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

LSN purchasing function is highly professionalised. They use structured sourcing processes (RFx, TCO analysis, and supplier scorecards), maintain a supplier panel, and use digital tools for spend analysis and performance tracking. They have a cross-functional collaboration with the engineering, quality, and finance departments to align technical and commercial objectives.

	Measurement Area
	Stage of Development

	 
	1 
Infant
	2
 Awakening
	3
Developing
	4
 Mature
	5
 Advanced

	Activity Breakdown Analysis
	 
	 
	 
	X
	 

	LSN identify: value, non-value or waste tasks, resource distribution and cost reduction opportunities. This is done by analysing: Activity Identification, Resource Allocation, Value Classification, Performance Metrics and Improvement Opportunities.

	Purchase Organisational Structure
	 
	 
	 
	X
	 

	LSN has a dedicated purchasing team, which consists of: a Purchasing Manager, a Metals Manager, a Purchasing Assistant, and a Purchase Ledger Coordinator. They operate a centralised control for strategic items (High Risks, High Impact). Centre-led sourcing for leverage items (Low Risk, High Impact). Decentralised for bottleneck Items (High Risk, Low Impact) and automated procurement  for non-critical items (Low Risk, Low Impact).

	Purchasing Services
	 
	 
	 
	X
	 

	LSN use a mix of transactional procurement (purchase order and invoice matching) and strategic sourcing (supplier identification and tendering) for a majority of there purchasing requirements. 

	Function position in the Business
	 
	 
	 
	 
	X

	LSN's purchasing function plays a strategic role which helps drive: innovation, profitability and sustainability, well managing risks and exposure. 

	Extent of Training/Development of Buyer
	 
	 
	 
	 
	X

	LSN Buyers have over 50 years of experience in the industry and carry many industry recognised awards. However, they regularly undertake training courses, seminars, and workshops to expand their knowledge and stay up to date with new processes and software.

	Relative Renumeration Levels
	 
	 
	 
	 
	X

	LSN's Renumeration packages are awarded based on qualifications and levels of experience.
	 
	 
	 
	 
	 

	Measurement of Purchasing Performance
	 
	 
	 
	 
	X

	LSN measure purchasing performance to ensure the procurement aligns with the business's strategic goals, to enhance supplier relationships, to identify cost-saving opportunities, and to help support continuous improvements.

	Standard of Information Systems
	 
	 
	 
	X
	 

	LSN's procurement information systems and digital tools allow for advanced interrogation of the live data and the plant's future demands, which these displayed by the use of dashboards and are fully ISO compliant.  Blockchain and AI integration is the logical next step to meet the business's future requirement in an ever changing digital age.

	Computer Technology
	 
	 
	 
	 
	X

	LSN utilises custom and off-the-shelf software and hardware to digitise workflows and to give greater visibility, resulting in a proactive strategic approach to its Purchasing needs.

	Standard of operating Systems
	 
	 
	 
	 
	X

	LSN has a fully Integrated system, which allows purchasing decisions to be data-driven, resulting in improved workflow and greater visibility. 

	Interface Development (Buying Centre)
	 
	 
	 
	X
	 

	LSN's interface development allows swift communication between the procurement team and the Stakeholders, this helps align there decisions with the business's goals.

	Buying Process Involvement
	 
	 
	 
	 
	X

	LSN has a mature approach to it's purchasing decisions, ensuring strategic alignment and stakeholder buy-in are achieved when Strategic and Leverage purchase categories are needed.

	Buyer Characteristics/Development
	 
	 
	 
	 
	X

	LSN has a clear Procurement structure, which allows for career progression. Further education and training is mandatory for all employees above supervisor level.

	Degree of Purchasing Specialism
	 
	 
	 
	 
	X

	LSN's Procurement management team is educated to degree level and has decades of experience in these roles. 

	Supplier Interface Development
	 
	 
	X
	 
	 

	This is an area LSN are looking to strengthen. We currently do not have full integration with all supplier via portals. The use of blockchain is the logical next step.

	Policy on Ethics
	 
	 
	 
	 
	X

	LSN operates under an Ethical Procurement policy, ensuring all goods and services are purchased from sources, which include: Anti-corruption and bribery prevention, Social responsibilities and sustainable sources, Health and safety standards and fair employment regulations, legal compliance.

	Hospitality
	 
	 
	 
	X
	 

	LSN hosts many of its suppliers at its facility, which helps strengthen working relations and open new areas of growth.

	Quality of buyer-Supplier Relationship
	 
	 
	 
	X
	 

	LSN has a transparent and collaborative relationship with its suppliers. This helps build trust and improve communication.








b) Define outsourcing and explain the key steps involved in the outsourcing process. Use your workplace-based examples. (15 marks)

Outsourcing is the strategic practice of delegating activities traditionally handled by internal staff and resources to external suppliers or service providers. It allows organisations to focus on core competencies while leveraging external expertise, cost efficiencies, and scalability.

Outsourcing can be applied to a wide range of activities; in LSN’s case, they outsource: freight forwarding, machining & tooling requirements, IT hosting, and training services. 

It's more cost-effective for LSN to outsource these services than to allocate resources. Most of LSN’s shipments are international, so owning a fleet of trucks and employing drivers is simply not cost-effective. They use local machine shops for tooling, again, to invest in tooling equipment and employing a toolmaker is not viable for the amount of machining required within a year. The same applies to IT Hosting and training.

LSN follows the following steps when looking to outsource a product or service:

· Decision to outsource: Is there a need to outsource (Capacity, lack of skill, cost, or scalability issue)?
· Assessment: Identify which functions or processes are suitable for outsourcing. Define clear requirements: the technical specifications, the compliance standards, the service levels, and the performance metrics.
· Supplier Identification: Perform market research, issue RFI’s and use industry directories.
· Selection: create qualification criteria, use scorecards to assess the supplier's capability, there financial stability, and the levels of quality.
· Negotiation and Contracting: Establish terms: that cover scope, pricing, risk-sharing, confidentiality, and KPI’s, and whether legal and procurement collaboration is needed.
· Transition Planning: Define Stakeholder communication, the phased implementation plan, any training, and data migration.
· Monitoring: Track suppliers using dashboards, regular reviews, feedback loops with corrective action plans to ensure continuous improvement.


The primary drivers for businesses to outsource are to reduce their operational costs, to improve service quality, to access specialised skills, and to increase overall flexibility.

Outsourcing activities like this enables internal teams to focus on the core business, maintaining throughput and quality standards. 

Even though there are benefits to outsourcing, it also introduces challenges to a business, such as loss of control, a potential impact on product quality or non-conforming compliance risks, and introduces a dependency on these external parties. Supplier selection, performance monitoring, and relationship management are key to successful outcomes.





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

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

LSN uses supplier profiles to tailor its procurement strategies and manage its supplier relationships. 
These are as follows: 
· Transactional suppliers to meet its routine day-to-day needs (consumables and stationery etc).
· Preferred suppliers for its short-term production needs (low-value non-essential equipment, spot material purchases).
· Strategic suppliers for long-term material contracts
· Developmental suppliers for its long-term improvement or new product projects, cost savings or continuous improvement projects.

LSN categorises its suppliers based on their operational roles within its supply chain, what strategic value they can offer, and their potential to develop long-term relationships. 

The operational risks that potentially could affect production are monitored and assessed regularly; these include: the quality assurance of raw material, the supply continuity, and its financial viability. Contingency plans are in place for high-risk suppliers to ensure supply always meets demand. Low-risk suppliers are managed by semi-automated processes and systems.

LSN’s product portfolio is ever-changing, with the development of new products and their applications. The segmentation of the product lifecycle is very important: R&D, Launch, Maturity, and Phase out are monitored against current stock levels and demand adjusted to ensure the optimum stock levels are maintained whilst maintaining the minimum exposure to raw material costs.

Through strong governance and cross-functional alignment, LSN is able to maintain strong partnerships with its suppliers. This is achieved by being transparent, having shared goals, and having a desire to continually improve. External factors are assessed, which include maintaining LSN’s ethical standards and capabilities.




1. Discuss the formal qualification criteria, suitability for the procurement strategy and the qualification team and process. Use your workplace-related examples. (15 marks)

LSN’s automotive, aerospace, and defence customers require uninterrupted supply chains and pay a premium to ensure product quality and supply are unaffected by fluctuations in raw material supply. This is obtained by securing a reliable supply from vendors with long-term contracts.

LSN accesses each new supplier's need and allocates resources depending on which category the need falls into.

LSN considers the following when a new supplier is sought:
· Market research (trade shows, internet search engines, industry databases and directories).
· RFQ, which is a structured request where quotes can be compared (price, lead times, quality and supply sustainability).
· Benchmarking existing suppliers and comparing against market alternatives (KPI’s and Scorecards).
· New supplier site visits and audits (where applicable)

Detecting new sources is a procurement activity aimed at enhancing LSN’s supply chain resilience, increasing its cost efficiencies, and helping to develop and implement innovation. This is achieved by identifying potential new suppliers, evaluating their capabilities, and qualifying them against a criteria that is aligned to the organisation's procurement strategies.

Qualification criteria typically include quality assurances, financial stability, technical capability, and scalability.

Suitability for the procurement strategy is paramount when Strategic items require suppliers with long-term partnerships with the capacity to collaborate with innovation, while leverage items can benefit from competitive sourcing by cost benchmarking. LSN will prioritise those with strong R&D collaboration, which aligns with our strategic sourcing goals.

LSN’s qualification process is based on a cross-functional team, which includes procurement, quality assurance, finance, and engineering. The process involves an initial screening, followed by technical audits, sample evaluations, commercial analysis, and finally compliance checks. The final approval is granted by a review board before being accepted.

This structured process ensures new suppliers are commercially viable and technically capable of aligning with LSN’s commercial and operational goals. 









