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May/June 2017  

Section B  

Question One  

 

1.1 Develop relationship with buying organisation 

 Low expenditure 

 Few alternate products/services available 

 Few qualified sources or products/services available 

 Unique specifications 

 

1.2 ISO14001 certification 

 

1.3  

End user. This team member is tasked with the responsibility of 

representing the end user community. This representative must 

preferably also have been involved in the strategic sourcing team, 

enabling the person to evaluate clearly if the supplier is performing in 

accordance with the requirements set.  

• Legal. A contractual agreement is a legally binding document and 

should be prepared and evaluated with the assistance of competent 

council. In a supplier relationship management environment the legal 

component of the driving team is very important, as there are bound 

to be legal implications with the implementation of an agreement. 

This expertise is particularly vital when renegotiating the deal and re-

evaluating the buyer/supplier relationship. It is obvious that if a 

prerequisite is not addressed in the written agreement it is in fact not 

part of the deal.  

• Purchasing, sourcing and supply professionals. These 

representatives are trained to achieve the best price and the most 

contractual protection. They understand and have the most experience 

in traditional interaction between buyers and suppliers. It is important 

to include both purchasing, sourcing and supply professionals who are 

good deal-makers (excellent negotiators comprehending the data that 

they need to know, understand how to analyse this on a real-time 

basis and reassess their strategy according to changes that occur); as 

well as excellent administrators (the manager of day-to-day 
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operations, including requirement fulfilment by the supplier, 

monitoring this performance and keeping record of the status quo.)  

• Finance. The supplier relationship team need financial expertise 

from a number of perspectives. The team should know what the 

current financial structure of the agreement with the strategic supplier 

is and be able to assess any changes that may have occurred. The 

finance member can advise the team on the implications of various 

financial options.  

• Technical. Technical personnel can assist in determining if the 

product or serviced supplied by the strategic supplier is still best-

suited for a purpose, and evaluate the performance on the grounds of 

acceptance, reliability and compatibility. In some cases, the technical 

expert and the end user will be the same person. In most cases, 

however, they are not. Often, the most critical assessor of a product or 

service is its particular user forum.  

• Technical writer. The team members themselves can perform the 

job of translating everything the team produces into requirement 

documents. However, a technical writer can improve the efficiency of 

the process by freeing the team members to efficiently scrutinise the 

buyer/buyer/supplier relationship and the performance of the strategic 

supplier.  

• Senior management. Senior management will only become 

involved in the supplier relationship team once a breach of contract 

leads to the implementation of a remedy to resolve the particular 

matter as specified in the written agreement  

 

1.4. Suppliers must be managed 

 

1.5. Principle Game is moving towards an exploit relationship with 

Lula Lapeng Lodge  

The axis of the model 

The supplier perception model identifies how suppliers see a buying 

organization by focusing on two aspects 

(1) The value of the business offered by the buying organization in 

terms of the supplier turnover levels, and (2) the level of 

attractiveness that the buying organization’s business has for the 

supplier.  
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Proof from the case study 

 The value of the business from Lula Lapeng Lodge remains high – 

"the organizations find great value in their business with each other"  

 The level of attractiveness that Lula Lapeng Lodge's business has for 

Principle Game has lowered – "It has now gone as far as focusing 

more attention on developing its relationship with other suppliers in 

the area."  

 

1.6 A team building process 

Stage I: Forming the team. Probable behavior: 

 excitement, anticipation and optimism 

 pride in being selected for the project 

 initial, tentative attachment to the team 

 suspicion, fear and or anxiety about the job ahead 

 

1.7 For an effectively managed team there should be: 

 Communicating regularly; for example, what do people think 

about their work and what do they want to do? 

 creating a shared vision; for example, so that everyone knows 

where they are going; 

 improving the physical environment; for example, lighting; 

 using ideas from the team to make improvements to the work; 

 

Question two  

 

2.1   

 Changes in business direction(s) – an existing partnership may 

no longer have consensus either the purchasing or supplier 

organisation has shifted its strategic direction 

 Product obsolescence – the product or service provided by the 

supplier is becoming obsolete without any replacement options 

 The supplier is unable to meet service levels – certain objectives 

basic to the partnership can no longer be met 

 Short-term attitude – either partner may consider that the long 

term benefits partnership have not been realised sufficiently 
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quickly or have been insufficient warrant a continued 

commitment to a particular supplier/purchaser 

 Economic factors – a supplier has become ‘at risk’ 

financially, with the danger of initial liquidation 

 External economics – a recession may force suppliers to cut 

back on product development, training and other resources, such 

a product engineers, and, consequently will be unable to meet 

the continuous improvement objectives of the partnership 

 Mergers and acquisitions, such ventures can create new 

business models for either the purchaser or supplier 

 Corporate divestiture may create a situation where, because 

parts of the business have been sold, the organisation can no 

longer provide a product or service 

 

 

2.2 

 A positive attitude needs to be maintained. Both businesses will 

survive apart and recriminations at this stage help no one. 

Rather than face continued frustrations, the supply management 

organisation is ending the relationship now. If in the future 

circumstances change on either side, the organisations may 

want to try again 

 A pleasant tone can be more effective than harsh words. Supply 

managers are not trying to insult anyone personally or 

professionally. It is natural that both sides feel a sense of failure, 

like a person would during a divorce 

 Professional justification is essential. It is not a personal issue 

(unless the owner of the organisation is also responsible for the 

poor performance). The supply manager’s responsibility is to 

deliver the best value to the organisation in order to attract and 

retain customers. If an employee were not meeting expectations, 

he or she would be terminated. The buyer/supplier relationship 

is no different 

 

2.3   
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 The financial consequences of terminating the agreement in 

some cases, it may be possible to negotiate a settlement, in 

others the contract will be specific 

 Confidentiality agreements where such agreements are part of 

the  contract terms, the contract must be honoured for the 

prescribed time 

 Intellectual property issues drawings, designs prepared during 

the agreement, computer software and so on 

 Capital property issues especially in relation to materials or 

capital equipment located at the suppliers site 

 Security issues is necessary to change passwords or security 

codes shared with the other party to the agreement 

 Obtaining clear signed records of any settlement 

 Employee rights 

 

Question three 

 

3.1 This section is based on the incentive based performance 

management model presented by Moore (2002:314–316) and consist 

of four steps: 

 

Step one: Identify the key performance indicators (KPIs): It is 

important to note that not all obligations created by a contract require 

a performance incentive. Additional resources are required to 

administer a performance-assertive agreement and therefore only 

those critical to the success or competitive posture of a buying 

organisation should be offered incentives. It is therefore important to 

identify the key performance indicators (KPIs) against which an 

organisation will be measured.  

 

Step two: Create the incentives: It is necessary to indicate exactly 

what the proposed incentive scheme will consist of before final 

negotiations with the involved supplier are over. Ensure that you 

involve the supplier in the creation of the incentive model, as to 

ensure that they understand that this can be fully utilised if, and when, 

they perform on higher levels than expected. 
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Step Three: Negotiate the performance milestones upon which the 

incentives are based: Both parties need to clearly identify and agree 

on the performance milestones on which the incentives are based. 

This can deter any misunderstandings at a later stage. Specific 

occurrences should be identified. Let’s say a supplier of an urgently 

required specialised product delivers the product designs before the 

scheduled time, the organisation will be entitled to a R5000 bonus. 

 

Step four: After the contract is awarded and performance starts, hold 

periodic award-fee events: After the milestones have been identified 

on which the supplier’s performance will be measured, regular 

meetings between the buying organisation and the supplier should 

take place to verify the positive execution thereof. This will also serve 

as an early warning system to enable the buying organisation to detect 

any breaches of contract at an early stage. It is therefore clear that 

getting performance out of suppliers means monitoring performance, 

measuring performance against a baseline and providing performance 

feedback to the supplier.  

 

3.2 Managers:  

 Handles tactics, drives forward using authority 

 Plans the pace and reacts 

 Work is managed to a satisfactory performance 

 Makes the provision and the ‘how’ 

 

Leaders:  

 Handles strategy, drives forward by using inspiration and 

goodwill 

 Directs and is proactive 

 People are led and influenced beyond simple legitimate 

authority 

 Makes the vision and the ‘why’ 

 

3.3 The lifecycle of a contract and can be described as follows: 
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 Creation, including negotiations and collaboration; document 

redlining and approval; ensuring use of standardised contract 

templates and clauses; and enforcing business oversight and 

controls. 

 Activation, including establishment of a central repository for all 

contract information. This repository should be searchable, and 

integrate directly with key transactional systems in order to 

make contracts‘active’. 

 Compliance, including proactive tracking of internal usage of 

preferred suppliers and contracted pricing, as well as monitoring 

and auditing of contract terms, changes and performance, to 

ensure regulatory compliance. 

 Analysis, including the active enforcement of spending against 

budgets; and balancing orders between preferred suppliers, to 

optimise usage and returns; also, term analysis of contract 

performance and attributes to determine budgeting, sourcing, 

supplier management and risk strategies. 
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Memos for MNP3703 

 

 

Section A – Multiple Choice Questions 

 

May 2013-November 2016 

 

 

 November 

2016 

June 

2016 

November 

2015 

June 

2015 

November 

2014 

June 

2014 

November 

2013 

May 

2013 

1 4 1 3 4 1 1 4 3 

2 1 4 1 1 3 3 2 3 

3 3 1 3 1 3 3 4 2 

4 3 2 3 2 3 3 1 4 

5 3 3 4 4 2 2 3 2 

6 1 4 4 2 1 1 2 4 

7 3 2 3 1 4 4 1 1 

8 4 1 3 3 2 2 3 3 

9 1 3 1 3 3 3 2 2 

10 2 1 2 3 2 2 4 2 

11 1 4 1 1 3 3 2 3 

12 2 1 4 4 1 1 3 2 

13 2 3 1 2 3 3 1 4 

14 4 3 2 3 4 4 4 1 

15 1 3 3 3 2 2 1 2 

16 4 3 2 2 1 1 4 3 

17 2 1 2 2 2 2 1 4 

18 4 1 1 2 4 4 4 1 

19 4 1 2 1 4 4 3 3 

20 3 1 1 3 4 4 4 1 
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October/ November 2016 

Section B  

Question One  

 

1. Woolworths supplier relationship team’s responsibilities 

include:  

• Teaching suppliers how to develop themselves after initial guidance  

• focussing on underlying causes of discrepancies in supplier 

performance  

• focussing on wasteful activities of all supplier efforts  

• involving suppliers in new products and process development at the 

buying organisation  

• providing training programmes and training time to suppliers  

• providing education programmes that go beyond training  

• providing tooling and technical assistance to suppliers  

• providing supplier support centres  

• loaning executives to suppliers, such as process engineers and 

quality managers  

• eliminating fear that a supplier’s work force may have toward 

supplier involvement with a buying organisation  

• set stretch goals to encourage radical change in suppliers, as well as 

the aim of continuous improvement  

• ensuring that the savings of improvements are shared with suppliers  

• encouraging suppliers to contribute to improving processes at a 

buying organisation  

• providing the monitor-measure-feedback loop  

• documenting the supplier relationship management process in order 

to gain internal buy-in from senior executives – along with the 

managers and stakeholders in the business units who need to 

participate.  

 

1.2.1 The characteristics of a strategic partnership include:  

 High level of customisation required  

 Close to buyer’s core competency  

 Tight mutual adjustments needed in key processes  

 Technically complicated part/integrated subsystem  

 Based on new technology  
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 Innovation leaps on technology  

 Frequent design changes  

 Strong engineering expertise required  

 Large capital investment required  

  

 

1.2.2 the 4 market characteristics of a strategic partnership are: 

 strong demand and high growth market 

 very competitive and concentrated market 

 frequent changes in competitors due to instability or lack of 

dominant design  

 buyer maintains in-house design and testing capability 

 

 

1.3 Develop relationship 

 

1.4.1 Bottleneck products or services 

 

1.4.2  

Low expenditure  

Few alternate products/services available  

Few qualified sources of products/services available  

Unique specifications  

 

Question Two  

 

2.1 Transaction cost theory (TCT) refers to the idea of the cost of 

providing for some good or service if it was purchased in the 

marketplace rather than from within the organisation. Three key 

concepts are those of transaction costs, asset specificity and 

asymmetrical information distribution. Transaction costs comprise:  

- search and bargain costs  

- bargaining and decision costs  

- policing and enforcement costs  

 

2.2.  

Cox’s classification of contractual relationships  
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The five steps in the ladder of contractual relationships shown above 

represent a higher level of asset specificity and strategic importance to 

the organisation of the specific goods and services. Each step also 

represents relative degrees of power between the relationship’s 

participants and in the relative ownership of the goods and services 

emanating from the relationships. Strategic supplier alliances are the 

final stage before an organisation considers a complementary supplier 

to be so important that vertical integration through merger and 

acquisition is undertaken.  

− Adversarial leverage: Up to the mid-1980s, approaching the 

marketplace on an adversarial basis was the norm. Purchasers should 

thus multisource, negotiate short-term contracts, maintain secrecy 

regarding costs, sales and product design and make (or receive) no 

improvement suggestions to (or from) suppliers.  

− Preferred suppliers: Providers of complementary goods and 

services of medium asset specificity or strategic importance who have 

been placed by the purchaser on a restricted list of potential suppliers 

after a process of vendor rating and accreditation.  

− Single sourcing: Purchasing from a single supplier of medium asset 

specificity complementary goods or services of relatively high 

strategic importance. As Cox observes, the aim of single sourcing is 
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to reduce transaction costs and economise, but without the costs 

associated with vertical integration.  

− Network sourcing and partnerships: Network sourcing “is the idea 

that it is possible to create a virtual company at all levels of the supply 

chain by engineering multiple tiered partnerships at each stage, but 

without moving to vertical integration”.  

 

− Strategic supplier alliances: Classically referred to as joint 

ventures, these are defined by Cox as “negotiated single-sourced 

relationships with the supplier of a complementary product or 

service”. Such relationships form a completely new and independent 

legal entity, distinct from the organisations comprising the alliance. 

As both parties have some degree of proprietorship (not necessarily 

50/50) in the outcome of the relationship, the basis of such 

relationships is power equivalence and a high degree of 

complementarity.  

 

2.3. In the IMP model, the marketing and purchasing of industrial 

goods is seen as an interaction process between two parties within a 

specific environment in which the model analyses industrial 

marketing and purchasing in terms of four basic elements, each of 

which is subdivided. 

 

2.4  

First is the interaction process. This involves the analysis of two 

factors: episodes and relationships. An episode, as stated earlier, is a 

group of interrelated actions involved in a process, such as placing an 

order. In an industrial market, relationship episodes involve the 

exchange of products or services, information, money and social 

attitudes or values, such as mutual trust between suppliers and 

purchasers. Episodes, especially social exchange episodes, are critical 

to the establishment of long-term supplier/buyer relationships.  

The building of relationships may involve adaptations to products, 

financial arrangements, information routines or social relations on the 

part of either party. The exchange of information or communication 

may also involve contact patterns between people filling different 

roles or functions. Over a period of time, the exchange of products or 
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services, money, information and social relationships lead to clear 

expectations by both parties of the roles and relationships of their 

opposite numbers, which eventually become institutionalised so that 

they go unquestioned by either party.  

 

The second element is the interacting parties. In addition to episodes 

and relationships, the process of interorganisational interaction will be 

influenced by the characteristics of both the organisations themselves 

and the people who represent them. Organisational factors include 

the position of an undertaking in the market as manufacturer, 

wholesaler or distributor, the products of the selling company, the 

production and application of the two parties and their respective 

relative expertise. Individual factors are the people, such as the 

salesperson and buyer or groups of individuals (representatives of 

design, selling, transport and so on) involved in interorganisational 

interactions. The exchange of information and relationships leads to 

the creation of social bonds between the individuals concerned, 

which, in turn, influence the decisions of each enterprise involved in 

the business relationship. The varied personalities, experience, 

expertise and motivations of the individuals representing each 

enterprise will result in various ways of dealing with episodes that 

will, in turn, affect the development of long-term interorganisational 

relationships. Individual experiences may also result in 

preconceptions concerning customers or suppliers that affect attitudes 

on the part of those involved and others who know about them. The 

experience gained in individual episodes aggregates to create a total 

experience. The experience of a single episode – such as incivility or 

delayed delivery on the part of the supplier or slow payment by a 

buyer – can radically change attitudes that may then persist over a 

long period.  

 

The third element is the interaction environment. Interorganisational 

interaction takes place in an environmental context that includes the 

market structure, the degree of dynamics within the market and 

relationship, internationalism, the position of the relationship in the 

supply chain and the wider social system.  

 

https://www.stuvia.co.za
https://www.stuvia.co.za


 
 

 

The fourth element, the atmosphere, is the power dependence that 

exists between suppliers and purchasers and such relationship 

variables as conflict, cooperation, closeness or distance as well as the 

mutual expectations of the respective parties. This closer interaction 

between suppliers and purchasers will result in reduced costs or 

higher profits for one or both organisations. Another aspect of 

atmosphere is the ability of either party to control the other, which 

derives from the perception of the power exercised by the other party 

in the relationship.  

 

 

Question Three  
 

3.1  

Compliance management  

Comparing the baseline with actual performance provides the 

mechanism for ensuring that suppliers are complying with the 

requirements of the contract. This provides the bare necessities to 

determine if a buying organisation is getting what they paid for.  

The following three areas are of importance:  

- Transactional compliance – This refers to internal operational 

compliance (eg employee’s use of preferred suppliers, pricing 

accuracy, service execution and payment accuracy)  

- Process compliance and performance – Compliance with pre-

established protocols, governance and pre-approved contract 

language. Also measuring the efficiency and accuracy of contract 

process, such as contracting cycle times by contract type and group 

and completeness and accuracy of records in the contract database  

- Regulatory compliance – Be sure to track all financial, 

environmental, and industry-specific  

  

3.2. Captive buyer  

Product characteristics:  

o technically complicated  

o based on mature, well-understood technology  

o little innovation & improvement to the product  
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Market characteristics:  

o stable demand with limited market growth  

o concentrated market with few established players  

o buyers maintain an internal manufacturing capability  

 

Supplier characteristics:  

o large supply houses  

o supplier proprietary technology  

o few strongly established suppliers  

o strong bargaining power  

o car manufacturers heavily depend on  these suppliers, their 

technology & skills  

 

3.3.  

The nature of negotiations can differ significantly, depending on the 

classification of variables such as the objectives or outcomes of the 

negotiations, the relationship between the parties, the different styles 

of negotiation and the content that needs to be addressed. It therefore 

stands to reason that the characteristics of negotiation rely on the type 

of negotiations conducted, e.g. to achieve a new political dispensation 

for public procurement, to secure a new contract, or a repurchase 

situation.  

1. Classifying objectives: Adversarial vs collaborative negotiations 

Essentially, collaborative negotiations will take place when the 

objective of the negotiation team is a stable, long-term relationship 

focussed on creative solutions to mutual problems. Adversarial 

negotiation will only be appropriate where no on-going relationship or 

the potential for one exists or is desired (in other words, the deal is a 

one-off) or a quick, simple solution to a disagreement is required  

 

Classifying relationships  

Relationship is an important variable in negotiation. Relationships in 

negotiations can be classified in:  

• Co-operative negotiation. This kind of negotiation turns conflict into 

a partnership without either party entering into the competitive mode 

– win or lose is thus irrelevant  
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• Continuous negotiation focuses on an on-going relationship between 

parties that has to be maintained throughout negotiation itself and into 

the future, regardless of difficulties and problems  

• Intermittent negotiation takes place when a problem arises that may 

threaten the current excellent relationship between the parties  

• Crisis negotiation occurs when one party elicits a confrontation by 

creating a crisis before negotiation starts  

 

Direct and indirect negotiations  

The kind of contact (be it either direct or indirect) that a negotiator 

deals with could have an important impact on the outcome.  

• Direct (explicit) negotiations refers to face-to-face contact, enabling 

open communication, making demands, stating preferences, asking 

for information, offering proposals and making concessions. In doing 

so, parties manoeuvre, use tactics and follow strategies that are 

observable by an onlooker  

• Indirect (tacit) negotiations involve the use of representatives to 

conduct the negotiation process on behalf of any party. Nowadays, 

sourcing and supply professionals negotiate indirectly in many 

different ways. Technology and computerisation have added various 

indirect forms of communication that can be utilised in addition to 

direct face-to-face contact.  

 

Classifying content  

Negotiation can also be defined according to content characteristics or 

substance goals. The possible content issues in the sourcing and 

supply arena are legion and depend on the requirements relating to a 

situation. Most negotiations will be about high-value. Price 

negotiation is the most common type of sourcing and supply 

negotiation. The factor under discussion is the supplier’s selling price, 

including the impact of quantity, quality and services performed.  
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May/June 2016 

Section B  

Question One 

 

1.1 A 

 

 
 

B. Critical products or services 

 

C. the product chararcterstics of critical products include:  

 Strategic to profi tability and operations of the buying 

organisation – “the demand for these security systems have 

severely increased to a point where the products are most 

important to the profitability of the organisation 

 Alternate products/services not available – ït is faced with 

fluctuation prices, interuptions in suppy ans the risk of 

unreliable quality” 

 Few qualified sources of products/services available - “TT has 

been strugling to acquire the latest tchnology due to an 

inefficient and limtied supply chain.” 
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1.2. the 8 steps to implement change are: 

Step 1: Establishing a sense of urgency – recognising the need for the 

enterprise or a function within the enterprise to change if it is to 

achieve and retain competitive advantage or cope with crises and 

opportunities. 

Step 2: Creating the guiding coalition – creating and empowering a 

group to lead change are encouraging the group to work as a team.  

Step 3: Developing a vision and a strategy – ‘vision’ in this context 

means having a clear sense of what the future requires and the 

strategies required to turn the vision into reality.  

Step 4: Communicating the change – vision using every available 

communication media to create an awareness of the visions and 

strategies to employees and others affected and secure their 

cooperation and involvement.  

Step 5: Empowering broad-based action – removing obstacles, 

changing structures or systems and encouraging new approaches.  

Step 6: Generating short-term wins – strategies usually involve some 

shorter-term goals as the achievement of these goals provides 

encouragement to sustain people in their efforts to attain longer-term 

objectives.  

Step 7: Consolidating gains and producing more change – 

reinvigorating the -process with new projects, themes and change 

agents.  

Step 8: Anchoring new approaches in the culture – stabilising change 

at the new level and reinforcing it by means of such supporting 

mechanisms as policies, structure or norms. 

  

3 The four stages in developing partnerships are discussed:  

 

Stage 1: Buyer’s expectations  

A primary reason for buying organisations to develop partnerships 

with suppliers is to become more competitive. A competitive 

advantage can be enhanced by contributions from suppliers in areas 

such as quality, cost, delivery, product development, product and 

process innovations, and productivity. Through partnerships, buyers 

induce selected suppliers to become contributors to the buying 
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organisation’s competitive posture. This approach requires the supply 

function and the individual buyer to deal with suppliers in a 

fundamentally different way. Instead of diversifying risk by spreading 

purchases over a number of suppliers and switching from one supplier 

to another to obtain desirable performance, a partnership concentrates 

efforts with one supplier to continuously improve performance in 

critical areas.  

Stage 2: Seller’s perception  

A seller’s perception and knowledge of its targeted customers’ needs 

should drive its operational and strategic decisions. Additionally, a 

clear perception of a specific buyer’s needs and expectations 

facilitates a seller’s response to a proposal request. The more 

accurately the seller understands the buyer’s expectations, the more 

likely it is that the proposal will match the actual requirements of the 

buyer.  

Stage 3: Mutual understanding and commitment  

Awareness and detailed knowledge of each partner’s requirements 

and expectations are necessary to achieve a mutual understanding of 

performance requirements for a partnership. This essential 

background information is obtained through an exchange of 

information about the partners’ technical abilities, operational 

capabilities, and managerial philosophies.  

Stage 4: Performance activity  

During this culminating stage of the partnership, the roles of each 

participant usually become organisationally clearer and clearer. As 

each organisation successfully fulfils its responsibilities, the original 

expectations usually are reinforced, leading to the development of 

satisfaction and mutual trust.  

 

1.4 TT has a better competitive advantage in the market that has 

inefficient and limtied supply chain. 

 

Question Two 

 

2.1 Transaction cost theory (TCT) refers to the idea of the cost of 

providing for some good or service if it was purchased in the 

marketplace rather than from within the organisation. Three key 
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concepts are those of transaction costs, asset specificity and 

asymmetrical information distribution. Transaction costs comprise:  

- search and bargain costs  

- bargaining and decision costs  

- policing and enforcement costs  

 

2.2.  

Cox’s classification of contractual relationships  

 

 
 

 

The five steps in the ladder of contractual relationships shown above 

represent a higher level of asset specificity and strategic importance to 

the organisation of the specific goods and services. Each step also 

represents relative degrees of power between the relationship’s 

participants and in the relative ownership of the goods and services 

emanating from the relationships. Strategic supplier alliances are the 

final stage before an organisation considers a complementary supplier 

to be so important that vertical integration through merger and 

acquisition is undertaken.  

− Adversarial leverage: Up to the mid-1980s, approaching the 

marketplace on an adversarial basis was the norm. Purchasers should 

thus multisource, negotiate short-term contracts, maintain secrecy 
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regarding costs, sales and product design and make (or receive) no 

improvement suggestions to (or from) suppliers.  

− Preferred suppliers: Providers of complementary goods and 

services of medium asset specificity or strategic importance who have 

been placed by the purchaser on a restricted list of potential suppliers 

after a process of vendor rating and accreditation.  

− Single sourcing: Purchasing from a single supplier of medium asset 

specificity complementary goods or services of relatively high 

strategic importance. As Cox observes, the aim of single sourcing is 

to reduce transaction costs and economise, but without the costs 

associated with vertical integration.  

− Network sourcing and partnerships: Network sourcing “is the idea 

that it is possible to create a virtual company at all levels of the supply 

chain by engineering multiple tiered partnerships at each stage, but 

without moving to vertical integration”.  

 

− Strategic supplier alliances: Classically referred to as joint 

ventures, these are defined by Cox as “negotiated single-sourced 

relationships with the supplier of a complementary product or 

service”. Such relationships form a completely new and independent 

legal entity, distinct from the organisations comprising the alliance. 

As both parties have some degree of proprietorship (not necessarily 

50/50) in the outcome of the relationship, the basis of such 

relationships is power equivalence and a high degree of 

complementarity.  

 

2.3. In the IMP model, the marketing and purchasing of industrial 

goods is seen as an interaction process between two parties within a 

specific environment in which the model analyses industrial 

marketing and purchasing in terms of four basic elements, each of 

which is subdivided. 

 

2.4  

First is the interaction process. This involves the analysis of two 

factors: episodes and relationships. An episode, as stated earlier, is a 

group of interrelated actions involved in a process, such as placing an 

order. In an industrial market, relationship episodes involve the 
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exchange of products or services, information, money and social 

attitudes or values, such as mutual trust between suppliers and 

purchasers. Episodes, especially social exchange episodes, are critical 

to the establishment of long-term supplier/buyer relationships.  

The building of relationships may involve adaptations to products, 

financial arrangements, information routines or social relations on the 

part of either party. The exchange of information or communication 

may also involve contact patterns between people filling different 

roles or functions. Over a period of time, the exchange of products or 

services, money, information and social relationships lead to clear 

expectations by both parties of the roles and relationships of their 

opposite numbers, which eventually become institutionalised so that 

they go unquestioned by either party.  

 

The second element is the interacting parties. In addition to episodes 

and relationships, the process of interorganisational interaction will be 

influenced by the characteristics of both the organisations themselves 

and the people who represent them. Organisational factors include 

the position of an undertaking in the market as manufacturer, 

wholesaler or distributor, the products of the selling company, the 

production and application of the two parties and their respective 

relative expertise. Individual factors are the people, such as the 

salesperson and buyer or groups of individuals (representatives of 

design, selling, transport and so on) involved in interorganisational 

interactions. The exchange of information and relationships leads to 

the creation of social bonds between the individuals concerned, 

which, in turn, influence the decisions of each enterprise involved in 

the business relationship. The varied personalities, experience, 

expertise and motivations of the individuals representing each 

enterprise will result in various ways of dealing with episodes that 

will, in turn, affect the development of long-term interorganisational 

relationships. Individual experiences may also result in 

preconceptions concerning customers or suppliers that affect attitudes 

on the part of those involved and others who know about them. The 

experience gained in individual episodes aggregates to create a total 

experience. The experience of a single episode – such as incivility or 

delayed delivery on the part of the supplier or slow payment by a 
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buyer – can radically change attitudes that may then persist over a 

long period.  

 

The third element is the interaction environment. Interorganisational 

interaction takes place in an environmental context that includes the 

market structure, the degree of dynamics within the market and 

relationship, internationalism, the position of the relationship in the 

supply chain and the wider social system.  

 

The fourth element, the atmosphere, is the power dependence that 

exists between suppliers and purchasers and such relationship 

variables as conflict, cooperation, closeness or distance as well as the 

mutual expectations of the respective parties. This closer interaction 

between suppliers and purchasers will result in reduced costs or 

higher profits for one or both organisations. Another aspect of 

atmosphere is the ability of either party to control the other, which 

derives from the perception of the power exercised by the other party 

in the relationship.  

 

Question Three  

 

3.1 the weighted-point evaluation system:  

Step 1: Select the key dimensions of performance mutually acceptable 

to both customer and supplier.  

Step 2: Monitor and collect performance data.  

Step 3: Assign weights to each of the dimensions of performance 

based on their relative importance to the organisation’s objectives. 

The weights for all dimensions must sum to 1.  

Step 4: Evaluate each of the performance measures on a rating 

between zero (fails to meet any intended purpose or performance) and 

100 (exceptional in meeting intended purpose or performance).  

Step 5: Multiply the dimension rating by the importance weight and 

sum to get an overall score.  

Step 6: Classify suppliers based on their overall score:  

• Unacceptable (less than 50): Supplier is dropped from further 

business.  
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• Conditional (between 50 and 70): Supplier needs development work 

to improve  

performance but may be dropped if performance continues to lag.  

• Certified (between 70 and 90): Supplier meets intended purpose or 

performance.  

• Preferred (greater than 90): Supplier will be considered for 

involvement in new product development and opportunities for more 

business.  

Step 7: Audit and perform on-going certification review. 

 

3.2 there are 5 sources used by a buying organisation to identify 

leverage.  

• Leverage from the contract: the obvious place for the buying 

organisation to start looking for leverage, when faced with 

incompetence of or any violation by a specific supplier, is the contract 

that was concluded between the parties. The terms and conditions of 

the contract can provide a solid foundation for leverage, hopefully not 

only focussed on liquidated damages but also on the statement of 

work.  

• Leverage from the marketplace: If the buying organisation is large 

enough, the supplier can be influenced by the buying power of the 

entire organisation. The threat of losing a large portion of its business 

can compel the supplier to increase its performance levels. The 

supplier will also take action if the buying organisation puts a request 

for proposals (RFP) out in the market for the same requirements as 

they are currently providing.  

 

• Leverage from the relationship: Not all disputes between buying 

organisations and suppliers require extensive leveraging if a 

successful buyer/supplier relationship exists. Sometimes it is enough 

to just involve the management executives, who conducted the initial 

negotiations, in the resolution process to put smaller issues into 

perspective.  

 

• Leverage from the law: Recourse through the legal system should 

be considered as the buying organisation’s last resort. However, 

taking legal action early in a dispute can eliminate various problems. 
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Again the contract comes into play with clauses determining exactly 

what can be constituted as just cause for a dispute and also, scenarios 

which can lead to the default termination of a contract 

 

• Leverage from the finances  Leverage can also be derived from the 

ability to negotiate additional payment to enforce the desired level of 

performance from a supplier. This will most often take place when a 

product or service you require is not included in the scope of the 

contract.  

 

7.7.3 Execute a SWOT analysis  
Each of these leverage prospects has their own strengths and 

weaknesses. Also presents its own opportunities and threats. To 

determine which of these leveraging prospects are viable to pursue in 

the supplier relationship management context, a SWOT analysis must 

firstly be executed. The SWOT analysis follows only after possible 

leverage points and the application thereof have been clearly 

distinguished.  

[A SWOT analysis is a tool designed to be used in the preliminary 

stages decision making.]  

Limitations associated with the SWOT analysis includes:  

• The analysts’ existing positions and opinions are incorporated in the 

foundation of the instrument.  

• Threats can be viewed as opportunities depending on the 

circumstances of the viewers. 

 

3.3 The advantages of documenting the process includes:  

 Documenting the process will allow them to ascertain exactly 

how they determined the leveraging prospects, how they decided 

on certain viable leveraging possibilities and outline the strategy 

that they intend to follow to achieve the proposed supplier 

leverage.  

 It creates a baseline against which to assess whether the 

implementation of the leveraging options was successful or not.  

 It also guides future efforts and ensures that mistakes made in 

establishing the leverage strategy is not repeated. These 

documents must be communicated across the spectrum of the 
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buying organisation as it can also provide key lessons learnt for 

other teams busy with the same exercise. 
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October/November 2015 

Section B  

Question One   

 

1.1 Critical products or services  

 

1.2. -Complec specifications: “car models are developed overseas in 

conjunction with new techology used in other parts” 

-Few qualified sources of products/services available: “one of the 

problems for the local car part industry is the lack of skill and 

technology to make the necessary components at home. 

 

1.3. A> Supplier development is defined as “any activity that a buyer 

undertakes to improve a supplier’s performance and/or capabilities to 

meet the buyer’s short- and/or longterm supply needs.” Supplier 

development requires fi nancial and human resource investments by 

both partners and includes a wide range of activities such as training 

of the supplier’s personnel, investing in the supplier’s operations, and 

on-going performance assessment. 

B> -Nissan SA is tapping into global supplier base to provide local 

part makers with advice on optimum production cost structures based 

on international benchmark.  

-Haasbroek is trying to attract Asian component makers to open shop 

in SA which will trasnfer skills and create jobs. 

-Haabroek does not want to interfere with the currency 

- Haasbroek wants to first localize products that are cheap to make 

and relatively large.  

 

1.4. The 7 step apprach to developing supplier are as follows: 

(1) Identify critical products and services: Assess the relative 

importance of the products and services from a strategic perspective. 

Products and services that are purchased in high volume, do not have 

good substitutes, or have limited sources of supply are considered 

strategic supplies. 
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(2) Identify critical suppliers: Suppliers of strategic supplies who do 

not meet minimum performance in quality, on-time delivery, cost, 

technology, or cycle time are targets for development. 

(3) Form a cross-functional team: Next, the buyer must develop an 

internal cross-functional team with a clear agreement for the 

development initiative. 

(4) Meet with top management of supplier: The buyer’s cross-

functional team meets with the supplier’s top management team to 

discuss details of strategic alignment, supplier performance 

measurement, improvement, and professionalism. 

(5) Identify key projects: After the promising opportunities have been 

identifi ed, they are evaluated in terms of feasibility, resource and 

time commitment, and expected return on investment. The most 

promising projects are selected. 

(6) Define details of agreement: After agreement has been reached on 

the development projects, the partners must jointly decide on the 

metrics to be monitored such as percentage improvement in quality, 

delivery, and cycle time. 

(7) Monitor status and modify strategies: To ensure continued 

success, management must actively monitor progress, promote 

exchange of information, and revise the strategy as business 

conditions warrant. 

 

1.5. Building trust one on one”involves the following: 

_ doing what you say you will do 

_ going beyond conventional expectations 

_ undertaking open and honest communication 

_ being patient 

_ accepting and admitting to mistakes 

_ ensuring the other party gets a fair outcome  

 

Question Two   
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2.1  

End user. This team member is tasked with the responsibility of 

representing the end user community. This representative must 

preferably also have been involved in the strategic sourcing team, 

enabling the person to evaluate clearly if the supplier is performing in 

accordance with the requirements set.  

• Legal. A contractual agreement is a legally binding document and 

should be prepared and evaluated with the assistance of competent 

council. In a supplier relationship management environment the legal 

component of the driving team is very important, as there are bound 

to be legal implications with the implementation of an agreement. 

This expertise is particularly vital when renegotiating the deal and re-

evaluating the buyer/supplier relationship. It is obvious that if a 

prerequisite is not addressed in the written agreement it is in fact not 

part of the deal.  

• Purchasing, sourcing and supply professionals. These 

representatives are trained to achieve the best price and the most 

contractual protection. They understand and have the most experience 

in traditional interaction between buyers and suppliers. It is important 

to include both purchasing, sourcing and supply professionals who are 

good deal-makers (excellent negotiators comprehending the data that 

they need to know, understand how to analyse this on a real-time 

basis and reassess their strategy according to changes that occur); as 

well as excellent administrators (the manager of day-to-day 

operations, including requirement fulfilment by the supplier, 

monitoring this performance and keeping record of the status quo.)  

• Finance. The supplier relationship team need financial expertise 

from a number of perspectives. The team should know what the 

current financial structure of the agreement with the strategic supplier 

is and be able to assess any changes that may have occurred. The 

finance member can advise the team on the implications of various 

financial options.  

• Technical. Technical personnel can assist in determining if the 

product or serviced supplied by the strategic supplier is still best-

suited for a purpose, and evaluate the performance on the grounds of 

acceptance, reliability and compatibility. In some cases, the technical 

expert and the end user will be the same person. In most cases, 
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however, they are not. Often, the most critical assessor of a product or 

service is its particular user forum.  

• Technical writer. The team members themselves can perform the 

job of translating everything the team produces into requirement 

documents. However, a technical writer can improve the efficiency of 

the process by freeing the team members to efficiently scrutinise the 

buyer/buyer/supplier relationship and the performance of the strategic 

supplier.  

• Senior management. Senior management will only become 

involved in the supplier relationship team once a breach of contract 

leads to the implementation of a remedy to resolve the particular 

matter as specified in the written agreement  

 

2.2 Terminations may be amicable or hostile. Campbell and Pollard 

(2002) refer to the three Ps that can aid in minimising possible 

hostility encountered in the termination process:  

• A positive attitude needs to be maintained. Both businesses will 

survive apart and recriminations at this stage help no one. Rather than 

face continued frustrations, the supply management organisation is 

ending the relationship now. If in the future circumstances change on 

either side, the organisations may want to try again  

• A pleasant tone can be more effective than harsh words. Supply 

man-agers are not trying to insult anyone personally or professionally. 

It is natural that both sides feel a sense of failure, like a person would 

during a divorce  

• Professional justification is essential. It is not a personal issue 

(unless the owner of the organisation is also responsible for the poor 

performance). The supply manager’s responsibility is to deliver the 

best value to the organisation in order to attract and retain customers. 

If an employee were not meeting expectations, he or she would be 

terminated. The buyer/supplier relationship is no different  

 

2.3  

Step 1: enabling people or organisations to be willing to change 

(unfreezing) : recognition of need for change and overcoming 

resistance to change  
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Step 2: changing selection of techniques to implement change: 

techniques for changing people, tasks, structure, technology  and 

overcoming resistance to change 

Step 3 reinforcing and supporting change so that it becomes a 

relatively permanent part of the organisation (refreezing): trying out 

the changes and making modifications where required.  

   

   

Question Three   

  

3.1  

Compliance management  

Comparing the baseline with actual performance provides the 

mechanism for ensuring that suppliers are complying with the 

requirements of the contract. This provides the bare necessities to 

determine if a buying organisation is getting what they paid for.  

The following three areas are of importance:  

- Transactional compliance – This refers to internal operational 

compliance (eg employee’s use of preferred suppliers, pricing 

accuracy, service execution and payment accuracy)  

- Process compliance and performance – Compliance with pre-

established protocols, governance and pre-approved contract 

language. Also measuring the efficiency and accuracy of contract 

process, such as contracting cycle times by contract type and group 

and completeness and accuracy of records in the contract database  

- Regulatory compliance – Be sure to track all financial, 

environmental, and industry-specific  

  

3.2. Captive buyer  

Product characteristics:  

o technically complicated  

o based on mature, well-understood technology  

o little innovation & improvement to the product  

 

Market characteristics:  

o stable demand with limited market growth  

o concentrated market with few established players  
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o buyers maintain an internal manufacturing capability  

 

Supplier characteristics:  

o large supply houses  

o supplier proprietary technology  

o few strongly established suppliers  

o strong bargaining power  

o car manufacturers heavily depend on  these suppliers, their 

technology & skills  

 

3.3.  

The nature of negotiations can differ significantly, depending on the 

classification of variables such as the objectives or outcomes of the 

negotiations, the relationship between the parties, the different styles 

of negotiation and the content that needs to be addressed. It therefore 

stands to reason that the characteristics of negotiation rely on the type 

of negotiations conducted, e.g. to achieve a new political dispensation 

for public procurement, to secure a new contract, or a repurchase 

situation.  

1. Classifying objectives: Adversarial vs collaborative ngotiations 

Essentially, collaborative negotiations will take place when the 

objective of the negotiation team is a stable, long-term relationship 

focussed on creative solutions to mutual problems. Adversarial 

negotiation will only be appropriate where no on-going relationship or 

the potential for one exists or is desired (in other words, the deal is a 

one-off) or a quick, simple solution to a disagreement is required  

 

Classifying relationships  

Relationship is an important variable in negotiation. Relationships in 

negotiations can be classified in:  

• Co-operative negotiation. This kind of negotiation turns conflict into 

a partnership without either party entering into the competitive mode 

– win or lose is thus irrelevant  

• Continuous negotiation focuses on an on-going relationship between 

parties that has to be maintained throughout negotiation itself and into 

the future, regardless of difficulties and problems  
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• Intermittent negotiation takes place when a problem arises that may 

threaten the current excellent relationship between the parties  

• Crisis negotiation occurs when one party elicits a confrontation by 

creating a crisis before negotiation starts  

 

Direct and indirect negotiations  

The kind of contact (be it either direct or indirect) that a negotiator 

deals with could have an important impact on the outcome.  

• Direct (explicit) negotiations refers to face-to-face contact, enabling 

open communication, making demands, stating preferences, asking 

for information, offering proposals and making concessions. In doing 

so, parties manoeuvre, use tactics and follow strategies that are 

observable by an onlooker  

• Indirect (tacit) negotiations involve the use of representatives to 

conduct the negotiation process on behalf of any party. Nowadays, 

sourcing and supply professionals negotiate indirectly in many 

different ways. Technology and computerisation have added various 

indirect forms of communication that can be utilised in addition to 

direct face-to-face contact.  

 

Classifying content  

Negotiation can also be defined according to content characteristics or 

substance goals. The possible content issues in the sourcing and 

supply arena are legion and depend on the requirements relating to a 

situation. Most negotiations will be about high-value. Price 

negotiation is the most common type of sourcing and supply 

negotiation. The factor under discussion is the supplier’s selling price, 

including the impact of quantity, quality and services performed. 

Figure 8.1 provides some examples of issues to be negotiated relating 

to price.  
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May/June 2015 

Section B  

Question One    

 

 

1.1 These are hierarchical levels, ranging from a single exchange to 

the portfolio of relationships of one particular enterprise:  

• Actions: individual initiatives by the buying organisation, such as a 

telephone call or plant visit, that may relate to products, information, 

money or social contacts.  

• Episodes: groups of interrelated actions, such as a negotiation 

encompassing a number of actions.  

• Sequences: larger and more extensive entities of interactions. This 

level may be defined in terms of a contract, product, campaign or 

project. A sequence in enterprises can also be related to the presence 

of a significant human action in either of the organisations. A 

sequence may then end when a particular person is replaced by 

another in either organisation. Even if the relationship continues, the 

quality of the relationship may change due to the influence of one 

single person. The completion of a sequence constitutes a vulnerable 

period during which the parties make important evaluations. The 

evaluation may cause a potential termination of the relationship, since 

a sequence represents a time-framed commitment, which is defined by 

the particular sequence.  

• Relationships: comprised all the sequences, which, in turn, comprise 

all related episodes and actions in one particular relationship between 

two organisations.  

• Partner base: the relationship portfolio of a particular enterprise – 

that is all the relationships that a particular enterprise has at a 

particular time.  

 

1.2. A buyer/supplier relationship comprises any interaction between 

a buying organisation and a supplier, either positive (good) or 

negative (bad). The most successful relationships are those where 

buyers and suppliers develop trust and an understanding of their 

respective requirements and interests, accompanied by a concern for 

both learning from and providing assistance to each other. Where 
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such conditions exist, the ultimate outcome should be the creation of 

established and dependable purchasing-supplier relationships. Such 

relationships are the basis of networks and provide competitive 

advantages for both parties 

 

1.3. According to the supply perception model there is a develop 

relationship between BMW and its suppliers. A buying organisation 

wants the suppliers of their critical products or services to envision a 

core buyer/supplier relationship between the two organisations. They 

would also value the bottleneck services and products supplier’s 

inclination towards developing the current buyer/ supplier 

relationship. Note that it is never preferable that a supplier views the 

buying organisation’s business as marginal or worth exploiting – not 

even when a low monetary value is associated with an agreement. 

The buying organisation would therefore need to endeavour to move 

the perceptions of especially their more essential suppliers to either 

regard the buyer/supplier relationship as a core relationship with the 

particular buying organisation, or at least that the buyer/supplier 

relationship is worth developing. How do they achieve this? By not 

focussing just on the actual purchasing or strategic sourcing eff orts of 

the organisation, but managing all buyer/supplier relationships 

continuously throughout the span of the organisations’ involvement 

with each other. 
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1.4 

Supplier relationship management is a strategic management process 

whereby the commodities (materials and services) and suppliers are 

analysed, and relationships are formed and managed according to best 

practises and appropriate strategies in support of long term 

organisation goals.  

 Strategic sourcing can be regarded as a process whereby spending is 

analysed and categorised according to the importance and cost of the 

purchases, and the complexity of the supplier base. The supply base is 

then investigated to ensure that the correct relationship is formed with 

suppliers in the various categories of goods.  

 

Question two  
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2.1. Collaborative negotiations will take place when the objective of 

the negotiation team is a stable, long-term relationship focussed on 

creative solutions to mutual problems. 

Adversarial negotiation will only be appropriate where no on-going 

relationship or the potential for one exists or is desired (in other 

words, the deal is a one-off ) or a quick, simple solution to a 

disagreement is required 

 

2.2. 

1. Co-operative negotiation. This kind of negotiation turns conflict 

into a partnership without either party entering into the 

competitive mode win or lose is thus irrelevant 

2.  Continuous negotiation focuses on an on-going relationship 

between parties that has to be maintained throughout negotiation 

itself and into the future, regardless of difficulties and problems 

3. Intermittent negotiation takes place when a problem arises that 

may threaten the current excellent relationship between the 

parties 

4. Crisis negotiation occurs when one party elicits a confrontation 

by creating a crisis before negotiation starts 

 

2.3  

Direct (explicit) negotiations refers to face-to-face contact, enabling 

open communication, making demands, stating preferences, asking 

for information, offering proposals and making concessions. In doing 

so, parties manoeuvre, use tactics and follow strategies that are 

observable by an onlooker 

Indirect (tacit) negotiations involve the use of representatives to 

conduct the negotiation process on behalf of any party. Nowadays, 

sourcing and supply professionals negotiate indirectly in many 

different ways. 

Technology and computerisation have added various indirect forms of 

communication that can be utilised in addition to direct face-to face 

contact.  

 

2.4. Price, Contract and delivery are 3 issues that may arise in 

negotiation:  
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Price: Price negotiation is the most common type of sourcing and 

supply negotiation. The factor under discussion is the suppliers selling 

price, including the impact of quantity, quality and services 

performed.’ Cost negotiation focuses on the cost of final quotes. 

Typically these are labour, materials, overheads, administrative costs, 

profits, the methods of production and others. The amount of 

knowledge and preparation necessary for this type of negotiation is 

considerably greater than that needed for price negotiation.  

 

Contract: represents quite a number of negotiations nowadays and is 

in fact renegotiations at which price and cost in relationship are 

negotiated continuously every year on fixed dates. Examples of 

contractual issues negotiated are legal charges, payments in advance, 

etc.  

 

Delivery: can become of vital importance especially in the fast 

moving consumer goods industry. Understanding “packaging” & 

“progressive summarisation” may be important for buyers because 

they are often confronted with a ‘take it or leave it’ offer from 

sellers, or in some cases, have to deal with small parts of a problem 

one by one, and only when all the parts have been put together, can a 

decision be reached. Sometimes they have to be extremely creative in 

creating a package or formula” that is acceptable to both sides at the 

table. 

 

 

 

 

 

Question three 

 

3.1 
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Contract management sets the foundation for different levels of 

supplier 

relationship management. There are 4 levels:  

 

Level 1: Administration. The startinf point for contract management is 

simply to know whats going on. Many functions fall under 

administration namely:  

 Document management: training, operation and maintenance 

manuals, design reviews, architecture, scheduling, financial 

reports and logistics schedules are a few of the documents that 

may be required by contract. 

 Financial management: Purely from a cash-fl ow perspective, 

the buying organisation should try to keep its money as long as 

possible during performance of a contract. 
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 Asset management: All assets (moveable and immoveable) must 

be coordinated, tracked and delivered by either of the two 

parties as is instructed in the contract. 

 Change management: controlling constant change in this 

environment is paramount for success. The idea is to create 

processes to allow change to occur with the least cost and the 

greatest competitive impact. of change a routine process. 

 

 

 Level 2: compliance management: Comparing the baseline with 

actual performance provides the mechanism for ensuring that 

suppliers are complying with the requirements of the contract. This 

provides the bare necessities to determine if a buying organisation is 

getting what they paid for. The comparison also provides the baseline 

to measure change proposals to determine if there are, in fact, changes 

and to what degree the original scope of the contract has 

to be changed. 

 The following tools can be used to ensure that compliance 

management 

is executed with a project baseline: 

 Work breakdown schedule (WBS) – a tool to break the project 

into manageable 

tasks. This can include a WBS dictionary to provide additional 

descriptive information about what each task entails. 

 WBS network diagram – a tool that uses the work breakdown 

schedule 

and illustrates the relationship between individual tasks to ensure 

completion 

of tasks further down the line. In other words, identifying 

interdependencies 

between tasks and the critical path when combined 

with the schedule. 

 Responsibilities matrix – each function in the requirements 

document 

should be placed under the authority of an employee in the buying 

organisation. It is benefi cial for every party involved to identify the 

responsible person by name and have their contact details readily 
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available. 

 Requirements matrix – this tool combines the work breakdown 

schedule, task description and the identifi cation information from 

the responsibilities matrix with the required due dates indicated in 

the schedule. It is basically a reformatting of the scope document 

to automate notifi cation around event-driven requirements in the 

contract. This is thus also used for monitoring changes. 

 Performance measurement baseline – This tool combines 

requirements, 

schedules and budget forecasts under the contract into a performance 

baseline. By using this baseline and comparing it to actual 

performance, it is possible to predict outcomes based on earned value 

 measurement – a comparison between the estimated budgets and 

the actual expense for tasks in terms of cost and eff ort. 

 Risk management assessment – this tool looks at each task, or 

logical 

grouping of tasks, and makes predictions about things that could go 

wrong. By assessing the impact (low to high) and the likelihood of 

occurrence 

(low to high) the project management team can determine 

where to add resources to ensure schedules and milestones are met 

and to have contingency plans in case they are not. 

 Supplier performance management plan – a plan to compile the 

results 

from the tools listed above, as well as procedure guidelines for the 

management of the contract, handling of changes, checking status 

performance and updating the plan itself. 

 

 

Level 3: performance management: The process of performance 

management starts on the same basis as the monitor-measurement-

feedback loop essential to compliance management. It is aimed at 

getting more out of the supplier than the minimum, but rather 

focussing on adequate performance. It is preferable to define 

expectations in a contract with a supplier clearly from the outset. The 

better the requirements are defi ned and documented, the better the 
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chance that a supplier will understand and comply with the 

obligations created by the contract 

 

 

Level 4: long-term programmed improvement: Contract management 

is an organised way to assure that suppliers perform as expected and 

that there is 

continuous and open communication with suppliers about their 

performance. 

Therefore, contract management is vital for a good relationship with 

suppliers 
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October/November 2014  

 

Section B  

Question one  

 

1.1 Critical products have the following characteristics 

 High expenditure 

 Strategic to profitability and operations of the buying 

organisation 

 Alternate products/services not available 

 Few qualified sources of products/services available 

 Complex specifications 

 

1.2. Yes. For critical supplies it is important to have a core 

relationship with suppliers. The buying organisation would therefore 

need to endeavour to move the perceptions of especially their more 

essential suppliers to either regard the buyer/supplier relationship as a 

core relationship with the particular buying organisation, or at least 

that the buyer/supplier relationship is worth developing. 

 

1.3 

A> Level of integration – high or total  

The collaborative nature of the relationship allowed both parties to 

focus on sharing and developing good practise across all sites to 

increase stakeholder value.  

 

B> Focus on relationship- total cost 

“Tarmac recorded a total saving of R1.2 million.” 

 

C> Quality – professional  

“The organisation benefits have been identified in terms of both hard 

and soft benefits delivered. Purchase cost saving, production 

efficiency and vendor realisation are just three.” 

 

1.4 A strategic relationship is also known as a Partnerships (also 

known as strategic alliances) are long-term collaborative forms of 

relationships that are based on high levels of trust. This relationship is 
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entered into to improve the overall efficiency of the supply chain, 

increase competitiveness, reduce cost by sharing information, reduce 

supply risk and collaborate on product development.  

 

1.5 

 High degree of interaction on various organisational levels 

“joint workshops were held across the region to ensure regional 

buy in and agree on an implementation plan” 

 High levels of information sharing An increased availability of 

information to improve the quality of decision-making 

“Brammer monthly information now includes full monthly 

reports” 

 A focus on costs, and not prices A focus to determine and 

understand both the busying organisation’s and the supplier’s 

costs, with a mutual agreement to eliminate or reduce it. 

“Tarmac recorded a total saving of R1.2 million and the supply 

based rationalised to having more than 75%of the maintenance 

spend of their strategic partner” 

 

1.6 The lifecycle of a contract and can be described as follows: 

 Creation, including negotiations and collaboration; document 

redlining and approval; ensuring use of standardised contract 

templates and clauses; and enforcing business oversight and 

controls. 

 Activation, including establishment of a central repository for all 

contract information. This repository should be searchable, and 

integrate directly with key transactional systems in order to 

make contracts‘active’. 

 Compliance, including proactive tracking of internal usage of 

preferred suppliers and contracted pricing, as well as monitoring 

and auditing of contract terms, changes and performance, to 

ensure regulatory compliance. 

 Analysis, including the active enforcement of spending against 

budgets; and balancing orders between preferred suppliers, to 

optimise usage and returns; also, term analysis of contract 

performance and attributes to determine budgeting, sourcing, 

supplier management and risk strategies. 
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Question two  

 

 
 

 

2.1. The generic supplier relationship management process is as 

follows:  

 

Step 1: Create a supplier relationship management team 

Step 2: Develop a supplier relationship management programme 

Step 3: Determine which suppliers to involve first 

Step 4: Measure supplier performance 
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Step 5: Restructure buyer/supplier relationships 

Step 6: Leverage supplier for continuous performance 

Step 7: Monitor supplier performance 

 

Step one: Create a supplier relationship management team:  

The creation, training and authorisation of one or more dedicated 

supplier relationship teams are probably the most important tasks in 

the supplier relationship management process. Preferably these 

supplier relationship team members should have no other 

responsibilities, but this is not always possible. Some of the supplier 

relationship team’s responsibilities include: involvement and 

education of suppliers; elimination of waste, providing the monitor-

measure- -feedback loop and documenting the supplier relationship 

management process in order to gain internal buy-in from senior 

executives – along with the managers and stakeholders in the business 

units who need to participate. 

 

Step two: Develop supplier relationship management programme 

 Choose a supplier relationship model 

The supplier relationship management team needs to then choose a 

supplier relationship management model to implement within their 

organisation Three of the supplier relationship models include: (1) 

The Cox model – creating a stepladder of external and internal 

contractual relationships based on the transaction cost theory and 

resource-based theory; (2) The Bensaou model – identifying four 

buyer/supplier relationship profiles (market exchange, captive buyer, 

captive supplier and strategic partnerships) by answering two basic 

questions: “Which governance structure or relational design should an 

organisation choose under different external contingencies?” and 

“What is the appropriate way to manage each different type of 

relationship?” and (3) the IMP model – evaluating the buyer/supplier 

environment according to four basic elements; the interaction process; 

the interacting parties, the interaction environment and the 

atmosphere. 

 Determine organisational stages of supplier integration 

In this step, the supplier relationship management team should also be 

sensitive to the manner in which they will go about establishing a 
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buyer/ supplier relationship – in other words, integrate the supplier 

with the buying organisation. We know that a relationship is formed 

according to hierarchical levels, ranging from a single exchange to the 

portfolio of relationships of one particular enterprise. The formation 

of long-term personal relationships usually develops by going through 

the same stages. Thus, a meeting (action level) may develop into a 

friendship (episode level), courtship (sequential level) and marriage 

(relationship level). Each level is normally of a longer and more 

permanent duration than the preceding one. 

 

Step Three: Determine which suppliers to involve first 

Now that the supplier relationship management team has its set 

values, vision and objectives and a specific supplier relationship 

management process was developed, the buying organisation can 

proceed to determine which suppliers to involve in the programme 

first. This can be done by analysing the buying organisation’s spend 

and segmenting the suppliers. 

 Analyse spend 

The supplier relationship team’s first task is to analyse the buying 

organisation’s spend by categorising their purchases on products and 

services. This is done by arranging the current products and services 

on the supply positioning model, by comparing the complexity of the 

purchase to the monetary amount spend on the product or service. 

This is done to answer the following questions: (1) What is being 

bought?; and (2) How much does it cost? 

 

Step four: Measuring supplier performance 

 Choose a supplier performance evaluation model.The supplier 

relationship management should now have ranked the suppliers 

in sequence order to determine which will be involved in the 

newly developed supplier relationship management programme 

first. Once this is done, they will draw attention to the 

measurement of the supplier performance by choosing an 

supplier evaluation model to be employed within the buying 

organisation (1) Identify the key performance indicators (KPIs); 

(2) create the incentives, (3) negotiate the performance 

milestones upon which the incentives are based and (4) after the 
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contract is awarded and performance starts, hold periodic 

award-fee events.  

 Evaluate supplier performance and certification They will then 

proceed to evaluate the suppliers. The buying organisation can 

then establish the supplier certification Internal classification 

often this is either: an unacceptable supplier, a conditional 

supplier, a certified supplier or a preferred supplier; and 

external certification entails ISO9000, ISO14000 or Black 

Economic Empowerment aspects. 

 

 

 

Step five: Restructure buyer/supplier relationships 

 Apply supplier contract management functions to either 

reconstruct existing buyer/supplier relationship or terminate old 

and establish new buyer/supplier relationships. Once the key 

strategic suppliers have been chosen, the supplier relationship 

team should evaluate each of them individually and adapt the 

generic supplier relationship management process to suit their 

specific c circumstances.  

 Negotiate the supplier performance milestones upon which the 

incentives are based Only then do the supplier relationship team 

involve the strategic supplier directly, by identifying the 

negotiable issues pertinent in each individual situation. This 

was outlined in study unit 8. The negotiation process will then 

be employed to negotiate the supplier performance indicators 

upon which the incentives were based. 

 

Step Six: Leveraging supplier for continuous performance 

Now that all the buyer/supplier relationships are in place, we can 

continue 

by identifying leverage within the relationships. Firstly, we must 

choose a specific project and assign a team to identify the leverage 

prospects. Then we must do a SWOT analysis to determine the 

strengths, weaknesses, opportunities and threats associated with the 

leverage prospects. A strategy must be developed to take advantage of 

the viable leverage prospects. Documentation of the whole process is 
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very important to guarantee that the implementation of leverage 

targets set can be measured, and the success thereof ascertained.  
 

Step seven: Monitoring supplier performance 

We have now reached the stage of the supplier relationship 

management 

process where the buying organisation has exhausted all avenues for 

continuous improvement regarding it supply base. There are however 

still two ways of ensuring that the mutual benefit t to the organisation 

and the supplier is maintained. Suppliers can be developed, awarded, 

change can be continuously managed and the organisation should 

establish sources and forces of change and determine the reaction to 

change  

 

 

Question three 

 

Bensaou suggests a framework for managing a portfolio of 

investments for the purpose of enabling senior managers to answer 

two questions. 

 

Question 1: Which governance structure or relational design should 

an organisation choose under diff erent external contingencies? This 

is a strategic decision because it aff ects how an organisation defines 

its boundaries and core activities  

Question 2: What is the appropriate way to manage each diff erent 

type 

of relationship? This is an organisational question. 

 

Bensaou suggests four buyer relationship profiles: 

 market exchange 

 captive buyer 

 captive supplier 

 strategic partnerships 

 

For each profile, Bensaou identifies distinguishing product, market 

and supplier characteristics. Finally, he suggests that the four profiles 
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can be arranged in a matrix to indicate whether the buyer’s and 

supplier’s tangible or intangible investments in the relationship are 

high or low. Tangible investments, in this context, are buildings and 

tooling equipment. Intangible investments are people, time and eff ort 

spent in learning supplier-purchaser business practices and procedures 

and information sharing. The Bensaou matrix, as adapted, is shown in 

figure below  
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May/June 2014 

Section B  

Question One    

 

 

1.1 These are hierarchical levels, ranging from a single exchange to 

the portfolio of relationships of one particular enterprise:  

• Actions: individual initiatives by the buying organisation, such as a 

telephone call or plant visit, that may relate to products, information, 

money or social contacts.  

• Episodes: groups of interrelated actions, such as a negotiation 

encompassing a number of actions.  

• Sequences: larger and more extensive entities of interactions. This 

level may be defined in terms of a contract, product, campaign or 

project. A sequence in enterprises can also be related to the presence 

of a significant human action in either of the organisations. A 

sequence may then end when a particular person is replaced by 

another in either organisation. Even if the relationship continues, the 

quality of the relationship may change due to the influence of one 

single person. The completion of a sequence constitutes a vulnerable 

period during which the parties make important evaluations. The 

evaluation may cause a potential termination of the relationship, since 

a sequence represents a time-framed commitment, which is defined by 

the particular sequence.  

• Relationships: comprised all the sequences, which, in turn, comprise 

all related episodes and actions in one particular relationship between 

two organisations.  

• Partner base: the relationship portfolio of a particular enterprise – 

that is all the relationships that a particular enterprise has at a 

particular time.  

 

1.2. A buyer/supplier relationship comprises any interaction between 

a buying organisation and a supplier, either positive (good) or 

negative (bad). The most successful relationships are those where 

buyers and suppliers develop trust and an understanding of their 

respective requirements and interests, accompanied by a concern for 

both learning from and providing assistance to each other. Where 
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such conditions exist, the ultimate outcome should be the creation of 

established and dependable purchasing-supplier relationships. Such 

relationships are the basis of networks and provide competitive 

advantages for both parties 

 

1.3. According to the supply perception model there is a develop 

relationship between BMW and its suppliers. A buying organisation 

wants the suppliers of their critical products or services to envision a 

core buyer/supplier relationship between the two organisations. They 

would also value the bottleneck services and products supplier’s 

inclination towards developing the current buyer  supplier 

relationship. Note that it is never preferable that a supplier views the 

buying organisation’s business as marginal or worth exploiting – not 

even when a low monetary value is associated with an agreement. 

The buying organisation would therefore need to endeavour to move 

the perceptions of especially their more essential suppliers to either 

regard the buyer/supplier relationship as a core relationship with the 

particular buying organisation, or at least that the buyer/supplier 

relationship is worth developing. How do they achieve this? By not 

focussing just on the actual purchasing or strategic sourcing eff orts of 

the organisation, but managing all buyer/supplier relationships 

continuously throughout the span of the organisations’ involvement 

with each other. 
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1.4 Supplier relationship management is a strategic management 

process whereby the commodities (materials and services) and 

suppliers are analysed, and relationships are formed and managed 

according to best practises and appropriate strategies in support of 

long term organisation goals.  

 Strategic sourcing can be regarded as a process whereby spending is 

analysed and categorised according to the importance and cost of the 

purchases, and the complexity of the supplier base. The supply base is 

then investigated to ensure that the correct relationship is formed with 

suppliers in the various categories of goods.  

 

Question two  

 

2.1. Collaborative negotiations will take place when the objective of 

the negotiation team is a stable, long-term relationship focussed on 

creative solutions to mutual problems. 
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Adversarial negotiation will only be appropriate where no on-going 

relationship or the potential for one exists or is desired (in other 

words, the deal is a one-off ) or a quick, simple solution to a 

disagreement is required 

 

2.2. 

5. Co-operative negotiation. This kind of negotiation turns conflict 

into a partnership without either party entering into the 

competitive mode win or lose is thus irrelevant 

6.  Continuous negotiation focuses on an on-going relationship 

between 

parties that has to be maintained throughout negotiation itself 

and 

into the future, regardless of difficulties and problems 

7. Intermittent negotiation takes place when a problem arises that 

may 

threaten the current excellent relationship between the parties 

8. Crisis negotiation occurs when one party elicits a confrontation 

by creating a crisis before negotiation starts 

 

2.3  

Direct (explicit) negotiations refers to face-to-face contact, enabling 

open communication, making demands, stating preferences, asking 

for information, offering proposals and making concessions. In doing 

so, parties manoeuvre, use tactics and follow strategies that are 

observable by an onlooker Indirect (tacit) negotiations involve the use 

of representatives to conduct the negotiation process on behalf of any 

party. Nowadays, sourcing and supply professionals negotiate 

indirectly in many different ways. Technology and computerisation 

have added various indirect forms of communication that can be 

utilised in addition to direct face-to face contact.  

 

2.4. Price, Contract and delivery are 3 issues that may arise in 

negotiation:  

 

Price: Price negotiation is the most common type of sourcing and 

supply negotiation. The factor under discussion is the suppliers selling 
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price, including the impact of quantity, quality and services 

performed.’ Cost negotiation focuses on the cost of final quotes. 

Typically these are labour, materials, overheads, administrative costs, 

profits, the methods of production and others. The amount of 

knowledge and preparation necessary for this type of negotiation is 

considerably greater than that needed for price negotiation.  

 

Contract: represents quite a number of negotiations nowadays and is 

in fact renegotiations at which price and cost in relationship are 

negotiated continuously every year on fixed dates. Examples of 

contractual issues negotiated are legal charges, payments in advance, 

etc.  

 

Delivery: can become of vital importance especially in the fast 

moving consumer goods industry. Understanding “packaging” & 

“progressive summarisation” may be important for buyers because 

they are often confronted with a ‘take it or leave it’ offer from 

sellers, or in some cases, have to deal with small parts of a problem 

one by one, and only when all the parts have been put together, can a 

decision be reached. Sometimes they have to be extremely creative in 

creating a package or formula” that is acceptable to both sides at the 

table. 

 

 

Question three 

 

 

3.1 
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Contract management sets the foundation for different levels of 

supplier 

relationship management. There are 4 levels:  

 

Level 1: Administration. The startinf point for contract management is 

simply to know whats going on. Many functions fall under 

administration namely:  

 Document management: training, operation and maintenance 

manuals, design reviews, architecture, scheduling, financial 

reports and logistics schedules are a few of the documents that 

may be required by contract. 

 Financial management: Purely from a cash-fl ow perspective, 

the buying organisation should try to keep its money as long as 

possible during performance of a contract. 
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 Asset management: All assets (moveable and immoveable) must 

be coordinated, tracked and delivered by either of the two 

parties as is instructed in the contract. 

 Change management: controlling constant change in this 

environment is paramount for success. The idea is to create 

processes to allow change to occur with the least cost and the 

greatest competitive impact. of change a routine process. 

 

 

 Level 2: compliance management: Comparing the baseline with 

actual performance provides the mechanism for ensuring that 

suppliers are complying with the requirements of the contract. This 

provides the bare necessities to determine if a buying organisation is 

getting what they paid for. The comparison also provides the baseline 

to measure change proposals to determine if there are, in fact, changes 

and to what degree the original scope of the contract has 

to be changed. 

 The following tools can be used to ensure that compliance 

management 

is executed with a project baseline: 

 Work breakdown schedule (WBS) – a tool to break the project 

into manageable tasks. This can include a WBS dictionary to 

provide additional descriptive information about what each task 

entails. 

 WBS network diagram – a tool that uses the work breakdown 

schedule and illustrates the relationship between individual tasks 

to ensure completion of tasks further down the line. In other 

words, identifying interdependencies between tasks and the 

critical path when combined with the schedule. 

 Responsibilities matrix – each function in the requirements 

document should be placed under the authority of an employee 

in the buying organisation. It is benefi cial for every party 

involved to identify the responsible person by name and have 

their contact details readily available. 

 Requirements matrix – this tool combines the work breakdown 

schedule, task description and the identifi cation information 

from the responsibilities matrix with the required due dates 
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indicated in the schedule. It is basically a reformatting of the 

scope document to automate notifi cation around event-driven 

requirements in the contract. This is thus also used for 

monitoring changes. 

 Performance measurement baseline – This tool combines 

requirements, schedules and budget forecasts under the contract 

into a performance baseline. By using this baseline and 

comparing it to actual performance, it is possible to predict 

outcomes based on earned value  measurement – a comparison 

between the estimated budgets and the actual expense for tasks 

in terms of cost and eff ort. 

 Risk management assessment – this tool looks at each task, or 

logicalgrouping of tasks, and makes predictions about things 

that could gowrong. By assessing the impact (low to high) and 

the likelihood of occurrence(low to high) the project 

management team can determinewhere to add resources to 

ensure schedules and milestones are metand to have contingency 

plans in case they are not. 

 Supplier performance management plan – a plan to compile the 

resultsfrom the tools listed above, as well as procedure 

guidelines for themanagement of the contract, handling of 

changes, checking statusperformance and updating the plan 

itself. 

 

Level 3: performance management: The process of performance 

management starts on the same basis as the monitor-measurement-

feedback loop essential to compliance management. It is aimed at 

getting more out of the supplier than the minimum, but rather 

focussing on adequate performance. It is preferable to define 

expectations in a contract with a supplier clearly from the outset. The 

better the requirements are defi ned and documented, the better the 

chance that a supplier will understand and comply with the 

obligations created by the contract 

 

Level 4: long-term programmed improvement: Contract management 

is an organised way to assure that suppliers perform as expected and 

that there is 
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continuous and open communication with suppliers about their 

performance. 

Therefore, contract management is vital for a good relationship 

with suppliers 
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October/November 2013 

Section B 

Question one  

 

1.1 Responsibilities of a supplier relationship team include:  

 teaching suppliers how to develop themselves after initial 

guidance 

 focussing on underlying causes of discrepancies in supplier 

performance 

 focussing on wasteful activities of all supplier eff orts 

 involving suppliers in new products and process development at 

the buying organisation 

 providing training programmes and training time to suppliers 

 providing education programmes that go beyond training 

 providing tooling and technical assistance to suppliers 

 providing supplier support centres 

 loaning executives to suppliers, such as process engineers and 

quality managers 

 

1.2. 

The supply positioning model, also known as the strategic sourcing 

matrix. In other words a buying organisation will execute an analysis 

of the level of risk and complexity an item or service holds for the 

organisation opposed to the value spend allocated to the item or 

service. According to this model, products or services are then 

classified as routine, leverage, bottleneck and critical  

 

If the buyer is in a position of power this model will be the 

determinant of the nature of the relationship. Each of the quadrants in 

the above model implies a different view of the buying organisation 

on the part of suppliers. The marginal quadrant indicates that a 

supplier views the buying organisation’s current business as 

nonessential, and that a buyer/supplier relationship is not worth 

developing. This is as a result of the low value of business offered to 

the supplier, added to a low level of attractiveness of the buying 

organisation. If the value of business offered however increases – but 

the level of attractiveness is still low – a supplier will tend to exploit 
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the buyer/supplier relationship to maximise their own gain. These two 

supplier views account for the least positive quadrants in the supplier 

perception matrix.  

 

Nevertheless, if the level of attractiveness of the buying organisation 

is high, the supplier will be willing to develop the buyer/supplier 

relationship by increasing the level of current performance in the hope 

of escalating business dealings with the buying organisation; thereby 

aiming to move a buying organisation into the core quadrant of the 

supplier perception model – where the value of business and the level 

of attractiveness of the buying organisation are both significant.  

 

 

 
 

1.3.  

Ensuring continuity entails:  

 discussion with internal customers regarding groups, systems 

and projects that be affected by the change of supplier 

 reflecting on the lessons learned from the terminated 

relationship 
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 conducting market analysis to determine other supplier options 

 preparing specifications (possibly revised) 

 selection of a new supplier – an important factor will be the 

potential 

 supply reputation for trustworthiness 

 negotiation of a relationship agreement 

 

1.4 Apply the following principles 

 continually develop and enforce standard processes for 

contract management 

 use commercially available contract management 

solutions, with emphasis on having capabilities to store, 

search, and retrieve critical contract information 

 use risk-assessed contract language, wherever possible, to 

streamline and improve efficiency of the contracting 

process 

 perform regularly scheduled audits and performance 

checks using predefined metrics to measure improvements 

in compliance and overall contract performance. In 

addition, they conduct regular monitoring and tracking of 

supplier contracts 

 identifies contract management ‘champions’ and secure 

strong executive and stakeholder support to drive adoption 

and internal contract compliance. 

 selection team that was responsible for gathering contract 

management system requirements and preferences from 

each division and communicating the intent and progress 

of the programme 

 

Question two  
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2.1. The generic supplier relationship management process is as 

follows:  

 

Step 1: Create a supplier relationship management team 

Step 2: Develop a supplier relationship management programme 

Step 3: Determine which suppliers to involve first 

Step 4: Measure supplier performance 

Step 5: Restructure buyer/supplier relationships 

Step 6: Leverage supplier for continuous performance 

Step 7: Monitor supplier performance 

 

Step one: Create a supplier relationship management team:  
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The creation, training and authorisation of one or more dedicated 

supplier relationship teams are probably the most important tasks in 

the supplier relationship management process. Preferably these 

supplier relationship team members should have no other 

responsibilities, but this is not always possible. Some of the supplier 

relationship team’s responsibilities include: involvement and 

education of suppliers; elimination of waste, providing the monitor-

measure- -feedback loop and documenting the supplier relationship 

management process in order to gain internal buy-in from senior 

executives – along with the managers and stakeholders in the business 

units who need to participate. 

 

Step two: Develop supplier relationship management programme 

 Choose a supplier relationship model 

The supplier relationship management team needs to then choose a 

supplier relationship management model to implement within their 

organisation Three of the supplier relationship models include: (1) 

The Cox model – creating a stepladder of external and internal 

contractual relationships based on the transaction cost theory and 

resource-based theory; (2) The Bensaou model – identifying four 

buyer/supplier relationship profiles (market exchange, captive buyer, 

captive supplier and strategic partnerships) by answering two basic 

questions: “Which governance structure or relational design should an 

organisation choose under different external contingencies?” and 

“What is the appropriate way to manage each different type of 

relationship?” and (3) the IMP model – evaluating the buyer/supplier 

environment according to four basic elements; the interaction process; 

the interacting parties, the interaction environment and the 

atmosphere. 

 Determine organisational stages of supplier integration 

In this step, the supplier relationship management team should also be 

sensitive to the manner in which they will go about establishing a 

buyer/ 

supplier relationship – in other words, integrate the supplier with the 

buying organisation. We know that a relationship is formed according 

to hierarchical levels, ranging from a single exchange to the portfolio 

of 
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relationships of one particular enterprise. The formation of long-term 

personal relationships usually develops by going through the same 

stages. Thus, a meeting (action level) may develop into a friendship 

(episode level), courtship (sequential level) and marriage (relationship 

level). Each level is normally of a longer and more permanent 

duration than the preceding one. 

 

Step Three: Determine which suppliers to involve first 

Now that the supplier relationship management team has its set 

values, vision and objectives and a specific supplier relationship 

management process was developed, the buying organisation can 

proceed to determine which suppliers to involve in the programme 

first. This can be done by analysing the buying organisation’s spend 

and segmenting the suppliers. 

 Analyse spend 

The supplier relationship team’s first task is to analyse the buying 

organisation’s spend by categorising their purchases on products and 

services. This is done by arranging the current products and services 

on the supply positioning model, by comparing the complexity of the 

purchase to the monetary amount spend on the product or service. 

This is done to answer the following questions: (1) What is being 

bought?; and (2) How much does it cost? 

 

Step four: Measuring supplier performance 

 Choose a supplier performance evaluation model.The supplier 

relationship management should now have ranked the suppliers 

in sequence order to determine which will be involved in the 

newly developed supplier relationship management programme 

first. Once this is done, they will draw attention to the 

measurement of the supplier performance by choosing an 

supplier evaluation model to be employed within the buying 

organisation (1) Identify the key performance indicators (KPIs); 

(2) create the incentives, (3) negotiate the performance 

milestones upon which the incentives are based and (4) after the 

contract is awarded and performance starts, hold periodic 

award-fee events.  
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 Evaluate supplier performance and certification They will then 

proceed to evaluate the suppliers. The buying organisation can 

then establish the supplier certification Internal classification 

often this is either: an unacceptable supplier, a conditional 

supplier, a certified supplier or a preferred supplier; and 

external certification entails ISO9000, ISO14000 or Black 

Economic Empowerment aspects. 

 

Step five: Restructure buyer/supplier relationships 

 Apply supplier contract management functions to either 

reconstruct existing buyer/supplier relationship or terminate old 

and establish new buyer/supplier relationships. Once the key 

strategic suppliers have been chosen, the supplier relationship 

team should evaluate each of them individually and adapt the 

generic supplier relationship management process to suit their 

specific c circumstances.  

 Negotiate the supplier performance milestones upon which the 

incentives are based Only then do the supplier relationship team 

involve the strategic supplier directly, by identifying the 

negotiable issues pertinent in each individual situation. This 

was outlined in study unit 8. The negotiation process will then 

be employed to negotiate the supplier performance indicators 

upon which the incentives were based. 

 

Step Six: Leveraging supplier for continuous performance 

Now that all the buyer/supplier relationships are in place, we can 

continue 

by identifying leverage within the relationships. Firstly, we must 

choose a specific project and assign a team to identify the leverage 

prospects. Then we must do a SWOT analysis to determine the 

strengths, weaknesses, opportunities and threats associated with the 

leverage prospects. A strategy must be developed to take advantage of 

the viable leverage prospects. Documentation of the whole process is 

very important to guarantee that the implementation of leverage 

targets set can be measured, and the success thereof ascertained.  
 

Step seven: Monitoring supplier performance 
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We have now reached the stage of the supplier relationship 

management 

process where the buying organisation has exhausted all avenues for 

continuous improvement regarding it supply base. There are however 

still two ways of ensuring that the mutual benefit t to the organisation 

and the supplier is maintained. Suppliers can be developed, awarded, 

change can be continuously managed and the organisation should 

establish sources and forces of change and determine the reaction to 

change  

 

 

Question three 

 

3.1 Contract management can be defined as safeguarding the 

implementation of a reciprocal agreement between all parties to 

require the fulfilment of their contractual obligations to ensure that 

immediate action can be taken to effectively and efficiently manage 

any changes that may occur. 

 

3.2 The  benefits of contract management include  

 

 Monitoring the buying organisation’s responsibilities: 

The buying organisation is required to monitor and control its own 

performance by identifying all terms and conditions under the 

contract that drive the supplier’s ability to perform. This might 

include the sharing of information with the supplier in order for them 

to plan eff ectively. Otherwise, the supplier might call upon a delay 

and disruption claim to impose a change in contract stipulations due 

to a breach of contract on the side of the buying organisation. 

 

 Monitoring the supplier’s responsibilities: 

The buying organisation’s responsibilities directly aff ect the 

supplier’s responsibilities. If the buying organisation live up to all the 

expectations put forward in the contract, they can allocate resources to 

access the performance of the supplier in terms of the standards set 

regarding the set schedule (time), assigned value of purchase 

(money), and specifi cations (quantity/quality). 
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 Get superior short-term supplier performance 

The management of a contract ensures that a supplier honours the 

contractual obligations set. This entails that the supplier at least 

obtains the minimum level of product or service functionality required 

in a short period of time. In this time the supplier will merely ensure 

thatthe product or service is adequate, not enough to enhance the 

buying organisation’s competitive position. 

 

 Get superior long-term supplier performance 

Generally, the buying organisation will only achieve long-term 

supplier performance if a series of rights, rewards and remedies are 

stipulated in the contract. This is achieved by asking a series of 

strategically driven questions, such as: Are the suppliers committed to 

the buyer/supplier relationship beyond the confi nes of the contract? Is 

the supplier sharing their accurate cost structure 

 

3.3  There are 5 risks of contract management  

 

 Supplier opportunism: The buying organisation must constantly 

be aware of the fact that a supplier can become complacent and 

lose motivation to maintain or even improve performance as the 

contract progresses. Performance deterioration can be observed 

in a variety of ways, such as higher prices, lower quantity and 

quality and increased cycle time. Again it is important to build 

in appropriate rights, rewards and remedies to entice the supplier 

to perform as expected over the longer-term agreement. It is part 

and parcel of contract management for the buying organisation 

to identify what the adequate supplier performance is, how 

performance measurement will take place and the corrective 

steps to be taken if the supplier fails to deliver on its contractual 

obligations. More than this, it is to motivate suppliers toward 

continuous improvement of their efforts. 

 Selecting the wrong supplier: There are obvious risks involved 

with selecting the wrong supplier. This can be due to the fact 

that the best available supplier was not correctly identifi ed, by a 

lack of adequate research on the part of the buying organisation 
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pertaining to a suppliers past performance, capabilities, fi 

nancial stability, technology and commitment to the 

relationship. Once a contract is in place with a specific supplier, 

it is very difficult to switch suppliers. Therefore the buying 

organisation must allocate suffi cient resources used for 

investigative purposes prior to the signing of a contract. 

 Supplier volume uncertainty: Successful contract management 

considers the needs of both parties. The buyer must consider a 

number of issues from the suppliers perspective. The fi rst and 

foremost is volume uncertainty, especially when a newmproduct 

or supplier is concerned. Initially a buyer indicates that a certain, 

purchased volume level can be expected, however this might 

never be achieved as a result of possible over forecasting of 

requirements, lack of marketability of the fi nal product or 

service, competition in the market place and other 

environmental considerations. 

 Supplier abandons other business:Contracts might lock the 

suppliers’ ability to serve the buying organisations competitors 

and lead to lost profi table business opportunities. It can also 

lead to a lack of capacity on the supplier’s part to take on more 

customers and expand their business. 

 Buyer is unreasonable:Another risk involving contracting might 

be the likelihood of the buyer making extraordinary demands 

once the contract has been signed. Unforeseen customer 

demands typically result in higher costs that the supplier.  
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May/June 2013 

 

Section B  

Question one  

 

1.1  

 End user. This team member is tasked with the responsibility of 

representing the end user community. This representative must 

preferably also have been involved in the strategic sourcing 

team, enabling the person to evaluate clearly if the supplier is 

performing in accordance with the requirements set. 

 Legal. A contractual agreement is a legally binding document 

and legal component of the driving team is very important, as 

there are bound to be legal implications with the implementation 

of an agreement. This expertise is particularly vital when 

renegotiating the deal and re-evaluating the buyer/supplier 

relationship. It is obvious that if a prerequisite is not addressed 

in the written agreement it is in fact not part of the deal. 

should be prepared and evaluated with the assistance of 

competent council. In a supplier relationship management 

environment the 

 Purchasing, sourcing and supply professionals. These 

representatives are trained to achieve the best price and the most 

contractual protection. They understand and have the most 

experience in traditional interaction between buyers and 

suppliers. It is important to include both purchasing, sourcing 

and supply professionals who are good deal-makers (excellent 

negotiators comprehending the data that they need to know, 

understand how to analyse this on a real-time basis and reassess 

their strategy according to changes that occur); as well as 

excellent administrators (the manager of day-to-day operations, 

including requirement fulfilment by the supplier, monitoring this 

performance and keeping record of the status quo.)   

 Finance. The supplier relationship team need financial expertise 

from a number of perspectives. The team should know what the 

current financial structure of the agreement with the strategic 

supplier is and be able to assess any changes that may have 

https://www.stuvia.co.za
https://www.stuvia.co.za


 
 

 

occurred. The finance member can advise the team on the 

implications of various financial options. 

 Technical. Technical personnel can assist in determining if the 

product or serviced supplied by the strategic supplier is still 

best-suited for a purpose, and evaluate the performance on the 

grounds of acceptance, reliability and compatibility. In some 

cases, the technical expert and the end user will be the same 

person. In most cases, however, they are not. Often, the most 

critical assessor of a product or service is its particular user 

forum. 

 Technical writer. The team members themselves can perform 

the job of translating everything the team produces into 

requirement documents. However, a technical writer can 

improve the efficiency of the process by freeing the team 

members to efficiently scrutinise the buyer/buyer/supplier 

relationship and the performance of the strategic supplier. 

 Senior management. Senior management will only become 

involved in the supplier relationship team once a breach of 

contract leads to the implementation of a remedy to resolve the 

particular matter as specified in the written agreement 

 

1.2 Responsibilities of a supplier relationship team include:  

• teaching suppliers how to develop themselves after initial guidance  

• focussing on underlying causes of discrepancies in supplier 

performance  

• focussing on wasteful activities of all supplier efforts  

• involving suppliers in new products and process development at the 

buying organisation  

• providing training programmes and training time to suppliers  

• providing education programmes that go beyond training  

• Providing tooling and technical assistance to suppliers  

• providing supplier support centres  

• loaning executives to suppliers, such as process engineers and 

quality managers  

• eliminating fear that a supplier’s work force may have toward 

supplier involvement with a buying organisation  
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• set stretch goals to encourage radical change in suppliers, as well as 

the aim of continuous improvement  

• ensuring that the savings of improvements are shared with suppliers  

• Encouraging suppliers to contribute to improving processes at a 

buying organisation  

• providing the monitor-measure-feedback loop  

• documenting the supplier relationship management process in order 

to gain internal buy-in from senior executives – along with the 

managers and stakeholders in the business units who need to 

participate.  

 

1.3 Some of the tasks would include: 

 form a transfer team 

 develop a termination strategy 

 gain executive sponsor approval 

 select a replacement supplier 

 develop a transition plan 

 ramp up a new supplier 

 de-ramp the current supplier 

 deplete inventories 

 clear invoices 

 inform clients 

 communicate with the current supplier 

 communicate with the stakeholders and business units 

 terminate the supplier transactions 

 

 

1.4 Legal consideration should include 

 

The financial consequences of terminating the agreement in some 

cases it may be possible to negotiate a settlement,  contract will be 

specific confidentiality agreements where such agreements are part of 

the contract terms, the contract must be honoured for the prescribed 

time intellectual property issues drawings, designs prepared during 

the agreement, computer software and so on capital property issues 

especially in relation to materials or capital equipment located at the 

supplier’s site security issues is necessary to change passwords or 
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security codes shared with the other party to the agreement obtaining 

clear signed records of any settlement employee rights 

 

Question Two  

 

2.1 

This section is based on the incentive based performance management 

model presented by Moore (2002:314–316) and consist of four steps: 

 

Step one: Identify the key performance indicators (KPIs): It is 

important to note that not all obligations created by a contract require 

a performance incentive. Additional resources are required to 

administer a performance-assertive agreement and therefore only 

those critical to the success or competitive posture of a buying 

organisation should be off ered incentives. It is therefore important to 

identify the key performance indicators (KPIs) against which an 

organisation will be measured.  

 

Step two: Create the incentives: It is necessary to indicate exactly 

what the proposed incentive scheme will consist of before final 

negotiations with the involved supplier are over. Ensure that you 

involve the supplier in the creation of the incentive model, as to 

ensure that they understand that this can be fully utilised if, and when, 

they perform on higher levels than expected. 

 

 

Step Three: Negotiate the performance milestones upon which the 

incentives are based: Both parties need to clearly identify and agree 

on the performance milestones on which the incentives are based. 

This can deter any misunderstandings at a later stage. Specific 

occurrences should be identified. Let’s say a supplier of an urgently 

required specialised product delivers the product designs before the 

scheduled time, the organisation will be entitled to a R5000 bonus. 

 

Step four: After the contract is awarded and performance starts, hold 

periodic award-fee events: After the milestones have been identified 

on which the supplier’s performance will be measured, regular 
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meetings between the buying organisation and the supplier should 

take place to verify the positive execution thereof. This will also serve 

as an early warning system to enable the buying organisation to detect 

any breaches of contract at an early stage. It is therefore clear that 

getting performance out of suppliers means monitoring performance, 

measuring performance against a baseline and providing performance 

feedback to the supplier.  

 

Question three 

 

The supply positioning model, also known as the strategic sourcing 

matrix. In other words a buying organisation will execute an analysis 

of the level of risk and complexity an item or service holds for the 

organisation opposed to the value spend allocated to the item or 

service. According to this model, products or services are then 

classified as routine, leverage, bottleneck and critical  

 

If the buyer is in a position of power this model will be the 

determinant of the nature of the relationship. Each of the quadrants in 

the above model implies a different view of the buying organisation 

on the part of suppliers. The marginal quadrant indicates that a 

supplier views the buying organisation’s current business as 

nonessential, and that a buyer/supplier relationship is not worth 

developing. This is as a result of the low value of business offered to 

the supplier, added to a low level of attractiveness of the buying 

organisation. If the value of business offered however increases – but 

the level of attractiveness is still low – a supplier will tend to exploit 

the buyer/supplier relationship to maximise their own gain. These two 

supplier views account for the least positive quadrants in the supplier 

perception matrix.  

 

Nevertheless, if the level of attractiveness of the buying organisation 

is high, the supplier will be willing to develop the buyer/supplier 

relationship by increasing the level of current performance in the hope 

of escalating business dealings with the buying organisation; thereby 

aiming to move a buying organisation into the core quadrant of the 
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supplier perception model – where the value of business and the level 

of attractiveness of the buying organisation are both significant.  
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16 1 4 1 4 2 3 

17 4 3 3 3 2 4 

18 4 1 2 3 4 2 

19 2 3 2 2 4 1 

20 4 2 4 4 1 1 
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2017 Assignment 1 Semester 1 

 

Question 1 

 

Critical services are characterized by high expenditure, alternate services are not 

available and few qualified sources of services available 

 

Proof for the case study 

 High expenditure – relative to the other fees for flight services, R4800 per 

person is a high expenditure. 

 Alternate services are not available – there are no other local services that can 

be compared to aerobatic flights, it is daring and an adrenalin-rush. 

 Few qualified sources of services available – although HeavyHelis Fly is the 

only local supplier that will be able to offer aerobatic flights to Lula Lapeng 

Lodge, other supplier are located in KwaZulu-Natal, the Eastern and Western 

Cape. 

 

Question 2 

 

Procrastinator and passive managers are characterized by  

 abdicates from taking decisions 

 uses group viewpoints 

 is indecisive and believes they are always democratic 

 ‘what do you all want to do, whenever’ 

 changes positions easily and avoids any contest 

 makes offers and yields to pressure 

 

 

Question 3  

 

End-user. This team member is tasked with the responsibility of representing 

the end user community. This representative must preferably also have been 

involved in the strategic sourcing team, enabling the person to evaluate clearly 

if the supplier is performing in accordance with the requirements set.  

• Legal. A contractual agreement is a legally binding document and should be 

prepared and evaluated with the assistance of competent council. In a supplier 

relationship management environment the legal component of the driving team 

is very important, as there are bound to be legal implications with the 

implementation of an agreement. This expertise is particularly vital when 

renegotiating the deal and re-evaluating the buyer/supplier relationship. It is 

obvious that if a prerequisite is not addressed in the written agreement it is in 

fact not part of the deal.  
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• Purchasing, sourcing and supply professionals. These representatives are 

trained to achieve the best price and the most contractual protection. They 

understand and have the most experience in traditional interaction between 

buyers and suppliers. It is important to include both purchasing, sourcing and 

supply professionals who are good deal-makers (excellent negotiators 

comprehending the data that they need to know, understand how to analyse this 

on a real-time basis and reassess their strategy according to changes that occur); 

as well as excellent administrators (the manager of day-to-day operations, 

including requirement fulfilment by the supplier, monitoring this performance 

and keeping record of the status quo.)  

• Finance. The supplier relationship team need financial expertise from a 

number of perspectives. The team should know what the current financial 

structure of the agreement with the strategic supplier is and be able to assess any 

changes that may have occurred. The finance member can advise the team on 

the implications of various financial options.  

• Technical. Technical personnel can assist in determining if the product or 

serviced supplied by the strategic supplier is still best-suited for a purpose, and 

evaluate the performance on the grounds of acceptance, reliability and 

compatibility. In some cases, the technical expert and the end user will be the 

same person. In most cases, however, they are not. Often, the most critical 

assessor of a product or service is its particular user forum.  

• Technical writer. The team members themselves can perform the job of 

translating everything the team produces into requirement documents. However, 

a technical writer can improve the efficiency of the process by freeing the team 

members to efficiently scrutinize the buyer/buyer/supplier relationship and the 

performance of the strategic supplier.  

• Senior management. Senior management will only become involved in the 

supplier relationship team once a breach of contract leads to the implementation 

of a remedy to resolve the particular matter as specified in the written agreement 

  

[Total marks: 20] 
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2017 Assignment 1 Semester 2 
 

Question 1 

 

Core  

 

Question 2 

 

Exploit relationship  

 

The supplier perception model identifies how suppliers see a buying organization by 

focusing on two aspects 

(1) The value of the business offered by the buying organization in terms of the supplier 

turnover levels, and  

(2) The level of attractiveness that the buying organization’s business has for the supplier.  

 

Proof from the case study 

 The value of the business from Lula Lapeng Lodge remains high – "the organizations find 

great value in their business with each other" 

 The level of attractiveness that Lula Lapeng Lodge's business has for Principle Game has 

lowered – "It has now gone as far as focusing more attention on developing its relationship 

with other suppliers in the area."  

 

QUESTION 3 

 

Aggressive and autocratic managers are characterized by  

 drives and pushes people but is not a leader 

 has a single viewpoint 

 is a one-way communicator 

 is demanding – ‘do it my way, now’ 

 takes fixed ‘my way’ positions with a contest of will 

 makes threats and applies pressure 

 

Question 4 

 

 Communicating regularly; for example, what do people think about their work and what 

do they want to do? 

 creating a shared vision; for example, so that everyone knows where they are going; 

 improving the physical environment; for example, lighting; 

 using ideas from the team to make improvements to the work; 

 using people playing to their strengths; for example, considering people’s skills and 

aspirations and allocating work accordingly 
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Question 5 

 

Forming a team  

 

Probable behavior includes  

 excitement, anticipation and optimism 

 pride in being selected for the project 

 initial, tentative attachment to the team 

 suspicion, fear and or anxiety about the job ahead 

 

 [Total marks: 20] 
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2016 Assignment 1 semester 1 

 

 

Question 1 

 

Critical products  

1. Due to the lack of skills and technology there are few qualified sources of 

products available. 

"One of the problems for the local car parts industry is lack of skills and 

technology to make the necessary components at home."  

2. South Africa has to import the necessary parts to finish off the final 

product, this means that alternate products are not available locally, and 

this in-turn would lead to high expenditure. 

"Once the vehicle is ready for worldwide production, South Africa frequently 

finds itself lacking the know-how to make the necessary parts and is forced to 

import."  

3. A strategy may improve the profitability of the organization.  

"Haasbroek also said he would like to attract Asian component makers to open 

shop in South Africa, which would transfer skills and create jobs." 

 

Question 2 

 

A Seven-step approach to supplier development: 

 

1. Identify critical products and services: 

The critical products and services required are technology and skills to make the 

necessary components at home.  

 

2. Identify critical suppliers: 

Asian, global supplier has been identified as the base to provide local parts 

makers with advice on optimum production cost structures, based on an 

international benchmark. 

 

3. Form a cross-functional team: 

Next, the buyer, Nissan, must develop an internal cross-functional team with a 

clear agreement with the Asian component makers for the development 

initiative of local part manufacturers.  

 

4. Meet with top management of supplier: 

The buyer’s cross-functional team meets with the Asian supplier’s top 

management team to discuss details of strategic alignment, supplier 

performance measurement, improvement, and professionalism.  
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5. Identify key projects: 

Employ the correct skills and technology to improve the local car industry 

production statistics (to 70%), because it is profitable and to avoid having to 

import car parts (components), thereby stabilizing the currency. Another key 

project will be to create employment by opening an international shop locally.  

 

6. Define details of agreement: 

After an agreement has been reached on the development projects, the partners 

must jointly decide on the metrics to be monitored such as percentage 

improvement in production cost, employment rate increase, etc.  

 

7. Monitor status and modify strategies: 

To ensure continued success, management must actively monitor progress, 

promote exchange of information, and revise the strategy as business conditions 

warrant.  

 

Question 3 

 

When there are mutual benefits, transparency and honest communication, trust 

is established. In the case study the parties involved are the Asians, the local car 

parts industry, and Nissan, who will all benefit. 

 

Haasbroek, on behalf of Nissan, also builds trust by:  

 Being open – He openly and honestly reveals his thinking and feeling about 

“interfering with currency is not a good idea”.  

 Confidence in others – He believes that with the right skills and technology 

local car part makers will be able to make the parts they are currently 

importing. ‘ 

 Showing a willingness to help the other parties become more successful by 

suggesting Asian car part manufacturers to open shops and share skills and 

knowledge for all to benefit 

 Showing acceptance – He cares and appreciates people by wanting to create 

jobs and to save production costs by improving production technology.  

 

 

 [Total marks: 20] 
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2016 Assignment 1 Semester 2 

 

 

Question 1 

 

Ensight Energy Solutions has a core relationship with Palabora Mining 

Company. 

 

1. Palabora Mining Company's business is highly attractive to Ensight Energy 

Solutions. "When they are so confident that they work on a contingency 

basis, with payment only  being due once the desired results are achieved, 

then there is little to no reason that the SME supplier won’t secure the 

contract." 

 

2. The value of Palabora Mining Company's business to Ensight Energy 

Solutions is high. 

"We work for companies that generally have energy costs of around R500 

million to R1,5 billion a year, said Rod Welford, CEO of Ensight Energy 

Solutions". "Nailing its colours to the mast, payment is only made as a basis of 

the overall percentage in energy savings achieved by the customer." 

 

Question 2 

 

It’s an alliance  relationships on the continuum. 

 

1. Suppliers are involved at an early stage in their contributions to new 

projects: 

"A dedicated Ensight team, working with Palabora employees, generated ideas 

and projects to save electricity. Instead of just recommending actions, Ensight 

also became involved with the task of delivering projects and results." 

 

2. The relationship remains for a long duration. 

"Palabora Mining Company is looking forward to total savings of close to R200 

million over the next three years." 

 

3. The financial focus is on total cost. 

"The decision to appoint Ensight Energy Solutions has seen the mining 

company save R95 million to date. Palabora Mining Company is looking 

forward to total savings of close to R200 million over the next three years." 

 

4. The relations between Ensight Energy Solutions and Palabora Mining 

Company show that they are concerned with each other's wellbeing. 
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"Our objective is not only to save energy, but also to improve the environmental 

outcomes of the mining companies concerned." 

"In the case of Palabora and Ensight, the obvious benefit is energy savings. Not 

so obvious, but just as important, is the impact these programmes have on the 

company being able to adopt other efficient practices and achieve further 

savings, said Nyembe" 

5.Resources that are available to Ensight Energy Solutions and Palabora Mining 

Company are professional. 

“When it comes to an SME supplier selling specialist services to a major mining 

company, the level of confidence the supplier has in the capabilities and skills 

of their people is central to winning the business." 

"A dedicated Ensight team, working with Palabora employees, generated ideas 

and projects to save electricity. Instead of just recommending actions, Ensight 

also became involved with the task of delivering projects and results." 

"It is this perfect storm - associated with increasing energy costs, deeper mines 

and the uncertain costs of commodities that created an opportunity for specialist 

services designed to intervene in these sectors." 

“When negative factors combine to create a difficult operating environment, 

opportunities are created for those who have the specialised skills to operate 

within a niche activity and generate solutions." 

 

Question 3 

 

 Rod Welford noted that Ensight Energy Solutions has a long-term vision. 

 Ensight Energy Solutions trust their employees to control themselves. 

 Ensight Energy Solutions' outlook is to change the current situation. 

 

Question 4 

 

 The team of Ensight Energy Solutions and Palabora Mining Company has 

a clear goal of reducing energy costs 

 The team members all focus on the results, since energy costs for Palabora 

Mining Company are the second-largest cost in the mining industry, and 

also that Ensight Energy Solutions is only payed on a basis of the overall 

percentage in energy savings once Palabora Mining Company achieved the 

savings. 

 The team members have confidence in each other's abilities, since Ensight 

Energy Solutions has already achieved a total savings of R95 million for 

Palabora Mining Company. 

 There is a learning culture in the team to identify opportunities to operate 

within a niche activity and generate solutions, such as efficiency in 

transport, logistics and a range of other ways that can improve the 

productivity. 
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Question 5 

 

The individual team members will have informal organizational culture. 

 

Individual team members' subjective attitudes, values and beliefs operate behind 

the scenes and determine how decisions are made. 

 

 [Total marks: 20] 
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2015 Assignment 1 Semester 1 

 

Question 1 

 

 

Toyota follows a transformational model of leadership.   

• Toyota has a long-term vision:  

 

“I think we have a hybrid system where we take the best of every culture and 

distil that into a system that really works effectively in every country where we 

do business - and the ability to transplant that system throughout other countries 

is the key to growing globally.”  or  

“Toyota's President, Katsuaki Watanabe, recently said in a newspaper interview 

that he didn't care if Toyota became the biggest car company or not. ‘What is 

important is to be number one in quality.’”   

• Toyota’s control creates a climate of trust and empowers people to control 

themselves and to manage problem solving:   

 

“Workers at the Toyota plant in Georgetown, Kentucky, pull the cord 2,000 

times a week - and their care is what makes Toyota one of the most reliable, and 

most desired, brands in the US.”  

• Toyota’s outlook is to change the current situation:  

 

“’I think being nimble is really important. As the market grows and shifts so 

quickly, you have got to be able to respond and anticipate where things are 

going,’ he says.”  

• Toyota’s leadership style is to coach and develop people:  

 

“Laura pulls a cord, stopping the production line - and prompting her five 

fellow workers on trim line three to crowd round. They soon see why it is not 

screwed in properly and fix the problem.”  or  

“Toyota aims to build long-term relationships with its suppliers, many of whom 

it has taken a stake in, and says it now produces 80% of its parts within North 

America.”   

• The culture of Toyota challenges and changes:  

 

“Toyota, for its part, says it does have a worldwide company culture that 

transcends Japan, according to Jim Press.”  

• Toyota has the power to influence a network of relationships:  

 

“Toyota pioneered the "just-in-time" manufacturing system, in which suppliers 

send parts daily - or several times a day - and are notified electronically when 
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the assembly line is running out. More than 400 trucks a day come in and out of 

Toyota's Georgetown plant, with a separate logistics company organising the 

shipments from Toyota's 300 suppliers - most located in neighbouring states 

within half a day's drive of the plant. Toyota aims to build long-term 

relationships with its suppliers, many of whom it has taken a stake in, and says 

it now produces 80% of its parts within North America.  

 

Question two 

 

Critical products  

• High expenditure:  

 

"'We are putting cost pressures on our suppliers, but costs are critical to our 

survival, and we are facing the same pressures as they are,' said Mr Cowger in 

2007."  

"But it also admitted that, with the company losing billions at that time, it was 

squeezing the suppliers to lower their prices."  

• Strategic to profitability and operations of the buying organisation:  

 

"Missing a key component could bring the assembly line to a halt."  

• Alternative products and services not available:  

 

"Missing a key component could bring the assembly line to a halt."  

• Few qualified sources of products/services available:  

 

"Another key part of the production at that stage was the relationship with parts 

suppliers, who typically provided 85% of the parts that make up a car. 

 

Question three 

 

Core relationship  

Since GM, as the buying organisation, is in a position of power, they will 

execute an analysis of the level of risk and complexity the parts hold for the 

organisation opposed to the value spend allocated to the parts. This analysis will 

identify that the products are critical to their operations (as identified in question 

2) and they will therefore enforce a core relationship with their suppliers.  

 

[Total marks: 20] 
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2015 Assignment 1 Semester 2 

 

 

Question 1 

 

A technical expert can assist Boeing to determine whether the products supplied 

by their strategic suppliers are still best-suited for its purpose or not, and 

evaluate the performance on the grounds of acceptance, reliability and 

compatibility – this will clearly identify those suppliers that do not follow 

industry standards for inspection 

 

Question 2 

 

Boeing should compare the baseline with actual performance of the suppliers. 

This comparison will enable Boeing to ensure that suppliers comply with the 

requirements of the contract. It will ensure that Boeing is getting what they paid 

for. The comparison will provide the baseline to measure change proposals, 

such as "the 'effective processes' that had been implemented to correct issues 

that arose during and after certification". This action will determine if there are, 

in fact, changes and to what degree the original scope of the contract has to be 

changed. This function aims to use information that is assimilated for the 

purpose of performing the monitor-measurement-feedback loop - that is the 

essence of compliance management.  

The measurement of performance against a baseline is where contract 

management and performance management complements each other. Boeing 

can use the following tools to ensure that compliance management is executed 

with a project baseline: 

 

 

Work breakdown schedule (WBS)  – a tool to break the project into manageable 

tasks. Boeing's critical systems review team should clearly define and describe 

the design of the airplane to prevent design issues caused by "individual 

escapes". This can include a WBS dictionary to provide additional descriptive 

information about what each task entails.  

• WBS network diagram  – a tool that uses the work breakdown schedule and 

illustrates the relationship between individual tasks (such as implementing each 

new business process) to ensure completion of tasks further down the line 

(correcting issues during and after certification).  Boeing should use this 

diagram to identify interdependencies between tasks and the critical path when 

combined with the schedule, such as incorporating the checking of Dreamliner 

planes for potential "hairline cracks" in their wings.  
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• Responsibilities matrix  – each function in the requirements document should 

be placed under the authority of one of Boeing's employees, such as the team 

leader of the critical systems review team.  It is beneficial for every party 

involved to identify the responsible person by name and have their contact 

details readily available.  

• Requirements matrix  – this tool combines the work breakdown schedule, task 

description and the identification information from the responsibilities matrix 

with the required due dates indicated in the schedule. This is thus also used for 

monitoring changes such as the change of Japanese supplier Mitsubishi Heavy 

Industries' manufacturing process.  

• Performance measurement baseline  – This tool combines requirements 

(training and testing requirement for inspectors), schedules and budget forecasts 

under the contract into a performance baseline. By using this baseline and 

comparing it to the actual performance of the suppliers, Boeing can predict 

outcomes based on earned value measurement – a comparison between the 

estimated budgets and the actual expense for tasks in terms of cost and effort.  

• Risk management assessment – this tool looks at each task, or logical grouping 

of tasks, and makes predictions about things that could go wrong, such as 

battery faults, damaged battery wiring to locater transmitters, failing engine-

protecting anti-ice systems and hairline cracks in the wings of the airplanes. By 

assessing the impact (low to high) and the likelihood of occurrence (low to 

high) the critical systems review team can determine where to add resources to 

ensure schedules and milestones are met and to have contingency plans in case 

they are not.  

• Supplier performance management plan  – a plan that Boeing will compile the 

results from the tools listed above, as well as procedure guidelines for the 

management of the contract, handling of changes, checking status performance 

and updating the plan itself.  

 

Question 3 

 

 Close to buyer’s core competency: Boeing needs wings for the airplanes 

and therefore Mitsubishi Heavy Industries' products are crucial to Boeing.  

 Technically complicated:  The wings are a technically complicated part of 

the airplanes; "in the development of a complex product such as a large 

airplane".  

 Frequent design changes: "Boeing has redesigned the battery system."  

 "Mitsubishi Heavy Industries warned Boeing that a change in its 

manufacturing process may cause cracks".  

 Strong engineering expertise required  "The 787 Dreamliner is considered 

to be one of the most advanced planes in the industry." 

 

Total Marks [20] 
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