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1a)
The price cost iceberg analogy is a concept that businesses use to explain the differences between Total acquisition cost and total cost of ownership. The iceberg analogy is used by imagining the top of an iceberg that floats above the water as the purchasing price that is paid up front, it will include costs such as unit cost, taxes and shipping fees. The hidden chunk of the iceberg that is hidden below the water is then seen as the additional costs that can go unnoticed but still drive the price up. This will include costs such as maintenance, training and installation. 
Total acquisition cost (TAC) includes all costs that are included to acquire a product. This price will include the cost of material, production, taxes and shipping. These costs are broken down in the overall price to show a customer how they are spending their money but does not look at the additional future costs required to maintain service. Procurement teams will negotiate contracts, POs to the total acquisition cost to allow production to start, but businesses will then often be told later down the line there are costs not accounted for that need reviewing. TAC is mostly above the water in the price cost analogy as it shows the visible and obvious costs needed to procure a part. TAC is important as it supports businesses reviewing strategic sourcing and the total cost of ownership. 
Total cost of ownership (TCO) goes beyond TAC and looks at all the costs that are below the water in the cost iceberg analogy. These prices include the overall purchase price, as well as installation, training, compliance and ownership. These costs are viewed as hidden and long term costs and can often be overlooked when procuring a part for the first time and impact the real total cost of procurement. Procurement teams will need to review TCO alongside TAC to understand the differences between generic prices of parts and the cost that will be required later down the line and can use TAC to understand what the additional prices TCO adds. It is important not to overlook TCO to ensure that the business does not burden their future finances. 

1b)
The Kraljic matrix is a tool businesses use to break down a businesses supply base and identify procurement strategies that will work best. The tool breaks down procurement into two sections, supply risk and profit impact. Supply risk highlights the chances of disruption to the production line based on factors such as unstable markets, supplier availability and political challenges. Profit impact reviews the parts impact on profits and financial performance. 
The Kraljic matrix breaks down into four sectors to evaluate the risk and profit impact. The four sectors are non-critical items, leverage items, bottlenecks and strategic items. Non-critical items are viewed as low risk, and a low profit impact and will require procurement teams to automate processes to ensure minimal effort required, to allow them to focus on the bigger issues and work. These items will often include routine purchases with multiple suppliers. Leverage items are seen as low risk, but a high profit impact to the business. These parts require a procurement team to spend more time reviewing and analysing than non-critical items but will still want on contract to allow the flow of production, this will include commonly required parts with many suppliers.  Bottleneck items will have a high risk to the business, whilst maintaining a low profit impact to the business. These can be identified as parts that are of low value, but have few suppliers due to the complexity of work required. Procurement teams will aim to secure supply early, and work on backup sources to ensure the continuation of supply if any issues with one supplier. Finally strategic items pose both high risk and high profit impact to businesses and are critical to operations and hard to source. The parts that are identified to be strategic items need to have relationships with supplier and deep collaboration to ensure both parties are getting a good deal and the parts can flow. It is important to build long term partnerships with the suppliers of strategic items to ensure any bottlenecks are closed as quickly as possible. 

Procurement teams will need to identify which category parts fall in to understand the work and relationship required with a supplier or suppliers. If for every part a business wanted to class them as strategic items, it will result in a lack of review, and a lack of care and attention to the critical items. Businesses can use tools such as spend analysis, supplier risk assessment and supplier relationship management to manage all 4 sectors and ensure the correct work is being put into the parts that require it. 

1c) 
Category management is a strategic approach that groups together similar products and managing them separately to improve efficiency and supplier performance.  By analysing each group separately a procurement team can optimise working standards and align their MOS with the business’s goals and targets. In aerospace, category management is vital to the success of suppliers due to the complexity and criticality of the supply chain. 
There are multiple different category management practises that Honeywell uses, such as strategic sourcing through long term contracts and dual sourcing. This ensures continuity and cost control. Honeywell also uses supplier risk management to diversify the supply base, and build contingency plans for if errors become apparent it does not create a knock on effect to the production line. Honeywell also uses compliance and quality assurances to maintain compliance to aerospace laws and regulations. Honeywell views these practises as vital to performance as they encourage precision, reliability and a high performance. Due to the nature of the aerospace industry Honeywell need to have regular compliance checks whilst balancing that with the technical complexity of the parts.
At Honeywell, each main supplier has a dedicated manager responsible for the strategy, relationship and performance which is then fed into the overall procurement manager. HAY analyses spend date to identify saving opportunities and engage suppliers in this process to work collectively whilst maintaining the relationship. HAY also apply category management through risk management by assessing the different risks each supplier could have in their production and processes. By mainitng dual sources of supply Honeywell are often able to mitigate the risk to our production lines always ensuring there is a supplier on stand by to supply critical parts. 
This approach has reduced procurement costs and failures over time whilst improving supplier engagement and relationships with HAY. By remaining transparent with suppliers HAY has found they can improve performance even when the risks are so great and the suppliers are all so different in nature. 


2a) 
The purchasing development matrix is a tool that analyses a business’s procurement standards. It is split into strategic importance of purchasing, such as how important procurement is to achieving overall business goals and the businesses purchasing abilities, such as the effectiveness and performance of the procurement team. The matrix looks at what maturity and impact each section is at. 
The matrix highlights 4 purchasing techniques to show this. Transactional purchasing is the first technique, which shows the basic functions focused on order placement and price. The focus on passive purchasing is efficiency and cutting out as much human interaction as possible. Commercial purchasing emphasises cost savings and negotiating lower costs with suppliers, it focuses on cost control and price optimisation. Coordinated purchasing looks at the integration of other teams to align the procurement direction to meet the needs of production, quality or planning. It is important for procurement to look at this to ensure every aspect of the business is receiving the focus needed. Finally strategic procurement looks at the businesses goals and innovation to accurately plot where and when the procurement function is required. Is focuses on creating value of work and is fully embedded into decision making to ensure smooth processes and flow. 
The matrix is used for businesses to identify where they are and what improvements need to be made to their processes, whilst incorporating goals and direction from the overall business direction. It is important for a business to align the procurement team with their strategy to enable the purchasing team to proactively contribute to goals. 
Honeywell uses the purchasing development matrix to identify which suppliers need procurement intervention and a greater focus. Once this has been identified HAY works with multiple functions such as engineering and quality to regularly visit suppliers and offer assistance where required. 

2b) 
Outsourcing is a strategic process that involves transferring certain production or business functions to other external businesses, instead of completing them in house. The purpose of outsourcing is to reduce costs, improve efficiency or access specialised processes that would not be available to the business. Outsourcing can include multiple services, from production processes to IT services or even business work. They key steps of outsourcing are defining what service is required and if the vendor can achieve the performance and scope of work required by the business. Conducting reviews and risk analysis is important for businesses to ensure the work can and will be completed to the standards and time frames required. Identifying the correct vendor is important when developing the RFP and drafting contracts to ensure the deal is beneficial to the business’s practises. Once a vendor is selected, is it then as important to monitor performance, and manage the relationship to ensure improvements can be made and targets are being met. 
At Honeywell Aerospace Yeovil (HAY), we outsource multiple functions for a multitude of reasons. One of the processes we outsource in manufacturing is painting of parts at a supplier less than a mile from the main site. We work extremely closely with this company to ensure we can prioritise the parts that need prioritisation, and a continuous flow of work can be met. Regular reviews are held with this business and often people drive to and from the businesses to collect parts that are urgently needed. Honeywell does not want to paint parts in house due to the space the machines take up, so decided to outsource this to an external service provider. Another manufacturing process that HAY have outsources is the hydraulic testing which we outsource to an external provider about an hour away from the business. HAY identified that our hydraulic testing rigs would often go down and keep parts on the production line much longer than we should, and the price of constant repair and maintenance would often reduce the profit of the top level units, which dig into our yearly budget and reduce our overall profit margins. By outsourcing the minimal parts that require hydraulic testing we can keep maintenance costs low and include the outsourcing costs into another budget pool, that is not viewed as digging into the overall profit margins. Finally, HAY also outsource our customer order take on services to an offshore outsourcing firm. HAY pays a company to employ staff to work with our customers on PO receipts and order initiation into our MRP system. In 2020, HAY moved this process from in house to a company in Poland to reduce our head count and costs. By doing so, HAY do not have to have a set team on site and can work and manage the process remotely. Due to the nature of work required and the processes already in place, this was deemed as a non-value added task that we did not require on site. 


3a)
Supplier profiles break up suppliers based on their value to the business, their overall performance and the relationship that is held with that supplier. For a business it is important to understand these profiles and how the procurement team can tailor engagement, strategies and manage the risk the supplier may impose. 
There are multiple different supplier profiles that will be looked at by procurement. Strategic suppliers are critical to a businesses success and have a high spend, high innovation potential and need to require long term partnerships. Preferred suppliers are reliable and often have a very high performance that the business can count on but are never usually critical to the production line or the pacing items. These vendors are reliable, and do not need much focus. There can then be risk prone supplier who have constant performance or compliance issues that do require the procurement team intervention. These suppliers have history of delays, quality issues or audit failures that need to be closely monitored or phased out through insourcing or other suppliers. There can then be development suppliers that prove to have a high potential for strategic and product growth. These suppliers often have unique capabilities that a business will look to enhance and support through programs. 
Suppliers are then segmented through operational and performance risk and responsibility. Commodity suppliers can be deemed to have a low risk but high responsibility which will include services and parts that pose a minimal impact to the production line but are required, nonetheless. Bottleneck suppliers are viewed as high risk and low responsibility due to the lack of alternative choices of supply but again a low risk to the production line and strategy. Reliable suppliers are deemed to have a low risk with a high responsibility. These suppliers often have key operational requirements that are paramount to the businesses success but have a track record of a high performance so deemed as a low risk. Finally the high risk and high responsibility suppliers are seen as the strategic suppliers who are critical to the success of the production line and who the business have complex relationships with which require a high level of oversight from the procurement function. 
Finally, the product lifecycle can evolve a supplier’s profile due to a change in priorities, volume, risk or value added. Parts that are at the early stages of their lifecycle require supplier to have good innovation and development capabilities. It is important for the supplier to be able to modify and tweak processes and operations if and when issues come up. Parts that are in the middle of their lifecycle demand operational excellence a high performance. As the parts have become in demand and production needs to flow, it is important the supplier can keep up with the volume of work that is required and can continuously meet on time deliveries. Finally the parts that are nearing the latter stages of the product life cycle need to have suppliers focus on sustainability and compliance to regulations, which is critical to HAY in the aerospace industry. 

3b)
To ensure the correct supplier selection and alignment with business goals and direction, procurement teams will need to use the formal qualification criteria to consider the best choice for the procurement of parts. This criteria looks at categories to identify if they will meet the expected requirements and performance the business is looking for. 
Financial stability is one aspect of the qualification criteria that is so important to the business as it ensure the supplier can meet the standards required. Ensuring the supplier can fulfil long term obligations. Technical capabilities looks at if the supplier can meet the product specs and quality standards required, which in the Aerospace industry is vital to Honeywell’s plans. The supplier will require the correct equipment, certifications and product capacity to meet the requirements of the production line. Quality assurances will be reviewed to understand the risks of compliance and consistency. One supplier Honeywell have a lot of work with has recently failed an Audit that has had massive implications to the production line and stopped multiple lines of work. Ensuring this is not a regular occurrence is key to maintaining a smooth production flow and work. 
The qualification criteria must align with the businesses procurement strategy by reviewing factors such as cost leadership, risk management and sustainability. Cost leadership puts an emphasis on competitive prices, looking at the efficiency and operations a supplier has in order to understand if the price is reasonable and respective of the service on display. Risk Mitigation looks at the financial health of a business to ensure it can maintain the long term commitment required. It also looks at the compliance history to understand the volume and implications a supplier can have on a production line. Finally the sustainability of a supplier needs to be reviewed to ensure they work in the correct environment, they have the necessary licenses and certificates to adhere to laws and regulations. 
The procurement team will need to have a qualification team and process to ensure all necessary checks are completed before any contracts are signed. For example there must be a procurement lead to manage the team’s processes and ensure alignment with the overall business goals and strategy. There must be a technical expert to evaluate the product specs and the suppliers manufacturing capability and capacity. The quality manager must assess the systems and processes of a supplier whilst the legal and compliance offices must regularly check the contractual and legal risks and requirements can be met. The pre-qualification screening must include an initial review of documents, certificates and references with a detailed evaluation of the site, past audits and interviews to ensure the correct supplier is chosen. Then finally when all is agreed, the approval and onboarding of the supplier can take place once a final selection has been made. This will include contract negotiation, and integration into the system and process. 
