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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	1. 
(i)  Having an effective supply chain can benefit companies in several ways. Examples of these are reduced costs in regards to production processes, purchasing, transportation and storage as well as a reduction in costs that can be passed onto customers and attract new business. In production terms, not all processes need to be done in house, you can utilize the skills and knowledge of specialised companies to achieve the best possible product for customers. Larger and more reliable orders may be possible if using a wholesaler, making forecasts easier and reducing dramatic changes in product demand. Reliable information is exchanged between all partners in a supply chain, more information means better decisions. A good supply chain can increase competitiveness for all partners within it.
(ii) In any supply chain, companies must make decisions collectively and individually in these five areas:                     
· Production – What product should be made? When it should be made? How much to make?
· Inventory – What inventory should be held at each phase of a supply chain? How much stock should be held as raw materials, semi-finished or finished goods?
· Location – Where should production facilities and storage space be located? Where are the most inexpensive locations for production and storage? Should old sites be used or new ones established?
· Transportation – How should stock be transported to and from each site within the supply chain?


· Information – How much data should be gathered and how much information should be shared? 
(iii) Supply chains have changed over the years and the slower moving mass markets of earlier years meant that winning companies would try to own much of the supply chain in order to gain greater efficiency through economies of scale. The problem with this is that it limits the range of parts you can produce and new products will have longer lead times. In the fast-moving markets of our current economy, companies will often focus on their main competencies and contract out other operations and services to make the most of the skills and knowledge in any given area. This makes a new product chain easier to establish and shorter lead times achievable.  
(iv) Inventory management is about determining what stock we should have, how much we should hold and frequency of orders placed for such items. There are many factors to consider when making these decisions and reliable information is key. Holding excessive stock means a company can be more receptive to changes in demand and give shorter lead times to customers. The problem with excessive stock is that it carries costs of its own and ties up working capital for the company. Keeping leaner stock will obviously have the opposite effect and may cause loss of sales. Inventory management is about finding the balance and using all information to keep all processes within the company running smoothly.
(v) Information is the key driver that all decisions are based upon and each link in a supply chain relies upon accurate, well timed and complete information from all others to make decisions that best suit the supply chain as a whole. By working together, decisions regarding daily activities such as production, inventory, location and transportation can be made confidently and accurately. It also helps in foreseeing future demand so the relevant decisions can be made.
(vi) Inventory is made up of everything from raw materials, work in process and finished goods. The levels of inventory can be defined in three different categories. Cycle inventory is the amount needed to satisfy production and customer demand between purchases of the product. Safety inventory is product held to cover any unexpected changes in demand. Seasonal inventory is held when increased demand is expected at certain times of the year; a company may not have the resources to cope with the increase so stock is held in preparation.
2. 	
Location decisions dramatically affect the structure of a business, the supply chain as a whole and every process within it. These will be considered when deciding locations. In the perfect world, you would find a site in a cheap location where skilled labour is cheap, nearby suppliers and services are highly skilled but inexpensive and customers are all within a short driving distance. This is very unlikely and so a balance needs to be made focusing on what is needed to establish the most competitive supply chain for the business. Actual site location is one decision that needs to be made. Setting up a business in Wales is far cheaper than setting up a business in London due to low labour cost and government grants but London may offer more resources for your business. Location of your suppliers is important. Suppliers in China offer cheap product but you can expect significantly longer lead times, a decreased flexibility in delivery date and order quantity, possible quality issues and shipping costs will be far more. Local suppliers are often more expensive but flexibility and shorter lead times mean a business will have improved reaction to changes in demand, quality issues will be easier to rectify and information can be shared with ease. Warehousing obviously has its own costs but well located storage facilities can dramatically improve delivery times and reduce cost by shortening and consolidating routes to the customers. Location decisions are based upon cost vs. performance strategy and will require product specific information to find the right balance.   
3. 
Producers: Make a product using raw materials or sub-assemblies brought in from suppliers. Companies that mine for minerals or drill for oil are classed as producers. The product does not need to be a tangible item, it can be software, music, designs or services like teaching a skill and performing surgery.
Distributors: Are the gateway for producers to get their product to the consumer. Distributors will buy product in large quantities and will often sell to other businesses. Distributors alleviate the pressure on producers in regards to demand variation. Most of the work will be marketing, sales, inventory management, transporting goods, customer support and post sales. A distributor may just broker the product between producer and consumer and never actually stock product.
Retailers: Retailers are the frontline when it comes to selling product to the end customer. They will hold stock and in smaller quantity, sell to the general public. Retailers will try different techniques to draw in the customers. Supermarkets have a wide range of products and offer discounts on certain lines. Specialty stores stock a small range of products but offer more choice on specific items. Retailers will take note of the preferences and wants of the customer.

CASE STUDY
The supply chain for milk starts from the farm. From the farm (step 1), the raw milk is transported (step 2), to the dairy (step 3). The dairy then processes the milk and it is then bottled on site or sent out (step 4). It is then sold to distributors or customer dependent on the business (step 5). Distributors will then sell to retailers (step 6) and retailers will sell to the end customer (step7).

PE Dairies is a producer, consumer, and a distributor. They receive raw product and go through numerous processes until it is delivered directly to end customer. Simon has to forecast demand and order raw milk accordingly. It is then processed through the dairy and bottled ready for the customer. It is then distributed to the customers’ home.

The problems PE Dairies face are:
[bookmark: _GoBack]A variation in demand means that Simon must be very cautious when purchasing raw product. The orders he places will be kept small and it is unlikely he will benefit from economical scale. Costs are therefore likely to be high. His products have a short life and that makes waste a big concern. Because of this, he cannot hold safety stock in cases of high demand or carry seasonal inventory over holiday periods or times of low supply and resources. Simon wants to keep waste down to 2 per cent, which means he limits business growth over a short period. A sudden increase in demand is not catered for and a loss of sales is very likely to happen. Delivering direct to the customer is advantageous in that you can build a relationship directly and gain loyalty. The problem is that it is a costly service and that is reflected in the selling price of the product. The number of supermarkets and shops are increasing year by year which means that milk and other dairy products can be bought for a fraction of the cost and are readily available within a short distance from home. Delivering direct to customers’ homes limits the potential growth of the business since only the local area can be covered and new custom that is outside that area is not viable as delivery costs limit profits. Trying to generate more business and sales through delivering leaflets is very costly and limiting in the same way as delivery. Time is spent in the design process, cost of materials, printing process and time spent delivering them. Advertising in this way also limits the amount of potential customers who can access the information, rather than, for example, using social media.
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