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CIPS Commercial Contracting Sample Questions (Q227-Q232):
NEW QUESTION # 227 
Blakenall District Hospital (BDH) is a large hospital that is a major part of the government's health service. Purchasing staff are in the
habit of placing many long-term contracts with suppliers and sub-contractors. Whilst these contracts are usually carried out
successfully, prices are often paid that are well over budget. The purchasing manager is concerned to find that, in some cases,
members of staff are forcing suppliers to accept fixed price contracts. The policy has caused several problems such as some
suppliers refusing to deal with BDH and a few going out of business mid-way through performing a contract with BDH. This is due
to fluctuating market prices of materials. The procurement manager suggests supplier to adopt variable pricing arrangement with
price index. Is this a right course of action?

A. No, price adjustment should be applied to short-term supply contract only (3-month duration or less)
B. Yes, this pricing arrangement would reimburse the fluctuation of material prices
C. Yes, this type of arrangement would provide absolute certainty when budgeting
D. No, variable pricing would only benefit the suppliers

Answer: B

Explanation:
Procurement staff in the Hospital is forcing suppliers into fixed price contract. If the costs generally rise, supplier may operate at a
loss. This situation can disrupt the relationship, that is the reason why some suppliers refusing to deal with BDH and a few going out
of business mid-way.
Alternative methods could be variable pricing arrangement. This method would reimburse the fluctuation of market price. It will also
benefit buyer if the market price drops. This type of arrangement should be applied to long-term contracts (i.e. 18 months or more).
Reference:
LO 3, AC 3.3

NEW QUESTION # 228 
Cleveland Insurance (Cleveland) offers a range of insurance services. The main software used in the call centre is a customer
relationship management (CRM) system. Cleveland perceived an urgent need to replace the existing CRM system to deal with the
increasing number of customers and services.
Urgent Digital Ltd (Digital) is one of the bidders of Cleveland's ITT for designing, building and managing the new CRM system. Its
bid team is led by Hank Irvine, its technical director. Hank realises that winning the Cleveland contract (valued at approximately
£50M) will enhance his career. During discussions with Cleveland, Hank offers certain assurances regarding timescales for the
project. He has not carried out any investigations into the viability of the timescales. Hank has little idea whether the timescales can
be met.
Cleveland decides that Digital's bid meets with its requirements, especially given the assurances in timescale offered by Hank, and
decides to proceed with it, subject to a formal contract. Eventually, a formal contract is signed by both parties. The initial assurances
given by Hank about the timing of the project are never going to be achieved and are at best grossly exaggerated.
Cleveland brought the case to the court and sought rescission of contract with Digital. Is Cleveland's claim appropriate in this case?

A. No, because the contract does not include any provision on rescission
B. Yes, because Cleveland needs to seek rescission first before claiming for damages
C. Yes, because both parties agreed with rescission of their contract
D. No, because the work had been carried out which could not be returned

Answer: D

Explanation:
Hank's pre-contractual assurances may amount to misrepresentation. Remedies for misrepresentation could be rescission of contract
or damages. Rescission will be impossible in the following instance:
- Where the innocent party has affirmed the contract; that is, acted in a way confirming that they wish it to continue
- Where the claim has not been brought within a reasonable time (this is a point of general law)
- Where restitution (returning to the pre-contractual position) is impossible (e.g. because the goods have been consumed or have
deteriorated)
- Where there has been intervention of innocent third-party (e.g., if the goods have been sold on) In this case, the subject of contract
is designing, building and managing the new CRM system which is impossible to be restituted. Therefore, the contract cannot be
rescinded.
Reference:
LO 1, AC 1.2



NEW QUESTION # 229 
Which of the following shall help the purchaser control the selection of tier 2 suppliers?

A. Subcontracting clause
B. Warranty clause
C. Insurance clause
D. Guarantee clause

Answer: A

Explanation:
When a party takes on a contractual obligation, they are legally required to perform the obligation.
That same contracting party is still entitled to subcontract out the work to another service provider, unless the contract:
- is a contract for personal services, such an employment contract
- contains an express term preventing subcontracting out the work, or an implied term Subcontracting clauses are written to control
whether the contractor is entitled to subcontract, and how purchaser shall control that subcontracting process.
Reference:
- Subcontracting clauses (delegation of contractual obligations to third parties)
- CIPS study guide page 153-157
LO 3, AC 3.2

NEW QUESTION # 230 
To expand its operation, Steel Co. decides to build a new plant. Despite of excitement, the senior management is very concerned
about the complexity and risks of such project. Hugo, the procurement manager, suggests that the company can adopt a model form
of contract. What is the advantage of using model form of contract?

A. It shifts the balance of power in the favour of the buyer rather than the contractor
B. The company does not need to draft the drawings as well as specification anymore
C. The company could avoid the need to draft a complex contract from blank
D. Model form of contract eliminates the need for legal advice totally

Answer: C

Explanation:
Advantages and Disadvantages of using model form contracts.
Model form contracts save a lot of time and money. They are written by industry experts and the buyers and suppliers both
understand what is included in the contract.
They are mainly used in Construction and term maintenance contacts. Typical ones are JCT and NEC.
Without the use of model form contracts the buyer and supplier will take a long time to write the terms, negotiate and finalise the
contract.
This is time and money wasted.
However, model form contracts require buyers and suppliers to have training so you understand them.
Finally, if you are a buyer in a powerful position you cannot exploit that with a model form contract as these are written for mutual
benefit.
Reference:
- Procurement Study Buddy on Facebook
- CIPS study guide page 147

NEW QUESTION # 231 
Which of the following is the model form of contract for construction which is recommended by World Bank?

A. FIDIC
B. JCT
C. ITC
D. CIPS

Answer: A



Explanation:
FIDIC is the International Federation of Consulting Engineers (or Federation Internationale des Ingenieurs Conseils in French).
FIDIC has produced many publications, including the model form contracts, best practice guidances, research on sustainability,
integrity and risk management. FIDIC model form contracts have been developed by this organisation since 1999, now they consist
of several different books which are marked by colours. Thus, FIDIC model contracts also have the nickname "Rainbow suite of
contracts". Basically, the "Rainbow Suite" include the following books:
* Yellow book: Plant and Design-Build Contract (2 editions: 1999 and 2017)
* Silver book: EPC/Turnkey Contract (2 editions: 1999 and 2017)
* Red book: Construction Contracts (2 editions: 1999 and 2017)
* Emerald book: Conditions of Contract for Underground Works (1st Ed 2019)
* Blue-Green book: Dredgers Contract (2 editions: 2006 and 2016)
* Gold book: Design, Build and Operate Contract Guide
* Pink book: Construction Contract Multilateral Development Bank Harmonised Ed (2 editions: 2005 and 2010) This type of model
contract is commonly used around the world because its author, International Federation of Consulting Engineers, collaborates
closely with development banks such as World Bank, Africa Development Bank, Asia Development Bank, etc. Every construction
project that is financed by these institutions must adopt the FIDIC contracts.
The Joint Contracts Tribunal, also known as the JCT, produces standard forms of contract for construction, guidance notes and
other standard documentation for use in the construction industry in the United Kingdom. From its establishment in 1931, JCT has
expanded the number of contributing organisations.
ITC (International Trade Centre) produces contracts specifically designed for small companies doing international business, covering
the sale of goods, distribution, services and joint ventures. Many small companies are now engaged in international trade, but don't
have access to the necessary contract forms to protect themselves. ITC and leading legal experts developed eight generic contract
templates that incorporate internationally recognized standards and laws for most small business situations.
CIPS has several model forms of contract designed specifically for IT buying and servicing.
Reference:
LO 3, AC 3.1

NEW QUESTION # 232
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