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HM #23
Analyse FIVE different sources of added value in procurement

and supply.
(25 marks)

i
i

See the solution in Explanation part below.
Explanation:


https://drive.google.com/open?id=1ExP4F9W6YdFtqbsIU0RiTZOLOuS50seH
https://www.xhs1991.com/L4M1.html
https://www.goshiken.com/CIPS/L4M1-mondaishu.html
https://www.jpntest.com/shiken/L4M1-mondaishu
https://www.mogiexam.com/L4M1-exam.html

In procurement and supply, adding value means going beyond simple cost savings to enhance the overall contribution of procurement
to the organization's objectives. Added value can be generated in multiple ways, impacting cost, quality, efficiency, innovation, and
sustainability. Below are five key sources of added value in procurement and supply, analysed in detail:

1. Cost Reduction and Cost Avoidance

* Definition: Cost reduction involves lowering the actual purchase price of goods or services, while cost avoidance refers to actions
that prevent costs from increasing in the future.

* Explanation: Through effective supplier negotiations, competitive tendering, bulk purchasing, and long-term contracts, procurement
can achieve significant cost savings. Cost avoidance can come from proactive management of risks, improving contract terms, or
optimizing specifications to prevent future price hikes.

* Tmpact: This directly improves the organization's profitability by reducing expenditure without compromising quality or service
levels.

* Example: Renegotiating supplier contracts to achieve better rates or standardizing materials to reduce complexity and cost.

2. Improved Quality and Performance

* Definition: Enhancing the quality of goods and services procured to meet or exceed organizational needs.

* Explanation: Procurement contributes added value by specifying and sourcing higher quality materials or services that reduce
defects, returns, and downtime. Better quality improves customer satisfaction and product reliability.

* Tmpact: Higher quality inputs lead to better outputs, reducing internal failures and enhancing brand reputation.

* Example: Working with suppliers to implement quality assurance processes or selecting suppliers with robust certification and
testing capabilities.

3. Innovation and Supplier Collaboration

* Definition: Encouraging suppliers to contribute innovative ideas, technologies, or processes that benefit the organization.

* Explanation: Procurement can create value by fostering collaborative relationships with suppliers to drive product innovation,
process improvements, and new market opportunities. Early supplier involverment can reduce development times and costs.

* Impact: Innovation enhances conpetitive advantage, supports new product development, and can open up new revenue strears.
* Exanmple: Joint development projects with suppliers or using supplier expertise to redesign components for cost efficiency and
performance improvement.

4. Risk Management and Supply Continuity

* Definition: Identifying and mitigating risks in the supply chain to ensure uninterrupted supply.

* Explanation: Procurement adds value by assessing supplier reliability, geopolitical risks, financial stability, and logistical challenges
to minimize disruptions. Contingency planning and diversified sourcing reduce vulnerability.

* Impact: Reliable supply chains prevent costly production stoppages and reputational damage, contributing to operational resilience.
* Example: Developing dual sourcing strategies or monitoring supplier performance and compliance continuously.

5. Sustainability and Corporate Social Responsibility (CSR)

* Definition: Integrating environmental and social considerations into procurement decisions.

* Explanation: Procurement adds value by selecting suppliers who comply with sustamnability standards, ethical labor practices, and
environmental regulations. This aligns with organizational CSR goals and reduces negative impacts.

* Tmpact: Enhances brand image, meets regulatory requirements, and can reduce waste and resource consumption.

* Example: Choosing suppliers with certified green practices or implementing circular economy principles in supply chains.
Conclusion:

Added value in procurement and supply extends beyond price savings to include quality enhancement, innovation, risk mitigation,
and sustamnability. By strategically managing supplier relationships and aligning procurement activities with organizational goals,
procurement professionals can deliver significant and measurable benefits that improve competitive advantage and organizational
performance.

I #24
Explain what is meant by Corporate Governance and why having Corporate Governance structures is important. Discuss 2
obstacles which may impede an organisation achieving high levels of Corporate Governance. (25 points)

Ef#:

AR :

See the solution inExplanation partbelow.

Explanation:

- Firstly start with a definition of Corporate Governance - this means the rules, policies, processes and organisational structures that
ensure an organisation adheres to accepted ethical standards, good practices, the law and regulations. It's the systems put in place
which directs and controls organisations to do 'the right thing.

- Then move on to discuss why having this is important - I'd maybe think of 3-4 examples here such as:

protects the interest of shareholders, reduces risk, moral obligations, legal obligations

- The last part of your essay should talk about the 2 obstacles - describe two from the following list: lack of executive support, poor
stakeholder co-operation, lack of clarity and / or resources, having poor IT systens, lack of co-ordination of procurement



responsibilities. Because you're only talking about 2 here, you'll need to go into detail about them. So pick 2 you know well. Don't
be tempted to talk about more than 2. You won't get extra marks.

Exanple Essay:

Corporate governance refers to the system of rules, practices, processes, and structures by which a company is directed and
controlled. It encompasses the relationships among a company's management, its board of directors, shareholders, and other
stakeholders. The primary objective of corporate governance is to ensure that the company operates in an ethical, transparent, and
accountable manner, safeguarding the interests of shareholders and promoting long-term value creation. Corporate governance can
be defined internally (by shareholders/ managers) or externally (by governments and international standard-setting bodies such as
ISO) and is important for all organisations Corporate governance is needed because you can't assume everyone will act ethically-
rules and procedures need to be written down and the organisation needs to have recourse for dealing with behaviour that falls
outside of what is accepted. Procurement's role in Corporate Governance includes control over finance and expenditure, ensuring
the supply chain is 'clean’ (i.e. not involved in unethical business practices such as child labour) and risk management.

Why having a corporate governance structure is important:

1) The procurement department has a 'stewardship' role - it controls large suns of organisation's funds. There are many
opportunities to commit fraud, make unethical or biased decisions so it's important that there are corporate governance structures in
place to prevent this. It protects the organisation from individuals with bad intent, scandal, and legal repercussions.

2) Strong Corporate Governance is required to successfully manage a supply chain. It's important to ensure good relationships-
suppliers need to see you as a 'good customer'. If your organisation is seen to be unethical or underhand, suppliers may not want to
work with you.

3) Financial impact - where corporate governance isn't implemented, there may be financial costs for the organisation. For exanple,
in the Public Sector if'a supplier successfully challenges a tender award, the buyer may have to award the value of the tender - so
there's financial impact on a company if corporate governance isn't followed.

Obstacle 1 - lack of senior management support

Unless there is buy-in from the senior leadership team it will not be possible for departments such as Procurement to implement
sound Corporate Governance procedures. Corporate Governance needs to be directed from the top of an organisation to ensure all
departments and staff give importance to this. If Senior Leadership are seen not to care about implementing or following Corporate
Governance, other staff won't care either. They need to lead by example to ensure the whole organisation 'buys into' the processes.
Obstacle 2 - Poor IT infrastructure.

For Corporate Governance to be effective, an effective IT system must be implemented. For example, to avoid fraud it's not just
necessary to have a written anti-fraud policy, there must be ways of checking that fraud isn't being committed. The way to do this is
to have an effective IT system which can flag anomaly payments and procurement activities outside of what is considered 'normal.
Therefore, having a poor IT infrastructure is a barrier to effective Corporate Governance.

In conclusion, corporate governance is essential for building trust among stakeholders and contributing to the overall success and
sustanability of a company. Effective governance structures and practices instil confidence in investors, enhance the company's
reputation, and foster a culture of responsibility and accountability throughout the organization. Good corporate governance is a
comerstone of sound business management and contributes to the long-term prosperity of the company.

Tutor Notes

- Corporate Governance becare a big thing in the 70s and 80s following high profile scandals and the collapse of several
companies. Investors were concerned about what companies were doing which led to increased control on the powers of directors
and greater transparency of corporate actions.

- Exanmples of Corporate Governance. Enron is a good real life example you could use: Impact of Bad Corporate Governance -
Corporate Fraud and Corruption: A Holistic Approach to Preventing Financial Crises (ebrary.net)

- This is a really good real-life example of Public Sector procurement gone wrong; Flawed nuclear tender sees

£100m payout to firms - BBC News

- Adding in somre real life exanples will take your essay froma Merit result (50-70%) to a Distinction (70% +)

- Another way this topic can come up as a question is describing the elements of corporate governance, or asking what a
procurement manager should do when corporate governance is broker/ not followed.

-LO3.1p.117

B #25
Describe the main characteristics of, and differences between, procuring goods, services and construction works (25 points)

Ef#:

-

See the solution inExplanation partbelow.

Explanation:

- there are a lot of components to this question so I would take a good 5 minutes to write out some bullet points on the
characteristics of each one, and on some differences. Then from your notes make this into an essay. The mark scheme isn't 100%



clear on how many characteristics and differences you need to name, so try and keep an equal split between the two areas. You
would probably need 2-3 characteristics of each, and 3 differences for a good score.

- Characteristics of goods: tangible, homogeneous, items tend not to perish quickly, can be stored

- Characteristics of services: intangible, heterogenous, inseparable (produced and consumed at the same time), no transfer of
ownership, perish upon use (i.e. cannot be stored)

- Characteristics of construction work: project-based procurement, includes procuring both goods and services, complex
procurement which has its own set of regulations (CDM2015).

- Differences between these

1) goods are not usually outsourced and services can be.

2) Complexity of the supply chain (goods and construction may have a complex supply chains, but service contracts usually only
involve 2 parties).

3) Timescales - construction work has a designated timescale but procurement of goods could be a one off or long-term contract,
services is usually a long-term contract.

Exanmple Essay

Introduction:

Procurement is a multifaceted field, and understanding the nuances between procuring goods, services, and construction works is
pivotal for effective management. This essay explores the main characteristics that differentiate these categories.

Tangble / Intangible:

Goods are tangible itens that can be physically seen and touched. For instance, raw materials like wheat and sugar in a
manufacturing organization are tangible goods. On the other hand, services are intangible-though the results can be observed, the
service itself cannot be touched. An example is a cleaning contract for a factory; while the effects of the cleaning are visble, the
service itself remains ntangible. Construction is usually a mixture of tangible and intangible procurement; the tangible is the
construction materials such as bricks and windows, and the intangible aspect is the labour to complete the project.
Heterogeneous / Homogeneous:

Goods are generally homogeneous, meaning they are always the same. For exanple, steel purchased for manufacturing purposes will
always be the same. In contrast, services areheterogeneous, varying each time they are rendered. Customer service, for instance, is
inherently different each time due to the dynamic nature of customer interactions. Construction could be either heterogeneous or
homogeneous depending on the project - is it a one off unique building, or is it a large housing estate of same-build properties?
Transfer of Ownership:

‘When goods are procured, there is a transfer of ownership. The product becomes the property of the buyer upon delivery and
payment. In contrast, services do not involve a transfer of ownership as there is no physical entity to transfer. In construction the
transfer of ownership is extremely complex and varies depending on the project. Usually the buyer will retan ownership of the land
throughout the project, but on some occasions the construction company may take ownership for insurance purposes.

Storable (Separable/ Inseparable):

Goods are storable, allowing for purchase on one day and use on another. For example a factory can buy in plastic to be used to
manufacture toys and this is stored in inventory until the time comes to make the toys.

However, services are consumed at the point of purchase, making them inseparable. The service is bought and utilized
simultaneously. Services cannot be stored. This is the same for construction.

Ability to Outsource:

Goods are rarely outsourced, as they are typically purchased directly from suppliers. Services, on the other hand, can be easily
outsourced-examples include outsourcing finance, cleaning, or security services.

Construction works are commonly outsourced, with external companies hired to execute projects.

Complexity of the Supply Chain:

Service contracts often involve a simple two-party relationship between the buyer and the supplier. Goods and construction,
however, may have complex supply chains. For example, procuring a pen involves a supply chain with various steps, including the
raw material supplier, manufacturer, and possibly a wholesaler.

Construction works often feature a tiered supply chain with subcontractors playing crucial roles.

Construction as a Hybrid:

Construction procurement represents a hybrid, incorporating elements of both goods and services. It mvolves hiring a service, such
as a bricklayer for laying bricks, while also procuring the tangble goods-bricks.

Separating goods from services in construction is challenging, as they are often intertwined, and both aspects are paid for
simultaneously.

Conclusion:

In conclusion, distinguishing between the procurement of goods, services, and construction works is essential for effective supply
chain management. The tangble or intangible nature, heterogeneity, transfer of ownership, storability, outsourcing potential, and
supply chain complexities offer a comprehensive framework for understanding the unique characteristics of each category.
Recognizing these distinctions empowers organizations to tailor their procurement strategies to the specific challenges and dynamics
associated with goods, services, and construction works.

Tutor Notes

- What a characteristic is can also be a difference. So for example you can say tangible is a characteristic of goods but tangibility is
also the main difference between goods and services. So don't worry too much about which order to write stuff in, or doing clear



sections for this type of essay. It all comes out in the wash.

- Other differences in procuring these include:

- Costs: procuring goods such as stationary for an office will be low-cost so may not require approval, but a service contract may
require management sign off. Procuring construction projects tend to be huge sums of money

- Where the budget comes from: goods and services may be operational expenditure and construction works capital expenditure.

- The level of risk involved in the procurement: goods tends to be quite low risk and construction high risk.

- Types of contract involved: procuring goods may be very simple and just require a PO, services is more complex so may require a
formal contract or Deed of Appointment. Construction projects will require a contract due to the high value and high risk of the
purchase

- Legslation - Goods = Sale of Goods Act, Construction - CDM Regulations 2015. Construction is much more heavily regulated
than services or goods. Note CDM regulations isn't part of CIPS. It's occasionally referenced in various modules but you don't have
to really know what it is. Just know it's the main legislation governing the construction industry. Construction - Construction Design
and Management Regulations 2015 (hse.gov.uk)

- Study guide LO 1.3.1 p. 40, but mainly p. 52 for services. NOTE the title of this learning outcome includes construction and it is
hardly mentioned in the study guide. Most of the above information on construction comes from my own knowledge rather than the
book.

HM #26
Explain what is meant by the term Inventory Management System? Describe MRP and ERP systenns explaining when they are used
and the advantages and disadvantages of using them (25 points)

Ef#:

R -

See the solution inExplanation partbelow.

Explanation:

How to approach this question:

- Definition of Inventory Management System - a system, usually a piece of digital software, that helps an organisation manage their
mventory. It oversees the process of ordering stock, receiving it, storing it and converting it into finished goods. Used predominantly
i manufacturing organisations. MRP and ERP are types of IMS.

- MRP - Material Requirements Planning- this is a planning, scheduling, and inventory control system used to manage manufacturing
processes. Most MRP systens are software-based. The aim s to automate and improve the efficiency of ordering and processing
raw materials.

- ERP - Enterprise Resource Planning - this system uses MRP but also includes other operations such as finance, so allows for
budgeting and forecasting, and customer relations. ERP gives an organisation a more holistic overview compared to MRP which just
focuses on manufacturing,

- When they are used - predominantly in the manufacturing industry for the ordering of goods. Not used for services. Used when
there is a lot of maths involved in figuring out how much of something to order and when e.g, a chocolate manufacturer who needs to
produce 50,000 chocolate bars a day. MRP / ERP helps the organisation know what to order, how much and when. It helps
achieve the 5 Rights of Procurement.

- Advantages - the advantages of MRP and ERP are very similar and in most cases the same: more accurate than manual processes,
quicker response times, automated process frees up people to complete more added value tasks, flexibility, has real time information
to inform on decision making, improved responsiveness to customers, improved supply chain management, reduction in costs.

- Disadvantages - expensive, complicated, can break down or be hacked (as they're digital systens), only as good as the
information put into them. training required to use.

Exanple Essay:

IMS

An Inventory Management System (IMS) is a software application or set of tools designed to oversee and optimize the management
of'a company's inventory. The primary goal of an inventory management system is to maintain an accurate record of stock levels,
streamline the procurement process, and ensure efficient order fulfilment. This system plays a crucial role in supporting businesses by
helping them avoid stockouts, reduce excess nventory, and enhance overall supply chain efficiency.

Inventory Management Systerms have the following fimctions: demand management (which assists with forecasting, and helps the
avoidance of overstocking), helps to control stock levels (by stating minimum and maximum levels), replenishiment of stock in line
with policies, allows automatic reordering when stock levels get low, tracks stock movements (e.g. around a warehouse), allows
comnumnication with suppliers and end users, and helps increase safety by ensuring stock isn't damaged or deteriorating,

MRP

MRP stands for Material Requirements Planning, and it is a computer-based nventory management and production planning system
used by businesses to optimize the management of materials, components, and finished products in the manufacturing process. MRP
is a key component of Enterprise Resource Planning (ERP) systemns, focusing specifically on the planning and control of materials
and production resources.



MRP systenms uses 3 main modules: 1. Master Production Schedule- information on customer orders, forecast orders, customer
requirenments and stock orders 2. Bill of Materials - the recipe / breakdown of components of the finished product and 3. Inventory
Status File - tells you the current stock levels.

How MRP works- For exanple, a customer wants to order a new sofa. 1. nput the customer order into MRP 2.

Check finished stock and if there's a sofa, give the customer that sofa. If there isn't a sofa in stock, the MRP system will look at the
Bill of Materials- looking at individual materials needed to make the sofa and will order these, factoring in lead times 3. confirmto
customer what the lead time is on getting their new sofa, based on delivery time of materials and time to make it.

MRP is a simple system - it doesn't take into account other business processes and can go wrong due to inaccurate or outdated
information.

Advantages of the MRP process include the assurance that materials and components will be available when needed, minimised
mventory levels, reduced customer lead times, optimised inventory management, and improved overall customer satisfaction.
Disadvantages to the MRP process include a heavy reliance on input data accuracy (garbage i, garbage out), the high cost to
implement, and a lack of flexibility when it comes to the production schedule.

ERP

This is business management software which is used to collect, store, manage, and interpret data from many business activities. It
uses MRP but also includes other operations such as finance, HR and customer services.

Therefore it's more powerful than MRP. Where MRP can tell you how much of something to order and what the lead times are,
ERP can also consider how many staff are available each day (by looking at holidays and sickness) and factor this nto the
manufacturing process. It can also produce accurate financial data, manage customer and supplier relationships.

ERP facilitates information flow between all business finctions and manages connections to outside stakeholders. SAP and Oracle
are examples of ERP systens. There is also ERP 11 - this extends the system to include links with suppliers and supply chain
stakeholders One of'the primary advantages of implementing an ERP system is the integration of information across various
departments. By providing a unified view of an organization's operations, an ERP system ensures that different functions work with
synchronized and consistent data, fostering improved decision-making and collaboration.

Operational efficiency is another significant benefit of ERP systens. Through the automation of routine tasks and streamlined
processes, organizations can achieve greater efficiency, reduce manual errors, and enhance overall productivity.

However, one of the primary disadvantages is the high initial implementation costs. Organizations must invest in software licenses,
training programs, and customization to align the ERP system with their specific needs.

The complexity of ERP systerrs and potential customization challenges can pose difficulties, requiring expertise and resources for
successful implementation.

Resistance to change among employees is a common hurdle when introducing ERP systens. Employees may be hesitant to adopt
new processes and technologies, leading to a slower transition period and potential inefficiencies during the learning curve.
Organizations also become dependent on ERP vendors for updates, support, and maintenance, and switching vendors can be
disruptive and costly.

In conclusion, while MRP and ERP systers offer numerous advantages in terms of operational efficiency, data integration, and
strategic planning, organizations must carefully weigh these benefits against the associated challenges. A well-planned and effectively
implemented system can contribute significantly to an organization's success, but the decision to adopt such a system should be
approached with a thorough understanding of both its advantages and potential drawbacks.

Tutor Notes

- This is a really hard topic if you don't have a manufacturing background. The way I think about it is this- imagine you're Cadbury's
and you're coming up to Easter. How much sugar do you need to buy and when do you need to buy it in order to make all your
Easter Eggs? Hard question right? Well MRP / ERP is the clever software that figures that all out for you. It will tell you how much
sugar needs to be bought on what day, in order for the delivery time to be right for manufacturing. It will consider storage costs and
how quickly Easter Eggs get made in the factory. It's honestly so clever. Feel free to use that example in your essay. Examples like
that show the examiner you understand the topic.

- Although they're fabulous systemns, using MRP and ERP systems doesn't guarantee success- at the end of the day they're just
software- the key to success is in the accuracy of the data that's inputted into the systens and how the systems are used. That would
make a strong conclusion.

- This is a good simple video that explains the topic: What is Materials Requirement Planning (MRP)?

(youtube.com) I also like watching How Its Made - a documentary series about factory life. You can find it on BBC Iplayer. If you
don't have a manufacturing background it helps give context to some of these dry subjects like MRP and Just-in-Time
manufacturing,

-LO34p. 175

B #27
Explain 5 stages of the sourcing cycle that occur in the pre-contract stage (25 points)

Ef#:
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See the solution in Explanation part below.

Explanation:

How to approach this question:

- The Sourcing Cycle is the first half of the CIPS Procurement Cycle and includes these steps:

1) Define Business Need

2) Market Analysis + Make vs Buy

3) Develop Strategy and Plan

4) Pre-Procurement Market Testing

5) Develop Documments and Specification

6) Supplier Selection

7) Issue Tender

8) Bid Evaluation

9) Contract Award and Implementation

Your response should detail 5 of these. It is a good idea to pick the ones you know most about and where there is more to write
about. You won't get any extra points for naming more than 5 so focus on getting as much detail down about 5, rather than
explaining more of them

Essay Plan

Introduction - explain what the sourcing cycle is - the stages of the procurement cycle before a contract is signed. It describes the
steps an organisation will take to source/ procures goods or services.

Paragraph 1 - Define the business need

How is the need identified? E.g. by end user, stores department, ERP system

Procurement should challenge this - is it really necessary? Suggest alternatives - this could be a key source of added value

Put together business case / requisition / project initiation document

What type of purchase? Straight rebuy, modified rebuy, new purchase

Decide on what type of specification would be best - Conformance vs performance specification

This stage may include early supplier involverment

Paragraph 2 - Market Analysis and Make vs Buy Decision

Create an Analysis by segmenting the market by buyer, product, distribution channel, geography, customer market etc.

Make vs Buy - use Carter's Matrix to decide whether the organisation should make vs buy.

Also consider outsourcing at this stage

Paragraph 3 - Documents and Specification

Draft documents. These may include a RFQ or ITT, a specification and a proposed form of contract

Specification may be conformance or performance based

A contract sets out the roles, rights, responsibilities and obligations of the parties and shows intention to enter into 'legal relations'
This stage defines the 'offer’ which becomes binding once other party accepts

Documentation may also include proposed KPIs and SLAs

Paragraph 4 - Supplier Selection

For a new purchase, supplier selection is very important - investigation should be proportionate to the value of the procurement. For
rebuys or low-risk purchases you could use the same supplier or a list of pre- approved suppliers.

You can locate potential suppliers by; catalogues, websttes, trade registers, market exchanges and review sites, trade or industry
press, fairs and conferences, networking and recommendations/ referrals.

You can shortlist suppliers by sending out a pre-qualification questionnaire. This adds value by reducing wasted time / costs / risks to
entering into a contract with the wrong supplier.

Other criteria for supplier selection include using Carter's 10 Cs (competency, consistency, capability, control, cost, cash, clean,
communication, culture, commitment), thesupplier's financial standing (e.g.

liquidity and gearing), references and considering their CSR policy.

Paragraph 5 - Issue Tender

Competitive bidding should only be done when there's sufficient time and resources available, there's sufficient suppliers in the
marketplace, they're keen to win business (ie that there's appetite for competition) and there is a strong specification

Best practice is to issue tenders electronically as it ensures equal treatment of suppliers and transparency

Consider open vs closed procurement processes

Use a cross-finctional team - particularly when marking responses

Conclusion - you could mention here that different sourcing activities may require more or less effort at each of the stages e.g.
procuring a new item may require more market analysis than a re-buy.

Tutor Notes:

- If you want to add in extra details, you could think about ways procurement can add value at each stage

- Inthe old syllabus, CIPS were a bit obsessed with Michael Porter. In the Market Analysis bit you could talk about using Porter's 5
forces (buyer and supplier power, threat of new entrants, threat of substitutions, supplier rivalry) and Porter's 3 generic strategies for
competing (cost leadership, differentiation, niche segment). This has been removed from the study guide so it's not essential to know
this for this module, but if you've seen it before it's a nice one to throw in.



- You could also mention that there are differences between the public and private sector procurement at the different stages. E.g.
Public Sector requires open competitions for contracts of a certain value and must follow the rules set out in Public Contract
Regulations - the private sector doesn't have such strict regulations so there is much more flexibility in how tenders are completed.
Also in the public sector, the evaluation criteria needs to be agreed beforehand and presented in the ITT- not the same for the
private sector.

- Study guide p.71
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