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ASSESSMENT 4

1. Give short answers for the following questions:
I. Time series method used for forecasts in supply chains is based on assumption that:
a) Demand is strongly related to particular environmental factors. – Casual forecasting method.
b) Historical patterns of demand are a good indicator of future demand. – Time series method = correct answer.
c) What will happen if a competitor opens a new store nearby? – Simulation method.

II. Explain the four variables of supply chain forecasts.
Decisions in supply chain depend on the forecasts that identify which products will be required in what amount and what time. These decisions influence the plan of internal operations and cooperation to meet the market demand. There are 4 variables which determine what market conditions will be like:
· Supply (amount of product available; lead-time and ambiguity);
· Demand (overall market demand for product; stable, seasonal, expansion etc.);
· Product characteristics (product features that influence demand; innovation, developing fast, alternatives etc.);
· Competitive environment (actions of product suppliers in the market; promotions, advertising, price wars).

III. What is a qualitative forecasting method in supply chain forecasts?
This method relies on person’s perception or subjective views about a market. It is usually used when there is little past data to work with, for example introducing new product to the market – intuitive comparison with other alike product. Based on intuition and the opinions of sales managers, reasonable trends of the future demand can be calculated. This forecast is good for short term planning until some data are cumulated which help to predict long-term trends. 

IV. Outline the different ways used for managing credit risk.
The credit function works to aid the company take intelligent risks to that maintain its business plan. The credit operation examines potential consumers to make sure the company only conducts business those consumers who will be able to pay their bills. The supply chains that a business participates in, are often chosen on the basis of credit decisions. 
For main customers and chiefly large individual sales, the credit decision can be prepared directly for a single consumer as a particular deal – this increases the worth that a company can offer to such a consumer and can be an important part securing a new business.
If a company wants to expand in a definite area, the credit decisions can be adjusted to this plan – selling to new consumers without having any idea if they will be able to pay their bills but there are the methods how to decrease the credit risk – 
· Risk-based pricing: Lenders generally charge a higher interest rate to borrowers who are more likely to default. 
· Covenants: Lenders may write stipulations on the borrower, called covenants, into loan agreements.
· Credit insurance: Lenders and bond holders may hedge their credit risk by purchasing credit insurance. These contracts transfer the risk from the lender to the seller (insurer) in exchange for payment. 
· Tightening: Lenders can reduce credit risk by reducing the amount of credit extended, either in total or to certain borrowers. 
· Diversification: Lenders to a small number of borrowers (or kinds of borrower) face a high degree of unsystematic credit risk, called concentration risk. Lenders reduce this risk by diversifying the borrower pool.
· Deposit insurance: Many governments establish deposit insurance to guarantee bank deposits in the event of insolvency and encourage consumers to hold their savings in the banking system instead of in cash.
· Liens on consumer assets.
· Government loan guarantees for exports.

V. What is “Aggregate Planning”? Outline the approaches used in aggregate planning.
Aggregate planning is to generate a plan for the business to meet the predictable/forecasted demand and its function is to assure demand in a way that can maximize revenue for the company. The planning is done at the collective level, not at the level of individual stock keeping unit and the short term decisions are taken about production (rate of manufacturing, workforce, subcontracting, overtime), stock (stock on hand and backlogged orders) and distribution (products movement from the place of production). There are 3 fundamental approaches influenced by 3 variables – amount of production capacity; level of utilization of production capacity; and the amount of inventory to carry. Approaches are:
· Use production capacity to match demand – the total capacity of production is matched to the level of demand and this method works best when the cost of moving inventory is high and the cost of shifting capacity (workforce and plant) is low.
· Utilize varying level of total capacity to match demand – this model can be utilized if there is surplus manufacturing capacity available. The approach is logical when the outlay of carrying inventory is high and the expenditure of surplus capacity is comparatively low.
· Use inventory and backlogs to match demand – this method results in higher capacity consumption and lower costs of varying capacity but it does make large inventories and backlogs with time as demand changes. It should be utilized when the price of capacity and altering capacity is high and the expenditure of carrying stock and backlogs is fairly low.

2. What is procurement? Discuss the main categories of procurement.
Procurement is the acquisition of goods, services or works from an outside external source. It is favourable that the goods, services or works are procured at the best possible cost to meet the needs of the purchaser in terms of quality and quantity, time, and location. All purchaser decisions include factors such as delivery and handling, marginal benefit, and price fluctuations which are equally important as purchasing for the best possible price. Major part of the procurement is purchasing but in total there are 5 categories in procurement which include:
· Purchasing – there is direct = planned purchases required for production of the product/selling the product to customers or indirect = MRO purchases (maintenance, repair and operations). Purchasing decisions are taken, purchase orders place, vendors are contacted and orders are delivered. During this procedure, there is a lot of data exchanged between purchaser and supplier and the communication should be done in a good timing and without fault as the miscommunication can have a huge consequences. Discussed are prices, items, quantity ordered, delivery dates and addresses, billing addresses and payment terms.
· Consumption management – is how much of what classification of products are being bought across the whole company as well as by every operating unit based on study/understanding of how much of what types of products are purchased from whom and at what prices. There is all the time ongoing comparing between planned and real consumption and actions being taken if consumption is below or under expectations.
· Vendor selection – based on the company’s strategy and operating structure, the price of vendor’s product is not the only one to be considered to meet the business plan and operating needs. There is also the value of the product class, service levels, just in time delivery, mechanical support etc.
· Contract negotiation – with individual suppliers where the particular items, prices and service levels are agreed/negotiated; ability to set up electronic links getting orders, conveying delivery notifications, sending invoices and getting payments. Not only price is important, also the added value service for example more often accurate small deliveries. Performance targets, penalties and other fees are explained if targets are not met.
· Contract management – once contracts are in action, supplier performance should be measured against the contract if supplier meets the contractual obligations and if service falls below the standard, hold them responsible to meet the service agreed in contract.

3. Discuss inventory management plan. 
The objective of the inventory management is to decrease the cost of stock as much as possible while maintaining the levels of service that customers need. Inventory management is a constant procedure (collection of techniques) of balancing product inventory levels based on demand prediction for product and the price of product. There are 3 types of inventory:
· Cycle inventory – this is the necessary inventory to meet the demand of the product over time period between placing orders for the product. Cycle inventory is affected by economy of scale concerns and that’s why is essential. It is more attractive to make smaller numbers orders of big quantities of products rather than permanent orders of little product quantity. The distributor and producer make products in huge batches as it’s cheaper – this is process of accumulation of inventory because of the fact that production and stocking of products is done in lot sizes that are bigger than the constant demand for the product but it’s cheaper for production and distributor’s ordering. The end consumer of a product might actually utilize product in constant small amounts all over the year.
· Seasonal inventory – is affected by economy of scale concern and it’s based on expectation of future demand, so the company decides to create and stock products. If it’s costly to boost productive capacity, in that case is better to consider fixed productivity during the low demand to be ready for high demand in the future and built up the stock. As the stock can run out of expiry date the demand predictions have to be precise. Manufactures can prepare the promotions or incentives to attract distributors to buy the products and store them in their warehouses.
· Safety inventory – is affected by certainty of product demand. This inventory is also essential to balance for ambiguity that is present in supply chain to not run short of inventory in face of unanticipated demand or unforeseen delay on orders. The higher is the level of ambiguity, the higher is the level of safety inventory that is essential.
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