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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	1.i.	The activities involved in Logistics are as follows:
· Procurement: This is not the simplistic approach of “just buying what is needed” but covers activities such as; market research, requirements planning, make-or-buy decisions, supplier management, ordering and order controlling, to facilitate the smooth flow of materials within the organisations to make the production of a product efficient.
· Inward Transport: The procured materials need to be transported to the organisation, as part of the procurement process, the means of transport will have been chosen (Road, rail, sea etc.) to deliver the required materials in a safe and & legal manner (HAZMAT) in the correct mode of transport (Flatbeds, refrigerated vehicles, tankers etc.) in the quantities required by the organisation and most importantly at the time the organisation requires (Deadlines). The over-riding considerations being “cost v’s efficiency” with the organisation meeting all its delivery requirements at a reasonable cost, “Cheapest is not always best”.
· Receiving: The logistics involved in; ensuring the receipt date for the materials is maintained (Chasing the order), unloading the materials (Ensuring correct item, quantity and serviceability) and finally acknowledgement of receipt.
· Warehousing: The storage of receipted materials in the organisation to ensure they are stored safely in the correct storage environment and are ready when required.
· Stock Control: Warehousing deals with the physical storage of the material, the stock control monitors the quantities in the store. The introduction of Inventory controls (cyclic, safety or seasonal) allows the management to monitor the stock levels, the cost of materials stored (value of the material & cost of storage), stock movement levels (times of orders & sizes) which affect re-order requirement.
· Order Picking: The receipt of demands (Issue Vouchers) for the materials held, are actioned; locating the items & selecting the correct quantity. The items are then moved to the required area (Dispatch, production etc.) ready to be distributed.
· Materials Handling: The care of materials during storage, movement & use in the organisation. The concept ensures materials are: adequately protected, utilise the most efficient routes, ensure equipment used is authorised and appropriate.
· Outward Transport: The Logistics concerned with the distribution of materials from the organisation to the customer, again meeting the same requirements as Inward Transport (Mode, HAZMAT etc.) and meeting the need to achieve “reasonable cost”.
· Physical Distribution Management: This is the management of “Delivery of final goods” to the customer (Included in this delivery is the Outward Transport).
· Recycling, Returns & Waste Disposal: The concept of Logistics is “Life to death” of the product, and normally concludes with the delivery to the consumer. Unfortunately, the reliability of the final product can never be 100% guaranteed, and there will be a small number of faults & damages. As a result, companies offer after sales & return services, and all activities in this group are called “Reverse Logistics” or “Reverse Distribution”.
· Location: Global infrastructures offer greater choice to Companies and SC, modes of transport and speeds of delivery no longer restrict choices of Location. The collaboration of companies in the chain, now concentrating on their core activities, results in the SCM & Logistics activities analysing situations & allowing them to make strategic decisions.
· Communication: Logistics is the analysis of any given situation and making provision to deliver. Without the passage of information/data, decisions cannot be made. All data regarding; demands, products, resources, costs, stock levels, movement etc. are all required to manipulate the production & delivery process.
· Additional logistic activities also include: Green (Reduce the ecological impact, Emergency/Humanitarian, Construction & Digital Logistics.
1.ii.	Cross Decking is the simplistic term given to deliveries in a warehouse & their subsequent redistribution to a loading area for transfer to a delivery vehicle, this concept was an approach founded by Wal-Mart. The large delivery of dissimilar items (multiple items & different brands) into a “Receipts area”, dependent on their nature & specialist storage needs, generally placed on a “Deck area”. The requirement of the subsequent delivery, means the inventory of items are then “Re-bundled” into smaller “Packets”, manageable sizes for the other businesses, retailers or final customers.
1.iii.	To state the aim of Logistics, the term must be understood, unfortunately this is not an exact science and the debate on Logistics and Supply Chain Management (SCM) is open to interpretation. Definitions vary from:
“….Logistics is defined as a business planning framework for the management of material, service, information and capital flows. It includes the increasingly complex information, communication and control systems…”
“…..The process of planning, implementing, and controlling the efficient, cost effective flow and storage of raw materials, in-process inventory, finished goods and related information from point of origin to point of consumption for the purpose of meeting customer requirements…”
The discussion centers around the scope of Logistical influence; restriction to a single Company or the area encompassed by SCM; related to more than one related Company.
Unit 2 takes the stance “...refer to both as the same...” and utilises the definition:
“…It is the time based allocation of resources or the long term management of the entire supply chain. The SUPPLY-CHAIN represents a chain of activities and events that aim to serve customers materials needs...”
If it therefore assumed Logistics & SCM are the same, in that, “having the right item, in the right place, in the right quantity, at the right time, for the right price, in the right condition for the right customer” it may be said then, that the main aims of Logistics are:
· Customer contentment: Ensure high product quality (Reduce “Reverse Logistics” or “Reverse Distribution”.
· Quality Service: Achieve maximum customer service level (maintain & improve).
· Lowest possible cost for customers: Increased efficiency, achieve minimum possible cost (reduce cost of operations).
1.iv.	Stock Control Procedures, also known as Inventory control procedures; creates the working parameters for the inventory. The introduction of Inventory controls (cyclic, safety or seasonal) allows the management to monitor the stock levels, the cost of materials stored (value of the material & cost of storage), stock movement levels (times of orders & sizes) which affect re-order requirement.
Activities included in this procedure are as follows:
· Managing the types of stock (Raw materials, work in progress, finished goods & consumables); their levels and the stock value.
· Stock control method: deciding on what, when & how much to order (Minimum stock levels, stock review, Just in time, Economic Order quantity, Batch control etc.)
· Stock control systems: Manual or electronic (bar coding & Radio frequency Identification) means to monitor actual stock levels.
· Stock security: Means used to prevent theft of stock.
· Quality control: especially if it impinges on the safety of the customer.
· Stock Control Administration.
1.v.	Communication: The Logistic manager is responsible for the effective transition of materials to ensure the product reaches the customer (Seven Rs). Without timely and correct information the manager will be “Stabbing in the dark” to know exactly what the customer “wants” and what he has at his disposal to meet this demand. The network of information & communication systems throughout the entire SC, converting data into information, enables the manager to assimilate this data and make strategic decisions allowing him to meet the “Seven Rs”. Areas covered in with Data collections are; demands, products, resources, costs, stock levels, movement etc.
1.vi.	The activities involved in Logistics will generally occur in all organisations, it is the managerial manipulation of these activities that will change the format of the operations. The variable factors effecting production; customer demand (quantity, quality, time scales) materials required, production facilities, asset requirement, storage needs, transportation, information etc. enables the manager to choose how they structure the organisation. This format will differ from organisation to organisation, manager dependent.
The scale of the activities is generally dependent on the scale & financial resources of the organisation:
· Large: Generally employ more personnel and can subsequently allocate larger labour forces to the activities. Main advantage is the activities are covered & allow labour to be effectively used to cover all aspects of each activity. Disadvantage is the cost of labour.
· Small: Reduced labour force may imply one person covering several activities, the main advantage being the lower cost; conversely activities are not covered in depth.
· Financial restrictions may not enable the manager to cover all the required activities “in house”, consequently sub-contracting to third parties is required.
1.vii.	The “price” of a product may be seen from 2 angles:
· The Market value of the product.
· The production value.
The market price (value) of a product is driven by economics; “Demand v’s Supply”, and is the bench mark for organisations to meet. The product differentiation in the market becomes the area of concern for “Marketing & Sales” and enables slight price differences. Customer satisfaction (Availability, quality, price, aftersales services) will determine the success of the product; in terms of market share and time in the market (customer loyalty) and play a leading role in the achieving “Premium” price. 
To the manager, a price is set and they are looking for a stable financial return (profit) on the product.  The financial return must cover all the costs of the SC and logistic activities and yield a difference (profit) to satisfy the owners of the organisations in the SC, “to make it worth their while to invest”.
The accounting means utilised to quantify profit are purely mathematical and can be manipulated to produce any reasonable figure “Lies, dammed lies & statistics”. However, the underlying term “PROFIT” is the aim of all entrepreneurs. In logistics, a generally accepted “yard stick” in measuring the efficiency of the organisation and how well they utilise their assets is the “Return on Assets” (Pre-tax profits/value of assets utilised)
The logistic manager combines the activities to ensure a smooth flow of production to reduce the “Unit Cost” and increase the value of the “Return on Assets”, thereby reducing their “Price” and making the organisation more competitive.
2.	Logistics are Essential:	Without a customer demand, there is no requirement for a product, hence no need for production. Once a demand has been established, the need to satisfy that demand justifies the production; organisations will not enter into a SC unless they are capable of making a profit. This maxim applies to all organisations, regardless of size (Fixed assets or labour force – Tesco to the “Corner Shop”) 
To maximise profit & realise an effective “Return on Assets”, the organisation must understand all the activities involved in the SC and be able to implement effective managerial strategies & procedures; to achieve the organised movement of assets so they are coherent and smooth flowing. In order to achieve this state, organisation need to employ logistics:
	“…planning, implementing and controlling the efficient, effective flow and storage of 	products, services and information from life to death to meet customer 	requirements…” 
It may be considered, without this business element, there is “Zero customer satisfaction”.
The main logistical “Fields”; procurement, production, distribution & disposal and the activities involved in those fields (covered above in 1.i.) are the areas organisations need to understand. Once the procedure of movement has been established, the procedure needs to be as implemented, monitored and made as efficient as possible. 
5 examples are given here, to indicate the importance/need of logistics and its incorporation into the business structure:
Order Processing: Processing customer orders involves:
· Checking for deviations in; the order (agreed terms), price, payment and delivery. 
· Ensuring the products are available in stock; producing and scheduling the product shortage replacements
· Feedback to the customer.
Inventory Planning and Management: Management of this activity facilitates minimum level of inventory without detrimental effects on satisfying the customer.
· Inventory forecasting (Cyclic, safe or seasonal)
· Facilitating the order quantity.
· Maximise the level of service.
Warehousing: Storage locations (generalised) where products are stored before they are sold to the customers. This is classed as a major cost center, finished goods on shelves, and improper warehouse management will delay/reduce financial return or involve reverse logistics (Backload for disposal of unwanted goods)
Transportation: The physical movement of products to the customers place, rather than collection:
· Appropriate Vehicle fleets (Sizes & legal requirements) & drivers.
· Distribution management (Control of the delivery schedule)
· Fleet management (maintenance)
Packaging: A critical element in the physical distribution of the product.
In essence, regardless of size/operational capacity/labour force etc. the organisation requires operating methods to conduct their business. These methods will be based on the logistical activities (covered above in 1.i.) to enable them to meet the requirement of the customer. To make the organisation profitable & efficient, they will need to adhere to the principles laid down in the “Seven Rs”. 
In summary, it may therefore be said, Logistics are essential in all organisations, if they intend to satisfy the customer.
3.	Logistics & Environmental protection.	The public awareness on environmental issues and the requirement for protection has had a massive impact on Organisations and the logistical approach to satisfying the customers’ needs. Governments, through legislative requirements, are forcing organisations to adopt ecologically responsive practices and the Extended Producer Responsibility in a number of countries and industries has changed the rules of the market behaviours.
To understand the impact, it is important to analyse the customers concerns on environmental protection & the issues involved. The following list details some issues:
· Population - over population of humans.
· Climate Change - human activities currently affecting the climate.
· Biodiversity - Humans destroying the habitats of species.
· The Phosphorus and Nitrogen Cycles – gas emissions.
· Water - inadequate access to clean, fresh water.
· Ocean Acidification - Excessive CO2 production. 
· Pollution - Pollution of air, water and soil by chemicals, the majority are the bi-products of our modern lifestyle and are created by industry and vehicle exhausts.
· Ozone Layer Depletion - Release of chemical pollution containing the chemicals Chlorine and Bromide.
· Over Fishing – The uncontrolled & indiscriminate fishing methods.
· Deforestation - Since 1990 half of the world’s rain forests have been destroyed.
The effect of this on logistics impinges on all activities; a selection of those activities and the actions to improve environmental protection are shown below:
· Procurement – Suppliers now selected from accredited lists.
· Inward transport – Modes are now greener & emit less dangerous gases.
· Receiving – Reliant on computerised systems & movement away from paper.
· Material Handling – The use of; reusable, recycled & bio-degradable packing materials and low gas emission vehicles.
· Recycling, Returns & Disposal – Investment in the technological capacity to collect, recycle and reuse waste or returns to enhance the availability of materials as well as clear up the supply channels.
· Communication – The visible message throughout the SC indicating the organisations active participation in embracing environmental issues.
Organisations are now publishing Environmental Policies; following extract is from Kingscroft Logistics:
· All products are designed and manufactured fully embracing the methodology and ideology of Ecodesign (Ecodesign – The design which takes in to account the environmental impact of the product or packaging across its full life cycle.) 
· All of Kingscroft’s policies make a positive contribution to the sustainability of the environment.
· We encourage industry to minimise the use of packaging by the use of innovative design and use of products where possible.
· We are currently compliant with all the relevant UK Legislation involving supply of packaging and the environmental aspects of the packaging that we supply. 
· Where you have specific concerns about environmental issues please email…
The interest in environmentally friendly SCM has risen considerably and the customer perceiving “Brand-owners” to be responsible for environmental problems in the SC; from sourcing to end-of-life recovery issues and the expectation that organisations should reduce sources of waste and pollution.
In summary, According to Srivastava (2007), green SCM can reduce the ecological impact of industrial activity without sacrificing quality, cost, reliability, performance or energy utilization efficiency, meeting environmental regulations to not only minimize ecological damage but also to ensure overall economic profit. Environmentally friendly behavior can also contribute to the competitive advantage of having a “green image” of products, processes, and technologies.
Case Study
Logistical costs rising when order is reduced
The inefficient SCM of Timber McDonald (TM) has seriously affected the efficiency of all activities within the organisation; incurring additional costs to production, over stocking of raw material, large reduction in profit & return on assets and failure to meet customers requirement. Areas affected by the increased costs are:
Purchasing: They are saving costs by “Discount” buying; purchasing more than they require (Safety Inventory) and delay orders until they have sufficient orders to combine to earn larger discounts (Economies of scale). Unfortunately, the knock on effect to TM:
· The additional cost of assets storage, above what they require.
·  Delay in ordering increases the “urgent demands” costs (This aspect indicates the surplus in raw materials, but only in certain materials, hence the shortages).
Production: This activity has been disrupted due to lack of materials (Certain types of wood); consequently assets are not utilised and reduce the “Return on Assets”.
Warehousing: The knock on logistic cost (additional) from production bulk buys. Again, the question is raised, do they have surplus stocks for all materials stored, or just the selected items where discounts are achieved.
Transport: The manager believes in Economies of scale to achieve the smooth running of his department; unfortunately TM does not have the capacity to utilise this advantage. As a result, the assets here will either stand idle or incur higher costs for smaller movement quantities.
Finance: Their stance of improving cash flow due to high inventory & transport costs, means they are deferring payment to the supplier (contract will probably have a penalty clause for late payment). However their action to seek a bank overdraft to pay for the previous months’ invoices, will certainly incurs costs. 
As a result of lack of cohesion between the different departments, the flow of material is not smooth and the customer is not being satisfied. The individual actions by each department (Purchasing & Transport) to attain economies of scale, is out of line with the SC in TM. The knock on costs to the other departments (Warehouse, Production & Finance) has led to greater inefficiencies and cost incurring measures. Therefore the Logistical costs to TM have risen but the output has not met the demand.
Basic problems in TM
The basic problem facing McDonald is the lack logistical ability & efficiency shown, as they attempt to meet the customers’ real demand rather than the perceived demand. As a result, Chris is leading to a non-cohesive SC and with poor SCM activities; and the logistical aim to satisfy the customer and attain a return on assets has certainly not been achieved.
Problem areas are:
The Manager: Chris is not displaying any SCM abilities and as a result there is no cohesion in the SC. He is unaware of the problems in the departments, and has not been for a number of months. He is not communicating with the other departments, or the other departments with themselves and as a result they are all acting in own best interests. 
With no leadership or guidance, strategies have not been implemented (outsourcing) to enable TM to cover short term requirements (short in production) or enable planning to meet the long term customer demands (Expansion).
Marketing: The failure to predict the actual demand requirement of the customer has led TM into this predicament. The question posed must be “how did they get it so wrong?” The problem may be the methodology in which the department used, or simplistic, they didn’t have enough information at hand to predict the actual demand (Short or long term).
Purchasing: The directive to “reduce material costs” has led the manager to employ economies of scale. This shows the lack of understanding in the requirement of the SC for the smooth flow of materials to enable production to maximise its assets and be efficient. It appears they are bulk buying, but not for the right materials and not in the correct quantities to meet the production requirement.
Warehousing: The manager believes there is no problem here as “stocks have been climbing for years”. This again shows the lack of guidance & communication and the belief “Stores are for Storing” regardless the requirement of the SC. This lack of knowledge of the SC operation will have led to the manager know what is on inventory, but not know what the flow of inventory is. Thereby, unable to employ warehouse logistics, he would not be able to; identify shortages in stock levels & the repurchasing requirement or inform the SC of the possible short comings.
Production: The manager appears to be focused (Micro-management) on the physical production of the product, without using SCM to view the overall (Macro) state of the SC. As a result, she demands materials as “Urgent” when running low & fails to communicate the “disruption” in production.
Transport: The manager appears to be “narrow minded & blinkered” and focuses on the assets he has and how to economically run them (Utilise the trucks all the time). Again, the lack of SCM in seeing the macro picture, has led this department to require large orders to minimise costs (No concept of out sourcing, different delivery modes or smaller vehicle fleets).
Finance: The role of “Cash flow” and manage the invoices, again sees this department isolated within TM and the result of their actions; compromising the TM policy of immediate payment. The distinct lack of communication to Chris “high inventory & transport costs” is another contributory factor to Chris not being able to carry out his duties and direct TM.
Suppliers: Although a minor factor in the equation, the feedback; in the form of payment reminders, would have alerted Chris to the current predicament.
Customer: The major player in the SC has inadvertently caused the problems in TM with the increased demand, it is not clear if the Sales department failed (not predicted) or the demand is an increase due to the requirements in the construction industry. Again communication within the SC has certainly been the major contributory factor.
Recommendations
The immediate knee jerk reaction of; do the honourable thing and use the Webley, Sack them all and buy them all mobile phones so they can talk, TM needs to employ efficient logistical practices.
Chris needs to review the strategy TM employs; regarding short, medium & long term planning. Once the strategy is formulated, departments need to review their requirements to ensure the smooth flow of materials (time and motion) and then employ logistical practices to ensure the flow is managed. The use of communication; to direct proceedings and receive feedback, in all aspects of the SC is essential:
· Internally – Weekly meetings
· Externally – Regular communication with supplier & customer.
Sales review their methodology to enable a realistic prediction for the short & long term. Question their current prediction, and calculate the sustainability of the current demand. The passage of correct & timely information to the manager enables Chris to stategise and select (short term – outsourcing & long term – expansion) the appropriate actions to meet demand, ensure the smooth flow of materials & satisfy the customer.
[bookmark: _GoBack]Procurement requires overview of the SC to know what materials are required, in what quantities and when. Using the raw data, they are then able to find the best suppliers, negotiate terms & conditions, manage delivery and make payment (Finance incorporated); the “reduce material costs” is an inappropriate direction/communication. They must also be aware of the storage & movement capabilities of the other departments in the organisation (apart from their costings) to ensure the capabilities of these areas are not exceeded (Buying excessive stock and unable to place it in the warehouse). The use of these logistical abilities will ensure the smooth flow of materials within the organisation.
Finance acts in the best interest of the SC, not the department. The communication of the organisations financial status must be regularly posted to the Management; to allow them to give direction on loans etc. and certainly not to the detriment of customer satisfaction.
Transport needs to review the assets it utilises in the movement of goods; for both short and long term periods.
The requirement for large orders to make them feasible and “if you reduce the average order size transport costs will rise” indicates the department is “Set up” for economies of scale. The strategy from Chris may affect the quantities required in the short & long term.
· Short term – scale down operations & meet part of the customer requirement, the balance met by sub-contracting. The requirement for smaller more frequent deliveries would entail outsourcing this need, as the utilisation of current assets is expensive.
· Long term – should the demand be sustainable and the current assets held are capable of being utilised to meet this demand, “moth ball” the fleet until required.
The question of the appropriate size of vehicle to meet the requirement is brought into question; Chris must make the strategic decision on his current assets:
· Sell the fleet and acquire smaller vehicles.
· Outsource.
Warehousing must be aware of the required stock levels for each material and the capacity it has to store them. Utilising logistical practises and communicating the state of the inventory to the management (The use of “Re-order indices” an early indicator on forth coming stock shortfalls) will ensure the required materials are within the system and prevent interruptions in production (Smooth flow). 
Production the major player in the organisation; must not isolate itself within TM and place “Urgent Demands” to meet the shortfalls. The passage of information regarding; assets needed to meet the production requirement (Short and long term), timings & quantities of materials needed to meet the production requirement, are essential to enable Chris to manage the SC.
Suppliers of material into the organisation should never be placed in a position of “Not wanting to do business” as a result of late payments (Contrary to TM policy). TM needs to establish means of communication with their suppliers to ensure the whole SC “is kept in the picture”. The passage of information from Procurement/Finance is essential to Chris to allow him to make SCM decisions on these aspects to ensure they are in keeping with TM policy.
In Summary
TM is an in-cohesive organisation based on departments using micro management. The lack of communication, direction and SCM has led to an organisation to be inefficient and incapable of carrying out the basics concept of logistics “…..The process of planning, implementing, and controlling the efficient, cost effective flow and storage of raw materials, in-process inventory, finished goods and related information from point of origin to point of consumption for the purpose of meeting customer requirements…”.
The corrective measures listed above and the implementation of the “Seven R’s”: the right raw materials, in the right quantity, at the right time, and at the right cost, but to name four, will assist in TM being; more efficient, achieve a smoother flow of materials, increase the return on assets and most importantly, satisfy the customer to achieve long term sustainability.
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