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) 
 

When looking at TATA steel cost is a significant factor driving in their our business. The raw materials we use have high costs that sometimes we cannot negotiate. 
We have high risk and low risk materials for business. 

Critical high risk and high profit potential TATA Steel has a high risk raw materials that are vital for manufacturing continuity. If it fails to receive the raw material on time production will stop and cause high costs for the TATA.  So this is critical so TATA has multiple suppliers for these products and also has a continuous supply of material that is quickly consumed by business to allow for production efficiency. These purchases are carried out by a small team who have the decision making power and are close to the higher level management. 

Bottleneck are medium risk items and are highly specialised but high in profit. For example in the packaging department TATA has specialised stell grades for food packaging. The raw materials required for this are very specialised but allow for higher costs of the end product compared to normal tinplate grades. TATA has dedicated technical teams who purchase these items with suppliers TATA has invested in. This a strong relationship as TATA has funded innovation with the supplier for machinery parts for example. High profit potential for us as innovation allows for us to stay competitive in the industry.

Routine items such as stationary, pool cars or travel have set suppliers. TATA has an intranet where teams can order their requirements. And be picked up on site. These are low risk items. However TATA controls suppliers you can use for these items to ensure costs are kept down, supplier is fully vetted to reach are the requirements to be a TATA steel supplier 

From analysing TATA steel’s procurement over the last term due to the maturity and scope of its purchasing it is complex and look at relating it to the Jones Purchase portfolio analysis as well. 



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

   The four stage purchasing development matrix is a framework that describes the evolution of procurement from a cost based exercise to a strategic value driven role within an organisation. 

When looking at TATA Steel’s Procurement strategies and evolution we can relate them back to the matrix above. 
 Stage one: Basic purchasing in this stage it is predominantly reactive. TATA has a need for something and the focus is getting that. The transactional focus of securing the material. The main concern here will be cost control. The purchasing team would have been focused on producing PO’s for materials and getting them ordered to ensure production keeps running. For example raw materials for steel making. There would have been a minimal focus on the strategic impact of suppliers or long term collaboration in mind. 

Stage two: Functional Purchasing where the focus in TATA switched to not only cost but efficiency. Focusing on the entire procurement process, optimising time spent purchasing across all the departments. Focus on reducing inefficiencies and manual input of data. TATA steel started implementing basic inventory and supplier management. For example as TATA steel grew and scaled it’s operations standardising contracts with suppliers and third party outsourcing. During this stage procurement would have played an active role in driving down costs throughout the business. 

Stage Three: Supply chain integration: This stage procurement integrates with other parts of the business and key focuses are value control. TATA steel focused on building relationships with suppliers, investing in suppliers to ensure quality control and build strategic partnerships to improve operations and total ownership costs down. Creating value in purchasing not just focusing on cost. 

Stage Four: Strategic purchasing. As TATA steel developed its procurement strategy it focused on implementing value focus throughout the purchasing strategies. As TATA Steel has matured procurement strategy is deeply implemented to align with the companies goals of sustainability, social responsibility, innovation and competitiveness. 

Using this model TATA steel has an integrated procurement strategy as it is cross functional, innovative, strategic and has a focus on total cost ownership. 

  
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) 
            
            Total acquisition cost is more that simply price as there are many hidden costs.
            So when   looking at companies will look at the total cost of ownership figure. 
            Tata   steel uses the Price-cost-Iceberg throughout its procurement strategy.

            Below is how the tip of the iceberg can relate to TATA steel:
First there are visible costs the tip of the iceberg. These are costs TATA sees upfront, such as purchase prices of raw materials, equipment or services. 

We negotiate prices for these upfront costs however the costs beneath the surface are what needs to be considered.
However we recognise that simply focusing on the purchase price doesn't capture the complete picture.
Hidden costs include transportation, customs, taxes. Environmental compliance, quality issues and many more that need to be taken into consideration.
That is why TATA steel focuses on an efficient supply chain to try and mitigate some of the logistical costs. For example bulk shipping for their DSO’s and holding the material at a central warehouse until it needs to be called off.  This can also be hidden cost storing large inventory. TATA steel has a strict aged stock policy and continuously ensures materials are consumed within an agreed amount of time to help mitigate the storage costs.
Quality and compliance costs, TATA steel invests heavily in supplier development to ensure poor quality issues are minimised to the best of its ability. 
With the expensive machinery, TATA ensures regular maintenance and aftercare to help expand the life span and efficiency of material. 
Operational efficiency allows for TATA to ensure expensive raw materials and integrated into production effectively. Without this it would further drive up the costs of the materials. 
In today’s climate sustainability and environment costs needs to be taken into consideration. That is why TATA  chooses suppliers focused on the Green steel movement to ensure it not only aligns with its environmental objective but ensures costs are kept down. 
 


 
b. Why do organisations consider outsourcing and explain the key steps involved in the outsourcing process with your work-place related examples. (13 marks) 
There are many reasons as to why companies outsource.

Cost efficiency, focus on core competencies, access to expertise, improved supplier management and risk management. 

Relating to a global company such as TATA Steel it operates in a highly competitive and cost sensitive industry.
Outsourcing can allow cost savings as the scope as to wish the company can go to allows for better negotiations and contracts.
Another reason for outsourcing is a stable supply chain, by securing possibly multiple suppliers for raw materials, if there is an issue with a certain site producing the materials you need you have a back up to allow for continuous supply.
Outsourcing non-core services like IT, TATA steel is able to focus on it’s internal resources on more strategic and high value procurement.
By outsourcing procurement of certain materials it can allow certain negotiations to occur by third partied freeing up more resources for the company to focus on their objectives and business strategy.
Outsourcing gives a larger scope of expertise, as the company can benefit from third party expertise and knowledge. Specialists in that material will understand the fluidity of the market especially relating to a volatile commodity such as raw materials for steel making.
Conclusion
By considering both the visible price and the hidden costs represented by the Price/Cost Iceberg, Tata Steel’s procurement strategy is focused on Total Cost of Ownership (TCO) rather than merely securing the lowest upfront price. Minimising hidden costs—such as logistics, quality, maintenance, and supplier reliability will ultimately has a larger impact on profitability and long-term operational efficiency.
- Tata Steel takes a holistic approach to procurement, where costs beneath the surface are managed through robust supplier relationships, efficient logistics, quality control, and long-term sustainability initiatives.
- By focusing on reducing hidden costs through strategies such as supplier development, long-term contracts, inventory management and sustainability goals, Tata Steel ensures that its procurement efforts align with its broader corporate goals of cost efficiency, reliability, and sustainability.
In essence, Tata Steel's procurement strategy uses the Price/Cost Iceberg as a guide to making more informed purchasing decisions, maximizing value beyond just the visible cost



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) 




Tata Steel’s procurement strategy focuses on building long term relationships with suppliers to ensure continuous supply and strategic pricing. 

Risk management: proactive relationships with seller, negotiates exclusive contracts. This a mutual benefit for the seller as due to the high quality standards TATA requires the price they sell the products for is more than in the wider market. 
Collaborates with the suppliers, it is not just a transaction, TATA Steel utilises their expertise as well as lending expertise to supplier to develop high quality products again a mutual benefit.

Another example of the mutual benefits TATA adopts, it outsources IT. The benefit for TATA is specific expertise and freeing up resources internally. The sellers benefit is long term contract for a global company pushing for innovation. 

The mutual relationship between buyer and seller is pivotal to create long term value added relationships and reduce risks. Rather than focusing just on the transaction it allows for a collaborative approach. 

TATA has not only built trust with its customers but also its suppliers. This means the name holds weight when negotiating prices. IF TATA promises something the seller knows it will deliver. Building trust allows for openness and plans to be discussed in advance and allow for smooth operational changes. For example currently TATA UK is currently having to buy 3rd party steel from across the globe. These discussions started 12 months before the announcement of closing down the heavy end. Without building the trust TATA would have been left behind on its strategic policies.  

In the current market TATA through its mutual relationships has been able to negotiate bulk prices and fixed contracts with some items even if the global economy is fluctuation it has a steady price of materials allowing business operations to align with the strategic goal. 

TATA has a continuous improvement reviews with their suppliers and KPIS to allow for performance management and monitor risk of supply. 

 
b. Read the following case and answer the questions listed below the case. (13 marks) 
When looking at the below case study. We can identify high risk due to the short lead time required and many variables of the product,. Not only are there high variables for the hydraulic manifolds but also from the vendors themselves. 

Vector Grey has the expertise and global presence in the il and gas industry. It has skilled engineering department and knowledge of the required part. However with the multiple vendors on offer it was time consuming and sometimes overwhelming to look elsewhere. Which in turn could affect the innovation, quality and overall cost.

By outsourcing the vendor solution to VenDigital it allowed brought more expertise with vendors. By combining resources and relationships it allowed a larger scope of procurement. When we relate this back to our procurement module. IT is a mutual beneficial relationship. It allowed Vector’s Grey procurement model to mature to and integrated supply chain toll, utilising innovation and collaboration to resolve the issues they have faced.

Increasing the scope of vendors allowed for innovation, and risk management as many vendors were looked at and comprehensive price analysis and quality audits lead to a reduction in lead time, enhanced quality and in the long term focusing on core competencies with vendors will allow for innovative and collaborative relationships to be built. 


 
 
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. 
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