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i. Outline the various elements of purchasing with the help of suitable case examples.

By having the Right-(concept)

Supplier- That understands your needs and can provide the service and goods you need within price and quality that has been researched and supplier screened.

Time- To be able to deliver the goods within the time frame(lead time) as not to effect delays in production. 

Quality- Assurance that the goods perform it’s task and meets the clients expectations.Quality control.

Quantity - Sustain the level of supply when required.

Price -Lowest price without loss in quality has been source via negotiation,tendering and contractual agreements.

Case.- (A Supplier)who provided a local council facility management had not been secured into a contractual agreement that would guarantee a fair price became it’s main distributor (due to years of familiarisation and favouritism)and therefore took an advantage of uplifting it’s price without justification. Due to competitors not having the standardised equipment of the same quality they where unable to compete in this market.

Only after failing on scheduled delivery dates which effected the KPI of the work was the supplier situation checked. It later turned out that there where other suppliers locally that offered a lower price with the same quality that could deliver that had not originally been source. By having a wider range of suppliers especially for the same product makes the market competitive(Supply & Demand) and therefore reduce the cost of the product. 

By entering into tender process and contractual agreements is an element of purchasing that with the Right concept is a value added essential in any business.

ii. The main objectives of purchasing

Maintaining stock,at the lowest price without compromising quality,providing a service to your industry in a free flow of materials that is not effected by cost delays. Additional objectives would be to have accountability,accurate record keeping,adaptable in the market place and a clear understanding of the company needs and requirements.

iii. Various prerequisites for becoming a good purchase manager.

by making decisions on the market trend in price fluctuations by controlling the stock levels (getting the right price for the materials and investing in buying bulk at times utilizing a discounted or fixed rate price) The role in contracting a supplier maybe given to a procurement officer but the purchase manager has to be aware of the value of stock held at all time and the demands on supply ensuring price,quality,availability does not effect the project or organisation in time and money.

There are various methods of ordering stock which is known as Lot Sizing. The classification for ordering stock which is broken down into lot sizing methods.

 A) Fixed Order. Where a fixed number of materials are placed on an order. 

 B) EQQ.Where the exact amount of materials required is ordered.

 C) Fixed period. (Blanket Order)Where the material is ordered at set intervals in time.

 . 

iv. The objectives and functions of stores

Stores are holding bays for material used for the end user on projects. They have to be well maintained,efficiently run,provide a base for deliveries and exportation to site.Minimizing financial loss and cash flow tie ups from holding obsolete and over surplus of goods . They must conform to regulations and best practice when storing materials to ensure that the product and staff are protected and the goods have controlled accessibility. The stores have to be secured and undergo stock checks to confirm the company asset is all present and accounted and to perform a service to it’s customers in an efficient and effective way ensuring uninterrupted service.

Storage size and being easily accessible by the controllers will assist with the smooth running of the business cutting down time. Having enough space and areas of restricted access or bonded storage where a finished item are held and awaiting to be dispatched are part of the controls required to ensure safe keeping and distinguishing the two types of inventory(Stock and finished goods).

v. The general criteria adopted for the layout of stores.

Storage Layout should be accessible,provide adequate space for additional surplus if required. Have adequate shelving,floor space,racking,secured areas,goods in department with door opening that assist with larger items. The environment must have clear paths for personnel and fire exits. An awareness of accessibility for items stocked above head height and it’s access using fork lifts. Other points for consideration is adequate lighting,alarms,cameras and secured doors. 

There are two methods based on layout of stores,

Process Layout- which is an attempt to minimize material handling cost by arranging departmental size and location according to volume and flow rate. This would be considered for a low production volume. It offers better flexibility and easier control. Often known as a decentralised store which facilitates site projects. Fast moving parts and components tend to be stored cutting down cost of deliveries and time.

Product Layout that maximises efforts by grouping work activities. Utilization of the equipment by providing a sequential layout both productivity and cost can be reduced. This is effective for higher productivity volumes.Centralised Stock.Has a wider range of customers to service working at various locations.Normally high valued items and COSH items are stored securely and controlled. Although cost of deliveries are higher the bulk buying capacity and storage could reduce the overall cost of transportation. 

vi. Differentiated stock valuation and verification.

Stock valuation is the method used to measure discounted Cash Flow of the stock and future cash flows to valuate the business.There are a number of methods used to evaluate free cash flow,one example is;

1) Simplified Cash Flow



Year
 2011

2012`

2013

2014

2015

Operating Cash Flow
  950

1050

1100

1200

1300

Capital Expenditure
1100

1150

1050

1150

1375

Free Cash Flow

<150>
              <100>                        50

     50 

  <75>

The example shows a positive operating cash flow but due to high level Capital expenditure the company although still investing into the company growth has a result of a negative Free Cash flow over the period of five years making it difficult to predict the following years .Ideally a company should have stable,positive and predictable free cash flow.

Stock Verification is the Audit process of counting the stock,it’s value on the balance sheet and the accuracy of it’s stock records.It will identify any stock loss from theft,loss, deterioration and reveal any in accuracies in recording stock verification.This process is normally carried out periodically and at year end for filing the company year end accounts.

2.”material procurement cycle”

The cycle of material procurement is defined by the example below;
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Step 1 The initial need for the material .Business case 

Step 2 the next step would be to source the vendors,through the tender process and negotiation contracts can be signed to seal the agreement.

Step 3 would be for the Purchasing department raising a requisition,getting approval then place the order ensuring the lead time is within the need of the company expectation.

Step 4 Once goods have been received they are verified on quality,components and the right type of stock it required and ordered. Then the decision to transport to site or store is then made.

At this stage should the equipment be faulty,or not as specified in the order the material will be rejected. The purchasing department will then be notified to arrange a remedy with the vendor.

Step 5 3 Way Match. The Good Received Note is then matched with the original requisition and the supplier invoice for batch processing. Under the terms of the agreement the payment due date is important.

Step 6 Will  be the bought ledger department that will arrange payment by the due date.

Step 7 Records department. The record of the transaction is then kept by central filing.

3. Explain the various tendering system used for ordering the material 

There is very good reason to enter into a tendering process as it promotes and checks;

Competitive Market, Discourages Favouritism or Nepotism and corruption from back- hander.

There are a number of methods used in  tendering .

i. Open tender - allows anyone to submit into a tender of supplying goods or services. It has it’s advantage with providing a wide choice but disadvantages as there are more suppliers that would be unsuitable and therefore a waste in time and effort.

ii. Serial Tendering- Is the preparation of tenders based a schedule of works over a fixed period of time. The supplier may enter into a framework of minor works which is repetitive that would be agreed on the schedule of rates. Local Councils and public works department such as housing would use this form of tendering.

iii. Negotiated Tendering - Normally with a single supplier where negotiation  of the contract take place. This usually happens on specialist equipment. However there is no competition for price and therefore a disadvantage.

iv, Selective Tendering - Only allows vendors to submit a tender via invitation .A pre selected list of possible suppliers is prepared which are known for there reliability of service and having a track record.Cuts down time,waste of effort.
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