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B H) Level 4 Diploma in Procurement and Supply L4M7 % & % A H B
(Q229-Q234):

P RE #229
In mventory management, the cost of insurance and taxes are included in which group?

A. Inventory carrying cost
B. Acquisition costs

C. Costs of shortage

D. Set up costs

BER: A

fE R A«

Direct and indirect costs of holding inventory include the following:

1. Acquisition costs

2. Holding costs (carrying costs) are the costs associated with the storage and handling of physical stock. There are two different
types of holding costs:

a. Costs related to the value of the goods: financial costs (i.e. the interest on the working capital tied up in inventory, which may be
the bank borrowing rate or the company's target for return on capital); cost of insurance; losses due to product deterioration; losses
due to obsolescence and redundancy of mventory; losses due to theft, accidental damage etc.

b. Costs related to the physical characteristics of the inventory include the following: storage space; power, heat and lighting of the
store; movement equipment; labour costs; administration costs.

3. Costs of stockouts

Reference:

LO2,AC22

PR #230
Which of'the following is the correct statement about total ordering cost?

A. Equal the number of orders placed times the cost of placing an order
B. Rise as the order quantity rises

C. Rise as the average stock level rises

D. Fall with the per period usage rate

BER: A

it B B -

Typically, ordering costs include expenses for a purchase order, labor costs for the inspection of goods received, labor costs for
placing the goods received in stock, labor costs for issuing a supplier's invoice and labor costs for issuing a supplier payment. These
costs are irrelevant from the size of the order and are incurred every time a firm places an order.

The total ordering cost will be equal to ordering cost per order multiply with number of orders.

R #231

Zemora Clothing Inc. receives high-priced garments with devices hidden inside the lining. This is done to avoid possible fraudulent
removal of the garments from the shop. These tags are activated when the iterrs arrive at the stores. When a garment Is moved by a
customer froma display area, security employees receive an initial alert. An alarm rings if the customer passes through the doors of
the shop without paying for the items. Which of the following order tracking technology is used by this company?

A. Bar coding system

B. Electronic resource planning
C. Electronic data interchange
D. Radio frequency identification

ZX: D

I RE #232



‘Which of'the following lists all components, ingredients, and materials required to produce the final product?

A. Purchase order
B. Master schedule
C. Bill of materials

D. Engneering change notice
ER: C

R -

Master production schedule (MPS) plans items that have "direct” demand, or "independent de-mand." With independent demand,
the demand comes from sales orders, service orders, or fore-casts, and the demand comes directly from customer-or forecasted-
requirements. It is the list that provides the timing of the production schedule and shows how much each machine can produce, how
many shifts are used, etc.

A bill of materials (BOM) is a comprehensive inventory of the raw materials, assemblies, subas-semblies, parts and components, as
well as the quantities of each, needed to manufacture a product.

i RE #233
A supplier delivers large quantities of inventory to its customer's store, but only charges for the goods as and when they are used.
This can be described as...?

A. Components inventory
B. Consignment stock

C. Multi-echelon stock
D. Multi-stage mventory

ZX: B

fE AR A -

Consignment stock is stock legally owned by one party, but held by another, meaning that the risk and rewards regarding to the said
stock remains with the first party while the second party is re-sponsible for distribution or retail operations. Ownership of
consignment stock is passed only when the stock is used (issued or sold in the case of a shop). Unused stock in a warehouse may
be returned to the supplier when it concerns standard manufactured products. With customer specific items, agreements concerning
returning products, should be negotiated.

Reference: CIPS study guide page 31
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