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R #230
Which of'the following is the best definition of target costing?

¢ A The total of all costs in acquiring goods or services from the inception of the demand for them until their safe and
satisfactory delivery at the point required.

¢ B. A product cost estimate derived from a competitive market price.

e C. The cost of a product after analysing its components step by step

¢ D. The net present cost of the purchase or project and all future revenues flowing from it discounted back to the present time.

Ef#: B

A -

Target costing is an activity aimed at reducing the life-cycle costs of new products, while ensuring quality, reliability, and other
consumer requirenments by examining all possible ideas for cost reduction at the product planning, research and development and
prototyping phases of production. But it is not just a cost reduction technique; it is part of a comprehensive strategic profit
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P #231

James Hunter has received a price increase request from a supplier with its justification. The supplier has requested the price
increase because there has been an increase in staff sickness absence. James has reviewed the original contract and found a buyer
provision for 'risk for additional resource.' This is the first year the supplier has experienced a resource issue. What should James
do?

A. Request additional budget

B. Accept the price increase

C. Reject the price increase

D. Review the request in three months

Ef#: C

A :

Detailed Explanation:

Given that the provision for 'risk for additional resource' exists and this is the first occurrence, James should reject the price increase
as the supplier should account for these risks in their pricing. Reference: CIPS Level

4, Contract Management and Cost Control.

HM #232
Which of the following are typical social considerations throughout the contract life cycle? Select the TWO that apply.

A. Health and safety

B. Support small local businesses

C. Managing waste

D. Minimizing use of non-renewable resources
E. Using recycled materials

IEf#: A. B
B

The following are typical social criteria in procurement:

* Reducing unemployment

* Preventing the use of child labour

* Preventing discrimination on the grounds of race, religion, disability, sex or sexual orientation
* Encouraging good employment practice

* Reducing local unemployment

* Reducing social exclusion

* Promoting training opportunities for the young or disadvantaged
* Encouraging access to work for people with disabilities
Reference:

LO3,AC32

M #233

British Steel needs to source a set of nstruments that will improve quality of steel. Without these nstruments British Steel will loss
control of the temperature. The bucket may freeze up, or if'it is too hot it leaks out of the casting process, damaging the machine.
There is limited supply on the market and quality varies greatly. Which of the following will be the most appropriate managing
approach to procure these itens?

A. Seck continuity of supply
B. Form partnership with supplier

C. Leverage market competition to drive down cost
D. Bundle these instruments into larger contract

IEf#: B



fiE .

The instrument plays a crucial role in steel manufacturing because it presents in the majority of products, in which case lacking this
instrument would have significant impact on the organisation's output (production lines stop or damaging other machine). Otherwise,
the risk of supply is high because there is limitation in supply. Therefore, it is considered as a strategic item in term of Kraljic's
portfolio matrix. Procurement manager should form partnership with suppliers to maximise the value.

The following graph illustrates Kraljic's portfolio matrix:

A
1l LEVERNG ITEMS STRATEGIC ITEMS
e BExploliation of fuli Development of
purchasing power long-term relationships
Targeted pricing Collaboration and innovation
strategies/negotiations Natural scarcity
Abundant supply
2
Q
E
5 NON-CRITICAL ITEMS BOTTLENECK ITEMS
e Product standardisation Low control of suppliers
* Process efficiency (automated Innovation and product
purchasing e.g. catalogues, substitution and replacement
gLenceling) Production-based scarcity
Abundant supply
Supply risk High
Reference:
LO2,AC2.1
HR #234

Buyer power may make a supply market more competitive. Which of the following are examples of buyer power? Select TWO that
apply.

e A Ability to easily switch suppliers

B. Collusion between competitor suppliers

C. Suppliers are limited m number

D. Availability of substitutes

E. High barriers of entry exist for new suppliers

EfE: AL D

B #235
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