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CIPS Defining Business Needs 52 € L4M2 545 & (Q292-Q297):

EZ R #292

Which of the following are most likely to increase the buyer's bargaining power?
1. Buyers are price sensitive

2. High set-up cost for new entrants

3. Threat of forward integration is high

4. Threat of backward integration is significant

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

IEf@E: D

AR :

Price sensitivity is the degree to which the price of a product affects consumers' purchasing behaviours. Buyer power will be stronger
if buying organisation are price sensitive and vice versa.

Backward mtegration is a form of vertical integration in which a buying organisation expands its role to fulfil tasks formerly completed
by businesses up the supply chain. Buyer power is strong if threat of backward integration is high.

Set-up cost is a determmnant of threat of new entry. Some industries require very expensive assets in order to make products. The
financial risk of entering the industry and not succeeding can deter many potential new entrants. The fewer new entrants, the fewer
available substitutes, then the bar-gaining power of buyer can be negatively affected.
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Forward integration is a business strategy that involves a form of vertical integration whereby business activities are expanded to
include control of the direct distribution or supply of a compa-ny's products. Threat of forward integration is a determmnant of
supplier's bargaining power.

Reference:

LO2,AC22

H M #293

A procurement team is categorising their purchased itens into four quadrants of Kraljic's supply chain portfolio matrix. They realise
that there are some low-value items which come from very few suppliers in the market. The organisation is critically dependent on
these suppliers. The team plans to reduce the dependence by finding alternative sources. Is this a right course of action?

A. No, the organisation should run competitive biddings to exploit the competition
B. Yes, this action will dramatically increase the supplier's bargaining power

C. Yes, the organisation needs to reduce the supply risks

D. No, there is no way to escape this dependency

Ef: C

A -
According to Kraljic portfolio matrix, the low-value itens with high supply risk are bottleneck iters.
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The purchasing strategy that is commonly recommended for these products is primarily based on acceptance of the dependence and
reduction of the negative effects of the unfavourable position. An alternative strategy suggested by purchasing practitioners is to find
other suppliers and move towards the non-critical quadrant.

- Accept dependence, reduce negative consequences: The main focus of this strategy is to assure supply, if necessary even at
additional cost. Examples of this strategy are keeping extra stocks of the materials concerned or developing consigned stock
agreements with suppliers. By performing a risk analysis firms can identify the most important bottleneck products and consider the
implications. A possible action for dealing with unexpected bad dependence positions for certain products is to employ contingency
planning,

- Reduce dependence and risk, find other solutions: This strategy is geared towards reducing the dependence on the supplier. The
most common way to achieve this is to broaden the specifications of the product or to search for new suppliers.

The procurement team in the scenario has selected reducing dependency by finding alternatives. This is a right strategy for bottleneck
item.

Reference:

- CIPS study guide page 82-84

- Purchasing strategies in the Kraljic matrix-A power and dependence perspective, Marjolein C.J. Caniels, Cees J. Gelderman LO
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H A #294
Which of'the following factors should be assessed to understand the competitiveness of a supply market?

¢ A. Number of suppliers within the market

¢ B. Gross National Product of the country of manufacture
e C. Previous price paid for goods

¢ D. Presence of a minimum wage

EfE: A

TR

Comprehensive and Detailed Explanation (from CIPS L4M2: Market Analysis) Competitiveness is determined by market structure-
how many suppliers operate and how concentrated they are.

A large number of suppliers = competitive market; few suppliers = oligopoly/monopoly # less competitive.

Hence, C is correct.

Relevant CIPS L4M2 Sections:

* Market competitiveness and supplier concentration

* Market intelligence for sourcing strategies

M #295
Which of the following may allow suppliers free to choose the materials, manufacturing process or delivery process?

A. Conformance specification
B. Performance specification
C. Design specification

D. Technical specifications

IEf#: B

fEEL:

The Performance Specifications define what the system being designed must do, and not how it must do it. In this step a list of needs
and wants should be created. The needs are customer requirements, while the wants are engineering desires. If a buyer adopts
performance specification, the supplier will be free to choose how to make and deliver the product.

A technical specification document outlines how you're going to address a technical problem by designing and building a solution for
it.

A design specification is a detailed document providing a list of points regarding a product or pro-cess. For example, the design
specification could include required dimensions, environmental fac-tors, ergonomic factors, aesthetic factors, maintenance that will be
needed, etc. It may also give specific examples of how the design should be executed, helping others work properly (a guideline for
what the person should do).

With conformance specification the buyer says what they want and how they want it and the supplier has to meet this Reference:
LO3, AC3.1

E M #296
After a project, the procurement team at CLK Ltd meets up and summarises on the performance. They see that they actually spent

$5,000 less than planned budget. The team tries to identifies why there is such difference. This activity is known as...?

A. Cash flow analysis
B. Variance analysis
C. Rolling budget

D. Cost modelling

EM: B
L

The procurement team in the scenario is analysing the difference between the plan and actual spend. This activity is known as
variance analysis. The sum of all variances gives a picture of the overall over-performance or under-performance for a particular



reporting period. For each item, companies assess their favorability by comparing actual costs to standard costs in the industry.
For example, if the actual cost is lower than the standard cost for raw materials, assuming the same volume of materials, it would
lead to a favorable price variance (i.e., cost savings). However, if the standard quantity was 10,000 pieces of material and 15,000
pieces were required in production, this would be an unfavorable quantity variance because more materials were used than
anticipated.

Reference:

- CIPS study guide page 57-58

- Variance Analysis - Learn How to Calculate and Analyze Variances (corporatefinanceinsti-tute.com) LO 1, AC 1.4
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