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CIPS Commercial Contracting 38 X L4M3 A5k 5 /E (Q140-Q145):

B #140

Parkers Medical Supplies is a distributor of first aid supplies to supermarkets nationwide. A new supplier has approached Parkers
with an offer to supply a new and innovative product. Parkers have never dealt with this company before, so are looking to ensure
that the new supplier has the necessary insurance cover as the new product could potentially cause personal injury. Which type of
mnsurance should Parkers insist the new supplier takes out?

A. Product liability

B. Public liability

C. Professional indemmnity
D. Enployers' liability

IEf#: A
fR B«

In the context of commercial contracting, it's crucial for buyers to ensure that suppliers have appropriate insurance coverage to
mitigate potential risks associated with the products or services provided. Product liability insurance specifically covers the supplier
against clains of personal injury or property damage caused by products they have supplied. This type of insurance is essential when
introducing new or innovative products to the market, as there may be unforeseen risks associated with their use.

According to the CIPS LAM3 Commercial Contracting Study Guide, product liability insurance is designed to protect against clains
arising from injuries or damages caused by defective products. This insurance is particularly important when the buyer is introducing
a new product from a supplier with whom they have no prior experience, as it provides a safety net against potential legal and
financial repercussions.

Reference:CIPS LAM3 Commercial Contracting Study Guide, Chapter 3, Section 3.2.1 - Key terns in contracts for indenmities
and liabilities, sub-contracting, insurances, guarantees, and liquidated damages.

HF #141

Which of'the following would be useful tools to incentivise supplier innovation over the duration of the contract?
1. Gainshare arrangement

2. Liquidated damages

3. Service credits

4. Fixed bonus payments

A. 2 and 4 only
B. 1 and 4 only
C. 1 and 3 only
D. 3 and 4 only

Ef#: B
R -

Gainshare is an incentive for cost control

Liquidated damage is common type of disincentive for late completion
Service credit is a remedy for not achieving targets set out in an SLA
Fixed bonus payment is an incentive for early completion

Reference:

LO3,AC33

R #142
Sally places a purchase order to the supplier for some components that her company requires. The supplier delivers the goods as



she asks, but the quality assurance team finds that these components are defective and unfit for the company's operations. Which
document is the ground to decide whether the goods received are fit for purpose?

A. CSR policies

B. Specification

C. Pre-qualification questionnaire
D. Code of conduct

IEf#: B

TR

According to USLegal Inc, fitness for purpose refers to the standard that must be met by a seller in the course of a business.
Generally, when a buyer makes known to a seller the particular purpose for which the goods are bought, there is an implied
condition that the goods are reasonably fit for that purpose (customer's requirements, needs, or desires). Specification is the ground
for deciding whether goods received are fit for purpose.

We already know that there are two types of specifications: conformance and performance specifications.

With conformance specification, the buyer lists out technical requirements to which the goods must conform

Lacking of any requirement may be enough for the goods to be unfit. On the other hand, if performance specification is in use, the
goods must be fit for specific outputs that buyer has listed in the specification.

Providing the 'fit for purpose' goods is one of the fimdamental obligations of seller in sale contract.

Unfulfilling this obligation would lead to legal consequences. If the goods are unfit for purpose, seller may have to:

- replace the non-conforming goods

- pay the damages to the buyer

Reference:

- Why you should keep attention to the specification when contracting with suppliers

- CIPS study guide page 137

LO3,AC3.1

HR #143
As part of a long-term contract, a buyer may wish to use separate service level agreements (SLAs). Ifthe targets are not met, which
of the following options would compensate the purchaser?

e A Service standards
¢ B. Service guarantees
e C. Service credits

¢ D. Service schedules

EfE: C

fi .-

Service credits are financial compensations provided to the buyer when the supplier fails to meet the agreed- upon service levels
outlined in the SLA. They serve as a remedy for underperformance. Service guarantees are commitments to meet certain standards,
service standards define the expected level of service, and service schedules outline the timing of service delivery, but none directly
compensate the buyer for service failures.

Reference:CIPS 14M3 Commercial Contracting Study Guide, Chapter 2, Section 2.2.2 - The use of service level agreements
(SLAs).

HR #144
Which of the following are implied terms in sales contracts? Select THREE that apply.

A. Fitness for purpose

B. Transfer of ownership
C. Mode of transportation
D. Payment method

E. Customer satisfaction
F. Risk transfer

IEf#: A. B. F



RN -

Generally, under the Sale of Goods Acts (in UK, Singapore, Australia,...) or Commercial Codes (in France, Germany, Vietnam,...),
the sale contracts have the following implied terms:

- the seller has the right to sell the goods. This is also a condition of the contract

- the goods are free from undisclosed security interests

- the goods supplied under the contract will be reasonably fit for any purpose which the buyer made known to the seller

- sales of unseen goods will be of merchantable quality, and match their description and conform with a sample.

- Passing of risk

- Passing of possession and title

Reference:
LO3,AC3.1
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