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I. Purchasing is a process where a company / organisation acquires all the necessary goods or services it needs by ordering, receiving and then paying money for them. It is the catalyst that sets the ball rolling between a buyer and a seller where specific materials, goods etc. are agreed upon to be bought and sold at the best possible price with appropriate terms and conditions. This process can generally be initiated by placing and creating a purchase order which (being a legally binding document) represents a company’s intent to buy. The purchase order consists of; P.O. number, shipping date, billing & shipping address, requested terms and a list of products with quantities and price. (Once the materials, goods etc. have been delivered they can then be goods receipted against the purchase order). Purchasing involves real buying and transactions are made up and down the whole supply chain, which in turn should add value to the materials, goods etc. as they move along the varying stages e.g. raw materials or components are bought from a supplier and converted via production into a finished product, which is then sold on downstream to the consumer. Purchasing therefore creates a system for setting in motion, and managing, the flow of materials throughout the entire supply chain.

II. Procurement is the overall objective that defines the activities and processes to acquiring the necessary goods and services which are required and crucial to an organisation. It involves selecting suppliers, strategic vetting, negotiation of contracts, establishing payment terms, actual payment of goods, materials handling, transportation, monitoring supplier performance, warehousing and receiving goods from suppliers. The primarily interest being for procurement is to collect data from varying sources, study it carefully and then pass the relevant information onto the supply chain, where it strives to ensure supply and keep costs as low as possible (by streamlining processes, reducing raw material prices, identifying better sources of supply etc.) so as to maintain / increase competitive advantage and improving its effectiveness, whilst also supporting strategic organisational aims such as - product innovation and market expansion - all helping to improve an organisations profitability.

III. The importance of procurement in the supply chain is that it is responsible for organising the supply of materials, although this is a narrow outlook, it is plainly a necessary activity for every organisation. On a more broad perspective, procurement in the supply chain fashions a crucial link between supplier and consumer which provides a system for organising the flow of materials between them. At varying stages along the supply chain information is relayed backward to clarify what customers are in need of, and information is also sent forward to reveal what suppliers may have available. Once the above has been determined, suitable delivery conditions can be negotiated and by working in partnership (between supplier and consumer) and establishing long term working relationships that are mutually beneficial, a ‘just in time’ method may be agreed (this results in low stock levels for buyer, with long term orders for supplier). Procurement helps organisations throughout the supply chain become more profitable and efficient, because the materials, goods etc. are acquired at the right price, quality and quantity. However, if procurement is performed poorly, such as too many goods being bought (storage problems), too few goods being bought or late deliveries (production delays etc.), along with poor quality of items or too high a price being paid etc., it may well have a detrimental effect in the organisations’ reputation in relation to customers and their own bottom line (profits).

IV. Qualified suppliers are usually vendors who have been selected by organisations that: have skills and appropriate knowledge in their own products and have in turn earned an exemplary reputation by being used effectively in the past and having long-term relationships. They should also have good long-standing prospects and be financially secure enough to have arrangements in place to offer satisfactory financing and pricing, and by using simple but efficient procurement systems, will enable them to supply the required / essential materials by having the aptitude and competence to do so. They should also be reliable enough to accurately deliver requested materials that are of a high quality with short lead-times, whilst being adaptable enough to furnish customers’ needs or changes where appropriate. There is also differing situations to be taken into account by organisations which may be important to them e.g. location – materials ordered from a distant supplier may take a longer time to arrive along with extra transport costs, so sourcing vendors closer to home would safe guard cost and ordering flexibility. The majority of organisations hold lists of officially approved suppliers who are reliable and can be depended upon from their past record / reputation. However, if no vendor is available / suitable and items that are needed are of high value, then research must firstly take place for a new supplier. Once an organisation has identified potential suppliers, it can then build a shortlist of about four to five candidates who will be able to fulfil requirements. Potential suppliers are then sent a request for a written quotation which is then compared. A technical evaluation is then carried out to see if products meet all specifications, along with a commercial evaluation, to compare costs and other conditions. E.g. costs may not matter as much to the quality of the product. A pre-award meeting is set up to discuss bids with the short-listed suppliers, and once the organisation has decided who the preferred supplier is for the order, they can then move to drawing up of a contract and negotiating terms & conditions. Finding a qualified new supplier is challenging but low cost purchases, such as office stationary, do not require such a lengthy procedure. Although supplier selection and evaluation are processes that take considerable time and energy, the effort will be worthwhile when the goods / services required are supplied in a timely and cost effective manner.

V. E-procurement is where electronic transactions are made via internet for the purchase and sale of supplies and services. There are two types of e-procurement which are: business to business (B2B) and business to customer (B2C). The advantages of e-procurement are that it can streamline all areas of the purchasing process, while applying tighter controls over spending and product choices, where there is immediate access given to vendors anywhere in the world and so creating a clear market where goods and terms are readily accessible. Vendors or third parties can be contracted allowing integration to be flawlessly made with supplier’s information systems, thus improving communication both within the company and with suppliers. The time which is required for transactions is greatly decreased, virtually eliminating the use of paperwork and paperwork handling resulting in less errors being made and a reduction of overhead costs. This can allow purchasing personnel to spend more time with strategic value added activities. E-procurement is not just beneficial for businesses but also for the customers too (B2C), as they have an almost limitless selection to choose from on-line. By browsing, and with just a few clicks, they can add items to a shopping basket and submit to buy electronically and all within the comfort of their own home. Therefore, both businesses and customers can immediately find the best price / deal for their goods on-line. A well-known business utilising e-procurement is EBay, where it has businesses and individuals selling their goods on their website to the highest bidder. Some sellers also offer their goods with a ‘buy now’ option or allow the buyer to make them their ‘best offer’ which may turn out to be a better discounted price for the buyer if accepted by the seller. To finalise the sale, payment can be made by bank credit / debit cards or PayPal. There are however some drawbacks of e-procurement e.g. customers have to gauge what they are about to buy through the suppliers description and / or pictures of the items, which can be a disadvantage as they usually have to pay for the item up front (with additional P&P if relevant) and do not get to touch / feel / or see the item ‘for real’ until it is delivered. It can then turn out to be ‘not as expected’ for numerous reasons (like garments not fitting) and then comes the inconvenience of returning for a refund or replacement. This can put many potential customers off buying through this method, as they would prefer to go directly to shops for their needs / products for ‘a real’ consumer experience, which many describe as ‘retail therapy’.

VI. The main aims of procurement are to ensure that the goods and services provided are of the right quality, from the right source and at the right price. They must also be delivered in the correct quantities to the right place and at the right time. In a broader sense, procurement involves staying on top of varying conditions such as shortage of materials, price increases or new products etc. Having good knowledge of the relevant industry, cost of raw materials, a vendor’s capabilities etc. results in being in a strong position for negotiation to acquire the best prices, terms, conditions and therefore a mutually beneficial working relationship can be developed with suppliers. Reliable suppliers can also work closely together with the organisation / company to improve quality of materials, new product design etc., along with the correct materials being purchased which are of a high standard of quality and are delivered at the desired place and time when required. NB Supplier performance is continually monitored and evaluated to uphold the expected level of standards expected. Creating relationships with user departments, such as purchasing, stores etc. and working with them to comprehend their needs, will determine what stock policies are implemented, what investment may be required, the materials required to be on hand whilst ensuring low inventory. An uninterrupted flow of materials should be moved through the supply chain and the ability to execute orders / deliveries quickly in unforeseen circumstances if the need arises. Procurement can help simplify processes, reduce raw materials, price / costs, and can help identify sources of supply which improves quality of the finished goods produced. This results in the optimising of customer satisfaction and a healthier profit for the organisation / company.
 
VII. Some of the common manufacturing strategies are – make to plan (MTP) which is also the same as make to stock (MTS) where goods are produced and then stored in warehouses before receipt of an order. This is based on a demand forecast which determines how much of a product should be made, so as to cater for the expected future demand from customers. The advantage of this is that it is very cost effective and enables orders to be filled immediately from existing stock, keeping customer lead time to a minimum, whilst also preventing the possibility of disappointing customers with the unwanted scenario of stock outs. MTP works well with low variety and commodity products which have had a steady consumption in the past, and are somewhat predictable, this tends to lead to future demand being predicted more easily. MTP relies heavily on the accuracy of demand forecast, and any miscalculations may result in costly errors resulting in over-production where there is too much inventory without having a concrete order / need from consumers, OR under-production leading to unsatisfied customers having to wait longer or going elsewhere for their products. – Make to order (MTO) is a manufacturing strategy that companies use for products that are to be made after receiving an order from a customer, and not beforehand, More time is required for the customer to wait in a MTO since the product is being made from the beginning and is more of a ‘one of a kind’ item, and customers are more inclined to wait a longer length of time, knowing that they will have their own unique features and specific requirements such as being customized or highly engineered e.g. fine jewellery, clothing etc. Once produced, the products are then delivered straight to the customers. MTO alleviates the problem of having to carry too much inventory as it deals with manufacturing a product from scratch, where a concrete order is put in place and takes time to produce in which the customer is willing to wait for. – Assemble to order (ATO) is where parts and sub-assemblies are made and then stored according to forecast. The final assembly of the products can only begin when the customer orders have been received which then initiates the final assembly of the customised finished product to take place. Del computers use ATO method to customise their computers, as they receive a variety of different orders which consists of e.g. different sized monitors, different capacity hard drives, different keyboard types etc. The orders are then assembled from available stock of sub-assembled goods and parts, which results in a quick response and delivery to customers, and high product variety whilst also maintaining low inventory levels. Hence, companies using ATO can match customer specific orders without the holding of too much of any one kind of finished product, which prevents the daunting task of trying to anticipate and hold every end product that a customer may require. 

2. The procurement cycle has a chain of common steps which begin with different user departments (marketing, operations etc.) identifying a need for particular goods or services. Once a requirement has been identified, the specification should be prepared and contain essential features / characteristics i.e. size, quantities, colour, dimensions, standards, weight etc. The go ahead must then be sought from a user departments authorised person (manager) to ensure funds are available and the correct items are being procured. The purchase request being prepared at this stage may be either approved / denied due to type of request, cost, type of product etc. Although, if the request is above the department’s set budget, it may go higher up the managerial chain to be considered. Once approved, a purchase request is sent to the procurement department (this records and documents an organisations approval of a purchase transaction prior to committing to a supplier). The procurement department receives and ascertains the correctness of the purchase request by examining the goods / services that have been requested. E.g. they investigate if there is already existing stock that can be utilised, substitute products that may be suitable for use, varying production options that can be carried out etc. Some requests are reasonably straight forward, where they have been ordered in the past and are simply needing re-ordering. In other cases however, where it may be a costly purchase or a new item that is required, negotiations with the user department must take place to keep everyone abreast of the situation. Eventually authorised personnel will verify if there is a valid reason for the purchase to proceed (so as to comply with organisations’ long-term aims). A short list of possible suppliers is then compiled, and an organisation may already have an approved vendor list to choose from, or it may have to source a supplier from scratch where research and careful selection will have to be performed. Requests for quotations will be sent to the reputable suppliers from the shortlist where specifications must be made clear, precise and accurate for everyone (user department, procurement and supplier). This will make sure all the relevant requirements and limitations are set out for suppliers to form a price, but also to reduce the risk of the wrong specifications causing dire consequences further down the line. The supplier then scrutinises the demand for quotations and also examines the customers’ rank, credit etc. (for this may be a deciding factor in whether or not a supplier chooses to do business). The supplier then figures out what is the best possible way to provide and supply the order. The quotation is then sent back to the organisation, describing in full how they will fulfil desired requirements, by giving details of prices, products and conditions. The procurement process then reviews the quotations, by evaluating technical suitability along with user department, to determine if the goods / services are acceptable. This may be done by obtaining samples of the product or conducting an inspection of their manufacturing site. Commercial / financial evaluations are also examined, to see whether they are reasonable in comparison to current market conditions, and are also within budget for the organisation. Other factors to be considered are quality, availability, time and compliance etc. to determine the best return on investment of the procurement of goods / services. Once the budget details have been checked, permission can then be sought / granted for purchase. Procurement can then choose the best supplier based upon the supplied details however, it is good practise to carry out checks on potential suppliers for their past performance, available resources and financial stability. When the evaluation has been completed a contract can then be awarded to the preferred bidder. Negotiations between an organisation and a supplier regarding the terms and conditions can then take place. During this period buyers and suppliers negotiate various issues that will help maximise their business position i.e. reduction in prices for materials, size and probability of repeat orders, delivery times, quality, payment terms etc. The processes for resolving possible conflicts and potential obstructions to achieving the organisations goal, should at this stage be ironed out and made crystal clear, so as the supplier fully comprehends the requirements, and can adhere to the terms and conditions. A purchase order is then sent to the supplier for goods / services with terms and conditions attached. The purchase order is an element of a legal agreement between buyer and supplier specifying what is being bought. It contains suppliers name, goods / service description, model numbers, quantities, unit of measures, pricing, contractual references, payment terms, freight terms, delivery address and a delivery date. The selected supplier will send an acknowledgement to the buyer on receiving the purchase order and will begin to process the order, proceeding to organise all operations essential to provide the required goods / services. Once the order is ready, it can be shipped jointly with the shipping advice, which contains ship date, transporters name, tracking number, number of packages, weight of packages, receiving location address, PO number and a description of the goods. An invoice is then sent by the supplier for due payment. Procurement then confirms receipt of the goods / services and relevant personnel check delivery note, purchase order number etc., against the delivered items for correct quantity, quality etc. Any unfit items are rejected and sent back to supplier. To ensure an uninterrupted flow of goods / services, expediting should be a continuous process, where monitoring enables the organisation to pick out any errors in the system, and quickly identify solutions. The procurement department now informs the user department that services / goods have arrived, and they in turn will receive and inspect them and in due course update their stock levels accordingly. Shift patterns can then be organised within the set budgets for the newly arrived order to be utilised for its intended purpose. Procurement arranges for the payment of the suppliers invoice (usually within thirty days). Any discrepancies must be notified and resolved before the customer pays the bill. If this is done electronically, e-procurement helps speed up the entire process by cutting out unnecessary steps and shortening the time to delivery, allowing for shorter lead times and better cash flow management. Procurement must record and maintain purchase records for purpose of tax information and for future purchase reference. The procurement cycle starts again with the supplier for the same goods / services or a selection process is undertaken once again for new suppliers. 

3.  A vendor rating approach is used to monitor the performance of suppliers that deliver goods / services into an organisation. It is therefore crucial that suppliers are made aware at the negotiations of the contract, that their performance will be continually assessed / recorded with a commitment for improvement, that they will be willing partners / participants prior to the signing of the contract and work commencing, Most organisations basically evaluate their suppliers to make sure they continue to give an acceptable service. Important factors are used for the rating criteria on which vendor evaluation is to be determined i.e. delivery / does the supplier deliver on time, do they meet the due date without expediting etc., pricing / do they have price stability, volume or other discounts etc., customer service / do they comply with contract terms & conditions, administrative efficiency etc., product / do they meet specifications, have reliability, durability etc. This information can be obtained from the supplier / buyer IT system or from supplier reports, although this should be checked by spot-checks and audits. Information can also be acquired through internal, supplier and web based questionnaires, phone calls or regular follow up with customers where an accurate perception of the real quality and service conditions can be found. The criteria of the performance evaluation must be clearly stated and understood by suppliers, with well-defined objectives that are tied to the overall strategy and goals of the organisation. Where less is more because an increase in complexity may call for extra resources to derive and manage e.g. if the corporate goal is to improve customer satisfaction, then they should be looking for a supplier who is willing to deploy pro-active quality plans or, if the organisation prefers suppliers responsiveness, then they should look for a supplier who addresses corrective actions quickly / or how quickly they react to order changes. Failure to accurately measure, evaluate and manage the performance of suppliers may lead to product quality issues, increase costs and restrict an organisations competiveness e.g. Coca Cola was forced to recall fifteen million cans / bottles in its European market after several customers became ill. The problem was traced to contaminated chemicals used at a Belgian bottling plant that failed to inspect or monitor the quality of the incoming chemicals used in its products. The incident cost Coca Cola millions of dollars in lost sales. The results of the monitoring / evaluation are usually shown as either a percentage, a rating from poor to excellent, or a numerical score e.g. suppliers receiving a score of 90 or above would be considered “preferred”, qualifying them for new business opportunities etc. Suppliers scoring 70-90 might be given an “acceptable” rating. Suppliers scoring below 70 will be designated “corrective”, meaning corrective action will be required to improve performance. Many companies will also look elsewhere if a supplier has corrective ratings. It is also important for an organisation, after putting in all the necessary time and effort, to measure higher value / more strategic vendors who are core suppliers in far more detail rather than non-strategic suppliers who are low value / risk. Communicating and having suppliers on-board when outlining the key areas to be evaluated, will ensure they will know what is required of them, and they can take their own measures to achieve the goals that were set out for them. This in turn can make them realise if they performed either poorly or well. The results gathered should be shared with the supplier on a predetermined schedule i.e. monthly, quarterly etc., which opens up dialogue where there is the opportunity to discuss / dispute results. There should also be a two way feedback so that the supplier not only responds but gives their own opinion on how they rate the customer. Many organisations utilise awards and certification status for vendors which serves as an indicator of supplier excellence which is desirable for them to have for it displays to others that they can perform to high standards in areas of price, quality, delivery and service. E.g. Daimler & Chrysler awards several hundred companies each year with Gold Pentaster Award however, less than half a dozen are good enough to receive the Platinum Pentaster Award. By identifying trends an organisation can evaluate and make projections about future performance and can act accordingly e.g. if there is to be an increase in future sales, suppliers will have the opportunity to show that they have the capabilities to keep up with the rise in demand. Alternatively, if there is deterioration (downward trend) in performance, this could signal a problem which would be advisable to act swiftly upon, which may turn out to be a ‘one off’ or something more serious e.g. a supplier may begin to suffer financial difficulties, and as a result begin to make cut backs behind the scenes on the quality of materials, contrary to what was specified in the contract. Once there is a drop in performance it is crucial to contact the supplier to find out what exactly went wrong and why. By communicating quickly, the cause of the complication may be found and solutions or explanations can be put forward to bring the suppliers performance back up to acceptable levels. The problems identified could have been out-with the suppliers control all together, but if that is not the case an improvement plan should be set up involving both the organisation and supplier, with a timeline for addressing and improving the suppliers proficiency for the benefit of the overall supply chain. Effective monitoring highlights if a supplier is having difficulties and early intervention provides the opportunity to rectify situations and to prevent it from escalating onto something a lot more serious. However, if issues / dilemmas persist, a formal warning should be issued stating that the level of performance is unsatisfactory, and an advancement to satisfactory levels must occur (with every possible assistance given) before more serious consequences which undoubtedly will be taken. If compliance to the conditions of the contract are continually not adhered to, the last resort for an organisation will be to terminate a contract. Supplier / vendor rating, if carried out properly with continuous improvements and the collaboration of suppliers, can increase value and help avoid costly supply disruptions, reduce the risk to safety issues, defects with materials and products etc., and bring about better customer satisfaction and significant monetary benefits to an organisation.
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