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[bookmark: _Toc250384632]NOTES AND DISCLAIMER

Created by Stephen R. Guth

DISCLAIMER: THIS OUTLINE IS NOT RECOMMENDED TO BE A REPLACEMENT FOR ANY ISM-AUTHORIZED OR ISM-PRODUCED CPSM BRIDGE EXAM STUDY MATERIALS.  THIS OUTLINE IS NOT WARRANTED TO BE COMPLETE OR ACCURATE NOR IS IT WARRANTED TO HELP YOU ACHIEVE A PASSING SCORE ON THE CPSM BRIDGE EXAM.  BY USING THIS OUTLINE, YOU ACCEPT ALL RISKS AND LIABILITIES ASSOCIATED WITH ITS USE.

[#Q] indicates the number of questions on the CPSM Bridge Exam for the indicated Component Area (180 questions total)

Defensive studying would suggest focusing on the following topic areas, which represent the bulk of the CPSM Bridge Exam, to the exclusion of all other topic areas

· Cost and Finance [12Q]
· International [8Q]
· Logistics [12Q]
· Materials and Inventory Management [12Q]
· Organizational/Department Assessment [10Q]
· Planning [9Q]
· Project Management [8Q]
· Leadership [30Q]	
· Risk and Compliance [15Q]
· Strategic Sourcing [35Q]


[bookmark: _Toc250384633]CONTRACT AND NEGOTIATION [5Q]

[bookmark: _Toc250384634]1-A-1 Prepare solicitations for competitive bids, quotations, and proposals with pertinent specifications, terms and conditions [1Q]
[bookmark: _Toc250384635]1-A-1(2)(C) Electronic solicitations (RFx)

1. Documents, including a solicitation (e.g., RFx) are considered to be as valid as the originals.
2. Both parties should establish acknowledgement and acceptance of sourcing organizations T&Cs (that were communicated electronically).
3. SM is responsible for ensuring T&Cs are sent to potential suppliers.
[bookmark: _Toc250384636]1-A-1(2)(J) Pricing models/market baskets

1. Fair price
a. Sellers define “fair price” either as full cost to produce (including overhead costs + reasonable profit that rewards seller for risk involved) or the value of the product or service to buyer.
b. SM define “fair price” as lowest price to obtain desired product or service

2. Seller determines price via three dimensions
a. Market structure effects
b. Cost-based pricing models
c. Value-based pricing

3. Market structure
a. Monopoly
b. Monopolistic competition – Few sellers and many buyers where the few sellers create the illusion of many sellers through product differentiation (such as cereal manufacturers)
c. Oligopolistic competition – Few seller and many buyers where the few sellers control price through an industry leader or cartel
d. Perfect competition – Many sellers and many buyers where all parties have equal importance and price is established based on supply and demand
e. Oligopsonistic competition – Many sellers and few buyers
f. Monopsony – One buyer and many sellers
[bookmark: _Toc250384637]1-A-1(2)(I) Lotting strategies (online bidding)

1. Lotting
2. Include reverse auctions and online bidding
3. Useful when large number of items need to be bid
4. Structured to increase cost-reduction opportunities
5. SM develops lot-bidding rules
a. Requires suppliers to bid on all lots
b. Permits suppliers to bid only on lots that supplier can provide
c. Allows suppliers structure their own lots to maximize their efficiencies
[bookmark: _Toc250384638]1-A-1(7) Bonds and other types of surety

1. Generally, bonds increase the cost of bidding and reduce competition
2. Use of bonds do not guarantee financial recovery
3. Failure of supplier to perform can be handled by SM’s legal department

[bookmark: _Toc250384639]1-A-1(7)(E) Letters of credit

1. Normally used in international transactions
2. Assures supplier that payment will be made by bank issuing LOC once agreement terms are met

[bookmark: _Toc250384640]1-A-2 Prepare for and develop strategies and tactics for negotiations, including definition of roles and responsibilities of team members [1Q]
[bookmark: _Toc250384641]1-A-2(1)(E) Analysis of seller’s and purchaser’s positions

1. SM should examine supplier’s position, strengths, and weaknesses
2. May take significant time, but party that is most prepared will usually achieve best results

[bookmark: _Toc250384642]1-A-2(1)(E)(10.0) Buyer’s financial condition

1. Organization in strong financial condition is in better position to negotiate than if weak
[bookmark: _Toc250384643]1-A-4 Manage the preparation and/or issuance of contracts/purchase order/agreements [3Q]
[bookmark: _Toc250384644]1-A-4(2)(A)(3.0) Electronic contracts

1. U.S. E-Sign Act allows electronic signatures to take place of conventional signatures
2. Trading partner agreement – Establishes the electronic relationship between two parties and provides T&Cs for all transactions completed under the agreement
[bookmark: _Toc250384645]1-A-4(2)(A)(4.0) Statute of frauds

1. SOF is designed to prevent fraud and injury by requiring certain contracts to be in writing
2. Requires a writing (if not, contract not enforceable)
a. Goods - $500 or more
b. Services – Cannot be performed in one year
c. Real estate
[bookmark: _Toc250384646]1-A-4(5) Contract/agreement types

1. Contract form used will depend on environmental factors such as intensity of competition, availability and accuracy of pricing data, risks perceived by both parties, and positional strength of the parties’ positions
[bookmark: _Toc250384647]1-A-4(5)(F) Service agreements

1. Master service agreements – Usually tied to maintenance of capital equipment
2. Professional service agreements – Legal, accounting, auditing or other types of professional services
3. Maintenance agreements – Preventative maintenance or schedule replacement or repair of equipment
4. Performance-based agreements – Services for which outcomes or timelines are specified in the contract
[bookmark: _Toc250384648]1-A-4(5)(G) Licensing agreements

1. Software – Specifies limitations and timeframes for software use; updates may incur additional cost
2. General – Covers permissions to use logos, brand names, registered terminology
3. Technology – Provides for use of patented processes for a fee
[bookmark: _Toc250384649]1-A-4(7)(C) Consideration of domestic and international laws

1. The United Nations Convention on Contracts for the International Sales of Goods (CISG) automatically applies when the contracting parties are in countries which have adopted CISG (unless the parties expressly opt-out of CISG)
[bookmark: _Toc250384650]1-A-4(7)(G) Insurance and indemnification

1. Insurance
a. Buyer’s risk management organization should specify types and levels of insurance required
b. Contractors and subs should be insured, particularly if they come onsite
c. Recommended coverage includes commercial general liability, automobile, workers compensation, and employer’s liability insurance
d. Buyer should obtain certificates of insurance and be named as an additional insured
e. If a contractor is injured, the buying organization not likely to be held liable if the contractor is truly independent as determined by co-employment tests:
i. Buying organization doesn’t control nor has a right to control contractor
ii. Contractor provides own tools
iii. Buying organization doesn’t have the right to terminate at will
iv. Contractor provides “unique” services not routinely performed by staff of the buying organization
v. Contractor is paid “by the job” and not by a timeframe, e.g., hours
vi. Contractor holds itself out as an independent contractor
2. Indemnification (Defend and Hold Harmless)
a. Defend – Indemnifying party defends the indemnified party in a legal action brought by a third party
b. Indemnify / hold harmless – Indemnified party is reimbursed for penalties and liabilities by the indemnifying party relating to certain, specified acts:
i. Product safety – Such as recalls or defects (seller should be required to notify buying entity of known or potential product hazards
ii. Product liability – Parties injured by a product may have a claim against all parties in the distribution chain, but such parties may not be liable if the party did not contribute to the cause and if protected by indemnification
iii. Patent infringement – Could result in damages and an injunction
[bookmark: _Toc250384651]1-A-4(7)(I) Customer confidentiality

1. Non-disclosure agreements should be signed in advance of releasing any confidential information—a confidentiality provision contained within a contract (vs. the use of an NDA) may be acceptable but will not cover anything previously released
2. Gramm-Leach-Bliley Act (GLBA, 1999) requires financial institutions to develop precautions for the disclosure of non-public information; customers must be given notice of the disclosure policy such as release of their information necessary to comply w/ laws or regulations
[bookmark: _Toc250384652]1-A-4(7)(L) Security issues

1. Federal government solicitations and contracts, as a part of the Federal Acquisition Rules, are now required to contain language relating to the Homeland Security Presidential Directive (HPSD)-12, which establishes a mandatory, government-wide standard for controlling access to federally controlled facilities or systems

[bookmark: _Toc250384653]1-A-4(7)(N) Source code escrow accounts

1. Buyers can use source code escrow accounts to protect against a software licensor which is unwilling or unable to provide support
2. An event of default triggers the requirement of the escrow agent to provide the software to the licensee
[bookmark: _Toc250384654]1-A-4(7)(R) Waiver of consequential damages

1. Waiver of consequential damages as a part of limitation of liability clause is common, with lost profits, lost sales, and injury to property or persons not being reasonably foreseeable
2. Incidental damages are different, include inspection, transportation, and replacement costs, and should be actionable b/c they are reasonably foreseeable
[bookmark: _Toc250384655]1-A-4(7)(V) Estoppel

1. Doctrine of promissory estoppel means that if one party makes a promise, that party cannot renege on the promise if the other party acted in reliance on that promise
2. For example, if a contract is unenforceable under the Statute of Frauds, it may be enforceable under the doctrine of promissory estoppels (provided that sufficient evidence of an agreement exists)
[bookmark: _Toc250384656]1-A-4(7)(W) Social responsibility issues

1. A buyer should consider adding contract clauses which address social responsibility, such as child labor, worker safety, the environment, blah, blah, blah
[bookmark: _Toc250384657]1-A-4(7)(X) State of domain/jurisdiction

1. Choice / venue of law is important, particularly in international procurements and is a common stumbling block w/ international sellers
[bookmark: _Toc250384658]1-A-4(7)(Z) Contractor flowdowns

1. In federal government-related contracts, terms and conditions from certain regulations such as the Federal Acquisition Regulation are “flowed-down” by the government or prime contractor




[bookmark: _Toc250384659]Cost and Finance [12Q]

[bookmark: _Toc250384660]1-B-1 Prepare and/or administer a supply management department budget [1Q]
[bookmark: _Toc250384661]1-B-1(1) Budgeting’s relationship to the strategic and operational plans

1. A budget, usually set for a year, are tools to identify and allocate future funds for products, services, departments, and divisions of an organization
2. Budgets should set a list of specific goals related to future operations and and should provide for a periodic comparison of actual results and established goals (this represents the “control” feature of budgeting)
3. A major duty of an SM professional is to review and evaluate a supplier’s actual or anticipated cost data, with the purpose being to project reasonable estimates of contract costs and to serve as a basis for negotiation of contract pricing
[bookmark: _Toc250384662]1-B-2 Develop cost management program strategies for purchase [3Q]
[bookmark: _Toc250384663]1-B-2(1)

1. ISM defines cost savings as “…a reduction or avoidance in the costs incurred by an organization.  Cost savings may be direct, such as lower prices paid, or indirect, such as increased efficiencies or improvement productivity.”
2. Cost control programs provide a systematic means for reducing the total cost of buying and using product or service
3. Cost control should not be achieved through cutting quality but through taking advantage of technology, environment, and OJT experience
[bookmark: _Toc250384664]1-B-2(1)(A) Cost avoidance/containment

1. Cost avoidance – Efforts to prevent or reduce price increases or charges
2. Cost containment – Detailed plan to hold prices / costs w/in certain limits over time
[bookmark: _Toc250384665]1-B-2(1)(B) Cost reduction

1. Cost reduction – Efforts to decrease costs associated w/ acquiring a specific product or service
2. Reductions can be obtained through alternative materials, services, processes, suppliers, and purchasing methods
[bookmark: _Toc250384666]1-B-2(4) Cost modeling

1. Cost modeling – Focuses on the cost structure of a product / service or supplier as a technique to work cooperatively w/ suppliers to reduce total supply chain costs
2. SMs should seek to understand supplier cost drivers to facilitate negotiation strategies and to resolve pricing issues
3. Suppliers should provided pricing details to SMs, but SMs can construct quantitative cost models and estimate key cost elements
4. SMs can construct cost relationships between key variables (e.g., volume and raw material content) through quantitative techniques such as benchmarking, regression analysis, or graphic techniques in order to predict prices and costs
[bookmark: _Toc250384667]1-B-2(5) Standard cost setting

1. Standard costs
a. Manufactured standard costs – Predetermined costs of manufacturing one or more units during a specified, future period
b. Services standard costs – Predetermined costs of providing one or more units of service during a specified, future period
2. Standard costs are carefully predetermined, w/ assistance from the SM, in setting costs that should be obtained under efficient operational conditions (meaning that standard costs serve as a benchmark)
3. Standard costs help SMs develop budgets, negotiate, evaluate bids, control costs, and measure efficiencies
[bookmark: _Toc250384668]1-B-2(6) Product cost roll-up

1. Cost activities are calculated independently, typically in different work centers, and are “rolled up” to develop the standard cost and selling price
2. If the costs change, the price can be easily recalculated
3. Most MRP ad ERP systems provide cost roll-up capabilities
[bookmark: _Toc250384669]1-B-2(7) Margins

1. Margin – Ratio of operating income to sales; the portion of sales available to cover administrative costs, interest, taxes, and profit
2. Most organizations (including suppliers) establish margin targets to ensure long-term profitability
[bookmark: _Toc250384670]1-B-2(8) Contribution to profit

1. Contribution to profit – Sales revenue for an item less variable costs, representing the increase in profit achieved for selling one incremental unit; also called “contribution to margin” (think “one more”)
2. Used to calculate breakeven volumes ( = total fixed costs / unit contribution to profit)
3. Where incremental volume results in increased profits, margin becomes more irrelevant and the SM must focus negotiations on contribution to profit
a. In other words, margin overall for an item might be low but selling only one additional item more may result in a significant contribution to profit for a seller
[bookmark: _Toc250384671]1-B-2(9) Cost of quality

1. Poor quality is expense, and organizations use certain categories to quantify quality costs:
a. Prevention – Costs of activities  to reduce or eliminate future defects
b. Appraisal – Costs of activities to ensure product or service conformance to quality
c. Internal failure – Organization costs incurred as a result of poor quality (scrapping, re-work, returns)
d. External failure – Costs incurred as a result of poor quality making its way outside of the organization (warranty work, lost sales and customers)
[bookmark: _Toc250384672]1-B-2(10) Cost of inventory

1. Inventory carry costs (also called inventory holding costs) – Costs associated w/ having inventory available such as opportunity, storage and handling, taxes, insurance, shrinkage, spoilage, and obsolescence.
a. An item’s holding cost over a specified timeframe is usually stated as a percentage of item value

[bookmark: _Toc250384673]1-B-3 Identify savings potential and opportunities and strategies for specific categories through spend analysis [3Q]
[bookmark: _Toc250384674]1-B-3(1) Sources of spend data

1. Spend data helps SMs to identify costs savings through aggregation (e.g., vendor consolidation) and standardization
2. Spend data is typically fragmented throughout an organization (e.g., accounts payable, PO systems, inventory and warehousing) but can be consolidated via an ERP
[bookmark: _Toc250384675]1-B-3(2) Data mining tools

1. ERPs contain data mining tools or niche tools and / or consultants can be obtained to conduct spend analyses
[bookmark: _Toc250384676]1-B-3(3)(A) Forecasting future utilization and spend

1. SMs use quantitative and qualitative techniques to determine future utilization and spend
a. Quantitative – Causal models, indicators (e.g., interest rates) to predict future volumes
b. Qualitative – Delphi technique to gather various opinions to develop a forecast
[bookmark: _Toc250384677]1-B-3(3)(B) Cost savings versus cost avoidance

1. See 1-B-2(1) and 1-B-2(1)(A)
[bookmark: _Toc250384678]1-B-3(3)(C) Budget reduction

1. Cost reductions or cost avoidance should be reflected in an organizations budget, provided that the finance dept validates the impact / benefit
[bookmark: _Toc250384679]1-B-3(3)(D) Current/historical data as the basis for future budget forecasting

1. A cost baseline is used to forecast future budgets and gauge future budget performance
[bookmark: _Toc250384680]1-B-3(4) Awareness of implementation process

1. Implementation of spend reductions includes:
a. Spend analysis
b. Identification of cost savings opportunities
c. Negotiation w/ internal stakeholders (if necessary, for new volumes, etc.)
d. Negotiation w/ suppliers
e. Budget adjustments
[bookmark: _Toc250384681]1-B-3(5) Segmentation/categorization of spend

1. The objective of categorizing spend is to identify cost reduction opportunities through standardization and to identify points of vendor leverage
2. SMs may need to take different segmentation / categorization approaches to identify opportunities
[bookmark: _Toc250384682]1-B-4 Perform cost/benefit analyses on acquisitions [4Q]
[bookmark: _Toc250384683]1-B-4(1) Definition of total cost of ownership

1. TCO = Price of good / service + additional costs incurred before / after delivery
2. Costs are grouped into:
a. Pre-transaction
b. Transaction
c. Post-transaction
d. Each of a – c can be further categorized as acquisition or in-house costs
3. TCO is a comprehensive cost of ownership analysis tool (to help identify cost reduction / avoidance), examining purchases, processes, and supply chain-related decisions
[bookmark: _Toc250384684]1-B-4(1)(A) Unit total cost

1. Unit total cost = Total cost of one unit of good /service, including:
a. Purchase price
b. All other costs over useful life:
i. Direct costs
ii. Policy costs
iii. Costs of non-performance
2. SMs understanding of unit total cost and sharing the costs w/ suppliers is a powerful tool to identify cost drivers and savings opportunities
[bookmark: _Toc250384685]1-B-4(1)(B) Life-cycle cost

1. Life-cycle costing = Cost analysis tool that incorporates purchase price +operating costs, where operating costs include:
a. Maintenance
b. Downtime
c. Energy costs
d. Salvage value
2. Life-cycle costing is the concept of TCO applied to capital acquisitions
3. TCO / Expected lifetime production = cost-per-piece
4. Often, the initial purchase price is only a small fraction of the TCO
[bookmark: _Toc250384686]1-B-4(1)(C) Landed cost

1. Landed cost = Total accumulation of costs for an imported item, including:
a. Purchase price
b. Freight
c. Handling
d. Duties
e. Customs clearance
f. Storage
2. SMs should conduct a thorough analysis of landed costs to fairly compare international and domestic suppliers (a low initial price from an international supplier may not be beneficial where landed costs exceed the price from a domestic supplier)
[bookmark: _Toc250384687]1-B-4(1)(D) Total cost of performance for services

1. TCO applied to services may reveal disparities in unequally priced services (e.g., a vendor that’s more expense but “faster” than another vendor may have a lower TCO than another vendor that’s cheaper but slower)
[bookmark: _Toc250384688]1-B-4(5) Should cost

1. Should-cost analysis = Cost modeling technique where price is projected by estimate the money value of each cost component based on objective cost data
2. Can be used as a benchmark for proposal price comparison
3. Frequently used in conjunction with target costing [1-B-4(6)] to establish the cost range

[bookmark: _Toc250384689]1-B-4(6) Target cost

1. Target cost = Target price – desired profit margin
2. Used by SMs to identify the allowable price for a good / service (selling price – profit)
3. Purpose is to identify where costs can be eliminated or reduced, and to drive supplier continuous improvement
[bookmark: _Toc250384690]1-B-4(10) (A) Return on investment

1. ROI = Annual operating income / total capital invested
[bookmark: _Toc250384691]1-B-4(10)(B) Return on assets employed

1. ROAE = (Net income + interest expense after tax) / Average capital employed
2. Determines how effectively an organization is using project-specific assets
[bookmark: _Toc250384692]1-B-4(10)(C) Return on total assets

1. ROTA = Net income / Total assets
2. Determines how effectively an organization is using all assets
[bookmark: _Toc250384693]1-B-4(10)(D) Margin analysis

1. Net operating margin = Total operating income / Total sales
2. Examines profitability in relation to sales
3. SMs can use NOM to compare which suppliers are most profitable
[bookmark: _Toc250384694]1-B-4(10)(E) Profitability

1. To determine profitability, SMs examine financial statements
2. Working w/ unprofitable suppliers exposes the buying organization to risk
[bookmark: _Toc250384695]1-B-4(10)(F) Cash flow

1. Profitability doesn’t indicate whether or not a supplier has enough cash to fund ongoing operations
2. SMs should understand how their purchase decisions impact cash flow (and should consult their finance dept before a large purchase)
[bookmark: _Toc250384696]1-B-4(10)(G) Balance sheet

1. Shows financial position at a given point in time; what an organization owns (assets) and owes (liabilities)
2. SMs should analyze a seller’s balance sheet to determine financial condition
[bookmark: _Toc250384697]1-B-4(10)(H) Profit and loss

1. Shows earnings for a given period; compares earnings against cost of goods sold to determine net income (profit or loss)
2. Also referred to as “income statement”
3. Net sales = Gross sales – returned goods
4. Gross profit = Net sales – cost of goods sold
5. Net income = Gross profit – total expenses (sales expense, interest, taxes)
[bookmark: _Toc250384698]1-B-4(11)(C) Legal/accounting considerations

1. Leasing legal / accounting considerations are covered by UCC 2A and FASB 13
[bookmark: _Toc250384699]1-B-4(11)(C)(4.0) Sarbanes-Oxley

1. Addresses public company accounting reform and investor protection
2. SMs must determine whether long-term purchase agreements and leases are subject to Sarbanes-Oxley requirements to list off-balance sheet transactions and obligations
[bookmark: _Toc250384700]1-B-5(7) Bond and currency markets [1Q]

1. SMs may be involved in international procurements where the buying organization is deciding to buy in its currency or the local currency
2. If local currency, SM must manage effects of exchange rates, e.g., by hedging the exchange rate or including exchange rate effects in the purchase agreement
3. SMs have little or no involvement in bond markets


[bookmark: _Toc250384701]International [8Q]
[bookmark: _Toc250384702]1-C-1 Identify and assess international markets to source goods and services [3Q] 
[bookmark: _Toc250384703]1-C-1(1) Cultural awareness
1. Cultures differ in values (how people think) and behavior (how people act)
2. SMs must be aware of cultural differences to overcome common international procurement barriers:
a. Lack of understanding of international procurement procedures
b. Lack of awareness of potential sources of supply
c. Unfamiliarity with additional documentation required for international sourcing.
d. Resistance to change, including home market nationalism
[bookmark: _Toc250384704]1-C-1(2)(A) Organizational global strategy
1. SMs must “think globally, act locally” as a guiding principle in helping their employers’ strategy for globalization
[bookmark: _Toc250384705]1-C-1(2)(B) Global macroeconomic and microeconomic concepts
1. Macroeconomics = Study of the behavior of an economy at the aggregate level vs. specific groups, firms, households, or individuals (which is microeconomics)
2. SMs can qualify suppliers in emerging markets (thinking globally) which introduces competition to a domestic supply base (acting locally), diminishing a domestic supplier’s leverage
3. Worldwide sourcing also helps a company deal with competitors, with the SM attempting to duplicate practices that make a competitor successful (such as sourcing in low-cost countries)
[bookmark: _Toc250384706]1-C-1(2)(C) Organization structure and dynamics
1. Global organizations tend to use matrix HQ / regional organizational structures, which allows regional managers to focus on local issues, but still have access to broad organizational resources
[bookmark: _Toc250384707]1-C-1(2)(D) Global marketing
1. Marketing = Integrative system of activities crafted to plan, promote, price, and distribute products and services through exchanges and processes to satisfy organizational and target-market needs
2. Marketing managers must consider physical / geographic, cultural, and economic differences in an international context
[bookmark: _Toc250384708]1-C-1(2)(E) Country-specific accounting standards and practices
1. SMs must be diligent about determining the financial health of international suppliers—there is no worldwide standard for accounting and finance practices
[bookmark: _Toc250384709]1-C-1(2)(F) Human resource management
1. In evaluating global staff as well as suppliers, an SM must consider the following by individual and by locale:
a. Labor skills
b. Labor practices
c. Human rights
d. Cultural differences
[bookmark: _Toc250384714]1-C-1(2)(G) Corporate governance issues
1. Corporate governance varies from country to country, but can be roughly categorized as follows:
a. Market-based (efficient equity markets / dispersed ownership): U.S. UK, Australia, Canada
b. Family-based (management / ownership combined but with majority / minority shareholders): Hong Kong, Indonesia, Malaysia, Singapore, France, Hong Kong
c. Bank-based (government influenced, lack of transparency and controlled by families): Germany, Korea
d. Government-affiliated (state ownership): China, Russia
[bookmark: _Toc250384715]1-C-1(2)(H) Legal implications
1. Similar to accounting and finance, not one single standard of law
2. Jurisdiction is a common problem, and SMs must ensure contracts clearly state which laws and venue / forum (place) apply
[bookmark: _Toc250384716]1-C-1(2)(I) Intellectual property
1. Developing countries offer no or little IP protection, therefore SMs must perform a thorough check of prospective international suppliers before releasing proprietary information
[bookmark: _Toc250384717]1-C-1(2)(J) Brand management
1. Companies in international markets must ensure brand uniformity, with an SM’s focus shifting from a bottom-line contribution to a building-the-brand contribution
[bookmark: _Toc250384719]1-C-1(3)(A) Technology
1. SMs have access to beneficial technologies, such as ERP systems, which help to bring products and services to market faster in less-developed countries
[bookmark: _Toc250384720]1-C-1(3)(B) Transportation
1. SMs must evaluate transportation infrastructure of the sourcing country to determine the most cost and performance effective transportation methods (usually rail)
2. In some cases, an SM may be required to work w/ local government to improve the transportation infrastructure
[bookmark: _Toc250384721]1-C-1(3)(C) Governmental stability
1. SMs must weigh the risk of using international suppliers in politically unstable areas, and pay particular attention to price controls (which may either increase or decrease costs)
[bookmark: _Toc250384722]1-C-1(4) Risk assessment
1. SMs must evaluate their employers’ risk tolerance for doing business internationally, and properly identify and asses risk
[bookmark: _Toc250384723]1-C-1(5) Cost-benefit and opportunity analysis
1. SMs must consider many factors, weighing total expected costs against total expected benefits, when determining the best location for sourcing
[bookmark: _Toc250384724]1-C-2 Develop international sources of materials and services [3Q]
1. Organizations usually react to the need to procure internationally:
a. No suitable domestic supplier exists
b. Competitors are gaining advantages from international procurement
c. Triggering events, such as supply disruption and domestic inflation
[bookmark: _Toc250384725]1-C-2(1) Research and benchmarking of potential global suppliers
1. SMs can research international suppliers by:
a. Conducting Internet research
b. Talking w/ supplier sales staff
c. Talking w/ peers
d. Attend trade shows
e. Using trade directories
f. Using CAPS research
[bookmark: _Toc250384726]1-C-2(2) Interpersonal skills for working with other cultures
1. SMs must consider how interpersonal skills differ and impact negotiations and management of the business relationship
[bookmark: _Toc250384727]1-C-2(3) Cultural awareness
1. SMs must be aware of the culture (e.g., gifts, holidays) of prospective international suppliers, understanding cultural norms for communication, socialization, negotiation, and business practices
[bookmark: _Toc250384728]1-C-2(4)(A) Landed cost analysis
1. SMs must consider total landed cost in evaluating domestic vs. international sourcing
[bookmark: _Toc250384729]1-C-2(4)(B) Exchange rates
1. SMs must understand exchange rates, and anticipate changes to rates, between the host country and the countries of international suppliers:
a. Nominal official exchange rate – Official exchange rate in current prices
b. Real official exchange rate – Official exchange rate corrected for differences in purchasing power
c. Shadow exchange rate 1 – Rate at which non-traded products and services exchange for traded products and services
i. Sometimes approximated by adjusting the official exchange rate by the weighted average tariff
d. Shadow exchange rate 2 – Exchange rate that would balance trade
e. Shadow exchange rate 3 – Exchange rate that would balance the current account
f. Informal exchange rate (also called parallel market exchange rate) – Exchange rate in the informal (largely illegal) markets
2. Exchange rates change for a variety of reasons, most frequently:
a. Domestic vs. international inflation rates
b. Government commercial policies such as tariffs and other barriers to trade
c. Movement of capital and income
[bookmark: _Toc250384730]1-C-2(4)(C) Payment mechanisms
1. Traditionally, two most common forms of payment mechanisms are:
a. Letter of credit =Document ensuring seller that payment will be made by issuing bank upon fulfillment of the purchase agreement terms
b. Bill of exchange / draft = Document drawn by seller on the buyer, instructing buyer to pay the amount of the purchase based on specified circumstances
i. Similar to a check
ii. Is a negotiable instrument
2. Increasingly, trade occurs between affiliates or subsidiaries of the same entity—these entities use purchase transactions instead of letters of credit
[bookmark: _Toc250384731]1-C-2(4)(D) Taxes
1. Local, regional, and special taxes are replacing tariffs
2. Major types of taxes include:
a. Ad valorem – Tax imposed on the basis of the monetary value of the item to be taxed
i. Based on value, so avoids discrimination of specific rates against low-priced commodities
ii. Difficulty is determine what the value should be; CIF (Cost, Insurance, Freight) and FOB (Free on Board) are sometimes used to determine value
b. Value-added – Tax imposed on the value added by each stage of production and distribution
i. Consumption method using invoice or credit is most common way to determine value-added—seller first calculates the sum of all of the taxes collected on goods sold and then totals the sum of all takes that has paid on goods purchased, with the difference being the net tax liability
c. Supplemental taxes – As determined by the domestic and international governments
[bookmark: _Toc250384732]1-C-2(4)(E) Fees
1. SMs must be aware of potential fees, such as import / export fees, and should include such fees (as well as taxes and tariffs) in any cost analyses
[bookmark: _Toc250384733]1-C-2(4)(F) Tariffs
1. Tariff = Customs duty, which is a discriminatory tax places on imports (payable when the taxed item crosses the border)
a. May also apply to exports
2. Import tariffs
a. No longer an important source of government revenue in developed countries
b. May be specific, ad valorem, or compound (or a combination of ad valorem and compound)
c. Tariff schedule = List of all import duties
d. Single-column – Single duty for the listed item
e. Double- or multi-column – Different rates for the listed item based on country of origin
3. Export tariffs
a. Used to safeguard domestic suppliers (vs. raising government revenue)
b. Less frequently used as a result of free trade and are generally levied by raw material-producing countries
[bookmark: _Toc250384734]1-C-2(4)(G) Duty drawback
1. 
1-C-2(5) Development of a business case/plan
1. 
1-C-2(5)(A) Supplier relationship model
1. 
1-C-2(5)(B) In-country partners
1. 
1-C-2(6) Contingency plans and exit strategies
1. 
1-C-2(7) Country-specific governmental regulations
1. 
1-C-2(8) Brokers/import merchants
1. 
1-C-2(9) Trade networks/trading organizations
1. 
1-C-2(10) Logistics providers
1. 
1-C-3 Develop and maintain documentation regarding cross-border transactions [2Q]
1. 
1-C-3(1) Federal regulations pertaining to restricted parties and countries
1. 
1-C-3(2) Customs requirements
1. 
1-C-3(3) Broker arrangements
1. 



[bookmark: _Toc250384735]Social Responsibility [5Q]

1-D-1 [2Q]
1-D-2 [2Q]
1-D-3 [1Q]



[bookmark: _Toc250384736]Sourcing [2Q]

1-E-1 [1Q]
1-E-2 [1Q]



[bookmark: _Toc250384737]Supplier Relationship Management [6Q]

1-F-1 [1Q]
1-F-2 [2Q]
1-F-4 [1Q]
1-F-6 [2Q]



[bookmark: _Toc250384738]Forecasting [5Q]

2-A-1 [3Q]
2-A-2 [2Q]



[bookmark: _Toc250384739]Logistics [12Q]

2-B-1 [4Q]
2-B-2 [2Q]
2-B-3 [4Q]
2-B-4 [2Q]



[bookmark: _Toc250384740]Materials and Inventory Management [12Q]

2-C-1 [1Q]
2-C-2 [4Q]
2-C-3 [4Q]
2-C-4 [3Q]



[bookmark: _Toc250384741]Organizational/Department Assessment [10Q]

2-D-1 [4Q]
2-D-3 [4Q]
2-D-4 [2Q]



[bookmark: _Toc250384742]Planning [9Q]

2-E-1 [5Q]
2-E-2 [4Q]



[bookmark: _Toc250384743]Product and Service Development [3Q]

2-F-2 [3Q]



[bookmark: _Toc250384744]Project Management [8Q]

2-G-1 [5Q]
2-G-2 [3Q]



[bookmark: _Toc250384745]Quality [3Q]

2-H-3 [3Q]



[bookmark: _Toc250384746]Leadership [30Q]

3-A-1 [4Q]
3-A-2 [6Q]
3-A-3 [3Q]
3-A-4 [1Q]
3-A-5 [2Q]
3-A-6 [5Q]
3-A-7 [2Q]
3-A-10 [2Q]
3-A-12 [2Q]
3-A-18 [3Q]



[bookmark: _Toc250384747]Risk and Compliance [15Q]

3-B-1 [3Q]
3-A-2 [3Q]
3-A-4 [1Q]
3-A-5 [2Q]
3-A-6 [3Q]
3-A-7 [3Q]



[bookmark: _Toc250384748]Strategic Sourcing [35Q]

3-C-1 [7Q]
3-C-2 [6Q]
3-C-3 [6Q]
3-C-4 [7Q]
3-C-5 [5Q]
3-C-6 [4Q]
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