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CIPS L5M4 Exam Syllabus Topics:

Topic Details

¢ Understand and apply tools and techniques to measure and develop contract performance in procurement
and supply: This section of the exam measures the skills of procurement and supply chain managers and
covers how to apply tools and key performance indicators (KPIs) to monitor and improve contract

Topic 1 performance. It emphasizes the evaluation of metrics like cost, quality, delivery, safety, and ESG elements

n supplier relationships. Candidates will explore data sources and analysis methods to improve

performance, including innovations, time-to-market measures, and ROL

¢ Analyse and apply financial and performance measures that can affect the supply chain: This section of the
exam measures the skills of procurement and supply chain managers and covers financial and non-financial
metrics used to evaluate supply chain performance. It addresses performance calculations related to cost,
Topic 2 time, and customer satisfaction, as well as financial efficiency indicators such as ROCE, IRR, and NPV.
The section evaluates how stakeholder feedback influences performance and how feedback mechanisms
can shape continuous improvement.
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¢ Understand and apply the concept of strategic sourcing: This section of the exam measures the skills of
procurement and supply chain managers and covers the strategic considerations behind sourcing decisions.
It includes an assessment of market factors such as industry dynamics, pricing, supplier financials, and ESG

Topic 3
ol concerns. The section explores sourcing options and trade-offs, such as contract types, competition, and
supply chain visibility.
¢ Understand and apply financial techniques that affect supply chains: This section of the exam measures the
skills of procurement and supply chain managers and covers financial concepts that impact supply chains. It
Topic 4 explores the role of financial management in areas like working capital, project finding, WACC, and

mvestment financing, The section also examines how currency fluctuations affect procurement, including the
use of foreign exchange tools like forward contracts and derivative instruments.

CIPS Advanced Contract & Financial Management Sample Questions (Q13-
Q18):

NEW QUESTION # 13
Organizational strategies can be formed at three different levels within a business. Outline these three levels and explain the benefits
of strategy alignment within an organization (25 points)

Answer:

Explanation:

See the answer in Explanation below:

Explanation:

* Part 1: Outline of the Three Levels of StrategyOrganizational strategies are developed at three distinct levels, each with a specific
focus:

* Corporate Level Strategy

* Step 1: Define the LevelFocuses on the overall direction and scope of the organization (e.

g., what businesses to operate in).

* Step 2: ExamplesDecisions like diversification, mergers, or market expansion.

* Outcome:Sets the long-term vision and portfolio of the business.

* Business Level Strategy

* Step 1: Define the LevelConcentrates on how to compete in specific markets or industries (e.g., cost leadership, differentiation).
* Step 2: ExamplesPricing strategies or product innovation to gain market share.

* Outcome:Defines competitive positioning within a business unit.

* Functional Level Strategy

* Step 1: Define the LevelFocuses on operational execution within departments (e.g., procurement, HR, marketing).

* Step 2: ExamplesOptimizing supply chain processes or improving staff training.

* Outcome:Supports higher-level goals through tactical actions.

* Part 2: Benefits of Strategy Alignment

* Step 1: Unified DirectionEnsures all levels work toward common goals, reducing conflicts (e.g., procurement aligns with corporate
growth plans).

* Step 2: Resource EfficiencyAllocates resources effectively by prioritizing aligned objectives over siloed efforts.

* Step 3: Enhanced Performancelmproves outcomes as coordinated strategies amplify impact (e.

g., cost savings at flnctional level support business competitiveness).

* Outcome:Creates a cohesive, high-performing organization.

Exact Extract Explanation:

The CIPS L5M4 Study Guide addresses strategic levels and alignment:

* Three Levels:"Corporate strategy defines the organization's scope, business strategy focuses on competition, and functional
strategy supports through operational excellence" (CIPS L5SM4 Study Guide, Chapter 1, Section 1.5).

* Alignment Benefits:"Strategy alignment ensures consistency, optimizes resource use, and enhances overall performance” (CIPS
L5M4 Study Guide, Chapter 1, Section 1.6).This is critical for procurement to align with organizational objectives. References:
CIPS L5M4 Study Guide, Chapter 1:

Organizational Objectives and Financial Management.

NEW QUESTION # 14
XYZ 1td is a manufacturing organisation who is looking to appoint a new supplier of raw materials. Describe



5 selection criteria they could use to find the best supplier. (25 marks)
Answer:

Explanation:

See the answer in Explanation below:

Explanation:

Selecting the right supplier is a critical decision for XYZ Ltd, a manufacturing organization, to ensure the supply of raw materials
meets operational, financial, and strategic needs. In the context of the CIPS L5M4 Advanced Contract and Financial Management
study guide, supplier selection criteria should align with achieving value for money, operational efficiency, and long-term partnership
potential. Below are five detailed selection criteria XYZ Ltd could use, explained step-by-step:

* Cost Competitiveness:

* Description: The supplier's pricing structure, including unit costs, discounts, and total cost of ownership (e.g., delivery or
maintenance costs).

* Why Use It: Ensures financial efficiency and budget adherence, a key focus in LSMA4.

* Exanple: A supplier offering raw materials at $10 per unit with free delivery might be preferred over one at $9 per unit with high
shipping costs.

* Quality of Raw Materials:

* Description: The consistency, reliability, and compliance of materials with specified standards (e.

g, ISO certifications, defect rates).

* Why Use It: High-quality materials reduce production defects and rework costs, supporting operational and financial goals.

* Exanmple: A supplier with a defect rate below 1% and certified quality processes.

* Delivery Reliability:

* Description: The supplier's ability to deliver materials on time and in full, measured by past performance or promised lead times.
* Why Use It: Ensures manufacturing schedules are met, avoiding costly downtime.

* Exanmple: A supplier guaranteeing 98% on-time delivery within 5 days.

* Fmancial Stability:

* Description: The supplier's economic health, assessed through credit ratings, profitability, or debt levels.

* Why Use It: Reduces the risk of supply disruptions due to supplier insolvency, aligning with .5M4's risk management focus.

* Example: A supplier with a strong balance sheet and no recent bankruptcies.

* Capacity and Scalability:

* Description: The supplier's ability to meet current demand and scale production if XYZ Ltd's needs grow.

* Why Use It: Ensures long-term supply reliability and supports future growth, a strategic consideration in contract management.

* Exanmple: A supplier with spare production capacity to handle a 20% volume increase.

Exact Extract Explanation:

The CIPS L5M4 Advanced Contract and Financial Management study guide emphasizes supplier selection as a foundational step in
contract management, directly impacting financial performance and operational success. The guide advises using "robust criteria” to
evaluate suppliers, ensuringthey deliver value for money and mitigate risks. While it does not list these exact five criteria verbatim,
they are derived from its principles on supplier appraisal and performance management.

* Criterion 1: Cost Competitiveness:

* The guide stresses "total cost of ownership" (TCO) over just purchase price, a key financial management concept in LSM4. This
includes direct costs (e.g., price per unit) and indirect costs (e.g., transport, storage). For XYZ L.td, selecting a supplier with
competitive TCO ensures budget efficiency.

* Application: A supplier might offer lower initial costs but higher long-term expenses (e.g,, frequent delays), making TCO a critical
metric.

* Criterion 2: Quality of Raw Materials:

* Chapter 2 highlights quality as a "non-negotiable performance measure" in supplier evaluation.

Poor-quality materials increase rework costs and affect product reliability, undermming financial goals.

* Practical Example: XYZ Ltd might require suppliers to provide test samples or quality certifications, ensuring materials meet
manufacturing specs.

* Criterion 3: Delivery Reliability:

* The guide links timely delivery to operational efficiency, noting that "supply chain disruptions can have significant cost implications."
For a manufacturer like XYZ Ltd, late deliveries could halt production lines, incurring penalties or lost sales.

* Measurement: Past performance data (e.g., 95% on-time delivery) or contractual commitiments to lead times are recommended
evaluation tools.

* Criterion 4: Financial Stability:

* L5M4's risk management section advises assessing a supplier's "financial health" to avoid dependency on unstable partners. A
financially shaky supplier risks failing mid-contract, disrupting XYZ Ltd's supply chain.

* Assessment: Tools like Dun & Bradstreet reports or financial statements can verify stability, ensuring long-term reliability.

* Criterion 5: Capacity and Scalability:

* The guide emphasizes "future-proofing” supply chains by selecting suppliers capable of meeting evolving demands. For XYZ Ltd, a



supplier’s ability to scale production supports growth without the cost of switching vendors.

* Evaluation: Site visits or capacity audits can confirm a supplier's ability to handle current and future volumes (e.g., 10,000 units
monthly now, 12,000 next year).

* Broader Implications:

* These criteria should be weighted based on XYZ Ltd's priorities (e.g., 30% cost, 25% quality) and combined into a supplier
scorecard, a method endorsed by the guide for structured decision- making.

* The guide also suggests involving cross-functional teans (e.g., procurement, production) to define criteria, ensuring alignment with
manufacturing needs.

* Financially, selecting the right supplier minimizes risks like stockouts or quality issues, which could inflate costs-aligning with
L5MA4's focus on cost control and value delivery.

* Practical Application for XYZ Ltd:

* Cost: Compare supplier quotes and TCO projections.

* Quality: Request material samples and compliance certificates.

* Delivery: Review historical delivery records or negotiate firm timelines.

* Financial Stability: Analyze supplier financials via third-party reports.

* Capacity: Assess production facilities and discuss scalability plans.

* This multi-faceted approach ensures XYZ Ltd appoints a supplier that balances cost, quality, and reliability, optimizing contract
outcores.

NEW QUESTION # 15
Describe 5 ways in which you could track the performance of a services contract such as the provision of IT services to an office.
(25 marks)

Answer:

Explanation:

See the answer in Explanation below:

Explanation:

Tracking the performance of a services contract, such as the provision of IT services to an office, requires robust methods to ensure
the supplier meets operational, financial, and contractual expectations. The CIPS L5M4 Advanced Contract and Financial
Management study guide underscores the importance of systematic monitoring to achieve value for money and maintain service
quality. Below are five comprehensive ways to track performance, detailed step-by-step:

* Key Performance Indicators (KPIs):

* Description: Establish specific, measurable metrics tied to contract objectives to evaluate service delivery consistently.

* Application: For IT services, KPIs could include system uptime (e.g., 99.9% availability), average resolution time for incidents
(e.g, under 2 hours), or first-call resolution rate (e.g., 90% of issues resolved on initial contact).

* Process: Use automated tools like IT service management (ITSM) software (e.g., ServiceNow) to collect data, generating regular
reports for review.

* Qutcome: Provides quantifiable evidence of performance, enabling proactive management of service levels and cost efficiency.

* Service Level Agreements (SLAs) Monitoring;

* Description: Track adherence to predefined service standards outlined in SLAs within the contract.

* Application: An SLA might require critical IT issues to be addressed within 30 minutes or ensure no more than 1 hour of
unplanned downtime per month.

* Process: Monitor compliance using ticketing systems or logs, comparing actual performance against SLA targets, with escalation
procedures for breaches.

* Qutcome: Ensures contractual commitments are met, with mechanisis like penalties or credits to enforce accountability.

* Regular Performance Reviews and Audits:

* Description: Conduct scheduled evaluations and audits to assess both qualitative and quantitative aspects of service delivery.

* Application: Monthly reviews might analyze incident trends or user complaints, while an annual audit could verify cybersecurity
compliance (e.g., ISO 27001 standards).

* Process: Hold meetings with the supplier, review performance data, and audit processes or systens using checklists or third-party
assessors.

* Outcome: Offers a holistic view of performance, fostering collaboration and identifying improvement opportunities.

* User Feedback and Satisfaction Surveys:

* Description: Collect feedback from office staff (end-users) to gauge the perceived quality and effectiveness of IT services.

* Application: Surveys might ask users to rate helpdesk responsiveness (e.g., 4.5/5) or system reliability, with qualitative comments
on pain points.

* Process: Distribute surveys quarterly via email or an internal portal, analyze results, and discuss findings with the supplier.

* Outcome: Captures user experience, providing insights that quantitative metrics might miss, such as staff morale impacts.

* Financial Performance Tracking:



* Description: Monitor costs and financial outcomes to ensure the contract remains within budget and delivers economic value.

* Application: Track metrics like cost per service ticket (e.g., $40 per incident), total expenditure vs. budget (e.g., within 2%
variance), or savings from preventive maintenance (e.g., 10% reduction in repair costs).

* Process: Review nvoices, cost reports, and benchmark against industry standards or previous contracts.

* Qutcome: Aligns service performance with financial goals, ensuring cost-effectiveness over the contract lifecycle.

Exact Extract Explanation:

The CIPS L5M4 Advanced Contract and Financial Management study guide positions performance tracking as a critical activity to
"ensure supplier accountability and value delivery” in services contracts. Unlike goods- based contracts, services like IT provision
require ongoing monitoring due to their intangible nature and reliance on consistent delivery. The guide provides frameworks for
measuring performance, which these five methods reflect.

* Way 1: Key Performance Indicators (KPIs):

* The guide describes KPIs as "essential tools for monitoring contract performance" (Chapter 2).

For IT services, it suggests metrics like "service availability" (e.g., uptime) and "response times" to assess operational success.

* Detailed Use: A KPI 0f99.9% uptime ensures minimal disruption to office productivity, while a

90% first-call resolution rate reduces downtime costs. The guide stresses that KPIs must be SMART (Specific, Measurable,
Achievable, Relevant, Time-bound) and agreed upon during contract negotiation.

* Fmancial Tie-In: Efficient KPIs lower operational costs (e.g., fewer escalations), aligning with L5M4's focus on financial
management.

* Way 2: Service Level Agreements (SLAs) Monitoring;

* SLAs are highlighted as "contractual benchmarks" that define acceptable service levels (Chapter

2). For IT contracts, the guide recommends SLAs like "maximumdowntime" or "incident response time" to enforce standards.

* Implementation: Monitoring via ITSM tools tracks SLA breaches (e.g,, a 30-minute response target missed), triggering penalties
or corrective actions. The guide notes SLAs "provide clarity and enforceability," critical for service reliability.

* Outcome: Ensures financial penalties deter poor performance, protecting the buyer's investment.

* Way 3: Regular Performance Reviews and Audits:

* The guide advocates "structured reviews" to evaluate supplier performance beyond metrics (Chapter 2). For IT services, reviews
might assess trends (e.g, recurring outages), while audits verify compliance with security or data protection standards.

* Practical Approach: Monthly meetings with the supplier review KPI/SLA data, while an audit might check server logs for uptime
claims. The guide emphasizes audits for "high-risk contracts" like I'T, where breaches could be costly.

* Benefit: Balances operational oversight with financial risk management, a core LSM4 principle.

* Way 4: User Feedback and Satisfaction Surveys:

* Chapter 2 notes that "end-user satisfaction” is vital for services contracts, as it reflects real-world impact. The guide suggests
surveys to capture qualitative data, complementing KPIs/SLAs.

* Execution: A survey rating helpdesk support at 4/5 might reveal delays not evident in response time metrics. The guide advises
using feedback to "refine service delivery," ensuring user needs are met.

* Value: Links service quality to staff productivity, indirectly affecting financial outcomes (e.g., reduced downtime).

* Way 5: Financial Performance Tracking;

* The guide's financial management section (Chapter 4) stresses tracking costs to ensure "value for money." For IT services, this
includes monitoring direct costs (e.g., support fees) and indirect benefits (e.g., savings from fewer incidents).

* Application: Benchmarking cost per ticket against industry norms (e.g., $40 vs. $50 average) ensures competitiveness. The guide
advises analyzing "total cost of ownership" to capture long- term value.

* Alignment: Ensures the contract remains financially viable, a key L5M4 objective.

* Broader Implications:

* These methods should be integrated into a performance management framework, with clear roles (e.g., contract manager
overseeing reviews) and tools (e.g,, software for KPI tracking).

* The guide warns against over-reliance on one method-combining KPIs, SLAs, reviews, feedback, and financial data provides a
balanced view.

* For IT services, performance tracking must adapt to evolving needs (e.g., new software rollouts), reflecting LSM4's emphasis on
flexibility in contract management.

NEW QUESTION # 16
XYZ Limited is a large retail organization operating in the private sector which is looking to raise long-term capital. Discuss three
long-term financing options which XYZ may use. (25 points)

Answer:
Explanation:

See the answer in Explanation below:
Explanation:



XYZ Limited, as a private sector retail organization, can explore various long-term financing options to raise capital for expansion,
investment, or operational needs. Below are three viable options, detailed step-by-step:

* Issuing Equity Shares

* Step 1: Understand the MechanismXYZ can sell ownership stakes (shares) to nvestors, raising funds without incurring debt.

* Step 2: ProcessEngage financial advisors to issue shares via a public offering (if transitioning to public status) or private placement
to institutional mvestors.

* Step 3: Benefits and RisksProvides permanent capital with no repayment obligation, but dilutes ownership and control.

* Suitability for X'YZ:Ideal for a large retailer needing significant finds for expansion without immediate repayment pressures.

* Securing Long-Term Bank Loans

* Step 1: Understand the MechanismBorrow a lump sum from a bank, repayable over an extended period (e.g., 5-20 years) with
mterest.

* Step 2: ProcessNegotiate terns (fixed or variable interest rates) and provide collateral (e.g., property or assets).

* Step 3: Benefits and RisksOffers predictable repayment schedules but increases debt liability and interest costs.

* Suitability for XYZ:Useful for funding specific projects like new store openings, with repayments aligned to future revenues.

* Issuing Corporate Bonds

* Step 1: Understand the MechanismXYZ can issue bonds to investors, promising periodic interest payments and principal
repayment at maturity.

* Step 2: ProcessWork with investment banks to structure and market bonds, setting terns like coupon rate and maturity (e.g., 10
years).

* Step 3: Benefits and RisksRaises large sums without diluting ownership, though it commits XYZ to fixed mterest payments.

* Suitability for XYZ:Attractive for a retailer with strong creditworthiness, seeking capital for long-term growth.

Exact Extract Explanation:

The CIPS L5M4 Advanced Contract and Financial Management study guide addresses long-term financing options for private
sector organizations in detail:

* Equity Shares:"Issumng equity provides a source of permanent capital, though it may reduce control for existing owners" (CIPS
L5M4 Study Guide, Chapter 4, Section 4.1). This is a key option for capital- intensive firms like retailers.

* Bank Loans:"Long-term loans offer flexibility and structured repayments but require careful management of debt levels" (CIPS
L5M4 Study Guide, Chapter 4, Section 4.2), suitable for funding tangible assets.

* Corporate Bonds:"Bonds allow organizations to access large-scale fnding from capital markets, with fixed obligations to
bondholders" (CIPS L5M4 Study Guide, Chapter 4, Section 4.3), emphasizing their use in stable, established firms. These options
align with XYZ's private sector goal of profit-driven growth. References: CIPS L5M4 Study Guide, Chapter 4: Sources of
Finance ————

NEW QUESTION # 17
What tools are available for buyers to help procure items on the commodities market? (25 points)

Answer:

Explanation:

See the answer in Explanation below:

Explanation:

Buyers in the commodities market can use various tools to manage procurement effectively, mitigating risks like price volatility.
Below are three tools, detailed step-by-step:

* Futures Contracts

* Step 1: Understand the ToolAgreements to buy/sell a commodity at a set price on a future date, traded on exchanges.
* Step 2: ApplicationA buyer locks in a price for copper delivery in 6 months, hedging against price rises.

* Step 3: BenefitsProvides cost certainty and protection from volatility.

* Use for Buyers:Ensures predictable budgeting for raw materials.

* Options Contracts

* Step 1: Understand the ToolGives the right (not obligation) to buy/sell a commodity at a fixed price before a deadline.
* Step 2: ApplicationA buyer purchases an option to buy oil at $70/barrel, exercising it if prices exceed this.

* Step 3: BenefitsLimits downside risk while allowing gains from favorable price drops.

* Use for Buyers:Offers flexibility in volatile markets.

* Commodity Price Indices

* Step 1: Understand the ToolBenchmarks tracking average commodity prices (e.g., CRB Index, S&P GSCI).

* Step 2: ApplicationBuyers monitor indices to time purchases or negotiate contracts based on trends.

* Step 3: BenefitsEnhances market intelligence for strategic buying decisions.

* Use for Buyers:Helps optimize procurement timing and pricing.

Exact Extract Explanation:

The CIPS L5M4 Study Guide details these tools for commodity procurement:



* Futures Contracts:"Futures allow buyers to hedge against price increases, securing supply at a known cost" (CIPS L5SM4 Study
Guide, Chapter 6, Section 6.3).

* Options Contracts:"Options provide flexibility, protecting against adverse price movements while retaining upside potential" (CIPS
L5M4 Study Guide, Chapter 6, Section 6.3).

* Price Indices:"Indices offer real-time data, aiding buyers in timing purchases and benchmarking costs" (CIPS LSM4 Study Guide,
Chapter 6, Section 6.4). These tools are critical for managing commodity market risks. References: CIPS L5M4 Study Guide,
Chapter 6: Commodity Markets and Procurement.
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