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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. Answer the following questions:

I. I. Define materials management and its scope. 
Materials Management is a process by which an organisation is supplied with the goods and services that it needs to achieve its objectives of buying, storage and movement of materials. Materials management is related to planning, procuring, storing and providing the appropriate material of right quality, right quantity at right place in right time from the right source so as to co-ordinate and schedule the production activity in an integrative way for an industrial undertaking. Most industries buy materials, transport them in to the plant, change the materials in to parts, assemble parts in to finished products, sell and transport the product to the customer. All these activities of purchase of materials, flow of materials, manufacture them in to the product, supply and sell the product at the market requires various types of materials to manage and control their storage, flow and supply at various places. It is only possible by efficient materials management. 
Scope includes materials planning and control, purchasing, stores and inventory 
management besides others. 
Under its scope are: 
	· -emphasis on the acquisition aspect
· -inventory control and stores management
· -material logistics, movement control and handling aspect
· -purchasing, supply, transportation, materials handling 
· -supply management or logistics management
· -all the interrelated activities concerned with materials.



II. Describe the various functions and objectives of material management. 

Objectives of material managements: 

-to buy at the lowest price, consistent with desired quality and service  
-to maintain a high inventory turnover, by reducing excess storage, carrying costs and inventory losses occurring due to deteriorations, obsolescence and pilferage
- to maintain continuity of supply, preventing interruption of the flow of materials and services to users
-to maintain the specified material quality level and a consistency of quality which permits efficient and effective operation
-to develop reliable alternate sources of supply to promote a competitive atmosphere in performance and pricing
-to minimize the overall cost of acquisition by improving the efficiency of operations and procedures
-to hire, develop, motivate and train personnel and to provide a reservoir of talent
-to develop and maintain good supplier relationships in order to create a supplier attitude and desire furnish the organisation with new ideas, products, and better prices and service
-to achieve a high degree of cooperation and coordination with user departments
-to maintain good records and controls that provide an audit trail and ensure efficiency and honesty
-to participate in make or buy decisions.

Material management covers all aspects of material costs, supply and utilization. The functional areas involved in material management usually include purchasing, production control, shipping, receiving and stores.
It is essential to establish harmony and good coordination between all employees of the materials management department to achieve all goals.

III. Discuss the possible disadvantages of “integrated materials management approach”.

Material planning and management is highly dependent on inputs it receives from other systems or department. If input information is not correct than output for material planning will also be incorrect.

It requires:
-maintenance of robust database with all information pertaining inventory records, production schedule, etc. without which output again would be incorrect
-proper training for end users, as to get maximum out of the system
-substantial investment of time and capital
- extra manpower.

IV. Discuss the various vendor rating techniques. Why an organisation should try to rate its vendor? 

Several techniques are used by companies to evaluate and rate their suppliers/vendors and measure performance. The first step in implementing any of the techniques being discussed is to determine the attributes that should be considered. A firm should focus on the attributes that it finds most important. Some attributes are easy to measure while others are not. A rule of thumb is to consider the total costs associated with a purchased product / service, not solely the purchase price. Some of the metrics that can be considered are: quality level, service level, correct quantity, on-time delivery, price/cost of product, use of electronic data interchange, willingness to share sensitive information, presence of certification or other documentation, flexibility to respond to unexpected demand changes, communication skills/systems (phone, fax, e-mail, Internet), quick response time in case of emergency, problem, or special request, willingness to change their products and services to meet your changing needs, willingness to participate in your firm’s new product development and value analysis.

The three most common approaches are the categorical system, weighted-point average system and the cost-based system. The categorical system is the most subjective technique since it does not differentiate between the weights of the attributes considered. The weighted-point average system overcomes this drawback by assigning weights to each attribute. The cost-based system is the most objective of the three methods because it also considers non-performance costs.

Categorical System
In this method, the buyer chooses attributes that are most important to its particular situation. The buyer assigns either a preferred (+), unsatisfactory (-), or neutral (O) rating for each of the selected attributes to every vendor. Then the ratings are totaled for each vendor. For example, ratings resulting in scores of two preferred (++), one unsatisfactory (-), and one neutral (O) would total one positive (+). A comparison of total scores reveals the highest rated vendor. The representatives of the involved divisions agree upon the ratings.

Categorical supplier measurement is the easiest method to implement but suffers from subjectivity. It does not provide a detailed insight into the supplier’s true performance because the attributes being measured are weighted equally. Also, because the representatives of the involved divisions assign the ratings, this method relies on an individual’s perception about performance and not on quantitative data.

Weighted Point Method
In the weighted-point method, the relevant attributes are chosen and each are assigned a weight depending on the importance to the overall performance. The firm reaches a consensus on weight assignments to prevent or minimize subjectivity. The weight for each performance category is then multiplied by the performance score that is assigned to it. Finally, these products are totaled to determine a final rating for each supplier.
Firms often use the weighted point system because it is highly reliable and its implementation costs are moderate. In addition, it combines qualitative and quantitative performance factors into a common system. Because users can change the weights assigned to each performance category, or change the performance categories themselves depending on the strategic priorities of the firm, the system is flexible. The weighted-point method overcomes the subjectivity of the categorical system, but it has some drawbacks. It requires the buyer to specify the value of one performance measure relative to another, which is often difficult in practice.

Cost-Based System
Using the cost-based system, a buyer is able to quantify the additional costs incurred if a supplier fails to perform as expected. The total cost of doing business with the supplier can be calculated by the supplier performance index (SPI). This index is calculated for each item or commodity provided by the supplier and has a base value of 1. It is represented by the following formula: SPI = (Purchase Price + Nonperformance Cost) / (Purchase Price). As derived from the equation, the closer SPI is to 1, the better the supplier. Non-costs should include qualitative factors.
Benefits a buyer can achieve by using this approach include: the ability to source requirements based on total cost consideration, a methodology to increase supplier accountability and control, an equitable and consistent evaluation tool, definition of supplier performance expectation, communication of the firm’s buying priorities to suppliers, the ability to perform sourcing risk assessment, enhancement of internal communication for reporting critical supplier sourcing information, the ability to provide positive supplier reinforcement and a basis for a supplier award program.

This system is the least subjective of the three because it quantifies the total cost of doing business by considering non-performance costs. The main difficulty in the use of the system is its complexity and its requirement that users have a developed cost accounting system. Although this sounds like an ideal way of dealing with costs, it is difficult to identify the costs of supplier non-performance.

Total Cost of Ownership Approach
The Total Cost of Ownership (TCO) approach is very similar to the cost ratio method. However, it is more comprehensive because it considers all the costs associated with quality, delivery and service. These costs include a number of non-value added activities such as service costs, receiving costs, quality costs (inspection, rework, reject costs), failure costs, and administrative costs including management time, maintenance, disposition and life-cycle costs. Lifecycle costs are costs incurred throughout the life of a product or service. These costs may include maintenance, downtime, repair, overhead, and idle time. 
Total Cost of Ownership Approach is a proactive and comprehensive system. Rather than focusing only on price, it examines issues outside of the supplier’s cost structure. But by using this method the firm faces with new challenges. The method is complex to implement and maintain. Thus, it consumes a great deal of time.

Frequency of Assessment
Supplier evaluation methods are usually time consuming, so they are not performed frequently. In practice, many firms report supplier performance on a monthly or quarterly basis. In fact, some firms evaluate suppliers only once a year. However, frequent meetings with suppliers facilitate the prevention of inefficient practices at an early stage and encourage continuous improvement of suppliers. These assessments, however, are mutually beneficial only if both parties are willing to cooperate and provide the necessary inputs.

Why an organization/company should rate its vendor? 

Suppliers and vendors play a key role in a company's/organisation’s success. Having a formalized system in place to track, evaluate and rate supplier and vendor performance is essential to the smooth operation and profitability of a company/organisation.  

Successful companies embrace their suppliers and vendors, viewing them as partners in helping to grow the business. Making sure that this is a mutually beneficial partnership will impact the price you are negotiating today and the quality of service they get in future. 

By effectively rating suppliers and vendors, track their performance ultimately increase a company’s overall productivity:
-helping minimize subjectivity in judgment and make it possible to consider all relevant criteria in assessing suppliers
-providing feedback from all areas in one package
-facilitating better communication with vendors
-providing overall control of the vendor base.
-requiring specific action to correct identified performance weaknesses
-developing a performance-based culture.

Vendor ratings systems provide a process for measuring those factors that add value to the buying firm through value addition or decreased cost. The process will continually evolve and the criteria will change to meet current issues and concerns.


V. What advantages does a construction agency derive by treating materials management as a separate and important function? 

Materials management affects the overall construction time, quality and budget. It is important for planning and controlling of materials to ensure that the right quality and quantity of materials and installed equipment are appropriately specified in a timely manner, obtained at a reasonable cost, and are available when needed.  
The productivity of the construction project will be hanged if the materials planning and management process is not implemented properly. Therefore, it is essential that parties are involved communicate effectively and exactly from coordination of planning through sourcing, purchasing, moving, storing, controlling to deliver and using materials. 
The scope of materials management is vast. It has, directly or indirectly, impact on the activities of many related departments in the organisation.
Treating materials management as a separate and important function ensures of the smooth flow of the project from the beginning to completion. In this case after a careful evaluation the project will be closed as successful one.  

Based on my experience working in construction industry let me say: 
‘Running a construction project without effective materials management system is like trying to drive a car without an engine inside’.

Activity 

Visit an organisation which has already computerised its materials management department. Study the system design for materials management, classification & coding system and find out any correction or modification required. 

Required corrections and modifications: 
· To use up to date technology
· Regularly refresh coding system
· Train staff and professionals to understand their duties, making them aware of coding system and how to operate technological devices correctly
· Improve communication and cooperation within and between departments
· Regularly feedback and evaluate system use
· To use same coding for items for sourcing and selling departments
· Monitor and supervise everyday data input
· Report faulty input or inadequate practice immediately to rectify 
· To deal with system errors immediately 
· To make and implement necessary and essential changes as soon possible
· To review and evaluate the usage of new methods/coding system in practice – recognize and implement upcoming issues to be rectified or modified for a clearer registration
· To motivate and support staff as and when needed.  
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