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Question 1: Procurement Scope and Development (34 marks)

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

The Kraljic frameworks enables businesses to categorise purchases that they make into 4 groups, based on how the purchases impact the business’ profitability, and the risk of the purchases themselves. The four groups are routine purchases, bottleneck purchases, leverage purchases, and critical purchases. Routine purchases are categorised as having low risk of supply and low profit potential. An example of this is office supplies, with subcategories such as pens, paper, high visibility jackets for warehouse workers. Within Sony, the average annual spend on this category is deemed to be around £600,000 annually, making up 10% of total annual spend. 
The next category is bottleneck purchases, which are generally high risk of supply items but low profit impact potential. An example of this within Sony could be both production impacting items, and non-production items. The categories underneath the production impacting items would be bespoke items that are tailored to a unique model, where the suppliers and engineers have to work with a supplier to create this bespoke part – this is used in various places within Sony on many different models, and an example of a part that this is used on is bespoke sub-assembly boards. The non-production category is an example of the bottleneck category as there are not a lot of suppliers who create certain products that are needed to run a line. A subcategory underneath non-production would be bond. This is necessary to enable the production lines to run, and without it the line would stop. However, there aren’t many suppliers of the bond that is used at Sony, so it falls into the high risk of supply category. The amount of money spent yearly on bottleneck parts is around £70,000. This is around 1% of Sony’s annual spend.
The next category of the Kraljic matrix to explore is leverage purchases. This category consists of purchases that have a lot of suppliers in the market, so supply risk is low, and a huge impact on profitability, as the buyer has the negotiating power in this category. The subcategories underneath the leverage area would be passive components, which are bought in as made, no customisation. This would be most electric components such as capacitors, and resistors. In this category, it is easy to find a supplier as each supplier is offering a part that could be relatively easily found elsewhere. This is the largest proportion of spend in Sony, with an annual spend of £2,829,000.
The last category to explore is critical parts. The items that fall under this category have a high risk, as not many suppliers supply the item, and a high profit potential. This is sub-categories such as long lead time parts for an urgent upcoming project where purchases have been placed at Sony’s risk, or parts critical to a design of a project. An example of this in Sony is due to the Covid-19 pandemic, the supply of microchip parts was very limited and these are used on our biggest running model for our biggest customer. To allow us to get these parts, very long lead time purchase orders had to be placed to secure some stock to allow us to get parts to run. This category is the next biggest spend in Sony, with an annual spending of around £2,483,600. 
There is a list of approved suppliers that people can select from when choosing a supplier.

b) Develop your organisation’s purchasing profile using the ‘Purchasing Development Matrix’. (24 marks)

The purchasing development matrix enables businesses to identify what stage the purchasing is operating at within the business. It helps businesses to identify what they are best at performing at, and which categories need improvement, or potentially outsourcing to other companies who are better at doing those tasks. The stage of the purchasing development within Sony is mostly within the mature stage, with certain measurement areas falling into the developing stage, and some being in advanced. Please see a filled out version of the purchasing development matrix for Sony below:
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To understand this further, please see an explanation of why the activity was chosen for the respective category (infant, awakening, developing, mature, or advanced). The activity breakdown analysis was chosen as mature as everyone has set tasks they need to do and understands why they need to do it, for the supplier aspect of it, the procurement team have also been out on benchmarking activities to suppliers to understand how parts are made to deepen their knowledge. This was marked as mature and not advanced as although the activity breakdown is clear, not everyone in the department is cross trained to do this so if someone is off ill there may not be any cover. The purchasing organisational structure was marked as advanced as there is a clear procurement department within the business with roles and responsibilities clearly communicated, close to this, the function position within the business is marked as advanced too as the purchasing department does the buying for the whole business. If a department needs to have something purchased, a form is sent to the purchasing department filled out and then the purchasing department does the buying. The extent of training/ development of the buyer is marked as mature as although the people within the department undergo regular in house and external training, there is always more training that could take place to develop people and their skills. The measurement of the purchasing performance has been marked as developing. This is because some aspects of purchasing performance are evaluated, such as cost analysis and incoming parts quality, there is no current system in place to measure whether suppliers are delivering on time in full. Before this aspect can be progressed, the OTIF tracker first must be implemented. This could be an aspect where supplier delivery tracking could be outsourced, or a new system implemented to track it. The other information technology systems have also been marked as developing because Sony currently operates with a very outdated system of oracle (pre 2011 system). To keep up with other businesses purchasing systems, the system which is in use needs to be updated as technology is a rapidly developing sector. The last few areas on the purchasing development matrix were categorised into mature/ advanced stages due to expertise and clear systems in place within the business.
As the majority of the areas were marked as mature, it means that there are many specialist staff in place, and systems can be quite rigid with procedures clearly marked down with no room for change. To develop the purchasing system further, more creativity needs to take place, an even stronger central supply needs to be established, more supply needs to take place in the leverage sector, over other sectors to guarantee more negotiation power. It is also key that Sony team players understand the total acquisition cost, not just look at the cheapest unit cost, but understand the total cost, more specialist training could take place to develop this.



Question 2: Cost, Pricing and Outsourcing in Procurement (33 marks)

a) Discuss the concept of Total Acquisition Cost and Total Cost of Ownership by using the ‘Price-Cost Iceberg’ analogy. Justify your discussion with your workplace related examples. (20 marks)
The price-cost iceberg analogy is generally used to encourage people to look beyond the initial unit pricing cost, and to delve deeper into the total cost of the goods. It is thought that people only consider the price when buying items/ parts, especially in a manufacturing industry such as Sony. However, there are much more things that need to be considered than price, such as quality, training, delays, inventory costs, and delivery costs, just to name a few. The total Acquisition Cost is a term typically used to explain this, and the term Total Cost of Ownership is very similar, however, companies use the latter more often when referring to parts which are going to be retained for longer, and have higher costs related to that aspect. There are generally four main factors which impact pricing decisions, these are competition, value, cost of production, and strategic value. These all impact the pricing decisions within a market. When Sony selects suppliers for parts or other items that need to be purchased within a business, there is already a list of vendors that Sony have worked to approve, and lists all of the contract terms, i.e., the delivery method – is it ex-works? If so there is more responsibility for Sony to organise collection and shipment, therefore the cost of buying that particular part from the vendor will be more expensive. The delivery method that Sony prefer to use is either delivered at place or delivery duty paid, this way Sony will not incur extra shipping costs. When going to suppliers and issuing an invitation to tender for any parts, Sony will request the supplier to roll up the costs of the preferred shipping method (DDP/ DAP) into the unit cost of the item so they will not have to spend any unforeseen costs. This way, the shipping cost is already rolled into the unit cost and each supplier can be evaluated on the same grounds more easily and efficiently. In Sony, recently, training has been rolled out on this subject of total cost of ownership to encourage buyers to take into account all the various aspects of cost involved, rather than just quickest and cheapest unit cost suppliers. Inventory is also an issue in Sony, which is why just in time delivery is critical, this is also a key point that needs to be taken into consideration when purchasing. The price-cost iceberg is a very key analogy to businesses, and it is important that buyers take it into account, because if not, they could incur poor quality, late deliveries, and rejected parts, all which could severely impact the businesses profit and loss impact, and the business’ reputation overall. All of these are key to a business surviving. 

b) Why do organisations consider outsourcing and explain the key steps involved in the outsourcing process with your work-place related examples. (13 marks)
Organisations may consider outsourcing for any number of reasons, and outsourcing means using outside resources to perform tasks which are typically performed in house. Some of the reasons why a business may consider outsourcing is quality, if a business wants to be known for high quality but that standard isn’t necessarily being achieved in house, the business could outsource it to a company who can deliver it. This is similar to business and employee skill level, if a business doesn’t have the right manpower to carryout a task (could be due to lack of experience), it could outsource that task to a business who does have that skill so it can still be achieved. Another reason why a business may outsource is due to demand, if the demand they are currently experiencing from customers is above the business’ capacity levels, they may outsource the production to an alternative business who can help support them in delivering these quantities. This is exactly the reason that Sony uses outsourcing. In recent years, there has been a growth in the amount of customers that manufacture products within Sony, and the volumes of goods that these customers need is also increasing, so to ensure that that Sony can match the customer’s demand, a decision was made to outsource the surface mount technology side of the production process to a sister company who does have the extra capacity to build these products. The key steps involved in coming to this outcome was to first identify the bottlenecks in production – why couldn’t Sony produce more boards? This was found to be because SMT (the first step in the production process) didn’t have enough capacity to build more boards, there wasn't enough machines to match the customer’s demand even with the lines already on a four shift pattern. This helped to decide that SMT needed to be outsourced. The next stage was to identify potential suitable companies who could produce these boards. Once this was then narrowed down to businesses that were thought to be suitable for Sony’s production needs, the supplier selection process took place. This is where an invitation to tender was sent out to the narrowed down list of businesses. This was then returned to Sony by the potential suppliers, and each were evaluated based on capacities, total pricing of the process, quality, and relationships. This is where Sony’s sister company in Japan was selected to be the outsourced supplier. 


Question 3: Sourcing Strategies and Supplier Relationships (33 marks)

a) Discuss different types of relationship with suppliers using your work-place related examples. (20 marks)
Within a business, there are many different types of relationships with suppliers, each depending on what is needed by the business. There are suppliers that can be categorised as good suppliers, who delivers on time, offers competitive pricing, delivers on promises, are able to maintain a good working relationship with, and suppliers that can be categorised as those who need support, those that may struggle to deliver on time, pricing may be competitive but needs a lot of negotiation, and may be hard to reach when needed. To keep the business in a healthy position, it is very important to fin the right suppliers who match the business’ needs. In Sony, the main type of supplier that is used is a supplier that satisfies all demand, is responsive, and delivers on time with high quality. This is discovered right at the very start of the supplier selection process. When a supplier needs to be selected, an invitation to tender is sent out to potential suppliers, then there is the bid and evaluation section where the offer is evaluated, then an offer is chosen based on the factors highlighted above. During the on-boarding process, the company’s background is checked, as well as capacities, financial background, ethical processes effective logistical arrangements, and customer service. This should then secure a good supplier whom it is easy to maintain a good relationship with. However, this is not always the case and depending on business needs, a supplier may not be able to deliver on time. The suppliers of the organisation are eventually categorised once they have been supplying us with goods for over six months, into 3 categories – 1, strategic partnerships, where regular meetings take place with these suppliers as they are supplying something we critically need for our business, such as microchip suppliers, 2, routine suppliers, who often deliver on time so can be mostly left alone as there are no concerns, 3. These suppliers are categorised as support needed, so they may not be delivering on time or parts may be failing inspection, more meetings and visit will be set up with these so that support can be offered. A recent example of a supplier that has been categorised as support needed is a packing supplier who made the production lines go on stop for around a 1c month period because they kept delivering parts that didn’t meet specifications and delivering late. A lot of meetings were then put in place to understand why this was happening and that we may consider taking business elsewhere if no improvements were seen. Eventually with our support the business got back on track, and it was found to have changed status due to a change in managing directors within the business, so it was a complex time for them. Now they are back up to routine and sony has no concerns with their performance. The most important goal within sony is that suppliers and Sony both feel like they are in a win-win situation, so everyone feels happy.


b) Read the following case and answer the questions listed below the case. (13 marks)


Case Study:

This case study, presented at eWorld, focused on Vendigital's collaboration with Vector Grey, a well-established company with a strong global brand presence in the upstream oil and gas development industry. Vector Grey generates annual revenues exceeding US $1.6 billion and employs over 11,000 individuals across 33 countries. The company underwent a merger with General Electric in March 2007.

The specific area of concern in this study was hydraulic manifolds, which are essential components used in drilling equipment on the seabed for oil and gas exploration. Vector Grey's customers operate in demanding conditions and rely on the company for innovative solutions. While Vector Grey possesses a capable in-house engineering team, a significant portion of the desired innovation from customers actually comes from Vector Grey's vendors.

Vector Grey identified several issues related to hydraulic manifolds:

· Customers require them on short notice due to the high cost of production interruptions.
· There are five main designs and 50 variants of hydraulic manifolds.
· The existing vendor struggled with quality and lead times.
· The process of finding a new vendor seemed overwhelming.


Vendigital then entered the picture, leveraging their expertise to thoroughly assess supply market options. This process included:
· Identifying and analysing 227 potential vendors.
· Engaging in discussions with 69 vendors that met size and experience criteria.
· Shortlisting 32 vendors for detailed tender stages.
· Conducting an auction involving five vendors to determine prices.
· Visiting final vendors and conducting quality audits before selecting Newburgh Engineering Ltd as the new vendor.


Newburgh Engineering was chosen for their manufacturing capabilities suitable for Vector Grey's requirements and their technical expertise leading to innovative solutions. The outcomes included reduced lead times, a 25% decrease in prices, and enhanced quality.

Interestingly, after conducting market testing in other spend areas, the original vendor garnered more business by focusing on products within their core competence.


Discuss the key takeaways from this case study by using all the relevant concepts and terminologies covered in the 'Introduction to Procurement' module.

The key takaway’s from this case study are to emphasise how important selecting the correct vendors are to a business, and selecting a supplier who can match your needs. This was seen when Newburgh Engineering was chosen for their manufacturing capabilities. It also shows how important it is to monitor suppliers, as vector grey were able to identify that the then current vendor had issues with quality and lead times. As the process of finding a new vendor was overwhelming for Vector grey, they collaborated and outsourced that aspect to a company called vendigital, as they had clear expertise in this area whereas vector grey didn’t. It also shows how important it is for businesses to stick to their core competencies where they are able to, and potentially outsource their weaker areas to businesses that thrive in those areas, seen when the original vendor learned to focus on products within their core competencies which in turn garnered them more business. All aspects of supplier selection process are key to a business, seen in the process where vendigital were down to the last few suppliers and then audited the potential suppliers and then selected Newburg Engineering. The outcomes of choosing the right supplier led to reduced lead times and a reduction in cost, and enhanced quality.
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