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1. Give brief answers for the followings questions:

I. Time series method used for forecasts in supply chains is based on the assumption that;
a) Demand is strongly related to particular environmental factors.
In most cases, can be concluded that certain environmental factor have an impact on the demand of the product. 
For example, it can be expected that the sales of winter boots increase in winter time due to the colder temperatures. Furthermore, it can be mentioned that the prices of advert on television increase during big events such as the football World Cup.

b)  Historical patterns of demand are a good indicator of future demand.
In this case, the forecast of the demand is based on historic demand patterns. These products are not innovative or rapidly developing, the market presence of them does not change much in terms of the previous period, because if that was the case, the shopping behaviors of the customers would change from one period to the other.



c) What will happen if a competitor opens a new store nearby?
By using the simulation method, the expected changes in sales are approximately predictable and can be mapped for further steps. In this case, they are examining the customer behavior under diverse circumstances from the perspective of fundamental and time series means. All in all, it can be said that the sales will decrease, which leads to a less profitable business.

II. Explain the four variables of supply chain forecasts.
Set up the forecasting of customer demand is a complex and challenging task. 
There are four known scientific methods and their combinations, which can be applied for this purpose:

· Qualitative: The role of this method increases when there is little data available.
They examine the rate of sale of the products that are comparable to the product what they wish to sell, therefore an approximately demand can be formulated.

· Casual: Based on the fact that demand is strongly related to particular environmental circumstances. Credit applications are strongly declined in case of car purchase after the World Economic Crisis (2008). In contrast, the sales of lower category used cars increased.

· Time Series: It’s the most general type of forecasting.
Using historical data to determine demand. This method can be used if the demand of product does not change outstandingly, such as manufacturing cleaning products.

· Simulation: This technique allows to find out what will happen in the market if significant changes happening in the business environment.
It applies the combination of fundamental and time series methods in order to obtain data about the behaviour of customers when the circumstances are different from the previous one.

III. What is a quantitative forecasting method in supply chain forecasts?

The Qualitative forecasting method based on the principle that products in similar categories have similar sales volume, therefore demand of the product will be similar too.
This type of method is the most suitable, for example, when a new product is brought into the market and little or no data is available.
For example, if a pub serves five different beers and they would like to sell a sixth variety of beer, in this case can be assumed that the sixth beer will have similar demand. Pro rata to the other five beers if we assume the market share is equally split across the five flavours.



IV. Outline the different ways used for managing credit risk.

The expansion of business is conditioned on working with new customers. New customers always carry the risk of not paying their depts.
Credit Risk Management is responsible to find a way to reduce the danger of selling.
· Set up new terms like short payment terms to decrease risk period
· Work with credit insurance company to ensure that the business get back its money
· Place liens on customer assets to giving another good reason to adhere to the payment terms
· Use government loan guarantees if applicable to your business


V. What is ‘Aggregate Planning’? Outline the approaches used in aggregate planning.

Aggregate planers task is to generate a plan that the products (established forecasting demand) reaching their destination without any problems to satisfy customers and ensure maximum revenue to the company.
The planning is done at the collective level which includes the related short-term decisions such as production, stock and distribution.
There are three fundamental approaches used in aggregate planning:

1. Amount of production capacity
In this method, the total capacity of production is coordinated with the level of demand. This is the most cost-effective if 100 percent of this capacity being used.
As the demand change, the adaptation can be expensive. The best-case scenario if the cost of moving inventory is high and the cost of shifting capacity is low.

2. The level of utilization of the production capacity
In this case being used varying levels of total capacity to match demand.
This method the most suitable if there is surplus manufacturing capacity available.
Consumption of production capacity can be increased or decreased by set up flexible work scheduling. This approach the best if the inventory cost is high and the expenditure of surplus capacity is comparatively low. Or if a lot of capital is used in storing unfinished goods, such as valuable materials for the production of jewellery. 





3. The amount of inventory to carry
This method is most useful in case if the cost of capacity and altering capacity is high and the expenditure of carrying stock and backlogs is fairly low.
An additional feature is that the production is continuous, steady and it’s not coordinated with demand. Due to the changing demands, there is a chance that the stock is carrying surplus or running low and use backlog for this case.

2. What is procurement? Discuss the main categories of procurement.
Procurement is one of the main activities of source operations which obtain materials and services. However, this function is more complex and can be divided into five major activity categories:
1. Purchasing
Purchasing activities provide the required products. There are two kind of products what companies buy:
· Direct or planned materials that are required to make products that the business sells to its customers
· Indirect or MRO (maintenance, repair, and operations) products that a business uses as part of everyday operations.
In this procedure a lot of data has to be exchanged between the buyer and the                      supplier, such as prices, items, quantities ordered, details of delivery and payment terms.

2. Consumption Management
Consumption Management is carrying out that part of purchasing which is examining how much of what types of products are purchased from whom and at what prices.
This includes all products that companies buy for their operation and production.
In addition, the department look after that the utilization of each product is operating effectively, filter out the possibility of error and resolve any associated problems.





3. Vendor Selection
There is need to prepare an ongoing study about the procurement capabilities required to support the company’s business strategy and its operating structure.
This includes a comparison of the significance of supplier’s capabilities, such as prices, value of product class, service levels and just in time delivery.

4. Contract Negotiation
Once the potential vendors have been selected, the next step in the contract negotiation is the discussion, which includes particular items, prices and service levels. Vendors can be selected from different approaches, for example based on prices, quality factors, level services and mechanical support.

Suppliers require a regular set of capabilities and in order to purchase efficiency is advantage if they set up electronic links to make a lot easier getting orders, sending invoices, etc. 
Furthermore, due to the companies usually want to hold low inventory, suppliers require making smaller deliveries but those must be placed accurately and absolutely.

All these requirements are important to be discussed, in addition to the fundamental issues.
Furthermore, the terms of payment must be set up and the conditions which includes the unit price of a product, payment of other value added services, definition of performance targets and penalties, other fees of them in case of non-compliance.

5. Contract Management
Companies are strongly depended on their selected suppliers. And that their operations meet the service level as agreed in the contract. 
Therefore, it’s important to hold the suppliers responsible to follow the performance. A production database needs to be maintained and if a difference occurs from the standard, it may come with consequences for the particular supplier.










3. Discuss inventory management plan.
Companies emphasize that the storage needs to be as cost effective as possible.
Inventory management includes all those techniques, which are applied to controlling inventory levels. Operation of inventory management is mainly based on demand predictions of product and the prices of products. 
Therefore, inventory management’s task is to maintain the level of service that customers need and in the same time, keep it as cost effective as possible, to provide the best product prices.
There are three types of inventory:
· Cycle Inventory
· Seasonal Inventory
· Safety Inventory

Cycle Inventory
Cycle Inventory’s main aspect is the economies of scale.
In this case, it is based on the fact that an order or produce in large quantities at once is cheaper than order more times smaller quantities, even if it needs to be stored in large quantities. The production here does not match the demand forecast.

Seasonal Inventory
Seasonal inventory also based on economies of scale but from different approach.
The management is trying to focus on the production matches the forecast and does not accumulate a surplus. Once the annual demand is established the production schedule can be set up and the capacity can be fixed.
If the expected amount is not sold, the management can encourage the customers by reducing the price.

Safety Inventory
Safety inventory, as the name suggests, is based on the theory, that it is important to constantly have a certain security stock in case if the demand changes.
Due to the ambiguity in the market and that the stores do not like to run out of stock, safety inventory is a fundamental solution. The safety stock level must be in accordance with the level of ambiguity. Depending on the product it might be appropriate to have one week of sales of safety inventory or one month.
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