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Question: 140

The pricing arrangement in which markup is added into cost base to calculate the final price is known as…?
A. Fixed Price approach
B. Market based approach
C. Price indices
D. Cost plus pricing

Answer: D

Explanation:

The market approach is a method of determining the value of an asset based on the selling price of similar assets.

A fixed-price strategy means you set a price and keep it constant for an extended period of time.

Cost-plus pricing is also known as markup pricing. It’s a pricing method where a fixed percentage is added on top of
the cost to produce

A price index (PI) is a measure of how prices change over a period of time, or in other words, it is a way to measure
inflation. There are multiple methods on how to calculate inflation (or deflation).

Reference: CIPS study guide page 176-179

LO 3, AC 3.3

Question: 141

A term can never be implied, it must always be expressed by the parties
A. 1,3 and 4 only
B. 1, 2 and 3 only
C. 1, 2 and 4 only



D. 2, 3 and 4 only

Answer: B

Explanation:

An implied term is a term which the courts imply into a contract because it has not been expressly included by the
parties. This may be because the parties did not consider it, did not think that any problem would arise in relation to it
or simply omitted to include it.

The courts are very reluctant to imply terms into contracts and will only do so in the following circumstances:

Question: 142

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

Answer: C

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: CIPS study guide page 53-55

LO 1, AC 1.2

Question: 143

Which of the following contracts would be best suited to a ‘variable pricing’ arrangement?
A. A contract for window cleaning during the next three months
B. A contract for road building estimated to take five years to complete
C. A contract for the supply of 100 printing machines to be delivered next month
D. A contract for the supply of lubricating oil for immediate delivery

Answer: B

Explanation:

Variable pricing is suitable to situations when the cost of certain elements of the product fluctuate unpredictably. For
road building, asphalt fluctuates regularly. Furthermore, 5 years are long period, then variable pricing is the most
appropriate method to achieve value for money and control budget.

A contract for window cleaning during the next three months is a short-term service contract, fixed price is the most
suitable method.

A contract for the supply of lubricating oil for immediate delivery is an one-off contract, only fixed price is applicable.

A contract for the supply of 100 printing machines to be delivered next month is also an one-off contract.

Reference: CIPS study guide page 172-183

LO 3, AC 3.3

Question: 144

Royal Naval Hospital at Rockstown, Anyport manages a fleet of nine ambulance vehicles. During busy periods, it
becomes very difficult to keep track of the location of each ambulance (and the nature of their journey). Continual
problems lead to the proposal for a new control system (ERNS).

For this ERNS project, the procurement department has drafted a specification in which only a bullet point list of basic
requirements was written down. The procurement manager understands that the specification should be developed
more specifically but a cross functional team from the Hospital could not do that. A senior buyer suggests that some of
Hospital’s pre-qualified suppliers could support them in developing the specification.

Which of the following should be a priority approach of procurement department in developing dialogue with those
suppliers about specification development?
A. Internal discussion



B. General networking
C. One-to-one meeting with the suppliers
D. Request for quotation from the suppliers

Answer: C

Explanation:

The procurement team has drafted basic requirements in the specification. They will need

to develop it further and more specific. Developing market dialogue with supplier is a good solution.

There are number of approaches which can be taken to engage with suppliers:

– General meetings: buyer meets supplier at a networking event (such as trade show) or social media. These
discussions are unlikely to deliver very specific information.

– One-to-one meetings: This will be most likely to deliver direct input into specification development and supplier-
specific product development information.

– Group visits

– Meet-the-buyer events

– Formal negotiations or competitive

The answer for this QUESTION should be One-to-one meeting.

Reference: CIPS study guide page 83-84

LO 2, AC 2.1

Question: 145

Southwark is negotiating a contract with Orchard to provide software and IT services. Orchard will manufacture and
install the products which are contractually supplied by IBM. Southwark’s procurement manager is worried that during
the contract there would be some problems that they would not able to claim for damages from Orchard.

Which of the following should be included in the head contract so that Southward can sue IBM, should the need arise?
A. Negligence
B. Indemnity
C. Collateral warranty deed
D. Insurance

Answer: C

Explanation:

A Collateral Warranty is a contract under which a consultant, a building contractor or a sub-contractor warrants to a
third party that is has fulfilled its obligations under its professional appointment, building contract or sub-contract. The



purpose of a Collateral Warranty is to give a third party, who is not a party to the original contract, rights to enforce
that original contract.

In this case, IBM is the subcontractor, then purchaser can use collateral warranty deed to bind them.

Reference:

– Collateral Warranties C an Overview

– CIPS study guide page 39-40

LO 1, AC 1.2

Question: 146

Non-disclosure
A. 3 and 4 only
B. 1 and 4 only
C. 1 and 2 only
D. 2 and 3 only

Answer: D

Explanation:

There are a number of ways for an offer to be terminated. They are events that may occur after an offer has been made
which bring it to an end so that it can no longer be accepted. An offer is terminated in the following circumstances:

Question: 147

Bethy sees a coat on shop window with a $100 price tag. She comes and asks the shop owner to buy it. The owner
states that the price has not been updated and the current price for the coat is $120. Bethy says the owner should
honour the quoted price on window shop. Is Bethy correct?
A. Yes, the owner has made an offer by showing his product on the shop window and he must honour that offer
B. Yes, $120 for a coat is extremely unreasonable and the owner’s later offer therefore void
C. No, the display on shop window is just an invitation to treat and the owner may change the price at his will
D. No, the owner is revoking his initial offer to sell at $100 and he is proposing new offer to Bethy

Answer: C

Explanation:

Based on two famous precedents, Fisher v. Bell (1961) and Pharmaceutical Society of Great Britain v. Boots Cash
Chemists (1953), the display on shop window is considered as an invitation to treat. The shop owner can change the
price when his customer asks to buy.

Reference: CIPS study guide page 29

LO 1, AC 1.2



Question: 148

Which of the following should be taken to avoid the conflicts between orally negotiated terms before the conclusion of
contract and the final written contract?
A. Finding signs of misrepresentation of the other contracting party
B. Prevailing orally negotiated terms over the final written contract
C. Embedding a term excluding all prior oral discussions that are not mentioned in the final written contract
D. Avoiding long negotiation

Answer: C

Explanation:

When a written contract is based on oral negotiation, to avoid the conflicts between orally negotiated terms and final
written contract, the contract should include an express term that specifically excludes all prior oral discussion.
However, orally negotiated terms can be used to interpret the final contract.

This practice (excluding prior discussion) is so common in international commercial contract that UNIDROIT
Principles of International Commercial Contracts have an article (2.1.17) dealing with this.

Reference: CIPS study guide page 130

LO 3, AC 3.1

Question: 149

OTIF deliveries
A. 2 and 5 only
B. 1 and 3 only
C. 2 and 3 only
D. 1 and 4 only

Answer: B

Explanation:

Qualitative KPIs are based on pure opinions about how well or otherwise the goods are performing or the service is
being delivered. Most often, these will be linked to, or converted into, a numerical measure. However, such satisfaction
surveys often also include free fields for respondents to explain why they feel the way they do, and what they might
have liked to have been different.

On the other hand, quantitative KPIs are based on numerical measure with either definite number (e.g., actual number
of orders incomplete or otherwise inaccurate during the time period) or as a percentage (e.g. number of inaccurate
orders as a percentage of the total number of orders).

Openness and co-operation means that supplier is open and co-operative in its relationship with purchaser, e.g., in
terms of joint problem solving. This KPI is qualitative since it is measured by individual judgement.

Responsiveness of supplier means the supplier responds rapidly to requests for information and support without having
to be chased. It is measured by the number of times requests chased as a percentage of number of requests. It is a



quantitative KPI. Customer satisfactory ratings means the level of customer’s satisfaction. This KPI is measured by
periodic survey and it is a qualitative KPI.

Cost management is another quantitative KPI. It can be measured by comparing between the actual costs and the
contractual costs.

OTIF (one-time in-full) deliveries is a quantitative KPI. It can be measured by counting the inaccurate deliveries in the
period or inaccurate deliveries as a percentage of total number of deliveries for period.

Reference: CIPS study guide page 117-122

LO 2, AC 2.2

Question: 150

Which of the following documents are likely to have legal standing? Select TWO that apply:
A. Quotation
B. Request for information
C. Tender
D. Requisition
E. Estimate

Answer: A,C

Explanation:

A quotation and a tender are both firm offers which have legal standing to the offeror. Tenders are more detailed than
quotations and will include quality aspects as well as prices.

LO 1, AC 1.1 & AC 1.2
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