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CHAPTER 1: INTRODUCTION TO

PROCUREMENT AND SUPPLY

LI DEFINITION OF TERMS

In procurement and supply, understanding key terms is important for building a strong
foundation in the subject. These terms define the processes and activities involved in
obtaining goods, services, and works to meet an organisation's needs. Let’s begin by defining
procurement and its significance in the supply chain.

i) Procurement

Procurement refers to the process of obtaining goods, services, or works from an external
source. It includes activities such as identifying needs, selecting suppliers, negotiating
contracts, and managing the delivery of goods or services. Procurement is not just about
purchasing items but involves a strategic approach to ensure that the goods or services
acquired meet the organisation's requirements in terms of quality, cost, and time.
Key stages of procurement include:
e Needs Identification: Recognising and defining the requirements for goods, services,
or works.
o Supplier Selection: Evaluating and choosing suppliers based on factors like price,
quality, reliability, and delivery times.
o Contract Negotiation: Agreeing on terms and conditions with suppliers to ensure that
both parties are clear on the obligations.
e Order Fulfilment: Receiving and inspecting goods or services, ensuring that they
meet the agreed-upon specifications.
o Payment and Closure: Processing payment once the goods or services have been
delivered as per the contract.
The procurement process is critical in ensuring that an organisation can operate efficiently
and effectively by acquiring the necessary resources at the right time and cost.

ii) Purchasing

Purchasing is often used interchangeably with procurement, but it is more focused on the
actual process of buying goods or services. While procurement encompasses the entire
strategic process of sourcing and acquiring goods or services, purchasing refers specifically
to the transaction of buying the required items.
Purchasing involves the final steps in the procurement cycle, where an organisation formally
places an order for goods or services, receives them, and processes payment. This process is
more transactional and operational in nature, with less emphasis on strategic planning and
supplier relationship management, which are part of the broader procurement function.
Key stages of purchasing include:
e Placing the Order: Once a supplier has been selected, a purchase order (PO) is
issued, specifying the details of the goods or services being ordered, their price, and
delivery terms.
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e Order Confirmation: The supplier acknowledges the order, confirming the terms,
delivery date, and any other specific conditions.

e Receiving Goods or Services: The purchased goods or services are received, checked
against the purchase order to ensure they meet the specified requirements, and stored
or used as required.

o Invoice Processing and Payment: Once the goods are received, the supplier sends an
invoice. The purchasing department verifies the invoice and processes payment
according to the agreed terms.

While purchasing is a part of the larger procurement process, its focus is more on executing
the transaction effectively, ensuring that the right goods are acquired at the right price and
delivered in a timely manner.

iii) Supply Chain

The supply chain refers to the entire network of organisations, people, processes, and
resources involved in the creation, production, and distribution of a product or service. It
encompasses every stage from the initial sourcing of raw materials to the delivery of the final
product to the consumer. The supply chain includes all activities related to procurement,
manufacturing, transportation, storage, and logistics.
A well-managed supply chain ensures that products are delivered efficiently, on time, and at
the right cost. It aims to optimise the flow of materials, information, and funds across the
entire network, from suppliers to consumers.
Key components of the supply chain include:
1. Suppliers
These are the organisations or individuals who provide the raw materials or
components needed to make a product. Suppliers can range from those providing
basic materials like metals and plastics to those offering specialised components or
services.
2. Manufacturers
Manufacturers take raw materials and components from suppliers and turn them into
finished goods. This can involve various stages such as assembly, processing, or
packaging.
3. Distributors
Distributors handle the storage and transportation of goods from manufacturers to
retailers or other businesses. They may operate warehouses and manage the logistics
of moving products.
4. Retailers
Retailers are businesses or individuals who sell the finished products to end
consumers. Retailers can be physical stores, online platforms, or both.
5. Consumers
Consumers are the end-users who purchase and use the final product. Their needs and
preferences influence the entire supply chain, making customer satisfaction a key
focus for all stages of the supply chain.
6. Logistics and Transport
Logistics involves the movement, storage, and management of goods. Transport is a
key element of logistics, ensuring that products are delivered to the right place at the
right time.
7. Information Flow
Information is a critical part of the supply chain, ensuring all parties have the details
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they need to manage operations. It involves communicating order statuses, inventory
levels, forecasts, and customer feedback.
In a competitive business environment, an efficient and well-integrated supply chain can be a
significant advantage, enabling organisations to reduce costs, improve service levels, and
meet customer demands more effectively.

iv) Supply Chain Management

Supply Chain Management (SCM) is the process of overseeing and managing the flow of
goods, services, information, and funds across the entire supply chain. It involves
coordinating and optimising the various activities and stages within the supply chain, from
the initial sourcing of raw materials to the final delivery of products to consumers. SCM aims
to ensure that products are delivered in the most efficient, cost-effective, and timely manner
while meeting customer demands.
Effective supply chain management is critical for businesses to stay competitive, reduce
costs, enhance customer satisfaction, and improve operational efficiency.
Key components of Supply Chain Management include:
1. Planning
The first step in SCM involves planning. This includes demand forecasting, setting
inventory levels, and determining how to meet customer needs while managing costs.
Proper planning helps organisations anticipate demand, adjust production schedules,
and allocate resources effectively.
2. Sourcing
Sourcing involves identifying and selecting suppliers who can provide the required
materials, components, or services. It includes evaluating supplier performance,
negotiating contracts, and managing supplier relationships. Strategic sourcing ensures
that organisations have reliable sources for the materials they need, at the right price
and quality.
3. Manufacturing
Manufacturing is the stage where raw materials and components are transformed into
finished goods. SCM ensures that production processes are efficient, with minimal
waste, and that quality standards are maintained. It also involves managing production
schedules and capacity to meet demand on time.
4. Logistics and Distribution
Logistics is the management of how goods move throughout the supply chain. This
includes transportation, warehousing, and inventory management. SCM ensures that
products are moved and stored efficiently, and that they are delivered to customers on
time. Distribution is about getting the right products to the right place, at the right
time, and in the right condition.
5. Inventory Management
SCM involves maintaining the right balance of inventory. Effective inventory
management helps prevent stockouts or overstocking, which can lead to increased
costs or lost sales. It includes tracking inventory levels, managing reorder points, and
ensuring that the right amount of stock is available to meet customer demand.
6. Coordination and Collaboration
Effective SCM requires collaboration between all supply chain partners, including
suppliers, manufacturers, distributors, and retailers. Sharing information and working
together ensures that the supply chain operates smoothly and that any issues or
disruptions can be addressed quickly.
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7. Customer Service
Customer service is a key element of SCM. It involves ensuring that customers
receive the right products at the right time and in the right condition. SCM aims to
meet customer expectations by providing quality service, fast delivery, and accurate
order fulfilment.
8. Returns and Reverse Logistics
Returns management, also known as reverse logistics, is the process of handling
product returns, exchanges, or repairs. An efficient reverse logistics system helps
businesses manage returned goods and recycle or dispose of them properly.
9. Technology Integration
Technology plays a vital role in modern supply chain management. Technologies such
as Enterprise Resource Planning (ERP) systems, Radio Frequency Identification
(RFID), and data analytics help businesses monitor and optimise their supply chain
operations. These tools enable real-time tracking, demand forecasting, and inventory
management, leading to more informed decision-making.
Importance of Supply Chain Management:
Effective supply chain management is essential for businesses to maintain profitability and
competitiveness. A well-managed supply chain helps:
e Reduce costs by optimising processes and eliminating inefficiencies.
o Improve customer satisfaction by ensuring timely and accurate deliveries.
o Increase flexibility by responding quickly to changes in demand or market
conditions.
o Enhance product quality by selecting the best suppliers and ensuring consistent
production standards.

v) Materials Management

Materials Management is a critical component of supply chain management that focuses on
the planning, acquisition, storage, and movement of materials throughout the supply chain.
The goal of materials management is to ensure that the right materials are available at the
right time, in the right quantity, and at the right cost to support the manufacturing process or
service delivery.
Effective materials management helps companies maintain a smooth flow of production,
minimize costs, avoid stockouts, and reduce excess inventory. It involves the coordination of
various activities and stakeholders to ensure that materials are available when needed and are
stored properly to avoid wastage or damage.
Key components of Materials Management include:
1. Material Planning
Material planning involves forecasting the materials required for production based on
demand forecasts, production schedules, and historical data. The objective is to ensure
that sufficient materials are available for production without holding excessive
inventory. Tools such as Material Requirements Planning (MRP) or Enterprise
Resource Planning (ERP) systems are often used for material planning.
2. Procurement of Materials
Procurement is a part of materials management that involves acquiring the materials
needed for production. This includes identifying suppliers, negotiating terms and
prices, placing orders, and ensuring that materials are delivered on time. Effective
procurement ensures that quality materials are sourced at the best possible prices and
terms.
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Inventory Management
Inventory management ensures that the right quantity of materials is kept on hand to
meet production needs. It involves monitoring stock levels, ordering materials when
needed, and controlling stock to prevent both shortages and excess inventory. The
goal is to keep inventory levels low while ensuring that production can continue
without interruption.
o Stock Control: Managing inventory through systems such as Just-in-Time
(JIT), First-In-First-Out (FIFO), or Last-In-First-Out (LIFO).
o Reorder Points: Setting predefined levels of inventory at which new orders
should be placed to replenish stock before it runs out.
Storage and Handling
The efficient storage and handling of materials is essential to prevent damage, loss, or
waste. Materials should be stored in a way that makes them easy to access and use in
production. Proper labelling, shelf life tracking, and storage conditions are important
to ensure that materials remain in good condition and are used in a timely manner.
Distribution and Movement of Materials
Materials management also involves coordinating the movement of materials within
the production facility. This includes the transportation of materials from storage areas
to production lines and the removal of waste or excess materials. Efficient movement
of materials ensures that production schedules are met and that delays are minimized.
Quality Control
Ensuring the quality of materials is a key responsibility in materials management.
Quality control involves inspecting and testing materials to ensure they meet the
required specifications and standards before they are used in production. This helps to
prevent production delays due to substandard materials and reduces waste.
Supplier Relationship Management
Building strong relationships with suppliers is essential for effective materials
management. This involves ensuring that suppliers provide quality materials on time,
maintaining open communication, and working together to resolve any issues related
to material shortages, quality concerns, or delivery delays.
Waste Management
Materials management also involves managing waste. This includes tracking scrap or
unusable materials during the production process and ensuring that they are disposed
of or recycled properly. Minimizing waste is not only cost-effective but also supports
sustainability goals.
Inventory Optimization
Effective materials management involves optimising inventory levels to balance the
cost of holding inventory with the need to meet production demands. This includes
strategies such as:
o Economic Order Quantity (EOQ): A formula used to determine the ideal
order quantity that minimises total inventory costs.
o Safety Stock: Additional inventory kept as a buffer to prevent stockouts
caused by demand fluctuations or supply chain disruptions.

Importance of Materials Management:

Cost Control: Proper materials management ensures that materials are purchased at
competitive prices and that excess inventory is avoided, reducing costs related to
storage and stockholding.

Efficient Production: By ensuring the timely availability of materials, materials
management helps keep production running smoothly and prevents delays.
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o Improved Cash Flow: Efficient use of materials helps reduce working capital tied up
in excess inventory, improving cash flow and financial flexibility.

e Customer Satisfaction: Timely delivery of quality products depends on the
availability of the right materials. Effective materials management helps meet
customer demands and maintain high levels of satisfaction.

vi) Warehousing

Warehousing is a critical element of supply chain management that involves the storage of
goods and materials until they are needed for production or sale. It encompasses the activities
involved in receiving, storing, managing, and distributing goods. Warehouses serve as central
hubs in the supply chain, helping businesses manage inventory and ensure that products are
readily available when needed.
Effective warehousing ensures that products are stored safely and efficiently, reducing costs,
and improving the speed of order fulfilment. It also plays a key role in maintaining stock
levels, reducing lead times, and facilitating the smooth movement of goods through the
supply chain.
Key components of Warehousing include:

1. Receiving and Inspection

o Receiving refers to the process of accepting goods into the warehouse. When
goods arrive, they are checked for accuracy against the purchase order to
ensure the correct items and quantities have been delivered.

o Inspection ensures that the received goods meet the required quality
standards. This can include checking for damage, defects, or discrepancies in
quantity. If the goods don't meet specifications, they may be returned to the
supplier or placed in quarantine until further action is taken.

2. Storage

o Storage involves placing goods in the warehouse in an organised manner to
make it easy to retrieve them later. The layout of the warehouse is essential for
efficient storage, and products are often stored based on factors such as size,
frequency of use, and product type.

o Storage Systems: Warchouses use various storage methods such as shelving,
pallet racking, and bin storage to manage different types of products. For
example, bulk items may be stored on pallets, while smaller or specialised
products might be placed on shelves or in bins.

3. Inventory Control

o Inventory control ensures that the right amount of stock is available in the
warehouse without overstocking or understocking. Inventory management
systems (IMS) track stock levels, monitor demand, and help manage
reordering.

o Stocktaking: Regular physical counts (inventory audits) are essential to
ensure that actual stock levels match the recorded figures. This helps prevent
stockouts and ensures that the warehouse is running efficiently.

4. Order Fulfilment

o Order fulfilment is the process of picking, packing, and shipping the right
products to customers or retail stores. When a customer order is received, the
warehouse staff pick the items from storage, pack them according to the order
specifications, and prepare them for dispatch.

o Picking Methods: Different methods of picking may be used, including:

= Single order picking: Picking items for one order at a time.
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= Batch picking: Picking items for multiple orders in one go.
= Zone picking: Assigning workers to different zones within the
warehouse to pick items for various orders.
5. Packaging
o Packaging involves preparing goods for safe transport. This includes ensuring
that products are packed securely to prevent damage during transportation, as
well as meeting regulatory or branding requirements.
o Labelling: Proper labelling ensures that products are easily identified and
tracked, particularly in larger warehouses with high-volume inventory.
6. Shipping and Dispatch
o Shipping and dispatch is the final stage in the warehousing process, where
goods are sent out to customers, retailers, or other locations. This includes
selecting the appropriate mode of transport, generating shipping documents,
and ensuring that deliveries meet customer timelines.
7. Warehouse Layout and Design
o The layout of the warehouse plays a significant role in its efficiency. A well-
designed warehouse reduces the time taken to retrieve products, streamlines
workflows, and minimises costs. Key design considerations include:
* Product placement: Placing fast-moving items closer to the dispatch
area.
= Accessibility: Ensuring that aisles are wide enough for efficient
movement of goods.
= Flow of goods: Creating a logical flow of materials to reduce
congestion and delays.
8. Technology in Warehousing
o Modern warehouses use various technologies to improve efficiency and
accuracy. These include:
=  Warehouse Management Systems (WMS): Software that helps track
inventory levels, manage orders, and optimise warehouse processes.
= Automated Guided Vehicles (AGVs): Robots used for moving goods
around the warehouse.
= RFID and Barcode Scanning: Technologies used to track and manage
inventory in real time.
9. Safety and Compliance
o Health and safety: Ensuring the safety of warehouse staff is a priority. Proper
training, safety equipment, and hazard management systems help prevent
accidents.
o Compliance: Warehouses must comply with industry regulations, such as
those related to food safety, hazardous materials, and environmental standards.
Importance of Warehousing in Supply Chain Management:
o Efficient Order Fulfilment: Proper warehousing ensures that products can be picked,
packed, and shipped quickly, improving customer satisfaction.
o Cost Reduction: Efficient use of warehouse space and inventory control helps reduce
costs related to excess stock, stockouts, and storage.
o Improved Inventory Visibility: Technology used in modern warehouses helps
provide real-time updates on stock levels, enabling better decision-making.
e Scalability: Well-managed warehouses allow businesses to scale up their operations
as demand grows, supporting business expansion.

vii) Distribution
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Distribution is a key element of supply chain management that involves the process of
getting products from the manufacturer or supplier to the end customer. It includes all
activities related to the movement of goods and services, such as transportation, storage,
order fulfilment, and delivery. Distribution plays a vital role in ensuring that customers
receive products in the right quantity, at the right time, and in the right condition.
Effective distribution strategies are essential for businesses to meet customer expectations,
minimise costs, and maintain a competitive edge. It is an integral part of logistics
management and requires close coordination with other supply chain activities.
Key components of Distribution include:

1. Transportation

o Transportation is the movement of goods from one location to another. It is
the most visible part of the distribution process and plays a significant role in
the overall cost and time efficiency of the supply chain.

o There are several modes of transportation, each suitable for different types of
products and delivery needs:

= Road transportation (trucks, vans): Suitable for short- to medium-
distance deliveries.

= Rail transportation: Used for bulk goods over long distances.

= Air transport: Fast but expensive, typically used for high-value or
urgent shipments.

= Sea freight: Cost-effective for bulk goods but slower, suitable for
international shipping.

o The choice of transportation method depends on factors such as cost, speed,
distance, and the nature of the goods being transported.

2. Warehousing and Storage

o Warehousing is an essential part of the distribution process, as it involves
storing goods in a strategic location before they are dispatched to customers.
Efficient warehouse management ensures that goods are readily available for
distribution when needed.

o Distribution centres (DCs) are specialized warehouses that are designed to
receive, store, and then quickly ship products to customers. They help
streamline the flow of goods and reduce lead times in distribution.

3. Order Fulfilment

o Order fulfilment refers to the process of receiving, picking, packing, and
shipping customer orders. It is critical to delivering goods accurately and on
time to customers.

o The order fulfilment process typically involves:

= Order receipt: Capturing and verifying customer orders.
= Picking: Selecting the correct items from the warehouse.
= Packing: Ensuring that products are securely packaged for shipment.
= Shipping: Transporting the packed products to the customer or retail
outlet.
4. Inventory Management

o Effective inventory management is crucial in distribution. It involves
tracking inventory levels, managing reorder points, and ensuring that the right
amount of stock is available at the right time.

o Distribution centres must balance the need to have enough stock to meet
demand while avoiding overstocking, which can tie up capital and lead to
excess inventory costs.

5. Channel Management
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o Distribution channels are the routes through which goods travel from the
manufacturer to the end customer. These channels can be either direct or
indirect:

= Direct distribution: Selling directly to the consumer via company-
owned stores, e-commerce platforms, or direct sales.

= Indirect distribution: Involves intermediaries such as wholesalers,
retailers, or agents who sell the goods on behalf of the manufacturer.

o The choice of distribution channel depends on factors such as product type,
customer preferences, market reach, and cost considerations.

6. Last-Mile Delivery

o Last-mile delivery refers to the final step in the distribution process, where
goods are delivered from the distribution centre or retail store to the
customer’s doorstep. This is a critical part of the customer experience, as it
directly impacts delivery speed, cost, and reliability.

o Efficient last-mile delivery is essential for customer satisfaction, and
businesses are increasingly using technologies such as route optimization
software and delivery tracking to improve efficiency in this area.

7. Customer Service and Returns Management

o Distribution also involves ensuring that customers are satisfied with the
products and services they receive. Providing accurate tracking information,
quick delivery, and responsive customer service enhances the customer
experience.

o Returns management, also known as reverse logistics, is the process of
handling product returns, repairs, or exchanges. Efficient returns management
is essential for maintaining customer satisfaction and improving long-term
loyalty.

8. Technology in Distribution
o Technology plays a significant role in improving distribution efficiency.
Various tools and systems help to streamline the process, such as:
=  Warehouse Management Systems (WMS): Software that helps
manage warehouse operations, including inventory tracking, order
fulfilment, and shipping.
= Transportation Management Systems (TMS): Software that helps
optimize shipping routes, manage carriers, and reduce transportation
costs.
= Real-Time Tracking: Enables businesses and customers to track
shipments in real time, providing transparency and improving
customer service.
Importance of Distribution in Supply Chain Management:
o Timely Delivery: Efficient distribution ensures that customers receive their products
on time, which is crucial for customer satisfaction.
o Cost Efficiency: Properly managing distribution helps reduce transportation,
warehousing, and handling costs, improving overall profitability.
o Competitive Advantage: A well-managed distribution system can provide businesses
with a competitive edge by offering faster delivery, lower costs, and better service.
e Customer Satisfaction: The distribution process directly impacts customer
satisfaction by ensuring that products are delivered accurately, safely, and on time.

viii) Logistics
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Logistics refers to the planning, implementation, and control of the movement and storage of
goods, services, and information throughout the supply chain. It is a broad function that
encompasses the entire journey of goods from the point of origin to the point of consumption.
Logistics involves a range of activities, including transportation, warehousing, inventory
management, and order fulfilment.

In simple terms, logistics ensures that the right products reach the right place, at the right
time, in the right condition, and at the right cost. Effective logistics management is essential
for businesses to reduce costs, enhance customer satisfaction, and improve operational

efficiency.

Key components of Logistics include:
1. Transportation

O

Transportation is one of the most important aspects of logistics. It involves
the physical movement of goods from one location to another. Businesses use
different modes of transportation, such as:

= Road transport (e.g., trucks, vans)

= Rail transport (e.g., trains)

= Air transport (e.g., airplanes)

= Sea transport (e.g., ships)
The choice of transportation depends on factors like cost, speed, distance, and
the nature of the products. Transportation is often the most expensive and
time-consuming part of logistics, so businesses seek to optimise it to improve
efficiency.

2. Warehousing and Storage

O

Warehousing involves storing goods before they are distributed to customers
or retailers. It includes receiving, organising, and managing inventory in a way
that allows for easy retrieval when needed.
Types of warehouses include:
= Public warehouses: Owned by third parties and rented out to
businesses.
= Private warehouses: Owned by companies for their own use.
= Distribution centres: Specialized warehouses designed for quick
turnaround and shipping of goods to customers.
Efficient storage and inventory management ensure that goods are available
when required, reducing stockouts and excess inventory.

3. Inventory Management

O

Inventory management involves tracking the movement of goods within a
warehouse, from the supplier to the customer. Proper inventory management
ensures that businesses have enough stock to meet demand without
overstocking.
Key activities include:
= Stock control: Monitoring inventory levels and replenishing stock
when needed.
= Reorder points: Setting thresholds at which new stock should be
ordered to avoid running out of inventory.
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3.3 PROCUREMENT OF GOODS

Procurement of goods refers to the process of acquiring tangible items or materials that an
organisation needs for its operations. These goods may include raw materials, finished
products, components, machinery, office supplies, and any other physical products that
support the organisation's activities. The procurement process ensures that the right goods are
obtained at the right price, quality, and delivery schedule to meet the organisation's needs,
whether for production, inventory replenishment, or daily operations.

The procurement of goods is a critical aspect of the broader procurement function, and it
involves several stages and considerations to ensure efficiency, cost-effectiveness, and
quality.

Key Stages in the Procurement of Goods

1. Identifying the Need for Goods

e The procurement process starts with the identification of the need for goods. This

could arise from various sources, such as:
o Production requirements: Raw materials or components needed for
manufacturing processes.
o Inventory replenishment: Goods required to restock inventory levels.
o Operational needs: Office supplies, tools, machinery, or any other goods
necessary for business operations.
The need for goods must be clearly defined, including the required quantity, quality,
specifications, and delivery timeframe.
2. Defining Specifications and Requirements

e Once the need is identified, the next step is to define the specifications and
requirements for the goods being procured. This is crucial to ensure that the right
product is sourced, meeting the quality, functionality, and performance standards
required by the organisation.

e For example, when procuring raw materials, the specifications might include material
composition, dimensions, grade, and packaging requirements. For office supplies,
specifications could include brand preferences, quantity, and delivery frequency.

e Clear specifications help prevent misunderstandings with suppliers and ensure that the
procured goods meet the required standards.

3. Supplier Selection

o The next step is to identify and select suppliers who can meet the procurement
requirements. Supplier selection is a critical decision that impacts the cost, quality,
and reliability of the goods.

Key steps in supplier selection include:

e Market research: Researching potential suppliers based on factors such as
reputation, experience, capacity, and track record.

e Request for Information (RFI) or Request for Quotation (RFQ): An RFI is used to
gather general information from suppliers, while an RFQ is used to request price
quotes for specific goods. These documents provide organisations with the necessary
data to make an informed choice.

o Supplier evaluation: Evaluating suppliers based on various criteria such as:
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Price competitiveness
Product quality and reliability
Delivery timelines

Payment terms

Customer service and support

o O O O O

o Compliance with regulations and sustainability practices
Supplier selection should aim to establish long-term, mutually beneficial relationships with
reliable suppliers.
4. Negotiating Terms and Conditions
o After selecting a potential supplier, the next step is negotiating terms and
conditions. This includes agreeing on price, delivery schedules, payment terms,
warranties, and any other contractual obligations.
Important terms to negotiate include:
e Price and payment terms: Negotiating the price of the goods, including discounts,
taxes, and the payment schedule (e.g., net 30, cash on delivery).
e Delivery schedule: Defining when and how the goods will be delivered, including
lead times, delivery method (e.g., air, sea, truck), and shipping costs.
e Quality assurance: Establishing quality control standards to ensure that the goods
meet the required specifications.
e Return and warranty policies: Setting out the terms for returning goods if they are
defective or do not meet specifications.
Clear negotiations ensure that both parties understand their responsibilities, which helps
avoid conflicts and improves the efficiency of the procurement process.
5. Creating and Issuing a Purchase Order
e Once the terms are agreed upon, a purchase order (PO) is issued to formalise the
transaction. The PO serves as a legal document that outlines the goods being
procured, the agreed-upon price, delivery terms, and any other contractual details.
e The purchase order is sent to the supplier, who will acknowledge and accept it,
confirming their commitment to fulfilling the order as per the agreed terms.
e The PO acts as a reference point for tracking the procurement process and is used for
invoicing and payment once the goods are received.
6. Receipt and Inspection of Goods
o After the goods are delivered, they are received and inspected to ensure that they meet
the agreed-upon specifications and quality standards.
o Key activities during this phase include:
o Verifying quantity and specifications: Checking that the correct quantity and
types of goods have been delivered according to the purchase order.
o Quality inspection: Inspecting the goods for any damage, defects, or non-
compliance with the specifications.
o Documentation: Ensuring that all shipping documents, such as invoices and
delivery notes, match the received goods.
Any discrepancies or quality issues should be addressed promptly by contacting the supplier
for returns, replacements, or adjustments.
7. Inventory Management and Storage
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After receiving and inspecting the goods, they are stored in the appropriate inventory
or warehouse location until they are needed for production or distribution. Proper
storage ensures that the goods are protected and remain in good condition.

Inventory management systems are used to track the movement and quantity of
goods, ensuring that there is enough stock available to meet production or customer
demand.

Stock rotation methods like FIFO (First In, First Out) are used for perishable goods
to ensure that older items are used first.

8. Payment and Record Keeping

Once the goods are received and verified, payment is made according to the agreed
payment terms. This may involve processing invoices, ensuring that all conditions of
the contract have been met before issuing payment.

Accurate record keeping is essential for managing procurement, tracking expenses,
and ensuring compliance with financial regulations. Purchase orders, invoices,
receipts, and quality inspection reports should be properly documented and stored.

Benefits of Effective Procurement of Goods

1.

Cost Savings: By selecting reliable suppliers, negotiating favourable terms, and
managing inventory effectively, businesses can reduce procurement costs and
maximise value for money.

Improved Quality: A well-managed procurement process ensures that goods meet the
required specifications and quality standards, leading to fewer defects, rework, or
returns.

On-Time Delivery: Effective procurement planning and supplier management help
ensure that goods are delivered on time, supporting production schedules and
customer satisfaction.

Supply Chain Efficiency: Proper procurement of goods ensures that the supply chain
operates smoothly, reducing stockouts, delays, and inefficiencies that can disrupt
production or sales.

Risk Mitigation: By selecting multiple suppliers, negotiating clear contracts, and
implementing effective inspection and monitoring processes, organisations can
mitigate risks associated with supplier performance, quality issues, or delivery delays.

Challenges in the Procurement of Goods

1.

4.

Supply Chain Disruptions: Global events such as pandemics, natural disasters, or
geopolitical tensions can cause delays in procurement and delivery.

Supplier Reliability: Finding and maintaining reliable suppliers who can meet
quality, price, and delivery standards can be challenging, especially when sourcing
globally.

Cost Fluctuations: Prices for raw materials, energy, and transportation can fluctuate,
affecting procurement costs and profitability.

Regulatory Compliance: Ensuring that goods meet legal and regulatory requirements
in different markets can be complex, especially in industries such as pharmaceuticals,
food, and chemicals.
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34 PROCUREMENT OF WORKS

Procurement of works refers to the process of acquiring construction-related services,
infrastructure, or other large-scale projects that involve physical work, such as the
construction of buildings, roads, bridges, facilities, and other major infrastructure projects.
Unlike the procurement of goods or services, procurement of works typically involves long-
term projects that require complex planning, substantial investment, and coordination among
various stakeholders, including contractors, engineers, architects, and government or private
sector entities.

The procurement of works is a vital process for organisations involved in construction,
infrastructure development, or public works projects. It ensures that the right contractors are
chosen, works are completed on time, within budget, and according to the required
specifications and quality standards.

3.4.1 Key Stages in the Procurement of Works

1. Identifying the Need for Works

e The procurement process for works begins with identifying the need for construction
or infrastructure development. This could be for building a new facility, expanding an
existing one, constructing roads, bridges, or implementing a large-scale infrastructure
project.

e The need is typically defined in a project brief, which includes the project's
objectives, scope, and required outcomes. The brief serves as the foundation for all
subsequent procurement activities.

2. Defining the Project Scope and Specifications

e After identifying the need, the next step is to define the scope of work and technical
specifications for the project. This involves outlining the precise tasks, deliverables,
and technical requirements that the work must meet.

o This stage includes:

o Design and engineering: Detailed architectural and engineering designs that
outline how the project will be constructed and what materials, techniques,
and technologies will be used.

o Bill of Quantities (BoQ): A document that lists all the materials, components,
and work required to complete the project, including quantities,
measurements, and unit prices.

o Project timeline: The expected timeline for completion, including milestones
and deadlines for different stages of the project.

o Budgeting and cost estimates: A detailed cost estimate that defines the
expected financial investment required for the project.

The scope and specifications guide the procurement process and ensure that the work is
completed according to the organisation’s objectives and quality standards.
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3. Procurement Method Selection

Depending on the project’s complexity, size, and funding, different procurement
methods may be chosen to select contractors and manage the construction process.
Common procurement methods for works include:

o Traditional Procurement: Involves separate contracts for design and
construction, where the client first hires a designer (architect or engineer) and
later appoints a contractor to perform the construction. This method is well-
suited for well-defined projects.

o Design and Build: The contractor is responsible for both the design and
construction of the project. This method can reduce project duration and
streamline the process but may limit the client's control over design.

o Management Contracting: A management contractor is hired to manage and
oversee the work of subcontractors. The client typically retains control over
the design and contracts directly with individual subcontractors.

o Construction Management: The client appoints a construction manager who
is responsible for managing the various subcontractors. This method provides
flexibility and allows the client to have greater control over the project.

o Public-Private Partnership (PPP): In this method, the private sector partners
with the public sector to deliver a project. It typically involves the private
sector designing, financing, and managing the project, while the public sector
retains ownership.

The selection of the procurement method will depend on the project's scale, complexity, risks,
and the organisation's objectives.

4. Tendering and Selection of Contractors

Tendering is a competitive process used to select contractors for the project. It
involves inviting qualified contractors to submit bids to carry out the work.

Steps involved in the tendering process:

Preparation of Tender Documents: Tender documents, including the scope of work,
specifications, BoQ, and terms and conditions, are prepared and issued to potential
contractors.

Invitation to Tender (ITT): The organisation invites contractors to submit bids or
proposals to carry out the work. The ITT usually includes information on the project,
timelines, and budget.

Evaluation of Bids: Bids submitted by contractors are evaluated based on various
criteria, including price, technical expertise, past experience, and compliance with the
project specifications.

Contract Award: Once the best bid is selected, a contract is awarded to the chosen
contractor. The contract will outline the terms of payment, project timelines, quality
standards, and other key details.

The tendering process ensures transparency, fairness, and competition in the selection of
contractors.
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5. Contract Negotiation and Signing

e After selecting the contractor, the organisation enters into detailed contract
negotiations to finalise terms. The contract will cover various aspects of the project,
including:

o Price and payment terms: The agreed amount for the work, payment
schedules, and any provisions for change orders or price adjustments.

o Project timeline: The start and completion dates, along with any penalties for
delays.

o Scope of work: The detailed breakdown of the work, including all
deliverables and milestones.

o Performance guarantees: Terms that ensure the contractor meets the quality
and safety standards during construction.

o Dispute resolution: Mechanisms for resolving disagreements between the
client and contractor.

Once both parties agree on the terms, the contract is signed, and the project is officially
underway.

6. Monitoring and Managing the Project

e Throughout the construction phase, the client or project manager must closely monitor
the contractor’s performance to ensure that the work is completed according to the
specifications, on time, and within the budget.

o Key activities during this stage include:

o Progress reporting: Regular updates on the status of the project, including
any issues, delays, or changes to the scope of work.

o Quality assurance: Ensuring that the work meets the required quality
standards through regular inspections, tests, and audits.

o Risk management: Identifying and mitigating risks that may impact the
project, such as delays, cost overruns, or safety issues.

7. Project Completion and Handover

e Once the work is completed, the final inspection and quality checks are carried out. If
the work meets the contract specifications, the project is considered complete.

o Handover: The completed works are handed over to the client, and any necessary
documentation, including warranties, operation manuals, and maintenance schedules,
is provided.

o Final Payment: The final payment is made to the contractor, and the contract is
closed.

8. Post-Construction and Maintenance

o In some cases, there may be post-construction obligations, such as maintenance or
warranty periods. These terms are typically included in the original contract.

e Warranty: Contractors often provide a warranty for their work, ensuring that any
defects or issues that arise after completion are rectified.
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