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PREFACE 
 

Welcome to "Mastering Procurement in Supply Chain Management". In an era where 

efficiency and strategic sourcing are paramount, understanding procurement is 

essential for aspiring professionals in the field. This book is crafted specifically for 

polytechnic students, blending theory with practical insights to prepare you for real-

world challenges. 

Here, you will explore the procurement order cycle, delve into various types of 

procurement, and discover the transformative power of e-procurement. Each chapter 

is filled with engaging examples and exercises designed to enhance your learning 

experience and foster critical thinking.  

Our goal is to ignite your passion for procurement and equip you with the skills needed 

to thrive in today’s dynamic supply chain environment. Join me on this journey to 

unlock the secrets of effective procurement and become a valuable asset in any 

organization. 

Thank you for choosing this e-book as your guide. Let’s get started! 

 

 

Anbukkarasu Paramasivam, CMILT 

Noel Marcellus Micheal  

Nur Hazwani Binti Nerrahim  
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CHAPTER 1 

Introduction to Procurement 

 

1.1 Concept of Procurement  

 
Learning procurement is crucial because it equips individuals with the skills to manage 

an organization's purchasing process efficiently, ensuring cost savings, quality, and 

timely delivery. For example, a company that understands procurement can negotiate 

better deals with suppliers, reducing costs while maintaining high-quality standards. 

This was evident when a manufacturing firm implemented strategic procurement 

practices, resulting in a 15% reduction in material costs and a significant improvement 

in production timelines, ultimately boosting their competitiveness in the market. 

Understanding procurement not only enhances operational efficiency but also 

contributes to the overall success and sustainability of the organization. 

 

1.1.1 Definition of Procurement 

 
Procurement refers to the process of acquiring goods, services, or works from an 

external source, often through a competitive process. It ensures that the organization 

gets the right products or services at the right time, quality, and cost. 

 

Example: A company needing office supplies will assess its requirements, identify 

potential suppliers, and negotiate prices and terms. 

 

1.1.2 Objective of Procurement 

The primary objectives of procurement include: 

a) To acquire the necessary goods and services to meet the company's 

needs. This includes everything from office supplies to raw materials to equipment. 

 

b) To obtain the goods and services at the best possible price. This means 

negotiating with suppliers to get the lowest possible prices and terms. 
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c) To ensure that the goods and services meet the company's quality 

standards. This includes inspecting goods before they are accepted and working 

with suppliers to improve quality.  

 

d) To ensure that deliveries are made on time. This is important to ensure that the 

company can function effectively and that customers get the products or services 

they are paying for. 

 

e) To build strong relationships with suppliers. This means working with suppliers 

to develop long-term partnerships and to resolve any problems that may arise. 

 

f) To comply with all applicable laws and regulations. This includes ensuring that 

all procurement activities are conducted in a fair and transparent manner. 

 

1.1.3 Role of Procurement 

Procurement plays a crucial role in ensuring the success of an organization. Its main 

roles include: 

a) Sourcing: The procurement department is responsible for identifying and qualifying 

suppliers. This includes researching the market, developing supplier lists, and 

conducting due diligence. 

b) Negotiation: The procurement department is responsible for negotiating contracts 

with suppliers. This includes negotiating prices, terms, and conditions. 

c) Supplier relationship management: The procurement department is responsible 

for managing relationships with suppliers. This includes building trust, resolving 

problems, and developing long-term partnerships. 

d) Compliance: The procurement department is responsible for ensuring that all 

procurement activities comply with applicable laws and regulations. This includes 

ensuring that all contracts are fair and transparent. 

e) Reporting: The procurement department is responsible for reporting on 

procurement activities. This includes reporting on spend, supplier performance, and 

risk management. 
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1.1.4 Procurement General Process in Sequence 

 

1’st Process: Need Identification 

Purpose: To recognize and document the requirement for goods or services within 

the organization. 

Activities: 

⮚ Departments identify their needs. 

⮚ Documenting the specifics of the requirement. 

⮚ Submitting the need to the procurement department. 

Example: A marketing department identifies the need for promotional materials for an 

upcoming campaign and documents the types and quantities of materials required. 

 

2nd Process: Vendor Selection 

Purpose: To find and select the most suitable vendor who can provide the required 

goods or services at the best value. 

Activities: 

⮚ Researching potential vendors. 

⮚ Sending out Requests for Proposal (RFP) or Requests for Quotation (RFQ). 

⮚ Evaluating vendor responses based on criteria such as cost, quality, and 

reliability. 

Example: The procurement team sends an RFQ to multiple printing companies and 

evaluates their quotes to select the one offering the best combination of price and 

quality. 

 

3rd Process: Purchase Requisition 

Purpose: To formally request the procurement of goods or services and obtain 

necessary approvals. 
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Activities: 

⮚ Creating a purchase requisition document. 

⮚ Including details like item description, quantity, and price. 

⮚ Submitting the requisition for approval. 

Example: The marketing department creates a purchase requisition for 1,000 

brochures, specifying the design, paper quality, and cost, and submits it for managerial 

approval.  

 

4th Process: Purchase Order 

Purpose: To create a formal agreement between the organization and the vendor for 

the purchase of goods or services. 

Activities: 

⮚ Generating a purchase order (PO) based on the approved requisition. 

⮚ Sending the PO to the selected vendor. 

Example: After approval, the procurement team generates a PO for the brochures 

and sends it to the chosen printing company, detailing the agreed terms and 

conditions. 

 

5th Process: Order Fulfilments 

Purpose: To receive and verify the goods or services delivered by the vendor. 

Activities: 

⮚ The vendor delivers the goods or services. 

⮚ The receiving department inspects the delivery to ensure it meets the required 

specifications. 

Example: The printing company delivers the brochures to the marketing department, 

which checks the quantity and quality against the PO specifications. 
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6th Process: Invoice and Payment 

Purpose: To process the vendor's invoice and make the payment as per the agreed 

terms. 

Activities: 

⮚ The vendor sends an invoice to the purchasing department. 

⮚ The finance department verifies the invoice and processes the payment. 

Example: The printing company sends an invoice for the brochures, and the finance 

department processes the payment within the agreed 30-day period. 

 

7th Process: Record Keeping 

Purpose: To maintain accurate records of all procurement activities for future 

reference and audits. 

Activities: 

⮚ Storing all related documents, including purchase orders, invoices, and delivery 

receipts. 

Example: The procurement team files the PO, delivery receipt, and invoice for the 

brochures in the organization's procurement records. 

 

8th Process: Supplier Evaluation 

Purpose: To assess the performance of the vendor and inform future procurement 

decisions. 

Activities: 

⮚ Evaluating the supplier based on criteria such as delivery time, quality, and 

service. 

Example: After the brochures are delivered, the procurement team evaluates the 

printing company's performance and records the evaluation for future reference. 
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1.1.5 Purchase Requisitions, Forms, and Records 

In procurement, various forms and documents are involved to facilitate the process, 

ensure transparency, and maintain proper records. These documents serve as proof 

of transactions and help in communication between departments and suppliers. 

Table 1: Forms and Documents Involved in Procurement 

Documents  Definition Purpose Contents Examples  

Purchase 

Requisition 

Form 

A document 

used by 

departments to 

formally 

request the 

purchase of 

goods or 

services. 

To inform the 

procurement 

department of 

the need for 

specific items or 

services. 

- Item description 

- Quantity required 

- Justification for 

the purchase 

- Budget or 

account details 

- Authorized 

signature 

The IT 

department 

submits a 

requisition form 

to purchase 10 

laptops. 

Request for 

Quotation 

(RFQ) 

A document 

sent to 

suppliers to 

obtain price 

and availability 

information for 

goods or 

services. 

To gather 

competitive bids 

from suppliers. 

- Specifications 

of the required 

items 

- Quantity 

- Delivery 

timelines 

- Terms and 

conditions 

A 

manufacturing 

firm sends an 

RFQ to three 

suppliers for 

raw materials 

like steel 

sheets. 

Purchase 

Order (PO) 

A formal 

document 

issued by the 

buyer to the 

supplier to 

confirm the 

order. 

Acts as a legally 

binding 

agreement for 

the purchase of 

goods or 

services. 

- Supplier details 

- Purchase 

requisition 

reference 

- Item details 

(description, 

quantity, unit 

price) 

- Delivery address 

and schedule 

- Payment terms 

A PO is issued 

to a supplier for 

delivering 50 

office chairs. 

Goods 

Receipt Note 

(GRN) 

A document 

issued upon 

receipt of 

goods to 

confirm 

delivery and 

condition. 

Verifies that the 

supplier has 

delivered items 

as specified in 

the purchase 

order. 

- PO reference 

- Details of 

received goods 

(quantity, 

condition, and 

specifications) 

- Date and location 

of receipt 

The warehouse 

issues a GRN 

after inspecting 

and accepting a 

shipment of raw 

materials. 
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Invoice A document 

issued by the 

supplier to 

request 

payment for 

goods or 

services 

delivered. 

Acts as a billing 

document for 

the buyer. 

- Supplier 

information 

- Details of 

delivered goods 

or services 

- Total amount 

payable 

(including taxes) 

- Payment terms 

A supplier 

sends an 

invoice to the 

buyer for 100 

units of office 

supplies at 

RM55 per unit. 

Delivery Note A document 

provided by the 

supplier to 

accompany 

delivered 

goods. 

Confirms that 

goods have 

been 

dispatched and 

delivered to the 

buyer. 

- Details of 

shipped items 

- Delivery address 

- PO reference 

A logistics 

company 

delivers 10 

pallets of goods 

with a delivery 

note listing the 

contents. 

Payment 

Voucher 

A document 

prepared to 

process 

payment to the 

supplier. 

Ensures 

authorization 

and verification 

of payment. 

- Invoice reference 

- Amount payable 

- Payment 

approval 

signatures 

The finance 

team issues a 

payment 

voucher to 

release funds to 

the supplier for 

an approved 

invoice. 

Contract or 

Agreement 

A formal 

document 

outlining the 

terms and 

conditions 

between the 

buyer and 

supplier. 

Provides legal 

binding terms 

for long-term or 

high-value 

procurements. 

- Scope of work 

- Pricing and 

payment terms 

- Delivery 

timelines 

- Penalty clauses 

for non-

compliance 

A company 

signs a contract 

with a logistics 

provider for 

monthly 

transport 

services. 
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1.2 Carry out techniques of procurement 

 

1.2.1 Identify Blanket Orders  

 

Definition: 

A blanket order is a long-term purchase agreement between a buyer and a supplier, 

where the buyer commits to purchasing a specified quantity of goods or services over 

a period. Instead of placing multiple individual orders, the buyer releases specific 

quantities as needed.  

 

Key Features: 

1. Fixed Terms: Prices, delivery schedules, and payment terms are pre-

negotiated. 

2. Flexible Releases: Quantities are released based on demand during the 

agreement period. 

3. Cost Savings: Bulk purchasing often leads to discounts. 

 

Advantages: 

● Reduces administrative workload by eliminating repetitive ordering. 

● Ensures availability of critical goods or services. 

● Locks in prices, protecting against market fluctuations. 

 

Example: 

A car manufacturer sets up a blanket order with a supplier for 10,000 tires over one 

year. The supplier delivers 2,000 tires per month based on the manufacturer’s 

production schedule. 

 
 

1.2.2 Electronic Data Interchange (EDI) in Procurement 

 
Definition: 

Electronic Data Interchange (EDI) is the automated exchange of standardized 

procurement documents between organizations using electronic formats. Examples 

include purchase orders, invoices, and shipping notices. 
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Key Benefits: 

1. Speed: Transactions are processed in real time, reducing lead times. 

2. Accuracy: Minimizes errors caused by manual data entry. 

3. Cost Savings: Reduces paperwork and administrative costs. 

4. Improved Collaboration: Enhances communication and transparency with 

suppliers. 

 

How EDI Works in Procurement: 

● A purchase order (PO) is electronically generated by the buyer’s system and 

sent to the supplier. 

● The supplier acknowledges the PO and shares a shipping notice via EDI. 

● Upon delivery, a goods receipt notice is automatically generated. 

● The supplier sends an invoice, that matched with the PO and goods receipt for 

payment. 

 

Example: 

A retailer uses EDI to automatically order stock from a supplier when inventory drops 

below a certain level. The supplier ships the goods and sends an electronic invoice, 

which the retailer processes for payment without manual intervention. 

 

1.2.3 Just in Time (JIT) Purchasing 

 
 
Definition: 

Just In Time (JIT) purchasing is a procurement technique where materials or goods 

are ordered and delivered only when needed in the production or sales process. The 

goal is to minimize inventory levels and associated holding costs. 

 

Key Characteristics: 

Demand-Driven: Purchases are closely aligned with actual demand. 

Reduced Waste: Avoids overstocking and obsolescence. 

Focus on Efficiency: Relies on reliable suppliers for timely deliveries. 
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Advantages: 

Lowers inventory carrying costs. 

Improves cash flow by minimizing funds tied up in stock. 

Reduces storage space requirements. 

 

Challenges:  

Requires a highly reliable supply chain. 

Vulnerable to disruptions (e.g., supplier delays, transportation issues). 

 

Example: 

A smartphone manufacturer adopts JIT purchasing by ordering components like 

screens and processors only when production orders are confirmed. This approach 

minimizes excess stock while ensuring components arrive just before assembly. 

 

Table 2: Comparison of Techniques 

Technique Purpose Benefits Example 

Blanket Orders Long-term 
agreements for 
recurring needs. 

Reduces 
administrative 
workload and 
ensures price 
stability. 

Annual tire supply 
agreement for a car 
manufacturer. 

EDI Automates 

document exchange. 

Enhances speed, 

accuracy, and 

collaboration. 

Automated inventory 

replenishment for a 

retail chain. 

JIT Purchasing Minimizes inventory 

levels. 

Reduces storage 

costs and improves 

cash flow. 

Ordering electronic 

parts for 

smartphones as 

needed. 

 

Summary of Key Points 

● Procurement involves acquiring goods and services to meet organizational needs. 

● Key objectives of procurement include cost efficiency, quality assurance, and timely 

delivery. 

● Techniques like blanket orders, EDI, and JIT help streamline the procurement 

process. 

● Procurement requires proper documentation, such as requisitions and purchase 

orders, to maintain transparency. 
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Self-Test Questions 

1. Define procurement and explain its importance in supply chain 

management. 

2. List three objectives of procurement and provide examples for each. 

3. Explain the activities in procurement general process with appropriate 

examples. 

4. What are blanket orders, and how do they benefit an organization? 

5. Describe how Electronic Data Interchange (EDI) enhances 

procurement efficiency. 

6. Explain the Just-In-Time (JIT) purchasing technique and its 

advantages. 
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After reading this chapter you should be able to: 

➢ Describe and execute the eight steps of the Procurement Order Cycle Standard 

Procedure. 

➢ Compare and contrast the procurement processes for direct and indirect 

materials, goods, and services. 

➢ Define e-procurement and identify its key developments, benefits, and potential 

risks. 

➢ Discuss the advantages of e-procurement along with associated security and 

technology reliance risks. 
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CHAPTER 2 

Procurement Procedures 

 

2.1 Procurement Order Cycle Standard Procedure 

 
The procurement order cycle is a structured process that organizations follow to ensure the 

efficient acquisition of goods and services. Here, we will outline the eight steps of the 

Procurement Order Cycle Standard Procedure, providing explanations for each step and 

identifying appropriate documents and applications used throughout the cycle. 

 

a) Requisition Material 
 
This initial step involves identifying the need for materials or services within an 

organization. Departments or teams submit a requisition to request specific items 

based on their operational requirements. 

 

Key documents: 

 

● Purchase Requisition Form: A formal document that specifies the items 

required, quantities, and purpose. 

 

● Procurement Software: Tools like Kissflow or ProQsmart can facilitate 

requisition submissions and approvals. 

 

Example: A marketing department identifies the need for 500 promotional T-shirts 

for an upcoming event. The team fills out a Purchase Requisition Form, detailing 

the item, quantity, and purpose. 

 
 
b) Determine Supplier 
 

Once a requisition is approved, the next step is to identify potential suppliers who can 

fulfil the request. This involves researching suppliers, evaluating their capabilities, and 

selecting the most suitable one based on criteria such as price, quality, and reliability. 
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Key Documents: 

● Supplier List: A compiled list of vetted suppliers. 

● Request for Information (RFI) / Request for Quotation (RFQ): Documents 

sent to suppliers to gather information about their offerings. 

 

Example: After the requisition is approved, the procurement team researches 

potential suppliers. They compile a list of three local vendors who specialize in custom 

apparel and evaluate their pricing, delivery times, and past performance. 

 
c) Create a Purchase Order 
 
After selecting a supplier, a purchase order (PO) is generated. This document 

formalizes the agreement between the buyer and supplier, detailing the items ordered, 

prices, delivery terms, and payment conditions. 

 

Key Documents: 

● Purchase Order Document: A legally binding document that outlines the 

specifics of the transaction. 

● Procurement Management System: Software that automates PO creation 

and tracking. 

 

Example: The procurement team selects a vendor based on their evaluation and 

creates a Purchase Order (PO) that includes details such as item descriptions, 

quantities, agreed prices, and delivery timelines. This PO is then sent to the selected 

supplier. 

 
d) Follow Up and Expedite Delivery 
 
This step involves monitoring the order's progress to ensure timely delivery. Regular 

communication with the supplier may be necessary to address any potential delays 

or issues. 
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Key Documents: 

● Order Tracking System: Tools within procurement software that allow 

tracking of order status. 

● Communication Records: Emails or logs documenting interactions with 

suppliers regarding delivery timelines. 

 

Example: The procurement officer regularly checks in with the supplier to confirm 

that the T-shirts will be delivered on time. They use an Order Tracking System to 

monitor progress and communicate any potential delays to the marketing team. 

 
 
e) Document Receipt of Material 
 
Upon receiving the ordered materials, it’s crucial to document their arrival. This 

includes verifying that the received items match what was ordered in terms of quantity 

and quality. 

 

Key Documents: 

● Receiving Report: A document confirming that goods have been received, 

including details about any discrepancies. 

● Inventory Management System: Software that updates stock levels upon 

receipt of materials. 

 

Example: Upon receiving the T-shirts, the warehouse staff conducts a visual 

inspection and counts the items against the PO. They complete a Receiving Report, 

noting any discrepancies or damages, which is then filed for record-keeping. 

 

f) Move to Storeroom 
 
Once verified, materials are moved to storage for inventory management. Proper 

labelling and organization are essential for efficient retrieval in future operations. 
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Key Documents: 

● Inventory Log: A record indicating where items are stored within the facility. 

● Warehouse Management System (WMS): Software used for tracking 

inventory locations and movements. 

Example: After verifying that all items are in order, the warehouse team organizes the 

T-shirts in storage with proper labelling according to inventory management protocols. 

An Inventory Log is updated to reflect the new stock levels. 

 
g) Receive and Handle Invoice 

After goods are received, suppliers send invoices for payment. The procurement team 

must review these invoices against POs and receiving reports to ensure accuracy 

before processing payment. 

 

Key Documents: 

● Invoice Document: The bill from the supplier detailing amounts owed. 

● Three-Way Matching System: Software that compares POs, receiving 

reports, and invoices to verify correctness. 

 

Example: The supplier sends an invoice for the T-shirts after delivery. The 

procurement team performs a three-way match between the invoice, PO, and 

receiving report to ensure accuracy before processing it for payment. 

 

h) Issue Payment 

Finally, once all documents are verified and approved, payment is issued to the 

supplier according to agreed terms. Timely payments help maintain good supplier 

relationships. 

 

Key Documents: 

● Payment Voucher: A document authorizing payment to be made. 

● Accounting Software: Systems like NetSuite or QuickBooks that manage 

financial transactions and record payments. 
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Example: Once all documents are verified and approved, the finance department 

issues payment to the supplier through a Payment Voucher, ensuring that it aligns with 

previously negotiated payment terms. 

 

The procurement order cycle standard procedure ensures that organizations 

effectively manage their purchasing processes from requisitioning materials to issuing 

payments. By following these steps meticulously and utilizing appropriate 

documentation and applications at each stage, businesses can optimize their 

procurement operations, ensuring efficiency and cost-effectiveness in acquiring goods 

and services. 

 

2.2 Procurement for Different Types of Items 

 
Procurement practices vary depending on the type of item or service being sourced. 

Here’s a comparison of the different procurement types: 

 

a) Direct Procurement 

Direct procurement involves acquiring goods or materials that are essential to an 

organization's core operations or production processes. 

 

Characteristics 

⮚ Directly impacts the production or delivery of goods and services. 

⮚ Typically involves raw materials, components, or finished goods. 

⮚ Requires strong supplier relationships to ensure quality and consistency. 

 

Example 

Toyota sourcing steel and engine components for car manufacturing. Without these 

materials, production stops. 
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b) Indirect Procurement 

Indirect procurement focuses on obtaining items and services that support the 

organization but are not part of the final product. 

 

Characteristics 

⮚ Includes office supplies, maintenance services, and IT equipment. 

⮚ Less impact on production but crucial for operational efficiency. 

⮚ Often involves multiple small purchases. 

 

 

Example 

Google buying laptops, office furniture, and software licenses for employees. These 

items ensure the workplace runs smoothly. 

 

c) Goods Procurement 

Goods procurement involves acquiring tangible products that are either used internally 

or sold to customers. 

 

Characteristics 

⮚ Can include both direct and indirect procurement. 

⮚ May require bulk purchasing or ongoing contracts with suppliers. 

⮚ Focus on inventory management and quality control. 

 

Example 

Walmart purchasing inventory like groceries, clothing, and electronics to stock up its 

stores and sell to customers. 

 

d) Services Procurement 

Services procurement deals with hiring external organizations or individuals to perform 

tasks or provide expertise. 
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Characteristics 

⮚ Includes consulting, logistics, cleaning, or IT support services. 

⮚ Requires detailed service level agreements (SLAs) to define expectations. 

⮚ Often involves ongoing relationships and periodic evaluation. 

 

Example 

A hospital hiring a cleaning company to maintain hygiene standards or engaging 

consultants to improve operational efficiency. 

 

2.2.1 Comparison of Procurement for Different Types of Items 

Procurement is a vital function in any organization, ensuring the acquisition of goods 

and services needed to operate efficiently. However, procurement practices differ 

based on the type of item or service being sourced. These differences are often 

categorized as direct procurement, indirect procurement, goods procurement, and 

services procurement. Each category serves a unique purpose, ranging from 

supporting core production processes to maintaining day-to-day operations. 

 

Understanding the distinctions between these types is crucial for optimizing 

procurement strategies, managing supplier relationships, and achieving organizational 

objectives. This comparison highlights the purpose, impact, examples, complexity, 

and supplier relationships associated with each type of procurement to provide a 

comprehensive view of how they contribute to organizational success. 
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Table 3: Procurement for Different Types of Items 

Aspect 
Direct 
Procurement 

Indirect 
Procurement 

Goods 
Procurement 

Services 
Procurement 

Purpose Supports 
production or 
operations 

Supports day-
to-day functions 

Acquiring 
tangible items 

Acquiring 
expertise or 
tasks 

Impact High impact on 
core operations 

Indirect impact 
on efficiency 

Depends on the 
type of goods 

Indirect but 
significant in 
execution 

Examples Raw materials, 
components 

Office supplies, 
marketing tools 

Inventory, 
machinery 

Cleaning, IT 
support, 
consulting 

Complexity High, due to 
quality and 
timelines 

Lower, often 
routine 
purchases 

Varies based on 
volume and 
purpose 

High, due to 
contract  

Supplier 
Relationship 

Strategic 
partnerships 

Transactional or 
occasional 

Combination of 
both 

Collaborative 
for mutual 
success 

 

2.3 Discuss the Implementation of E-Procurement  

 

2.3.1 Define E-Procurement 

E-procurement, or electronic procurement, refers to the use of digital platforms and 

tools to manage the purchasing process for goods and services within businesses. It 

centralizes and automates procurement activities, enabling organizations to conduct 

transactions electronically rather than through traditional paper-based methods.  

 

This system is primarily used in the business-to-business (B2B) sector, allowing 

companies to efficiently requisition, order, and pay for supplies while improving 

transparency and control over their procurement processes. 

 

2.3.2 Key Developments of E-Procurement  

 

a) Online Marketplaces 

These platforms connect buyers and suppliers, making procurement more efficient. 

 

Example: Alibaba enables businesses worldwide to source products from suppliers in 

various industries, providing price comparisons and direct purchasing options. 
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b) E-Catalogs 

Suppliers provide digital catalogs that buyers can use to view product details, 

availability, and pricing. 

 

Example: Amazon Business offers an e-catalog where companies can find and 

purchase office supplies, equipment, or raw materials in bulk. 

 

c) Automation Tools 

Automation in procurement systems simplifies tasks like purchase order approvals, 

invoicing, and payment tracking. 

 

Example: SAP Ariba - Widely used by Fortune 500 companies, this platform 

automates procurement processes, such as supplier management, invoicing, and 

contract approvals. Companies like Shell use SAP Ariba to optimize their global 

procurement operations. 

d) Blockchain and Smart Contracts 

These technologies ensure secure, transparent, and tamper-proof transactions. 

 

Example: IBM Blockchain - Used in industries like shipping and food safety. Maersk, 

a global shipping giant, uses IBM’s blockchain-based Trade Lens platform to ensure 

transparency and security in its procurement and supply chain processes. 

 

e) Mobile Procurement 

Procurement apps allow managers to approve orders, check supplier updates, and 

monitor budgets from their phones. 

Example: Coupa Mobile App - Trusted by companies like Procter & Gamble, Coupa's 

mobile app allows executives to approve purchase orders, track expenses, and 

analyze spending directly from their smartphones. 

 

  



23 
 

2.3.3 Benefits of Practicing E-Procurement 

E-procurement offers numerous advantages for organizations: 

 

a) Cost Savings: Automating procurement processes reduces transaction costs 

significantly.  

Example: A global manufacturing company implemented an e-procurement system 

that automated its purchasing processes. By digitizing purchase orders and 

invoices, the company reduced transaction costs from an average of RM80 per 

transaction to less than RM16. This significant cost reduction allowed them to 

allocate resources more effectively and invest in other strategic initiatives. 

 

b) Increased Efficiency: E-procurement streamlines workflows by eliminating manual 

tasks such as paperwork and approvals, allowing staff to focus on strategic 

activities. 

Example: A retail chain adopted an e-procurement platform that streamlined its 

procurement workflow. The automation of manual tasks, such as requisitioning and 

approvals, allowed employees to complete purchases much faster. As a result, the 

procurement team reported a 30% reduction in processing time for purchase orders, 

enabling them to focus on strategic sourcing rather than administrative tasks. 

 

c) Improved Transparency: Centralized data access enhances visibility into 

spending patterns and supplier performance, aiding better decision-making. 

Example: A healthcare organization utilized an e-procurement system that 

provided real-time data analytics on spending patterns and supplier performance. 

With centralized access to procurement data, management could easily identify 

areas of overspending and negotiate better contracts with suppliers. This 

transparency led to a 15% reduction in overall procurement costs over a year. 

 

d) Better Supplier Management: E-procurement systems facilitate easier 

communication with suppliers and help manage relationships more effectively 

through performance tracking. 
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Example: An automotive manufacturer implemented an e-procurement solution 

that centralized supplier information and performance metrics. The system allowed 

procurement professionals to track supplier delivery timelines and quality metrics 

effectively. As a result, the company improved its supplier relationships, leading to 

enhanced reliability and a 20% improvement of on-time deliveries. 

 

e) Enhanced Compliance: Automated processes ensure adherence to company 

policies and regulatory requirements, reducing risks associated with procurement 

activities. 

Example: A government agency adopted an e-procurement system that enforced 

compliance with procurement policies through automated workflows. The system 

ensured that all purchases went through the necessary approval channels and 

adhered to budget constraints. This led to a significant decrease in unauthorized 

spending and improved audit readiness, as all procurement activities were 

documented electronically. 

 

2.3.4 Risks and Impacts of E-Procurement  

 

E-procurement offers numerous advantages, but it also introduces specific risks that 

organizations must manage effectively. Below are the key risks and impacts 

associated with e-procurement, along with real-world examples for each: 

 

a) Implementation Challenges 

Transitioning to an e-procurement system can be complex, requiring significant 

changes in processes and employee training. Resistance to change can hinder 

successful implementation. 

 

Example: A large pharmaceutical company faced significant challenges when 

implementing a new e-procurement platform. Employees were accustomed to 

traditional procurement methods and resisted the change, leading to delays in 

adoption and increased operational costs. The company had to invest in extensive 

training programs to ensure that staff could effectively use the new system. 
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b) Data Security Risks 

Storing sensitive procurement data online increases vulnerability to cyberattacks or 

data breaches if not properly secured. 

 

Example: In 2020, a major retail corporation experienced a data breach due to 

inadequate cybersecurity measures in its e-procurement system. Hackers accessed 

sensitive supplier contracts and payment information, leading to financial losses and 

reputational damage. Following the incident, the company had to enhance its 

cybersecurity protocols significantly. 

 

c) Supplier Resistance 

Some suppliers may be hesitant or unable to adapt to new digital systems, potentially 

disrupting established relationships. 

 

Example: A technology firm rolled out an e-procurement system that required all 

suppliers to submit invoices electronically. Several small suppliers struggled with the 

transition due to limited technical capabilities, resulting in delays in invoice processing 

and payments. The firm had to implement a hybrid approach, allowing some suppliers 

to continue using traditional methods until they could adapt 

. 

d) Dependence on Technology 

Over-reliance on technology can lead to issues if systems fail or experience downtime, 

disrupting procurement processes. 

Example: A global logistics company relied heavily on its e-procurement software for 

managing supplier contracts and orders. When the system experienced an 

unexpected outage due to a server failure, procurement staff were unable to access 

critical information needed for urgent orders. This disruption resulted in delayed 

shipments and lost business opportunities. 
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e) Cyber Attacks and Data Breaches 

E-procurement systems are prime targets for cyberattacks, which can compromise 

sensitive information and disrupt operations. 

 

Example: In 2021, a healthcare provider suffered a ransomware attack that targeted 

its e-procurement system. Attackers encrypted critical procurement data, demanding 

a ransom for decryption. The organization faced significant operational disruptions 

while trying to recover from the attack and had to invest heavily in cybersecurity 

improvements afterward. 

 

f) Fraud and Corruption 

The risk of fraud and corruption in procurement refers to illegal or unethical practices 

during the purchasing process, such as bribery or collusion. 

 

Example: A corruption scandal in the Rawalpindi District Health Authority involved 

violations of procurement rules, resulting in financial misconduct and misuse of public 

funds. Investigations revealed collusion between employees and suppliers, 

highlighting the need for robust internal controls within e-procurement systems to 

prevent such activities. 

 

g) Supply Chain Disruptions 

External factors like geopolitical events or natural disasters can disrupt supply chains, 

affecting procurement processes. 

 

Example: During the COVID-19 pandemic, many companies faced supply chain 

disruptions due to lockdowns and restrictions. For instance, Gap Inc., which relied 

heavily on production from Vietnam, experienced significant delays in inventory 

replenishment due to extended factory closures, leading to substantial loss in sales.  



27 
 

 

h) Compliance Risks 

Failure to comply with regulatory requirements can lead to legal repercussions and 

financial penalties. 

 

Example: A government agency using an e-procurement system failed to adhere to 

specific procurement laws during a project bidding process. This oversight resulted in 

legal challenges and penalties that not only incurred financial costs but also damaged 

the agency's reputation. 

 

The implementation of e-procurement represents a significant advancement in how 

organizations manage their purchasing processes. By leveraging technology, 

companies can achieve greater efficiency, cost savings, and improved supplier 

relationships while also facing challenges related to implementation and data security. 

Understanding both the benefits and risks associated with e-procurement is crucial for 

organizations looking to optimize their procurement strategies in today's digital 

landscape. 

 

Summary of Key Points 

 

Procurement Order Cycle Standard Procedure 

● Requisition Material: Identify needs and submit a purchase requisition form. 

● Determine Supplier: Research and select suppliers based on criteria like price 

and quality. 

● Create a Purchase Order: Generate a purchase order to formalize the 

agreement with the supplier. 

● Follow Up and Expedite Delivery: Monitor the order's progress to ensure 

timely delivery. 

● Document Receipt of Material: Verify and document the arrival of ordered 

materials. 

● Move to Storeroom: Store materials properly for future use. 

● Receive and Handle Invoice: Review and process supplier invoices. 

● Issue Payment: Make payments to suppliers according to agreed terms. 
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Procurement for Different Types of Items 

● Direct Procurement: Acquiring goods essential to core operations (e.g., raw 

materials for manufacturing). 

● Indirect Procurement: Obtaining items that support operations but are not part 

of the final product (e.g., office supplies). 

● Goods Procurement: Purchasing tangible products for internal use or resale. 

● Services Procurement: Hiring external organizations or individuals for tasks 

or expertise (e.g., consulting services). 

● Implementation of E-Procurement 

● Definition: E-procurement involves using digital platforms to manage 

purchasing processes. 

● Key Developments: Includes online marketplaces, e-catalogs, automation 

tools, blockchain, and mobile procurement. 

● Benefits: Cost savings, increased efficiency, improved transparency, better 

supplier management, and enhanced compliance. 

● Risks and Impacts: Implementation challenges, data security risks, supplier 

resistance, dependence on technology, cyberattacks, fraud, supply chain 

disruptions, and compliance risks.  
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Self-Test Questions 

 

Procurement Order Cycle Standard Procedure 

1. What is the first step in the procurement order cycle, and what key 

document is used in this step? 

2. How do organizations determine the most suitable supplier for their 

needs? 

3. What information is typically included in a purchase order? 

4. Why is it important to follow up and expedite delivery after placing an 

order? 

5. What is the purpose of a receiving report, and when is it used? 

6. Describe the process of moving materials to the storeroom after 

receipt. 

7. How does timely payment to suppliers benefit an organization? 

Procurement for Different Types of Items 

1. What is the difference between direct and indirect procurement? 

2. Provide an example of goods procurement and explain its 

significance. 

3. How does indirect procurement support an organization's day-to-day 

functions? 

Implementation of E-Procurement 

1. Define e-procurement and explain its primary purpose. 

2. List and describe two key developments in e-procurement. 

3. What are the main benefits of practicing e-procurement? 

4. Identify and explain two risks associated with e-procurement 

implementation. 

5. How can e-procurement improve supplier management? 
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After reading this chapter you should be able to: 

➢ Articulate the concept and significance of sourcing within the 

procurement process. 

➢ Identify and explain the key characteristics that contribute to 

the effectiveness and reliability of suppliers. 

➢ Recognize and differentiate between various supplier 

categories, including: 

i. Manufacturers/Producers 

ii. Wholesalers and Distributors 

iii. Domestic Suppliers 

iv. Importers 

➢ Analyze the advantages and disadvantages of single sourcing 

compared to multiple sourcing strategies. 

➢ Evaluate suppliers based on critical factors such as cost or 

price, quality, and delivery performance. 

➢ Compare and contrast various supplier evaluation methods, 

including the categorical method, weighted method, and cost 

ratio method. 
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Chapter 3  

3.0 Sourcing in procurement 

 

3.1 Apply sourcing in procurement 

 
Sourcing in procurement refers to the process of identifying, evaluating, and selecting 

suppliers who can provide goods or services to meet an organization’s needs. It is a 

critical stage in the procurement process that ensures the right supplier is chosen 

based on factors like cost, quality, delivery, and reliability. Effective sourcing is key to 

building strong supplier relationships and achieving business goals. 

 

3.1.1 Definition of Sourcing  

Sourcing, as defined by various resources, involves the process of identifying, 

evaluating, and selecting suppliers to provide the necessary goods, services, or raw 

materials for an organization's operations. According to SAP, sourcing includes 

activities such as market evaluation, strategy development, contract negotiation, and 

supplier engagement.  

 

Kissflow describes sourcing as a subset of procurement that focuses on finding and 

vetting suppliers, involving steps like supplier identification, evaluation, and 

contracting.  

 

Simfoni emphasizes the use of eSourcing and spend analytics solutions to streamline 

supplier selection and optimize procurement decisions.  

 

GEP defines sourcing as the process of identifying and assessing potential suppliers, 

selecting the best value option, and negotiating contracts, which includes market 

analysis, strategy execution, and contract development. Each of these definitions 

highlights the critical role of sourcing in ensuring that organizations partner with the 

best suppliers to achieve cost efficiency, quality, and reliability in their procurement 

activities. 
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Key points summarizing the definition of sourcing: 

⮚ Identification: Finding potential suppliers who can meet the organization's needs. 

⮚ Evaluation: Assessing suppliers based on criteria such as cost, quality, reliability, 

and capacity. 

⮚ Selection: Choosing the best value suppliers through a structured process. 

⮚ Negotiation: Discussing terms and conditions to secure favourable agreements. 

⮚ Contract Development: Formalizing agreements with selected suppliers. 

⮚ Market Analysis: Researching and analyzing the market to understand supplier 

capabilities and trends. 

⮚ Strategic Development: Creating strategies to optimize sourcing and procurement 

activities. 

⮚ Technology Use: Leveraging tools like eSourcing and spend analytics to enhance 

efficiency and decision-making. 

 

3.1.2 Attributes of a Good Supplier  

 

Choosing the right supplier is crucial for the success of any business. A good supplier 

can significantly impact product quality, delivery times, and overall operational 

efficiency. Here are key attributes of a good supplier, along with real-world examples: 

 

a) Accountability 

A good supplier takes responsibility for their products and services. They should 

acknowledge mistakes and work to resolve issues promptly. 

Example: Zara, the fashion retailer, collaborates with suppliers who are accountable 

for quality control. If a batch of clothing has defects, Zara expects suppliers to take 

responsibility and rectify the issue without shifting blame. 

 

b) Reliability 

Reliability refers to a supplier's ability to consistently meet delivery schedules and fulfill 

orders accurately. 

Example: Dell Technologies relies on suppliers who can deliver components on time 

to maintain its production schedule. Dell conducts audits and performance reviews to 

ensure that its suppliers consistently fulfill their commitments. 
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c) Expertise 

Suppliers should have specialized knowledge and experience in their field, which 

helps them understand industry standards and regulations. 

Example: BASF, a leading chemical company, partners with suppliers who have 

expertise in chemical manufacturing processes and compliance with environmental 

regulations. This expertise ensures that BASF receives high-quality raw materials that 

meet stringent safety standards. 

 

d) Flexibility 

A good supplier can adapt to changing needs, such as order size or specifications, 

without compromising quality or delivery times. 

Example: Coca-Cola works with flexible suppliers who can adjust production 

volumes based on seasonal demand fluctuations. This adaptability helps Coca-Cola 

manage its supply chain efficiently during peak periods. 

 

e) Ethical Standards 

Suppliers should operate with integrity and adhere to ethical business practices, 

including fair labor practices and environmental sustainability. 

Example: Patagonia, an outdoor clothing brand, chooses suppliers that follow strict 

ethical guidelines regarding labor practices and environmental impact. Patagonia’s 

commitment to sustainability extends to its entire supply chain. 

 

f) Effective Communication 

Good communication is essential for a successful relationship with supplier. They 

should be able to convey information clearly and promptly. 

Example: Samsung Electronics emphasizes effective communication with its 

suppliers to ensure alignment on product specifications and timelines. Regular 

meetings and updates help prevent misunderstandings that could lead to delays. 

 

g) Cooperative Attitude 

A good supplier should be willing to collaborate with clients and third-party inspectors 

to ensure quality standards are met. 
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Example: Nike collaborates closely with its suppliers during product inspections, 

allowing third-party auditors access to facilities. This cooperation helps maintain high-

quality standards throughout the production process. 

 

h) Compliance 

Suppliers must comply with industry regulations and standards relevant to their 

products and services. 

Example: Nestlé requires its suppliers to adhere to food safety regulations and 

certifications (like ISO 22000) to ensure that all ingredients meet health standards 

before they are used in production. 

 

i) Good Record Keeping 

A good supplier maintains accurate records of transactions, quality checks, and 

compliance documentation, which is essential for audits and continuous improvement. 

Example: Toyota uses advanced inventory management systems that allow 

suppliers to keep detailed records of their deliveries, quality inspections, and 

compliance certifications, facilitating smooth operations across the supply chain. 

 

j) Commitment to Continuous Improvement 

Suppliers should demonstrate a proactive approach toward improving their processes 

and products over time. 

Example: Intel, a leader in semiconductor manufacturing, partners with suppliers who 

invest in process improvements and innovation initiatives. Intel encourages its 

suppliers to adopt lean manufacturing principles to enhance efficiency and reduce 

waste. 

 

3.1.3 Types of Suppliers 

Understanding the different types of suppliers is essential for businesses to effectively 

source products and services. Here are the main categories of suppliers, along with 

explanations and real-world examples: 
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a) Manufacturers 

Manufacturers produce goods from raw materials. They are the first link in the supply 

chain, responsible for designing, creating, and packaging products. 

Example: Apple Inc. is a manufacturer that designs and produces electronic devices 

like iPhones and MacBooks. They source components from various suppliers but 

ultimately assemble the products in their own facilities. 

b) Distributors 

Distributors purchase products from manufacturers and resell them to retailers or other 

businesses. They often provide additional services such as marketing and logistics 

support. 

Example: Ingram Micro is a technology distributor that buys products from 

manufacturers like Cisco and Dell, then sells them to retailers and IT service providers, 

facilitating the distribution of technology products across various markets. 

c) Wholesalers 

Wholesalers buy goods in bulk from manufacturers and sell them in smaller quantities 

to retailers or other businesses. They act as intermediaries between manufacturers 

and retailers. 

Example: Costco operates as a wholesaler by purchasing large quantities of 

consumer goods directly from manufacturers and selling them at discounted prices to 

its members. 

d) Importers 

Importers bring products from foreign manufacturers into a local market, handling 

logistics, customs clearance, and compliance with local regulations. 

Example: Alibaba Group facilitates international trade by allowing businesses to 

import products from various manufacturers in China, providing access to a wide range 

of goods at competitive prices.  



36 
 

e) Exporters 

Explanation: Exporters sell domestically produced goods to international markets, 

managing logistics and compliance with foreign regulations. 

Example: Boeing, which exports aircraft manufactured in the United States to airlines 

around the world, plays a significant role in international trade through its export 

operations. 

f) Traders 

Traders act as intermediaries who buy products from manufacturers in one country 

and sell them in another without taking ownership of the goods. They often focus on 

high-volume sectors like raw materials. 

Example: Glencore, a global commodity trading company, purchases raw materials 

like copper and coal from producers and sells them to customers worldwide without 

holding inventory. 

g) Service Providers 

These suppliers offer services rather than physical goods, such as logistics, 

consulting, or maintenance services. 

Example: FedEx provides logistics and shipping services to businesses that need to 

transport goods efficiently across various locations. 

h) Independent Craftspeople 

Independent craftspeople create handmade or unique products, often selling directly 

to consumers or through retailers. 

Example: Etsy, an online marketplace for handmade goods, features independent 

craftspeople who produce unique items like jewellery, clothing, and home decor. 

  



37 
 

3.1.4 Compare Single Versus Multiple Sourcing 

 

Single Sourcing: This strategy involves relying on one supplier for a specific product 

or service. Companies often choose single sourcing to foster strong relationships with 

suppliers, which can lead to better pricing, quality, and service levels due to the volume 

of business directed to that supplier. 

 

Multiple Sourcing: This approach involves engaging several suppliers for the same 

product or service. The goal is to diversify the supply base, reducing dependency on 

any single supplier and fostering competition among suppliers for better pricing and 

service. 

Table 4: Comparison of Single Sourcing vs. Multiple Sourcing 

Aspect Single Sourcing Multiple Sourcing 
 

Purpose Build a strong, dedicated 
partnership with one supplier. 
 

Diversify supplier base to reduce 
risks and improve flexibility. 
 

Advantages  ● Stronger relationships: Easier 
collaboration and trust-building 
with one supplier. 
 

● Consistency: Uniform quality 
and standards across supplies. 

 

● Efficiency: Simplified 
communication and 
administrative processes. 

● Risk reduction: If one supplier 
fails, others can step in. 
 

● Competitive pricing: 
Suppliers compete, leading to 
potential cost savings. 

 

● Flexibility: Easier to adapt to 
demand fluctuations or supply 
chain issues. 

 

 

Disadvantages ● Dependency: High reliance on 
one supplier can lead to supply 
chain disruptions if issues arise. 
 

● Lack of competition: Limited 
room for cost negotiation. 

 

● Capacity risks: Supplier may 
not handle unexpected demand 
surges. 

 

 

● Complexity: Managing 
relationships and contracts with 
multiple suppliers can be 
administratively challenging. 
 

● Quality variance: 
Inconsistent standards across 
suppliers. 

 

● Higher costs: Increased 
logistical and coordination 
expenses. 

Risk High risk due to supplier failure or 
inability to deliver. 

Lower risk as dependency is 
spread across multiple suppliers. 
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Cost 
Implications 

Potentially lower costs due to 
volume discounts or long-term 
contracts. 
 

Higher administrative costs but 
potential savings from competitive 
bidding. 

Examples Apple sourcing processors: 
Apple relies on a single supplier 
(e.g., TSMC) for its custom 
processors to ensure 
performance and quality. 
 

Retail chains: Walmart or Target 
sourcing similar products from 
multiple global suppliers to ensure 
availability and competitive 
pricing. 

 

In conclusion, the choice between single and multiple sourcing should be guided by 

an organization's specific needs concerning risk tolerance, cost efficiency, quality 

control requirements, and operational flexibility. Each strategy has its unique 

advantages and challenges that must be carefully considered in the context of the 

organization's overall supply chain strategy. 

 

3.1.5 Identify Supplier Evaluation Factors  

When evaluating suppliers, several key factors should be considered to ensure that 

the selected supplier meets the organization's needs effectively. Here are the primary 

supplier evaluation factors along with explanations and examples: 

a) Cost and price  

This factor involves assessing the financial aspects of the supplier's offerings, 

including the unit price, payment terms, and total cost of ownership. It helps in 

determining the cost-effectiveness of the supplier. 

 

Example: A supplier offers a unit price of RM10, but when shipping costs and 

potential tariffs are included, the total cost comes to RM15 per unit. Another supplier 

may have a higher unit price of RM12 but lower shipping costs, making their total 

cost RM13 per unit. Comparing the prices of raw materials from different suppliers 

and considering additional costs to select the most economical option. 
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b) Quality  

This factor assesses the quality of products or services provided by the supplier. It 

includes their quality management systems, certifications (e.g., ISO 9001), and 

historical performance. 

 

Example: A supplier with ISO 9001 certification demonstrates a commitment to 

quality management, ensuring consistent product standards. 

 

c) Delivery  

Delivery evaluates the supplier's ability to meet delivery schedules and timelines 

consistently. This factor includes on-time delivery rates, lead times, and flexibility in 

accommodating urgent requests or changes in order volume. 

Example: A supplier that consistently delivers products within the agreed timeframe 

(e.g., 95% on-time delivery rate) is more reliable than one that frequently misses 

deadlines. For example, if Supplier A delivers orders within 5 days while Supplier B 

takes 10 days on average, Supplier A may be preferred for time-sensitive projects. 

 

d) Production Capacity 

Capacity evaluates the supplier's production capabilities and ability to scale 

operations to meet the organization's demands. This ensures that the supplier can 

handle large orders and peak production periods. 

 

Example: An automotive manufacturer assesses a parts supplier's production 

facilities and workforce to ensure they can meet increased demand during peak 

production periods. 

 

e) Performance 

Involves assessing the supplier's track record regarding delivery times, 

responsiveness, and overall reliability. 

 

Example: A supplier that consistently delivers on time and communicates effectively 

during delays is seen as a high performer. 
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f) Financial stability  

Financial stability evaluates the supplier's financial health to ensure they can 

sustain operations and meet contractual obligations. Financially stable suppliers are 

less likely to face disruptions that could impact their ability to deliver. 

 

Example: A procurement team reviews the financial statements of a potential 

supplier to ensure they have the resources to support long-term contracts. 

 

g) Risk Management  

Evaluates potential risks associated with the supplier, including financial stability, 

compliance issues, and supply chain vulnerabilities. 

 

Example: A financially stable supplier with a strong credit rating poses less risk 

than one with a history of late payments or bankruptcy. 

 

h) Service and Support 

Service and support evaluate the level of customer service and technical assistance 

provided by the supplier. Good support ensures that any issues are promptly 

addressed, and the organization receives the necessary help. 

 

Example: An IT company assesses a hardware supplier based on their after-sales 

support, including warranty services and technical assistance. 

 

3.1.6 Differentiate Supplier Evaluation Methods  

 
Supplier evaluation is a critical process that helps organizations select the best 

suppliers based on their performance, reliability, and cost-effectiveness. Three main 

methods of supplier evaluation, which are categorical, weighted and ratio method vary 

significantly in terms of approach, complexity and applicability.  
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a) Categorical Method 

 

i. Overview: The categorical method is a straightforward qualitative approach 

in evaluating suppliers. It involves defining specific performance attributes or 

criteria and categorizing suppliers based on their performance. 

 

ii. How It Works: Evaluators assign ratings to suppliers using simple 

categories such as "excellent," "good," "fair," or "poor." Each criterion is 

assessed, and the supplier with the highest overall rating is considered the 

best performer. 

 

 

iii. Advantages: 

● Easy to implement and understand. 

● Useful for small businesses or those new to supplier evaluation. 

 

iv. Disadvantages: 

● Subjective and lacks detailed insights into supplier performance. 

● Does not differentiate between the importance of different criteria. 

 

v. Example: A company may evaluate suppliers based on criteria such as 

quality, delivery, and service. For instance, if Supplier A receives ratings of 

"good" for quality, "excellent" for delivery, and "fair" for service, while Supplier 

B receives "excellent" for all three, Supplier B would be selected as the 

preferred supplier. 

b) Weighted Method 

 

i. Overview: The weighted point method is a more quantitative and structured 

approach compared to the categorical method. It assigns weights to various 

evaluation criteria based on their importance and scores suppliers 

accordingly. 
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ii. How It Works: Each criterion is assigned a weight reflecting its significance 

in the overall evaluation. Evaluators score each supplier on these criteria, 

multiply the scores by their respective weights, and sum them to obtain a 

total score.  

 

iii. Advantages: 

 

• Balanced and structured: Combines multiple factors, ensuring a 

comprehensive evaluation. 

• More objective: Reduces subjectivity by quantifying supplier 

performance. 

 

 

iv. Disadvantages: 

• Time-intensive: Requires data collection, scoring, and weight 

assignment for each supplier. 

• Subjectivity in weighting: While scores are objective, assigning weights 

can involve judgment. 

 

v. Example: A manufacturer evaluates suppliers using criteria like cost (40%), 

quality (30%), and delivery time (30%) and calculates total scores. 

 

c) Cost Ratio Method 

 

i. Overview: The cost ratio method is a comprehensive quantitative approach 

that focuses on evaluating the total cost associated with engaging a supplier, 

including both direct and indirect costs. 

 

ii. How It Works: This method calculates the total cost of ownership (TCO) by 

considering all relevant costs—such as purchase price, shipping fees, quality-

related costs, and potential hidden costs—expressed as a percentage of total 

purchases. The supplier with the lowest net adjusted cost is preferred. 
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iii. Advantages: 

● Provides a detailed financial analysis that aligns closely with business 

objectives.  

● Encourages consideration of non-performance costs that can impact 

overall profitability. 

 

iv. Disadvantages: 

● Complex and time-consuming to implement due to the need for detailed 

cost accounting. 

● May overlook qualitative factors that are important for long-term 

relationships. 

 

v. Examples:  

Sourcing plays a vital role in procurement by ensuring that organizations select 

the right suppliers who can meet their operational needs effectively. 

Understanding different types of suppliers, evaluating their attributes, and 

employing appropriate evaluation methods are essential for optimizing 

procurement processes. By carefully considering sourcing strategies and 

supplier relationships, organizations can enhance their supply chain efficiency, 

reduce risks, and ultimately achieve better business outcomes. 

 

Table 5: Differentiation of Supplier Evaluation Methods 

Aspect Categorical 

Method 

Weighted Method Cost Ratio Method 

Definition A qualitative 

method that 

categorizes 

suppliers into broad 

performance 

groups like 

"excellent," "good," 

or "poor." 

A quantitative 

method assigning 

weights to 

evaluation criteria 

and calculating 

scores for 

suppliers. 

A cost-focused 

method where all 

costs associated 

with a supplier are 

evaluated as a 

percentage of total 

purchases. 
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Type of Data Qualitative, based 

on subjective 

judgments. 

Quantitative, using 

numerical scores 

for various criteria. 

Quantitative, 

focused on financial 

and operational 

cost data. 

Level of 

Objectivity 

Low, relies on 

subjective opinions 

or checklists. 

Moderate to high, 

as it uses data-

driven scores but 

may include 

subjective weight 

assignment. 

High, since 

decisions are based 

on measurable 

costs. 

Complexity Low; simple to use 

and implement. 

Moderate; requires 

assigning and 

calculating weights 

and scores. 

High; involves 

detailed cost 

accounting and 

analysis. 

Factors 

Considered 

General categories 

like quality, 

delivery, and 

service, often 

judged holistically. 

Multiple criteria 

such as price, 

quality, delivery, 

and service, with 

predefined weights 

for each. 

Costs related to 

defects, rework, 

delays, and 

logistics as 

percentages of total 

purchases. 

Ease of 

Implementation 

Easy; requires 

minimal resources 

and effort. 

Moderate; needs 

structured data 

collection and 

scoring 

mechanisms. 

Difficult; demands 

detailed accounting 

systems and 

expertise. 

Suitability Best for small 

businesses or firms 

with limited 

resources. 

Suitable for medium 

to large firms 

needing a 

balanced, data-

driven approach. 

Ideal for large 

corporations with 

robust accounting 

and resource 

systems. 
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Summary of Key Points 

Definition of Sourcing 

● Sourcing: The process of identifying, evaluating, and selecting suppliers to 

provide necessary goods, services, or raw materials. 

● Key Activities: Market evaluation, strategy development, contract negotiation, 

and supplier engagement. 

● Technology Use: Leveraging tools like eSourcing and spend analytics to 

enhance efficiency and decision-making. 

 

Attributes of a Good Supplier 

● Accountability: Taking responsibility for products and services. 

● Reliability: Consistently meeting delivery schedules and fulfilling orders 

accurately. 

● Expertise: Specialized knowledge and experience in their field. 

● Flexibility: Adapting to changing needs without compromising quality or 

delivery times. 

● Ethical Standards: Adhering to fair labor practices and environmental 

sustainability. 

● Effective Communication: Clear and prompt information exchange. 

● Cooperative Attitude: Willingness to collaborate and ensure quality standards. 

● Compliance: Adhering to industry regulations and standards. 

● Good Record Keeping: Maintaining accurate records for audits and 

continuous improvement. 

● Commitment to Continuous Improvement: Proactively improving processes 

and products. 

 

  



46 
 

Types of Suppliers 

● Manufacturers: Produce goods from raw materials. 

● Distributors: Purchase products from manufacturers and resell them. 

● Wholesalers: Buy goods in bulk and sell in smaller quantities. 

● Importers: Bring products from foreign manufacturers into a local market. 

● Exporters: Sell domestically produced goods to international markets. 

● Traders: Buy and sell products without taking ownership. 

● Service Providers: Offer services rather than physical goods. 

● Independent Craftspeople: Create handmade or unique products. 

 

Compare Single Versus Multiple Sourcing 

● Single Sourcing: Relying on one supplier for a specific product or service. 

o Advantages: Stronger relationships, consistency, efficiency. 

o Disadvantages: High dependency, lack of competition, capacity risks. 

● Multiple Sourcing: Engaging several suppliers for the same product or service. 

o Advantages: Risk reduction, competitive pricing, flexibility. 

o Disadvantages: Complexity, quality variance, higher costs. 

Identify Supplier Evaluation Factors 

● Cost and Price: Assessing financial aspects, including unit price and total cost 

of ownership. 

● Quality: Evaluating quality management systems and certifications. 

● Delivery: Assessing the ability to meet delivery schedules and timelines. 

● Production Capacity: Ensuring the supplier can handle large orders and peak 

periods. 

● Performance: Reviewing track records for reliability and responsiveness. 
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● Financial Stability: Evaluating the supplier's financial health. 

● Risk Management: Identifying potential risks associated with the supplier. 

● Service and Support: Assessing the level of customer service and technical 

assistance. 

Differentiate Supplier Evaluation Methods 

● Categorical Method: Qualitative approach using simple categories (e.g., 

excellent, good, fair, poor). 

o Advantages: Easy to implement and understand. 

o Disadvantages: Subjective, lacks detailed insights. 

● Weighted Method: Quantitative approach assigning weights to evaluation 

criteria. 

o Advantages: Objective assessment, flexibility in weighting criteria. 

o Disadvantages: Requires detailed data and analysis. 

● Cost Ratio Method: Comprehensive approach focusing on total cost of 

ownership. 

o Advantages: Detailed financial analysis considers non-performance 

costs. 

o Disadvantages: Complex, time-consuming, may overlook qualitative 

factors 
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Self-Test Questions 

 

Definition of Sourcing 

1. What is sourcing in procurement, and what are its key activities?  

2. How does technology enhance the sourcing process? 

Attributes of a Good Supplier 

1. Why is accountability an important attribute for a supplier? Provide 

an example. 

2. How does reliability impact the supplier selection process? 

3. Explain the importance of ethical standards in supplier selection. 

4. What role does effective communication play in maintaining supplier 

relationships? 

5. Why is a supplier's commitment to continuous improvement 

beneficial for an organization? 

Types of Suppliers 

1. Differentiate between manufacturers and distributors with examples. 

2. What is the role of importers in the supply chain? 

3. How do service providers differ from independent craftspeople in 

terms of their offerings? 

Compare Single Versus Multiple Sourcing 

1. What are the advantages and disadvantages of single sourcing? 

2. How does multiple sourcing help in risk reduction? 

3. Provide an example of a company that uses single sourcing and 

explain why. 
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Self-Test Questions 

 

Identify Supplier Evaluation Factors 

1. What factors should be considered when evaluating the cost 

and price of a supplier? 

2. How does production capacity influence supplier selection? 

3. Why is financial stability a critical factor in supplier evaluation? 

4. Explain the significance of service and support in the supplier 

evaluation process. 

Differentiate Supplier Evaluation Methods 

1. Describe the categorical method of supplier evaluation and its 

advantages. 

2. How does the weighted method provide a more objective 

assessment of suppliers? 

3. What is the cost ratio method, and why is it considered 

comprehensive? 
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Chapter 4 

Procurement Negotiation 
  

  

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

After reading this chapter you should be able to: 

➢ Define the concept of negotiation and its significance in procurement processes. 

➢ Explain the purpose and importance of negotiation within the procurement 

context. 

➢ Outline the key steps that comprise an effective negotiation process. 

➢ Recognize and describe the four distinct stages of negotiation:  

I. Introductory Stage 

II. Discussion Stage 

III. Agreement Stage 

IV. Post-Negotiation Stage 
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Chapter 4  

4.0 Procurement Negotiation 

 

4.1 Procurement negotiation process  

 

4.1.1 Definition of Negotiation 

 
Negotiation in procurement refers to the process through which buyers (procurement 

professionals) and sellers (suppliers or vendors) come together to discuss and agree 

on mutually acceptable terms for the supply of goods or services. This process is 

essential for establishing contracts that meet the needs of both parties while ensuring 

value and sustainability in the procurement relationship. Negotiation encompasses 

various aspects, including pricing, delivery schedules, payment terms, and quality 

standards. 

 

4.1.2 Purpose of Negotiation in Procurement 

 

The primary purpose of negotiation in procurement is to create agreements that benefit 

both the buyer and the supplier. Effective negotiation helps organizations achieve 

better pricing, improve terms of service, and foster long-term relationships with 

suppliers. Here are some key purposes of negotiation in procurement, illustrated with 

appropriate examples: 

 

a) Cost Saving 

By negotiating favourable prices and terms, organizations can reduce their 

procurement costs, which directly impacts the bottom line.  

 

Example: A company negotiating with a supplier for office supplies may aim to 

lower the unit price from RM5 to RM4. By presenting data on competitor pricing and 
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demonstrating loyalty as a long-term customer, the procurement team can 

successfully negotiate a better price, resulting in significant cost savings over time. 

 

 

b) Clarity in Contracts 

Negotiation helps ensure that all parties have a clear understanding of the terms of 

their agreement. This clarity is vital to prevent misunderstandings and ensure 

compliance with agreed-upon standards. 

 

Example: In negotiating a contract for construction services, both the contractor 

and the buyer discuss specific timelines, payment schedules, and quality standards. 

By clearly defining these terms during negotiations, both parties minimize the risk 

of disputes later on regarding deliverables or timelines. 

 

c) Relationship Building 

Effective negotiation fosters strong relationships between buyers and suppliers. 

Establishing trust and open communication can lead to long-term partnerships that 

benefit both parties. 

 

Example: A procurement team that negotiates fairly and transparently with a 

supplier may find that the supplier is more willing to accommodate future requests 

or provide priority service during peak times. This collaborative approach can lead 

to improved service levels and quicker resolutions to issues. 

 

d) Improved Quality 

Negotiation can help ensure that the quality of goods or services meets the required 

standards, reducing the risk of defects and returns. 

 

Example: A manufacturer negotiates with a supplier to include stricter quality 

control measures in the contract, ensuring that all components meet the necessary 

specifications. 

 

e) Flexible Payment Terms:  
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Negotiating payment terms that align with the organization's cash flow needs can 

improve financial stability and liquidity. 

 

Example: A retailer negotiates extended payment terms of 60 days instead of the 

standard 30 days, allowing more time to sell the products and generate revenue 

before payment is due. 

 

f) Risk Mitigation 

Negotiation can address potential risks by including clauses that protect the 

organization from unforeseen issues such as supply chain disruptions or price 

fluctuations. 

 

Example: An electronics company negotiates a contract with a supplier that 

includes a clause for price adjustments in case of significant changes in raw 

material costs. 

 

g) Value Enhancement 

Negotiation can also lead to increased value beyond just lower prices. This includes 

securing additional services, features, or benefits that enhance the overall deal. 

 

Example: During negotiations for a software subscription, a company might 

negotiate not only for a lower annual fee but also for additional features such as 

enhanced customer support or training sessions at no extra cost. This added value 

can significantly improve the utility of the purchased product. 

 

4.1.3 Steps Involved in Negotiation Process  

 
Effective negotiation not only helps organizations reduce costs and enhance value but 
also fosters collaboration and trust between parties. Understanding the steps involved 
in the negotiation process is essential for procurement professionals to navigate 
discussions confidently and achieve optimal outcomes. 
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Table 6: Steps in Negotiation Process 

 

Step Explanation Activities Example 

1. Preparation The initial stage where 

goals are defined, and 

research is conducted 

to inform the 

negotiation process. 

● Research the 

supplier’s 

background, market 

position, and 

previous 

performance. 

 

● Define clear 

objectives and goals 

for the negotiation, 

including deal-

breakers and 

desired outcomes. 

 

● Gather relevant data 

such as pricing 

benchmarks, 

competitor offers, 

and internal 

requirements. 

 

 

A procurement team 

preparing to negotiate 

a contract for office 

supplies might 

research market 

prices, analyze past 

supplier performance, 

and set a target price 

that aligns with their 

budget constraints. 

2. Opening Both parties present 

their goals and 

establish a positive 

tone for discussions. 

● Both parties present 

their goals and 

expectations for the 

negotiation. 

 

● Establish rapport 

and set a positive 

tone for discussions. 

 

● Clarify the agenda 

and key points to be 

addressed during 

negotiations. 

 

 

At the start of a 

negotiation meeting, 

the procurement 

manager states their 

goal of reducing costs 

while ensuring quality 

service. The supplier 

responds by outlining 

their capabilities and 

willingness to discuss 

various pricing 

options. 

3. Testing Engaging in active 

listening to 

● Engage in active 

listening to 

The buyer asks the 

supplier about their 
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understand each 

other's priorities and 

assess compatibility of 

goals 

understand each 

other’s positions 

and priorities. 

● Ask open-ended 

questions to 

uncover underlying 

interests or 

concerns. 

● Assess compatibility 

of goals between 

both parties. 

 

 

flexibility on pricing 

while also probing into 

their delivery 

capabilities to gauge if 

they can meet tight 

deadlines. 

4. Proposing Each party presents 

their proposals based 

on insights gained 

from earlier 

discussions. 

● Each party presents 

their proposals 

based on insights 

gained from earlier 

discussions. 

 

● Proposals should 

reflect a balance 

between desired 

outcomes and 

concessions made 

during testing. 

 

 

The procurement 

team proposes a price 

reduction in exchange 

for a longer contract 

term, suggesting that 

this arrangement 

would provide stability 

for both parties. 

5. Bargaining Engaging in 

discussions to refine 

proposals, explore 

compromises, and 

negotiate terms 

effectively. 

● Engage in back-

and-forth 

discussions to 

refine proposals 

and explore 

compromises. 

 

● Identify areas where 

concessions can be 

made by both 

parties to reach an 

agreement. 

 

● Use negotiation 

tactics such as 

anchoring or 

making conditional 

offers. 

The supplier offers a 

slight discount on bulk 

orders but requests an 

extended payment 

term. The buyer 

counters by agreeing 

to a smaller order 

volume but insists on 

faster delivery times. 
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6. Agreement Finalizing terms that 

are acceptable to both 

parties and 

documenting them 

clearly to avoid 

misunderstandings. 

● Finalize terms that 

are acceptable to 

both parties. 

● Ensure all key 

points are 

documented clearly 

to avoid 

misunderstandings 

later. 

● Confirm that both 

sides are aligned on 

expectations 

moving forward. 

 

 

After negotiating 

terms, both parties 

agree on a price of 

$950 per unit with 

delivery scheduled 

within two weeks. This 

agreement is 

documented in writing. 

7. Closure Reviewing the 

agreement, outlining 

next steps, and 

ensuring clarity on 

responsibilities 

moving forward. 

● Review all agreed-

upon terms and 

ensure clarity on 

next steps. 

● Document the 

agreement formally, 

often in the form of a 

contract or 

memorandum of 

understanding 

(MOU). 

 

● Discuss how 

performance will be 

monitored and 

evaluated post-

agreement. 

The procurement 

manager sends a 

summary email 

detailing the agreed 

terms and outlines 

responsibilities for 

both parties moving 

forward, along with 

timelines for 

implementation. 

 

 

4.2 Negotiation Stages 

 

Negotiation is a structured process that involves multiple stages, each designed to 
facilitate effective communication and agreement between parties with differing 
interests. Understanding these stages is essential for achieving successful outcomes 
in negotiations. The typical stages of negotiation include: 
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4.2.1 Four negotiation stages 

 
a) Stage 1: Introductory Stage 
Definition: This initial stage aims to establish rapport and set the tone for the 
negotiation. It involves defining roles and clarifying the purpose of the meeting. 
 

Activities Involved: 

● Establishing Contact: Initiating communication and introducing the participants. 

● Building Rapport: Creating a positive atmosphere and establishing trust. 

● Setting Objectives: Clearly stating the goals and expectations for the    

negotiation. 

● Outlining the Agenda: Agreeing on the topics to be discussed and the structure 

of the negotiation. 

 

Example: A procurement manager meets with a new supplier for the first time. The 

manager introduces himself and his team, engages in small talk to build rapport, states 

the objective of securing a long-term supply contract, and outlines the agenda, 

including price, delivery terms, and quality standards. 

 
 
b) Stage 2: Discussion Stage 
 
Definition: The discussion stage involves the exchange of information, where both 

parties present their positions, ask questions, and explore options. 

 

Activities Involved: 

 

● Presenting Positions: Each party presents their initial proposals and key 

points. 

● Information Exchange: Sharing relevant data, requirements, and constraints. 

● Questioning and Clarifying: Asking questions to understand the other party's 

needs and clarifying any ambiguities. 

● Exploring Options: Discussing potential solutions and areas for compromise. 
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Example: The procurement manager and supplier discuss the terms of the supply 

contract. The supplier presents their pricing and delivery capabilities, the manager 

shares the company's budget constraints and quality requirements, both parties ask 

questions to clarify details, and they explore options such as bulk discounts and 

flexible delivery schedules. 

 
 
c) Stage 3: Agreement Stage 

 

Definition: The agreement stage is where both parties negotiate the final terms, make 

concessions, and reach a mutually acceptable agreement. 

Activities Involved: 

● Negotiating Terms: Discussing and adjusting the terms to find common 

ground. 

● Making Concessions: Offering compromises to reach an agreement. 

● Finalizing Details: Ensuring all aspects of the agreement are clearly defined 

and understood. 

● Documenting the Agreement: Writing and signing a formal contract. 

 

Example: The procurement manager and supplier finalize the supply contract. They 

negotiate the final price, agree on a delivery schedule that meets both parties' needs, 

make concessions on payment terms, finalize the details of the quality assurance 

process, and sign the contract. 

 

d) Stage 4: Post-Negotiation Stage 

 

Definition: The post-negotiation stage involves implementing the agreement, 

monitoring compliance, and maintaining the relationship. 
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Activities Involved: 

● Implementing the Agreement: Putting the agreed terms into action. 

● Monitoring Compliance: Ensuring both parties adhere to the contract terms. 

● Evaluating Performance: Assessing the supplier's performance against the 

agreed standards. 

● Maintaining the Relationship: Continuing to build and strengthen the relationship 

for future negotiations. 

 

Example: The procurement manager oversees the implementation of the supply 

contract. The company places orders according to the contract, monitors the supplier's 

delivery performance and quality, evaluates the supplier's adherence to the agreed 

terms, and maintains regular communication to address any issues and foster a 

positive relationship. 

 

By understanding and effectively navigating these stages, negotiators can enhance 

their ability to secure favourable outcomes while fostering strong relationships with 

suppliers or partners. Each stage plays a vital role in ensuring that negotiations are 

productive, collaborative, and lead to mutually beneficial agreements. 

 

Summary of Key Points 

 

Definition of Negotiation 

● Negotiation in Procurement: The process where buyers and sellers discuss 

and agree on terms for the supply of goods or services, covering aspects like 

pricing, delivery schedules, payment terms, and quality standards. 

 

Purpose of Negotiation in Procurement 

● Cost Saving: Achieving lower prices and better terms to reduce procurement 

costs. 

● Clarity in Contracts: Ensuring all parties understand the terms to prevent 

misunderstandings. 

● Relationship Building: Fostering strong, long-term relationships with 

suppliers.  
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● Improved Quality: Ensuring goods or services meet required standards. 

● Flexible Payment Terms: Aligning payment terms with the organization's cash 

flow needs.  

● Risk Mitigation: Including clauses to protect against unforeseen issues. 

● Value Enhancement: Securing additional services or benefits beyond lower 

prices. 

 

Steps Involved in Negotiation Process 

1. Preparation: Defining goals, researching the supplier, and gathering relevant 

data. 

2. Opening: Presenting goals, establishing rapport, and clarifying the agenda. 

3. Testing: Engaging in active listening to understand each other's priorities. 

4. Proposing: Presenting proposals based on insights from earlier discussions. 

5. Bargaining: Refining proposals, exploring compromises, and negotiating 

terms. 

6. Agreement: Finalizing terms and documenting them clearly. 

7. Closure: Reviewing the agreement, outlining next steps, and ensuring clarity 

on responsibilities. 

 

Negotiation Stages 

1. Introductory Stage: Establishing rapport, setting objectives, and outlining the 

agenda. 

2. Discussion Stage: Exchanging information, presenting positions, and 

exploring options. 

3. Agreement Stage: Negotiating final terms, making concessions, and 

documenting the agreement. 

4. Post-Negotiation Stage: Implementing the agreement, monitoring 

compliance, evaluating performance, and maintaining the relationship. 
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Self-Test Questions 

 

Definition of Negotiation 

1. What is negotiation in procurement, and what aspects does it typically cover? 

Purpose of Negotiation in Procurement 

1. How can negotiation lead to cost savings in procurement? Provide an example. 

2. Why is clarity in contracts important during the negotiation process? 

3. How does effective negotiation contribute to relationship building with suppliers? 

4. In what ways can negotiation improve the quality of goods or services procured? 

5. Explain how flexible payment terms negotiated with suppliers can benefit an 

organization. 

6. What are some risk mitigation strategies that can be included in procurement 

negotiations? 

7. How can negotiation enhance the overall value of a procurement deal beyond 

just lower prices? 

Steps Involved in Negotiation Process 

1. What activities are involved in the preparation step of the negotiation process? 

2. Describe the importance of the opening step in a negotiation. 

3. How does the testing step help in understanding each party's priorities? 

4. What should be considered when proposing terms during a negotiation? 

5. What are some effective tactics used during the bargaining step of negotiation? 

6. Why is it important to document the agreement clearly in the agreement step? 

7. What are the key activities involved in the closure step of the negotiation 

process? 
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Self-Test Questions 

 

Negotiation Stages 

1. What are the main objectives of the introductory stage in a 

negotiation? 

2. How does the discussion stage facilitate the exchange of 

information between parties? 

3. What activities are involved in the agreement stage of negotiation? 

4. Why is the post-negotiation stage crucial for maintaining the 

relationship between the buyer and supplier? 
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Chapter 5 
Pricing Determination 

 

  

  

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

After reading this chapter you should be able to: 

➢ Utilize various techniques for price analysis, including: 

I. Comparison of competitive bids 

II. Comparison of prior quotations 

III. Comparison of published price lists 

IV. Prices set by law or regulation 

V. Similar item comparisons 

VI. Rough yardstick comparisons 

➢ Write fundamental approaches to determining prices in procurement. 
➢ Apply the cost approach and market approach to price determination effectively. 
➢ Evaluate and measure the purchase decision price through: 

I. Bid management 
II. Bid negotiations 

 



64 
 

Chapter 5  

Pricing Determination 

  

5.1 Price determination 

5.1.1 Price Analysis Techniques in Procurement  

 

In procurement, price analysis is essential for determining whether the prices offered 

by suppliers are fair and reasonable. Here are several techniques for conducting price 

analysis, along with appropriate examples for each method: 

 

a) Comparison of Competitive Bids 

This technique involves evaluating the prices quoted by multiple suppliers for the 

same product or service. By comparing these bids, procurement professionals can 

identify the market rate and determine if a supplier's offer is competitive. 

 

Example: If a company seeks to purchase 100 laptops, it receives bids from three 

suppliers: Supplier A offers RM 2,800 per laptop, Supplier B offers RM 2,750, and 

Supplier C offers RM 2,850. The procurement team compares these bids, 

considering other factors like delivery timelines and warranty, to choose the most 

cost-effective option. 

 

b) Comparison of Prior Quotations 

This method looks at historical pricing data from previous purchases of the same or 

similar items. It helps in assessing whether the current prices are consistent with 

past trends. 

 

Example: A government agency previously purchased a specific model of printer 

for RM1,400 each last year. If a new supplier quotes RM 1,450 for the same model 

this year, the agency can question the increase based on historical data. The 

procurement team investigates the reason for the increase, such as inflation or 

changes in specifications, before proceeding. 
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c) Comparison of Published Price Lists 

Using publicly available price lists from manufacturers or industry standards allows 

buyers to benchmark supplier prices against established market rates. 

 

Example: A company needs to buy 200 printers. They check the supplier's price 

against prices listed on major retail websites like Shoppee, Lazada, Temu and 

Amazon. If the supplier's price is significantly higher, they may negotiate or choose 

a different supplier. 

 

d) Prices Set by Law or Regulation 

Some products or services have prices regulated by government entities or industry 

standards, providing a clear benchmark for evaluation. 

 

Example: In the pharmaceutical industry, the price of certain medications is 

regulated by the government. A hospital purchasing these medications will compare 

the supplier's price with the regulated price to ensure compliance. 

 

e) Similar Item Comparison 

When direct comparisons are not possible, analyzing prices for similar items can 

provide insights into whether a supplier's pricing is reasonable. 

 

Example: If a company needs to purchase office chairs but finds that similar models 

from other brands range from RM150 to RM200, it can use this information to 

negotiate with its preferred supplier who quotes RM220. 

 

f) Rough Yardstick Comparisons 

This technique involves using rough estimates or benchmarks to gauge whether 

prices fall within acceptable ranges based on general knowledge or experience in 

the market. 

 

Example: A procurement officer knows that the typical costs for software licenses 

in their industry generally range from $1,000 to $2,000 per user. If a vendor quotes 

RM3,000 per user, this rough yardstick indicates that further investigation into the 

justification for the higher price is warranted. 
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Table 7: Price Analysis Techniques Comparison 

Techniques 

Aspect 

Source of 

Data 

Precision Use Case Advantage Disadvanta

ge  

Comparison 

of 

Competitive 

Bids 

 

Multiple 

suppliers' 

bids. 

High, as it 

involves 

direct price 

comparison

s from 

different 

suppliers. 

Formal 

procuremen

t processes 

where 

multiple bids 

are solicited. 

● Easy to 

identify 

competitiv

e pricing. 

 

● Encourag

es 

suppliers 

to offer 

better 

prices. 

● May not 

account 

for quality 

difference

s. 

 

● Limited if 

few 

suppliers 

are 

available. 

Comparison 

of Prior 

Quotation 

 

Historical 

quotations 

for the same 

or similar 

items. 

Moderate, 

as it relies 

on past data 

which may 

not reflect 

current 

market 

conditions. 

Situations 

where 

historical 

purchase 

data is 

available. 

● Provides a 

benchmark 

based on 

past 

transaction

s. 

 

● Helps 

identify 

trends over 

time. 

● May not 

reflect 

current 

market 

conditions

. 

 

● Historical 

data may 

be 

outdated. 

Comparison 

of Published 

Price List 

 

Catalogs, 

online 

listings, and 

other 

publicly 

available 

price 

information. 

High, as it 

uses current 

market 

prices. 

When 

publicly 

available 

price 

information 

is 

accessible. 

● Offers a 

clear 

standard 

for pricing. 

 

● Useful for 

common 

products 

with 

● May not 

account for 

specific 

supplier 

terms. 

 

● Limited 

applicabilit

y unique 

items. 



67 
 

transparen

t pricing. 

Prices Set by 

Law or 

Regulation 

 

Government 

or industry-

regulated 

prices. 

Very high, 

as prices are 

set by 

authoritative 

bodies. 

Industries 

with 

regulated 

pricing, such 

as 

pharmaceuti

cals. 

● Provides a 

clear and 

objective 

benchmar

k. 

 

● Ensures 

complianc

e with 

legal 

standards. 

● Limited to 

regulated 

items; not 

applicable 

to all 

products. 

 

● May not 

reflect 

market 

dynamics. 

Similar Item 

Comparison 

 

Prices of 

similar 

items. 

Moderate, 

as it involves 

comparing 

items that 

are not 

identical. 

When exact 

item 

comparison 

is not 

possible. 

● Usef

ul when 

specific 

item data is 

lacking. 

 

● Help

s 

determine 

market 

expectatio

ns. 

● Can lead 

to 

inaccuraci

es if items 

are not 

truly 

comparabl

e. 

 

● Requires 

careful 

selection 

of similar 

items. 

Rough 

Yardstick 

Comparisons 

 

General 

benchmarks 

or industry 

standards. 

Low to 

moderate, 

as it 

provides a 

rough 

estimate. 

Preliminary 

budgeting or 

quick 

assessment

s. 

● Quick and 

easy to 

apply. 

 

● Useful for 

initial 

assessme

nts without 

● Lacks 

precision; 

can lead to 

misleadin

g 

conclusion

s. 
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detailed 

data. 

● Relies 

heavily on 

subjective 

judgment. 

 

5.2 Approach to Price Determination  

 

In procurement, determining the appropriate price for goods and services is crucial for 

ensuring profitability while remaining competitive in the market. The basic approaches 

to price determination can be categorized into two primary methods: the Cost 

Approach and the Market Approach. Each method has its own methodology and 

application, which can significantly influence pricing strategies. 

5.2.1 Measure the Cost Approach 

The Cost Approach focuses on calculating the total costs associated with producing 

a product or delivering a service. This method ensures that all costs are covered while 

also achieving a desired profit margin. 

Key Components: 

● Direct Costs: These include expenses that can be directly attributed to 

production, such as raw materials and labor. 

● Indirect Costs: These are overhead costs that are not directly tied to 

production but are necessary for business operations, such as utilities and 

administrative salaries. 

● Desired Profit Margin: This is the percentage of profit that a company aims to 

achieve over its total costs. 
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Example of Cost Approach: 

Suppose a company manufactures custom bicycles. The breakdown of costs is as 
follows: 

● Raw materials: RM800 

● Labor: RM250 

● Overhead (utilities, rent): RM50 

 

Total Cost Calculation:  

Total Cost = Raw Materials + Labor + Overhead 

  = RM 800 + RM 250 + RM 50 

  = RM 1,100 

 

● If the company desires a profit margin of 30%, the selling price would be 
calculated as  
 
follows: 

Selling Price = Total Cost + (Total Cost × Profit Margin) 

Selling Price = RM 1,100 + (RM 1,100 × 30%) 

Selling Price = RM 1,100 + RM 330 

Selling Price = RM 1,430 

 

Thus, the final selling price of each bicycle would be RM1,430. 

When to Use: 

● When detailed cost data is available from the supplier. 

● For custom or complex products/services where market pricing may not exist. 

● To negotiate cost reductions based on inefficiencies identified in the breakdown. 

 

5.2.2 Measure the Market Approach 

The market approach evaluates prices based on current market conditions, 

considering competitive prices, demand-supply dynamics, and industry standards. It 

relies on external data to benchmark pricing. 
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Steps in the Market Approach: 
 
Scenario1 
A company needs to purchase 500 ergonomic office chairs. These are standard items 

widely available in the market, so the procurement team uses the market approach. 

 

Steps: 

 

1. Gather Market Data: 

Vendor A: RM90 per chair 

Vendor B: RM85 per chair 

Vendor C: RM95 per chai 

 

2. Evaluate Market Trends: 

Industry data show the average market price for similar chairs is RM87 per unit. 

Vendor B’s price of RM85 aligns closely with market rates, while Vendor C is slightly 

higher.  

 

3. Negotiate Discounts: 

 

The procurement team uses the bulk order as leverage to negotiate with Vendor B, 

reducing their price to RM82 per chair. 

 

4. Calculate Total Price: 

Final unit price: RM82 

Total cost for 500 chairs: 500 × RM82 = RM41,000 

 

Final Price Determination: 

The final price for the office chairs is RM41,000 with Vendor B. 

 

 
When to Use: 

● For standard, commoditized goods or services widely available in the market. 

● When there is sufficient competitive data to compare prices. 

● To ensure pricing aligns with current industry norms. 

 

Key Difference in Final Price Calculation 

 

● Cost Approach: Price is calculated by summing up the supplier’s cost components 

and adding a reasonable profit margin. 

 

● Market Approach: Price is determined by comparing market prices and negotiating 

based on competition or market trends. 
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Both approaches have their merits and are often used in combination to arrive at a 

well-informed pricing decision in procurement. The choice depends on the nature of 

the product/service, availability of data, and procurement objectives. 

 

5.3 The purchase decision price in procurement 

5.3.1 Measure the Purchase Decision Price in Procurement 

 

a) Bid Management 

 

Bid Management refers to the systematic process of preparing, submitting, and 

controlling proposals in response to client invitations for projects or contracts. It is 

essential for organizations to effectively manage bids to secure new contracts and 

enhance their market position. 

 

Key Steps in Bid Management: 

1. Bid Solicitation: The organization issues a Request for Proposal (RFP), 

Request for Quotation (RFQ), or Invitation for Bid (IFB) to invite potential 

suppliers to submit their proposals. 

 

2. Bid Preparation: Interested suppliers prepare their bids, which include detailed 

information about project costs, timelines, and qualifications. 

 

3. Bid Submission: Suppliers submit their completed bids by the specified 

deadline. 

 

4. Bid Evaluation: The organization reviews all submitted proposals based on 

predefined criteria such as cost, quality, and compliance with specifications. 

 

5. Contract Formation: After selecting a supplier, negotiations take place to 

finalize terms and conditions before formalizing the contract. 
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Example of Bid Management: 

A construction company receives an RFP from a city government for a new bridge 

project. The company follows these steps: 

 

• They analyze the RFP requirements and gather a team of engineers and cost 

estimators. 

• They prepare a comprehensive bid that includes project timelines, safety 

measures, and cost estimates. 

• The bid is submitted on time, and after evaluation, the city selects them based 

on their competitive pricing and experience in similar projects. 

• Effective bid management ensures that organizations present competitive 

proposals that align with client expectations while maximizing their chances of 

winning contracts. 

 

b) Bid Negotiation  

 

Bid Negotiations involve discussions between the buyer and selected suppliers to 

reach mutually agreeable terms before finalizing a contract. This process is crucial 

for ensuring that both parties understand their obligations and expectations. 

 

Key Aspects of Bid Negotiations: 

 

● Price Negotiation: Discussing the proposed prices to ensure they align with 

budget constraints while still being fair to the supplier. 

 

● Terms and Conditions: Clarifying delivery schedules, payment terms, 

warranties, and other contractual obligations. 

 

● Value Addition: Exploring opportunities for additional services or benefits that 

can be included in the contract without significantly raising costs. 
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Example of Bid Negotiations: 

After evaluating bids for the construction of a new office building, a company selects 

two potential contractors based on their proposals. During negotiations: 

 

● The company negotiates with Contractor A to reduce their bid price from RM1 

million to RM950,000 by adjusting project timelines. 

● They also discuss including additional project management services at no extra 

cost. 

● After several rounds of discussions, both parties agree on a final price of 

RM975,000 with enhanced service terms. 

This negotiation process not only helps secure a favourable price but also builds a 

collaborative relationship with the contractor. 

 

Performing purchase decision pricing in procurement involves careful management 

of bids and effective negotiation strategies. By implementing structured bid 

management processes and engaging in thorough negotiations, organizations can  

 

make informed purchasing decisions that achieve both cost efficiency and quality 

outcomes. These practices are vital for enhancing competitiveness and ensuring 

successful project execution within budgetary constraints. 
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Bid Channels: A Quick Guide 

 

• Government Tender Websites/Portals: Many governments 

have dedicated websites for publishing tender opportunities. 

(e.g., in Malaysia, there's the My Procurement portal). 

• Official Gazettes/Publications: The governments may also 

publish notices in official gazettes or newspapers. 

• Direct Communication (Existing Relationships): The 

companies may directly inform known or pre-qualified 

suppliers about opportunities based on established 

relationships. 

• Industry-Specific Publications/Platforms: Certain 

industries have specialized publications or online platforms 

where bids are advertised. 

• Social media: While less traditional, social media platforms 

like LinkedIn can be used to announce opportunities or share 

links to formal bid postings. 

• Newspapers (Advertisements): Traditional print media can 

still be relevant for reaching certain suppliers. 

• Trade Associations/Chambers of Commerce: These 

organizations often disseminate information about business 

opportunities to their members. 

• Networking Events/Conferences: Suppliers might learn 

about upcoming bids through industry events. 

• Word of Mouth: While less formal, sometimes suppliers find 

out through informal networks. 
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Summary of Key Points 

Price Analysis Techniques in Procurement 

● Comparison of Competitive Bids: Evaluating prices from multiple suppliers 

to identify the most competitive offer. 

● Comparison of Prior Quotations: Using historical pricing data to assess 

current prices. 

● Comparison of Published Price Lists: Benchmarking supplier prices against 

publicly available price lists. 

● Prices Set by Law or Regulation: Using government or industry-regulated 

prices as benchmarks. 

● Similar Item Comparison: Analyzing prices for similar items when direct 

comparisons are not possible. 

● Rough Yardstick Comparisons: Using rough estimates or benchmarks to 

gauge price reasonableness. 

 

Approach to Price Determination 

● Cost Approach: Calculating total costs (direct and indirect) and adding a 

desired profit margin to determine the selling price. 

● Market Approach: Evaluating prices based on current market conditions, 

competitive prices, and industry standards. 

 

Measure the Purchase Decision Price in Procurement 

● Bid Management: Systematic process of preparing, submitting, and controlling 

proposals in response to client invitations. 

o Steps: Bid solicitation, preparation, submission, evaluation, and contract 

formation. 

● Bid Negotiation: Discussions between buyer and selected suppliers to reach 

mutually agreeable terms before finalizing a contract. 

o Key Aspects: Price negotiation, terms and conditions, and value 

addition. 
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Self-Test Questions 

 

Price Analysis Techniques in Procurement 

1. What is the purpose of price analysis in procurement? 

2. How does the comparison of competitive bids help in determining fair 

prices? 

3. Explain how historical quotations can be used in price analysis. 

4. Why is it useful to compare supplier prices with published price lists? 

5. Give an example of a situation where prices set by law or regulation are 

used in procurement. 

6. How can similar item comparison be helpful when direct comparisons 

are not possible? 

7. What are the advantages and disadvantages of using rough yardstick 

comparisons? 

Approach to Price Determination 

1. What are the key components of the cost approach to price 

determination? 

2. How is the selling price calculated using the cost approach? Provide an 

example. 

3. Describe the market approach to price determination. 

4. When is it appropriate to use the market approach in procurement? 

5. Compare the cost approach and market approach in terms of their 

application and benefits. 

Measure the Purchase Decision Price in Procurement 

1. What are the key steps involved in bid management? 

2. How does effective bid management enhance an organization's market 

position? 

3. What are the main aspects of bid negotiations? 

4. Provide an example of how bid negotiations can lead to a favorable 

contract. 

5. Why is it important to engage in thorough negotiations before finalizing 

a contract? 
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Chapter 6 
Managing Quality 

 
  

   

   

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

After reading this chapter you should be able to: 

➢ Understand and articulate the significance of quality 

management in the procurement process. 

➢ Clearly define what constitutes quality within the context of 

procurement. 

➢ Identify and explain three types of quality requirements for 
suppliers, including:  

I. Quality assurance expectations 

II. Quality target commitments 

III. Preventive quality measures 

 
➢ Evaluate and apply various quality measurement and 

inspection methods, including: 

I. Pre-Production Inspection (PPI) 

II. During Production Inspection (DPI) 

III. Pre-Shipment Inspection (PSI) 

IV. Container Loading/Supervision (LS) 

➢ Utilize and explain key quality management tools, including: 

I. Sampling  

II. Testing  

III. Inspection 
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Chapter 6  

Managing Quality 

 

6.1 The importance of managing quality in procurement 

6.1.1 Define Quality in Procurement  

 
 

Quality in procurement is a multifaceted concept that ensures goods and services 

meet established standards and specifications throughout the procurement process. 

Here are definitions and insights from various sources: 

Definitions of Quality in Procurement 

 

a) ISO 9000 Standard: Quality is defined as "the degree to which a set of fundamental 

characteristics fulfills requirements," emphasizing the importance of meeting 

customers’ needs and expectations in procurement decisions. 

 

b) Materials Procurement Context: In the context of materials procurement, quality 

involves ensuring that all components meet necessary technical and regulatory 

standards, which is crucial for operational success. This includes rigorous supplier 

selection, material inspection, and compliance audits to prevent failures and ensure 

efficiency. 

 

c) Procurement Quality Assurance (PQA): PQA is described as a process that 

ensures goods or services acquired align with the company's quality standards. It 

involves planning, supplier evaluations, and continuous monitoring to maintain 

product quality over time. 

 

d) IBM: Quality in procurement refers to acquiring the right raw materials at the right 

time to manufacture high-quality products. It encompasses every aspect of the 

procurement process, as the choice of materials and suppliers directly impacts the 

quality of the final products and services 
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e) American Society for Quality (ASQ): Supplier quality is defined as a supplier’s 

ability to deliver goods or services that satisfy customers’ needs. Supplier quality 

management involves a proactive and collaborative approach to ensure that 

suppliers meet the required quality standards. 

 

Key Aspects of Quality in Procurement 

Supplier Evaluation: A critical component involves assessing suppliers based on 

their capability to deliver high-quality products consistently, including their technical 

qualifications and past performance records. 

Quality Control Procedures: Implementing control measures such as inspections 

and testing at various stages of procurement ensures that materials meet specified 

standards before they are accepted. 

Continuous Improvement: Organizations should adopt a mindset of continuous 

improvement in their procurement processes to enhance quality over time. This 

includes regular audits, feedback loops with suppliers, and data-driven decision-

making. 

Documentation and Transparency: Maintaining detailed records throughout the 

procurement process aids in tracking quality metrics and ensuring compliance with 

established standards. 

 

6.1.1.1 Authorized Bodies Evaluating Quality 

In Malaysia and around the world, various authorized bodies evaluate quality across 

different sectors, including education, healthcare, and product certification. Here are 

some notable examples: 

 

 

 

 



80 
 

Table 8: Quality Authorized Body 

Regions  Authorized Body Description 

Malaysia 

Department of Standards 

Malaysia (DSM) 

The DSM is the national standards body 

responsible for developing and 

promoting standards in Malaysia. It 

oversees the certification of products 

and services to ensure they meet 

national and international quality 

standards. 

Malaysian Qualifications 

Agency (MQA) 

MQA is responsible for the quality 

assurance of higher education 

institutions in Malaysia. It evaluates and 

accredits programs to ensure they meet 

established educational standards. 

SIRIM QAS International: SIRIM is a leading certification body in 

Malaysia that provides testing, 

inspection, and certification services. It 

evaluates products and systems to 

ensure compliance with Malaysian and 

international standards. 

National Pharmaceutical 

Regulatory Agency 

(NPRA) 

NPRA evaluates the quality of 

pharmaceutical products in Malaysia, 

ensuring that medicines are safe, 

effective, and of high quality before they 

are approved for use. 

Worldwide 

ISO (International 

Organization for 

Standardization) 

ISO develops international standards 

that provide guidelines for quality 

management systems (e.g., ISO 9001). 

Accreditation bodies worldwide use 

these standards to assess 

organizations' compliance with quality 

requirements. 

International 

Accreditation Forum 

(IAF) 

The IAF is a global association of 

accreditation bodies that promotes 

international recognition of accredited 

certifications. It ensures that conformity 
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assessment bodies meet high-quality 

standards across various sectors, 

including management systems and 

product certifications. 

Joint Commission 

International (JCI) 

JCI evaluates healthcare organizations 

globally to ensure they meet high 

standards of patient care and safety. It 

provides accreditation to hospitals and 

healthcare facilities based on rigorous 

quality assessments. 

European Quality 

Assurance Register for 

Higher Education 

(EQAR) 

EQAR maintains a register of quality 

assurance agencies that operate in 

Europe, ensuring that they meet 

European standards for evaluating 

higher education institutions. 

 

6.1.1.2 Importance of Quality in Procurement 

a) Meeting Specifications and Standards 

Ensuring that procured items meet specific requirements helps avoid costly 

mistakes. For example, a construction company that specifies high-strength 

concrete for a project will only accept materials that meet those strength standards. 

If substandard concrete is used, it could lead to structural failures, resulting in safety 

hazards and financial losses. 

b) Enhancing Supplier Relationships 

Strong quality management fosters better relationships with suppliers. For instance, 

Company X, a global manufacturing firm, implemented strict supplier evaluation 

criteria and conducted regular audits to ensure compliance with quality standards. 

This approach resulted in a significant reduction in product defects and improved 

customer satisfaction, demonstrating the value of maintaining high-quality 

expectations. 
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c) Minimizing Risks 

High-quality procurement processes reduce the risks associated with poor-quality 

goods. For example, Organization Y, a nonprofit focused on providing medical 

supplies, established specific quality benchmarks for their products. By conducting 

regular inspections and testing, they ensured that only safe and effective supplies 

reached underserved communities, ultimately leading to positive health outcomes. 

d) Improving Operational Efficiency 

Quality assurance in procurement streamline operations by minimizing defects and 

rework. For example, a manufacturing plant that implements rigorous quality control 

measures can significantly reduce downtime caused by defective materials, thereby 

enhancing overall productivity. 

e) Cost Reduction 

Investing in quality management can lead to cost savings by preventing errors and 

waste. For instance, if a company identifies a high cost of quality due to frequent 

returns of defective products, they can work with suppliers to improve their 

processes, thereby reducing the costs associated with rework and customer 

dissatisfaction. 

f) Regulatory Compliance 

Adhering to industry-specific quality regulations protects organizations from legal 

repercussions. For example, companies in the pharmaceutical industry must 

comply with stringent regulations regarding product safety and efficacy. Failure to 

meet these standards can result in significant fines and damage to reputation. 

g) Continuous Improvement 

Quality metrics enable organizations to identify areas for improvement within their 

procurement processes. By regularly monitoring supplier performance against 

established KPIs such as defect rates or on-time delivery rates, companies can 

implement corrective actions that enhance overall efficiency.  
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h) Customer Satisfaction 

High-quality products lead to increased customer satisfaction and loyalty. For 

instance, a retailer that consistently delivers high-quality products is likely to see 

repeat business and positive word-of-mouth referrals. 

i) Data-Driven Decisions 

Quality management provides valuable data that supports informed decision-

making in procurement. By analyzing supplier performance data, organizations can 

make strategic choices about which suppliers to engage based on their historical 

reliability and quality metrics. 

 

6.1.2 Quality Requirements for Suppliers  

 
a) Quality Assurance Expectations 

 
Definition: Quality assurance expectations outline the standards and 

processes that suppliers must adhere to ensure product quality. 

 

i. Compliance with Standards: Suppliers must comply with relevant industry 

standards (e.g., ISO 9001, ISO 27002) to ensure their processes meet 

established quality norms. 

ii. Documentation and Reporting: Suppliers are required to maintain 

comprehensive documentation of their quality management processes, 

including records of inspections, audits, and quality control measures. 

iii. Regular Audits: Suppliers should undergo scheduled audits by the 

purchasing organization to assess compliance with quality assurance 

expectations and identify areas for improvement. 
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Table 9: Steps and Processes in Quality Assurance Expectations 

Steps and Processes Description Example 

Establish Quality 

Standards 

● Define specific quality 

standards based on industry 

norms (e.g., ISO 9001). 

 

A manufacturer might require 

suppliers to comply with ISO 

9001 standards, which outline 

the criteria for a quality 

management system. 

Create Quality Plans ● Develop detailed quality 

plans that specify processes, 

responsibilities, and metrics. 

 

A company may create a 

quality plan that includes 

inspection protocols, testing 

methods, and acceptance 

criteria for materials received 

from suppliers. 

Implement Regular 

Audits 

● Schedule regular audits to 

assess compliance with 

quality standards. 

 

Conduct quarterly audits of a 

supplier’s facility to ensure 

adherence to the established 

quality management practices. 

Monitor Performance 

Metrics 

● Track key performance 

indicators (KPIs) related to 

quality. 

 

Measure defect rates in 

products supplied by a vendor 

and set thresholds for 

acceptable performance. 

Provide Feedback and 

Support 

● Offer constructive feedback 

based on audit results and 

performance metrics. 

 

If a supplier consistently fails to 

meet defect rate targets, 

provide them with resources or 

training to improve their 

processes. 

 

b) Quality Target Commitment 

 

Definition: Quality target commitment involves setting specific, measurable 

quality objectives that suppliers agree to achieve. 

 

i. Performance Metrics: Suppliers must establish clear performance metrics 

(e.g., defect rates, on-time delivery rates) that align with the purchasing 

organization's quality goals. 
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ii. Continuous Improvement Plans: Suppliers are expected to develop and 

implement continuous improvement plans aimed at enhancing product 

quality over time. This may include training programs or process optimization 

initiatives. 

 

iii. Reporting and Accountability: Suppliers should regularly report their 

performance against these targets, enabling the purchasing organization to 

hold them accountable for any deviations from agreed-upon quality levels 

 

Table 10: Steps and Processes in Quality Target Commitment 

Steps and Processes Description Example 

Define Specific 

Quality Targets 

● Set clear, measurable targets 

for suppliers (e.g., defect 

rates, on-time delivery). 

 

A target might be set for a 

supplier to maintain a defect 

rate of less than 2% over a six-

month period. 

Develop Improvement 

Plans 

● Require suppliers to create 

action plans outlining how 

they will achieve these 

targets. 

A supplier might implement 

new training programs for staff 

to reduce defects in their 

manufacturing process. 

Regular Performance 

Reviews 

● Conduct periodic reviews to 

assess progress towards 

meeting targets. 

 

 Monthly meetings with 

suppliers to review 

performance data and discuss 

challenges in meeting quality 

targets. 

Incentivize 

Performance 

● Establish incentives for 

suppliers who consistently 

meet or exceed targets. 

 

 Offering bonuses or longer 

contracts to suppliers that 

maintain high-quality standards 

over time. 

Document Results 

and Adjust Targets 

● Keep records of performance 

against targets and adjust 

them as necessary based on 

historical data. 

 

If a supplier consistently 

exceeds the defect rate target, 

consider raising the bar or 

introducing more stringent 

criteria. 

 

c) Preventive Quality  

 

Definition: Preventive quality focuses on proactive measures that suppliers 

must take to avoid potential quality issues before they arise. 
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i. Risk Assessment Procedures: Suppliers should conduct thorough risk 

assessments to identify potential sources of nonconformities and develop 

strategies to mitigate these risks. This includes evaluating processes, 

materials, and external factors that could impact quality. 

 

ii. Preventive Action Plans: Suppliers are required to implement preventive 

action plans that detail steps taken to eliminate the causes of potential 

nonconformities. These plans should be documented and regularly reviewed 

for effectiveness. 

 

iii. Training and Awareness Programs: Suppliers must provide training for 

their employees on quality management practices and preventive measures, 

fostering a culture of quality awareness within their organization. 

 

 

Table 11: Steps and Processes in Corrective and Preventive Action (CAPA)  

Steps and Processes Description Example 

Identify the Issue This initial step involves 

recognizing any problems that 

may affect product quality or 

compliance with standards. 

Documentation should include 

detailed descriptions of the 

issue along with objective 

evidence that substantiates its 

existence 

A medical device company 

receives reports of intermittent 

failures in a batch of cardiac 

pacemakers. 

Evaluate the Severity After identifying an issue, it is 

crucial to assess its potential 

impact on customers and 

operations to prioritize it 

appropriately within the CAPA 

system. 

The company determines that 

the failures could lead to 

serious health risks, 

categorizing this issue as 

critical and requiring immediate 

attention. 

Investigate Root 

Cause 

A thorough investigation is 

necessary to understand why 

the problem occurred in the first 

place. This often involves 

gathering data from various 

sources and employing 

analytical techniques to 

pinpoint underlying causes. 

The investigation reveals that a 

specific manufacturing error 

related to a faulty component is 

causing the intermittent failures 

in the pacemakers. 
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Perform Risk 

Assessment 

 Evaluating risks helps 

determine how critical an issue 

is concerning safety, quality, or 

regulatory compliance, 

allowing organizations to 

allocate resources effectively. 

The risk assessment indicates 

that if the issue is not resolved, 

it could result in patient harm 

and regulatory penalties, 

necessitating urgent corrective 

action. 

Define and Implement 

Action Plan 

Once root causes are 

identified, organizations must 

develop an actionable plan that 

includes specific tasks aimed 

at correcting existing problems 

and preventing future 

occurrences. 

The action plan includes 

replacing the faulty component 

supplier, retraining staff on 

quality control procedures, and 

enhancing inspection protocols 

for incoming materials. 

Verify Effectiveness After implementing corrective 

actions, it is essential to 

evaluate whether these 

measures have successfully 

resolved the issue by 

monitoring results over time. 

The company conducts testing 

on new batches of pacemakers 

produced after implementing 

changes and finds that there 

are no further failures reported 

during post-market 

surveillance. 

Document Results Keeping detailed records 

throughout the CAPA process 

is vital for accountability and 

regulatory compliance; this 

documentation serves as 

evidence during audits or 

inspections. 

All steps taken during the 

CAPA process are 

documented, including 

investigation results, action 

plans executed, and 

verification data showing 

improved performance metrics. 

Review and Close the 

CAPA 

Finally, organizations should 

review completed CAPAs to 

ensure all issues have been 

resolved satisfactorily before 

closing them out while also 

capturing insights for 

continuous improvement. 

After confirming that no further 

issues arise from subsequent 

batches of pacemakers, the 

CAPA file is closed with a 

summary report detailing 

lessons learned and 

recommendations for future 

practices. 

 

 

6.1.3 Measure Quality and Inspection Method  

 
Quality inspection methods are essential in logistics and supply chain management to 
ensure that products meet specified standards at various stages of production and 
delivery.  
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a) Pre-Production Inspection (PPI)  
 
Definition  
Pre-Production Inspection (PPI) is conducted before the manufacturing process 

begins to evaluate the quality and quantity of raw materials and components.  

 

PPI ensures that all materials conform to specified standards before production 

starts. This inspection is particularly important when working with new suppliers 

or large contracts to prevent issues related to substandard materials. 

 

Steps  

● Specification Sheet: Create a detailed specification sheet outlining 

product requirements. 

● Supplier Communication: Discuss any potential changes or corrective 

actions with the supplier. 

● Material Inspection: Inspect raw materials for quality and compliance 

with specifications. 

● Documentation: Record findings and share them with relevant 

stakeholders. 

Example 

Company sourcing electronics from a manufacturer in Asia conducts a PPI to 

verify that the components (like circuit boards) meet required standards before 

production begins. 

 

Benefits 

● Reduces defects early. 

● Ensures supplier readiness. 

● Saves time and cost by preventing rework. 
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b) During Production Inspection (DPI)  
 
Definition 

During Production Inspection (DPI), also known as In-Process Inspection or 

DPI, is performed while production is underway, typically when 10-50% of units 

are completed. 

 

DPI helps to identify defects in the earlier stage of production, allowing for 

immediate corrective actions. This proactive approach minimizes waste and 

ensures that quality is maintained throughout production. 

 

Steps 

● Production Status Confirmation: Verify the current status of 

production against the timeline. 

● Random Sampling: Inspect a random selection of semi-finished 

products for quality. 

● Quality Assessment: Evaluate product appearance, functionality, 

packaging, and compliance with specifications. 

● Reporting: Document findings in a detailed report, including 

recommendations for corrective actions. 

 

Example 

An electronics manufacturer conducts DPI on circuit boards during assembly to 

check for soldering defects and ensure compliance with safety standards. 

 

Benefits: 

● Mitigates risks of large-scale defects. 

● Maintains production quality consistency. 

● Reduces wastage by early corrections. 
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c) Pre-shipment inspection (PSI)  

 
Definition 

Pre-Shipment Inspection (PSI) occurs when at least 80% of the order is packed 

and ready for shipment, serving as a final check before goods leave the factory. 

 

PSI verifies that finished products meet buyer specifications and are free from 

defects. This inspection helps prevent costly returns and ensures customer 

satisfaction. 

 

Steps 

Factory Visit: Inspectors visit the manufacturing facility to conduct the 

inspection. 

Quantity Verification: Confirm that the quantity of finished goods matches the 

order 

Random Sampling: Select random samples for detailed inspection against 

quality standards. 

Compliance Checks: Ensure that products comply with regulatory standards 

and specifications before shipment. 

 

Example 

An electronics company inspects smartphones to ensure each unit meets 

performance and safety standards before shipping to retailers. 

 

 

Benefits 

● Guarantees customer satisfaction. 

● Reduces the risk of product recalls. 

● Ensures compliance with regulatory and customer standards. 
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d) Container loading/loading supervision (LS) 
 
Definition 

Container Loading Check (CLC) or Loading Supervision involves monitoring the 

loading of products into shipping containers to ensure proper handling and 

compliance with shipping requirements. 

 

This inspection ensures that products are loaded correctly, minimizing damage 

during transit and verifying that all items match shipping documents. 

 

Steps 

Loading Supervision: Inspectors oversee the loading process at the factory. 

Condition Assessment: Evaluate the condition of shipping containers to ensure 

they are suitable for transport. 

Documentation Verification: Confirm that all products information matches 

shipping documents. 

Final Checks: Ensure proper packing materials are used to protect goods during 

transport. 

 

Example 

A food exporter supervises the loading of frozen seafood into refrigerated 

containers to ensure compliance with temperature requirements and packing 

guidelines. 

 

Benefits 

● Ensures safe and damage-free transport. 

● Verifies accurate shipping quantities. 

● Enhances customer’s confidence and satisfaction.  
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6.2 Quality Management Tools  

 
Effective quality management in logistics and supply chain operations is crucial for 

ensuring product integrity, customer satisfaction, and operational efficiency. The 

following tools are commonly used to maintain and enhance quality. 

a) Sampling  

Definition 

Sampling involves selecting a subset of items from a batch or production lot to 

infer the quality of the entire batch without inspecting every unit. 

 

Common Sampling Tools 

● Acceptance Sampling Plans: Methods like AQL (Acceptable Quality 

Level) help determine the number of samples to test and the criteria for 

acceptance or rejection. 

● Statistical Process Control (SPC): Uses control charts to monitor 

variations in processes through sample data. 

● Random Sampling Tools: Algorithms or random number generators for 

selecting unbiased samples. 

 

Applications 

● Sampling is widely used in industries like pharmaceuticals to verify the 

quality of large production batches. For instance, in a logistics warehouse, 

inspectors might sample cartons to check for correct labeling or damage. 

 

Benefits 

● Reduces cost and time compared to inspecting 100% of the items. 

● Provides statistically valid results for batch quality. 
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b) Testing  

Definition 

Testing involves evaluating a product or process to determine if it meets 

predefined specifications or standards. 

Common Testing Tools 

● Destructive Testing: Methods such as tensile strength tests, where products 

are tested for failure to measure properties. 

● Non-Destructive Testing (NDT): Techniques like X-ray or ultrasound used to 

check the quality without damaging the product. 

● Automation Tools: Tools like spectrometers or software platforms for 

automated testing. 

 

Applications 

● In electronics manufacturing, functional tests ensure that circuits perform as 

expected. 

● Logistics firms test packaging materials for durability to ensure safe transport 

of goods. 

 

Benefits 

● Ensures product functionality and safety. 

● Can identify defects that are not visible during inspections. 
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c) Inspection  

Definition 

Inspection involves visually or physically examining products, processes, or 

equipment to ensure compliance with quality standards. 

 

Common Inspection Tools 

● Manual Tools: Magnifying glasses, callipers, or rulers for physical 

measurements. 

● Automated Visual Inspection (AVI): Machine vision systems to detect defects 

such as surface scratches or misalignments. 

● Checklists and Documentation Tools: Templates to systematically evaluate 

quality parameters. 

 

Applications 

● Automotive industries inspect components for physical damage during 

assembly. 

● Logistics companies inspect containers and goods before shipment to avoid 

transit issues. 

 

Benefits 

● Immediate feedback on defects. 

● Cost-effective for identifying visual or dimensional non-conformities. 
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Table 12: Summary of Applications in Quality Management 

Tool Focus Common Industries Example Scenario 

Sampling Batch-level quality 

analysis 

Pharmaceuticals, 

Manufacturing 

Inspect 20 out of 1000 

items in a lot. 

Testing Product or process 

performance 

Electronics, 

Construction, 

Packaging 

Strength testing of 

containers in logistics. 

Inspection Compliance with 

physical standards 

Automotive, 

Warehousing, Retail 

Visual checks for 

labelling accuracy. 

 

By combining these tools effectively, organizations can maintain product and service 

quality, improve efficiency, and reduce defects. 

 

Summary of Key Points 

Define Quality in Procurement 

● Quality in Procurement: Ensuring goods and services meet established 

standards and specifications throughout the procurement process. 

● Definitions: 

o ISO 9000 Standard: Quality is the degree to which a set of 

characteristics fulfills requirements. 

o Materials Procurement Context: Ensuring components meet technical 

and regulatory standards. 

o Procurement Quality Assurance (PQA): Ensuring acquired goods or 

services align with company quality standards. 

o IBM: Acquiring the right raw materials at the right time to manufacture 

high-quality products. 

o American Society for Quality (ASQ): Supplier quality is the ability to 

deliver goods or services that satisfy customer needs. 

 



96 
 

Authorized Bodies Evaluating Quality 

● Malaysia: 

o Department of Standards Malaysia (DSM): Develops and promotes 

standards. 

o Malaysian Qualifications Agency (MQA): Ensures quality in higher 

education.  

o SIRIM QAS International: Provides testing, inspection, and certification 

services.  

o National Pharmaceutical Regulatory Agency (NPRA): Ensures the 

quality of pharmaceutical products. 

● Worldwide: 

o ISO: Develops international standards for quality management systems. 

o International Accreditation Forum (IAF): Promotes international 

recognition of accredited certifications. 

o Joint Commission International (JCI): Evaluates healthcare 

organizations globally. 

o European Quality Assurance Register for Higher Education 

(EQAR): Ensures quality in higher education institutions in Europe. 

 

Importance of Quality in Procurement 

● Meeting Specifications and Standards: Avoiding costly mistakes and 

ensuring safety. 

● Enhancing Supplier Relationships: Fostering better relationships through 

strict quality management. 

● Minimizing Risks: Reducing risks associated with poor-quality goods. 

● Improving Operational Efficiency: Minimizing defects and rework. 

● Cost Reduction: Preventing errors and waste. 
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● Regulatory Compliance: Adhering to industry-specific regulations. 

● Continuous Improvement: Identifying areas for improvement. 

● Customer Satisfaction: Increasing customer satisfaction and loyalty. 

● Data-Driven Decisions: Supporting informed decision-making. 

Quality Requirements for Suppliers 

● Quality Assurance Expectations: Compliance with standards, documentation 

and reporting, regular audits. 

● Quality Target Commitment: Setting specific, measurable quality objectives, 

developing improvement plans, regular performance reviews. 

● Preventive Quality: Conducting risk assessments, implementing preventive 

action plans, providing training and awareness programs. 

Measure Quality and Inspection Method 

● Pre-Production Inspection (PPI): Evaluating raw materials and components 

before production. 

● During Production Inspection (DPI): Identifying defects during the production 

process. 

● Pre-Shipment Inspection (PSI): Final check before goods leave the factory. 

● Container Loading/Loading Supervision (LS): Ensuring proper handling and 

compliance during loading. 

Quality Management Tools 

● Sampling: Selecting a subset of items to infer the quality of the entire batch. 

● Testing: Evaluating a product or process to determine if it meets specifications. 

● Inspection: Examining products, processes, or equipment to ensure 

compliance with standards. 
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Self-Test Questions 

 

Define Quality in Procurement 

1. What is quality in procurement, and why is it important? 

2. How does the ISO 9000 standard define quality? 

3. What are the key aspects of quality in procurement? 

Authorized Bodies Evaluating Quality 

1. Name three authorized bodies in Malaysia that evaluate quality and their 

roles. 

2. What is the role of the International Organization for Standardization (ISO) 

in quality management? 

Importance of Quality in Procurement 

1. How does ensuring quality in procurement help in meeting specifications 

and standards? 

2. Why is enhancing supplier relationships important for quality 

management? 

3. Explain how quality assurance in procurement can lead to cost reduction. 

Quality Requirements for Suppliers 

1. What are the key components of quality assurance expectations for 

suppliers? 

2. How do quality target commitments help in maintaining supplier quality? 

3. What is preventive quality, and why is it important? 
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Self-Test Questions 

 

Measure Quality and Inspection Method 

1. What is the purpose of pre-production inspection (PPI)? 

2. How does during production inspection (DPI) help in 

maintaining quality? 

3. What are the benefits of pre-shipment inspection (PSI)? 

4. Describe the importance of container loading supervision 

(LS). 

Quality Management Tools 

1. What is the role of sampling in quality management? 

2. How does testing ensure product quality? 

3. Why is inspection important in maintaining quality standards? 
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Chapter 7 
Procurement with Ethics and 

Social Responsibility  
 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

After reading this chapter you should be able to: 

➢ Describe the concepts of ethics and social responsibility as they 

apply to procurement practices. 

➢ Identify and explain key aspects of ethical behavior (Transparency, 

Conflict of interest, Use of power and Corruption) 

➢ Understand the relationship between procurement practices and 

social responsibility. 

➢ Recognize how social responsibility aligns with and supports 

business objectives. 

➢ Analyze the ethical considerations and implications in procurement 

decisions. 

➢ Explain the role of procurement in shaping public relations and 

corporate reputation. 

➢ Investigate and discuss contemporary and emerging issues 

impacting procurement. 

➢ Assess and articulate the influence of procurement decisions on the 

overall supply chain. 
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Chapter 7  

Procurement with Ethics and Social Responsibility 

 

7.1 Ethics and Social responsibility in procurement  

 
Ethics and social responsibility in procurement are critical components of modern 

business practices, reflecting commitment to sustainable and equitable operations. 

This approach involves integrating ethical considerations and social values into the 

procurement process, ensuring that purchasing decisions not only meet organizational 

goals but also contribute positively to society and the environment. 

 

7.1.1 Ethical Behavior in Procurement Process 

Ethical behaviour in procurement is essential for maintaining integrity, trust, and 

accountability in business transactions. Below are key ethical considerations in the 

procurement process, along with explanations and examples for each. 

 

a) Transparency  

 

Transparency in procurement refers to the clear and open communication of 

processes, decisions, and criteria used in purchasing activities. It ensures that 

all stakeholders have access to relevant information, fostering trust and 

accountability. 

 

Application: 

 

Example: A government agency publishes its procurement policies, including 

the criteria for supplier selection and contract awards, on its website. This allows 

potential suppliers and the public to understand how decisions are made and to 

hold the agency accountable for its actions. 

 

Importance: Transparency reduces the risk of corruption and favoritism by 

allowing external scrutiny of procurement processes. It promotes fair competition 

among suppliers. 

 

b) Conflict of interest  

 

A conflict of interest occurs when an individual involved in the procurement 

process has personal interests that may improperly influence their judgment or 

actions regarding procurement decisions. 
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Application: 

 

Example: An employee responsible for selecting suppliers has a family member 

who owns a company bidding for a contract. The employee must disclose this 

relationship and recuse himself from the decision-making process to avoid bias. 

 

Importance: Managing conflicts of interest is crucial to ensure that procurement 

decisions are made based on merit rather than personal relationships or benefits. 

Organizations often implement policies requiring employees to declare any 

potential conflicts. 

 

c) Use of power 

 

The use of power in procurement refers to the ethical responsibility of individuals 

in positions of authority to act fairly and not exploit their position for personal gain 

or to disadvantage others. 

 

Application: 

 

Example: A procurement officer uses his authority to favor a specific supplier 

with whom he has a personal relationship, bypassing standard evaluation 

procedures. This behavior undermines fair competition. 

 

Importance: Ethical use of power ensures that all suppliers have equal 

opportunities to compete for contracts, fostering a level playing field. 

Organizations often train employees on ethical leadership to prevent abuses of 

power. 

 

d) Corruption  

 

Corruption in procurement involves unethical practices such as bribery, 

kickbacks, or fraud that compromise the integrity of the procurement process. 

 

Application: 

 

Example: A contractor offers a government official a bribe to secure a beneficial 

contract. If discovered, this act can lead to legal consequences for both parties 

and damage public trust in government institutions. 

 

Importance: Combating corruption is critical for maintaining public confidence in 

procurement processes. Organizations implement strict anti-corruption policies 

and conduct regular audits to detect and prevent corrupt practices 
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7.2 Procurement and Social Responsibility 

 
Procurement is the process of acquiring goods and services. Traditionally, it focused 

on cost reduction and efficiency. However, in recent years, there's been a growing 

emphasis on social responsibility within procurement. This shift recognizes that 

businesses have a broader impact on society, and procurement can play a significant 

role in driving positive change. 

 

7.2.1 Social Responsibility and Business Goals 

 
Social responsibility in business refers to the obligation of companies to act in ways 

that benefit society at large, beyond their financial interests. It encompasses ethical 

practices that consider the impact of business operations on various stakeholders, 

including employees, customers, communities, and the environment. Integrating 

social responsibility into business goals can enhance a company's reputation, foster 

customer loyalty, and contribute to sustainable development. 

 

a) Key Aspects of Social Responsibility 

I. Environmental Responsibility: Companies are constantly held accountable 

for their environmental impact. This includes efforts to reduce pollution, manage 

waste, and utilize sustainable resources. For example, many businesses are 

adopting practices such as recycling, reducing carbon footprints, and using 

renewable energy sources. 

 

II. Ethical Responsibility: This aspect focuses on fair treatment of all 

stakeholders, ensuring that business practices are conducted ethically. 

Companies may implement codes of conduct that promote transparency, fair 

labor practices, and adherence to laws and regulations. 

 
III. Economic Responsibility: This involves making financial decisions that not 

only aim for profit maximization but also the broader impact on society and the 

environment. Companies may invest in sustainable practices that ultimately 

lead to cost savings and improved efficiency. 

 

b) Importance of Social Responsibility for Business Goals 

I. Enhancing Brand Image: Companies that actively engage in social 

responsibility often enjoy a positive public image. This can lead to increased 

customer trust and loyalty. For example, brands like Coca-Cola have initiatives 

aimed at empowering women entrepreneurs globally, which enhances their 

reputation as socially responsible entities. 
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II. Attracting Talent: A commitment to social responsibility can make a company 

more attractive to potential employees who value ethical practices and 

sustainability. Research indicates that employees are more motivated and 

productive when they work for socially responsible companies. 

 

III. Customer Loyalty: Consumers are increasingly inclined to support brands that 

align with their values. Studies show that a significant percentage of consumers 

prefer buying from companies that advocate for social issues they care about. 

This loyalty can translate into repeat business and higher sales. 

 

IV. Risk Management: By adhering to social responsibility principles, companies 

can mitigate risks associated with unethical practices or environmental harm. 

This proactive approach helps avoid legal issues and enhances long-term 

sustainability. 

 

V. Market Differentiation: In competitive markets, a strong commitment to social 

responsibility can differentiate a company from its competitors. Businesses that 

effectively communicate their social initiatives often stand out and attract 

customers who prioritize ethical consumption. 

 

7.2.2 Procurement and Ethics  

 
Ethics in procurement is essential for ensuring that organizations conduct their 
purchasing activities responsibly and transparently. Ethical procurement practices 
help build trust, promote sustainability, and ensure compliance with laws and 
regulations. Below are key ethical considerations in procurement, along with real-world 
examples that illustrate these principles. 
 
a) Key Aspects of Procurement Ethics 
 

I. Transparency: Transparency in procurement involves clear communication 
about processes, decisions, and criteria used in purchasing activities. 
Organizations must openly share relevant information with stakeholders to foster 
trust and accountability. 
 
Example: A government agency publishes detailed reports on its procurement 
processes, including criteria for supplier selection and contract awards. This 
openness allows for public scrutiny and helps prevent corruption. 

 
II. Fairness: Ethical procurement practices ensure that all suppliers are treated 

equitably. This includes providing equal opportunities for bidding and avoiding 
favoritism or discrimination in supplier selection. 

 
Example: A corporation implements a supplier diversity program that actively 
seeks out minority-owned businesses to participate in bidding processes. This 
approach promotes inclusivity while ensuring that all suppliers compete on a 
level playing field. 
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III. Conflict of Interest Management: Procurement professionals must identify and 

manage potential conflicts of interest that could influence their decision-making. 
This includes disclosing personal relationships with suppliers and recusing 
themselves from decisions where impartiality may be compromised. 
 
Example: An employee responsible for selecting a vendor discloses that his 
sibling owns a competing company. To maintain ethical standards, he stepped 
back from the selection process to avoid any appearance of bias. 
 

IV. Sustainability: Ethical procurement incorporates environmental considerations 
into purchasing decisions. Organizations are increasingly expected to source 
materials responsibly, minimizing negative impacts on the environment. 
 
Example: A company commits to sourcing only from suppliers who adhere to 
sustainable forestry practices, ensuring that wood products are harvested 
responsibly without contributing to deforestation. 
 

V. Anti-Corruption Measures: Organizations must implement policies to prevent 
bribery and corruption within their procurement processes. This includes 
establishing clear guidelines for acceptable conduct and conducting regular 
audits to ensure compliance. 
 
Example: A multinational corporation develops a comprehensive anti-corruption 
policy that prohibits employees from accepting gifts or favors from suppliers. 
Regular training sessions are held to educate staff on recognizing and reporting 
unethical behaviour. 
 
 

b) Challenges in Ethical Procurement 
 
While the principles of ethical procurement are clear, organizations often face 
challenges in implementation: 
 

I. Complex Supply Chains: The global nature of supply chains can make it difficult 
to monitor ethical practices among all suppliers, especially when dealing with 
multiple tiers of subcontractors. 
 

II. Cost Considerations: Some organizations may perceive ethical sourcing as 
more expensive due to the potential need for additional audits or certifications, 
leading them to prioritize cost over ethics in decision-making. 
 

III. Cultural Differences: Different regions may have varying norms regarding 
business practices, complicating the establishment of uniform ethical standards 
across international operations.  
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7.2.3 Procurement and Public Relations  

 
 
Procurement and public relations (PR) are two critical functions within an organization 
that, when effectively aligned, can significantly enhance the overall performance and 
reputation of a business. Procurement involves acquiring goods and services 
necessary for an organization's operations, while public relations focuses on 
managing the organization's image and communications with stakeholders. The 
interplay between these two functions can lead to improved stakeholder relationships, 
enhanced brand reputation, and greater operational efficiency. 
 
a) The Role of Procurement in Public Relations 

 
I. Supplier Relationships: Procurement professionals are responsible for 

selecting and managing suppliers. Ethical procurement practices, such as 
transparency and fairness in supplier selection, can positively influence public 
perception. For instance, companies that engage in sustainable sourcing or 
support local businesses can enhance their reputation as socially responsible 
organizations. 
 
Example: A company like Unilever emphasizes sustainable sourcing in its 
procurement strategy, partnering with suppliers who adhere to environmental 
and social standards. This commitment not only improves supplier relationships 
but also strengthens Unilever's public image as a leader in sustainability. 

 
II. Crisis Management: Procurement decisions can impact an organization’s ability 

to respond to crises. Effective procurement strategies ensure that the 
organization has reliable suppliers and resources during emergencies, which is 
crucial for maintaining operations and public trust. 
 
Example: During the COVID-19 pandemic, many healthcare organizations faced 
supply chain disruptions. Those with robust procurement processes were able to 
quickly secure necessary supplies, thereby enhancing their reputation for 
reliability and responsiveness. 

 
III. Communication of Values: Public relations efforts often highlight an 

organization’s values and commitments. Procurement can support these 
narratives by ensuring that purchasing decisions align with the organization's 
stated values, such as diversity, equity, and sustainability. 
 
Example: A technology company may promote its commitment to diversity by 
showcasing partnerships with minority-owned suppliers in its PR campaigns. 
This alignment between procurement practices and PR messaging reinforces the 
company's commitment to social responsibility.  
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b) Role of Public Relationship in Procurement  
 

I. Stakeholder Engagement: PR plays a vital role in engaging stakeholders 
involved in the procurement process, including suppliers, customers, and the 
community. Effective communication strategies can foster collaboration and trust 
among these groups. 
 
Example: A government agency may hold public forums to discuss upcoming 
procurement projects, allowing community members to voice concerns or 
suggestions. This engagement helps build trust and transparency around the 
procurement process. 

 
II. Brand Reputation Management: PR efforts can mitigate negative perceptions 

related to procurement practices. If a company faces criticism over its sourcing 
decisions or supplier treatment, proactive PR strategies can help address 
concerns and communicate corrective actions. 
 
Example: If a fashion brand faces backlash over labor practices in its supply 
chain, effective PR campaigns that highlight improvements made in supplier 
conditions can help restore consumer trust. 

 
III. Education and Awareness: Public relations can educate stakeholders about 

the importance of ethical procurement practices. By raising awareness of how 
procurement decisions impact social responsibility and sustainability, PR can 
enhance stakeholder support for these initiatives. 
Example: A nonprofit organization focused on environmental conservation might 
launch a campaign highlighting the benefits of sustainable procurement practices 
among local businesses, encouraging them to adopt similar strategies. 

 
 

 7.3 Current and Future Issues in Procurement 

 
a) Digital Transformation Challenges 
 
While technologies like Robotic Process Automation, AI and ML are revolutionizing 
procurement processes, many organizations face challenges in integrating these tools 
effectively. There's a gap in aligning technology with actual business processes and 
capabilities. 
 
b) Sustainability and ESG Compliance 

 
Businesses are under pressure to deliver on environmental, social, and governance 
(ESG) goals, such as reducing carbon footprints and ensuring ethical sourcing. 
Meeting these commitments, particularly Scope 3 emissions tracking, poses a 
significant data and capability challenge.  
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c) Supply Chain Risks and Resiliency 

 
Geopolitical tensions, cyber threats, and global disruptions (e.g., port shutdowns or 
trade restrictions) have heightened the need for supply chain diversification and 
contingency planning. 
 
 
d) Inflation and Cost Pressures 
 
Rising costs due to inflation and market volatility compel procurement teams to find 
innovative ways to manage expenses while ensuring supplier relationships remain 
stable. 
 
 
e) Talent Shortages 

 
There’s a growing demand for procurement professionals with skills in data analytics, 
digital tools, and sustainability. Organizations struggle to attract and retain such talent. 
 
f) Advanced Data Analytics 

 
The procurement field will increasingly rely on predictive and prescriptive analytics to 
make data-driven decisions. Integrating these insights into everyday procurement 
activities will require enhanced analytical capabilities 
 
g) Focus on Circular Economies 

 
Future procurement will emphasize reducing waste through circular economy 
practices, rethinking product life cycles, and collaborating closely with suppliers on 
innovative, sustainable solutions. 
 
h) Cybersecurity 

 
As procurement processes digitize, cybersecurity risks will rise. Protection against 
cyber threats, particularly targeting supply chains, will become a top priority. 
 
 
i) Evolving Regulations 

 
Compliance requirements will likely grow more stringent, particularly around 
sustainability, ethical sourcing, and labor laws. Organizations will need robust systems 
to track and ensure compliance. 
 
 
j) AI-Driven Procurement 
 
AI will play a bigger role, not just in automation but in strategic areas like supplier 
selection, risk mitigation, and demand forecasting. However, balancing human 
judgment with AI insights will remain critical. 
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7.4  Impact of Procurement in Supply Chain  

 
Procurement is a critical function in the supply chain that significantly impacts its 
efficiency, resilience, and overall performance. Below are key arguments outlining its 
impact: 
 
a) Cost Management 

 
Procurement is central to controlling supply chain costs, as it involves sourcing goods 
and services at competitive prices. Strategic procurement helps organizations 
negotiate favorable terms, manage inflationary pressures, and optimize supplier 
relationships. Studies show that procurement efficiency can reduce supply chain costs 
by up to 20%. 
 
Example: In the automotive industry, leveraging bulk purchasing and supplier 
consolidation can reduce material costs while maintaining quality. 
 
b) Supply Chain Resilience 
Procurement strategies, such as supplier diversification and robust risk assessments, 
enhance supply chain resilience. By mitigating risks like geopolitical instability, natural 
disasters, or supplier failures, procurement ensures continuity of operations. Resilient 
procurement practices were critical during the COVID-19 pandemic, where disruptions 
tested global supply chains. 
 
Example: Apple's dual-sourcing strategy for critical components ensures 
uninterrupted production despite regional challenges. 
 
 
c) Sustainability and ESG Compliance 
 
Procurement significantly influences the environmental, social, and governance (ESG) 
performance of the supply chain. Responsible sourcing policies ensure suppliers 
adhere to sustainability standards, reduce carbon footprints, and mitigate risks related 
to modern slavery or unsafe working conditions. 
 
Example: Retailers like Walmart have sustainability goals embedded in their 
procurement policies, influencing suppliers to adopt eco-friendly practices. 
 
d) Innovation and Collaboration 
 
Procurement fosters innovation by collaborating with suppliers on product design, 
development, and process improvements. A proactive procurement team can identify 
and partner with innovative suppliers, enhancing competitiveness across the supply 
chain. 
 
Example: Toyota’s partnership with suppliers on lean manufacturing principles 
improves efficiency while reducing waste.  
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e) Digital Transformation 
 
Procurement’s role in adopting digital tools like AI, blockchain, and e-procurement 
platforms accelerates supply chain digitization. This improves visibility, decision-
making, and supplier relationship management, ensuring the supply chain operates 
more efficiently. 
 
Example: Unilever’s use of blockchain technology in procurement enhances 
traceability and authenticity in sourcing raw materials. 
 
f) Risk Mitigation 
 
Through rigorous supplier vetting and monitoring, procurement teams reduce 
exposure to risks like quality failures, compliance breaches, or financial instability of 
suppliers. This proactive approach minimizes disruptions and ensures the smooth 
functioning of the supply chain. 
 
Example: Pharmaceutical companies prioritize stringent supplier audits to ensure 
compliance with Good Manufacturing Practices (GMPs). 
 
Procurement is the backbone of a successful supply chain. Its ability to control costs, 
enhance resilience, drive sustainability, and leverage technology makes it a strategic 
function. Organizations that invest in strong procurement practices position 
themselves to build agile, efficient, and future-ready supply chains. 
 
 
 
Summary of Key Points 
 
Ethical Behaviour in Procurement Process 

● Transparency: Clear and open communication of procurement processes and 
decisions to foster trust and accountability. 

● Conflict of Interest: Managing personal interests that may influence 
procurement decisions to ensure impartiality. 

● Use of Power: Ethical use of authority to ensure fair competition among 
suppliers. 

● Corruption: Implementing anti-corruption policies to maintain integrity in 
procurement. 
 

Procurement and Social Responsibility 
● Social Responsibility and Business Goals: Integrating ethical practices into 

business operations to benefit society and the environment. 
o Environmental Responsibility: Reducing pollution, managing waste, 

and using sustainable resources. 
o Ethical Responsibility: Fair treatment of stakeholders and adherence 

to laws and regulations. 
o Economic Responsibility: Making financial decisions that consider 

societal and environmental impacts.  
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● Importance: 
o Enhancing brand image, attracting talent, fostering customer loyalty, 

managing risks, and differentiating in the market. 
 

Procurement and Ethics 
● Key Aspects: 

o Transparency: Open communication about procurement processes. 
o Fairness: Equitable treatment of all suppliers. 
o Conflict of Interest Management: Disclosing and managing personal 

relationships with suppliers. 
o Sustainability: Incorporating environmental considerations into 

purchasing decisions. 
o Anti-Corruption Measures: Preventing bribery and corruption in 

procurement. 
 

Procurement and Public Relations 
● Role of Procurement in PR: 

o Supplier Relationships: Ethical procurement enhances public 
perception. 

o Crisis Management: Ensuring reliable suppliers and resources during 
emergencies. 

o Communication of Values: Aligning procurement decisions with 
organizational values. 

● Role of PR in Procurement: 
o Stakeholder Engagement: Fostering collaboration and trust. 
o Brand Reputation Management: Mitigating negative perceptions 

related to procurement. 
o Education and Awareness: Raising awareness of ethical procurement 

practices. 
 

Current Issues in Procurement 
● Digital Transformation Challenges: Integrating new technologies effectively. 
● Sustainability and ESG Compliance: Meeting environmental, social, and 

governance goals. 
● Supply Chain Risks and Resiliency: Managing geopolitical tensions and 

global disruptions. 
● Inflation and Cost Pressures: Managing rising costs and maintaining supplier 

relationships. 
● Talent Shortages: Attracting and retaining skilled procurement professionals. 
● Advanced Data Analytics: Using predictive and prescriptive analytics for 

decision-making. 
● Focus on Circular Economies: Reducing waste through sustainable 

practices. 
● Cybersecurity: Protecting against cyber threats in digital procurement 

processes. 
● Evolving Regulations: Ensuring compliance with stricter regulations. 
● AI-Driven Procurement: Balancing human judgment with AI insights. 
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Impact of Procurement in Supply Chain 
● Cost Management: Controlling supply chain costs through strategic 

procurement. 
● Supply Chain Resilience: Enhancing resilience through supplier 

diversification and risk assessments. 
● Sustainability and ESG Compliance: Influencing environmental and social 

performance.  
● Innovation and Collaboration: Fostering innovation through supplier 

partnerships. 
● Digital Transformation: Accelerating supply chain digitization with digital 

tools. 
● Risk Mitigation: Reducing exposure to risks through supplier vetting and 

monitoring.  
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Problem-Based Scenario Questions 

 

1.Ethical Behavior in Procurement Process 

Scenario A: You are a procurement officer at a government agency. During a 

supplier selection process, you discover that one of the suppliers is owned by a 

close friend of yours.  

Question: How would you handle this situation to ensure transparency and avoid a 

conflict of interest? 

 

Scenario B: A supplier offers you a gift in exchange for favorable treatment in the 

procurement process. 

Question: What steps would you take to address this situation and uphold ethical 

standards? 

 

 

2. Procurement and Social Responsibility 

Scenario A: Your company has committed to reducing its carbon footprint. You are 

responsible for sourcing raw materials for a new product line. 

Question: What criteria would you use to select suppliers that align with your 

company’s environmental responsibility goals? 

 

Scenario B: A major customer has raised concerns about the labor practices of one 

of your key suppliers. 

Question: How would you investigate these concerns and ensure that your 

procurement practices support ethical labor standards? 

 

 

3. Procurement and Ethics 

Scenario A: Your organization is implementing a new supplier diversity program to 

promote inclusivity. 

Question: What steps would you take to ensure that the program is fair and 

transparent, and how would you measure its success? 

 

Scenario B: You suspect that a colleague is favoring a particular supplier due to 

personal connections. 

Question: How would you address this issue to maintain fairness and integrity in 

the procurement process? 
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Problem-Based Scenario Questions 

 

4. Procurement and Public Relations 

Scenario A: Your company is facing public backlash over allegations of 

unethical sourcing practices. 

Question: What actions would you take to address these allegations and 

restore the company’s reputation? 

 

Scenario B: A natural disaster has disrupted your supply chain, and you 

need to communicate with stakeholders about potential delays. 

Question: How would you manage this communication to maintain trust 

and transparency with your stakeholders? 

 

5. Current Issues in Procurement 

Scenario A: Your company is struggling to integrate new digital 

procurement tools effectively. 

Question: What strategies would you implement to ensure a smooth 

digital transformation in your procurement processes? 

 

Scenario B: Rising costs due to inflation are impacting your procurement 

budget. 

Question: How would you manage these cost pressures while 

maintaining strong supplier relationships? 

 

6. Impact of Procurement in Supply Chain 

Scenario A: Your company wants to enhance its supply chain resilience 

in response to recent geopolitical tensions. 

Question: What procurement strategies would you adopt to mitigate risks 

and ensure continuity of operations? 

 

Scenario A: You are tasked with improving the sustainability of your 

company’s supply chain. 

Question: What initiatives would you implement to promote sustainable 

procurement practices and achieve ESG compliance? 
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