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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. 
	1.1  If an organization makes an error and opens its facilities in unfavorable location –after spending millions – it cannot just close down and move to an improved place. Working in the wrong location can give very poor performance, but moving can be equally difficult. The only solution, of course, is to decide the right location in the first place. The right location does not promise success, but the erroneous location will surely guarantee failure. This is why you do not see nightclubs in housing areas where most of the people are retired, big petrol stations on country lanes where they don’t get a chance to attract passing consumers, factories in city centers where their expenses are too high, or oil refineries far away from ports where inner transport would be too costly.

1.2 Location decisions are always difficult, and businesses have to think many factors. Some of these can be calculated – or at least predicted – such as operating costs, taxes, wage rates, currency exchange rates, distance from present locations, number of competitors, development grants, reliability of supplies and population. Other factors are no quantifiable, such as the class of infrastructure, political steadiness, social attitudes, trade relations, legal system, and prospective developments of the economy, etc.

1.3 There are quite a few alternatives of selecting new facilities:

· The end of a lease on the present premises;
· Expansion into further geographic areas;
· Changes in the site of customers or suppliers;
· Changes to operations – like an electricity corporation moving from coal generators to gas
· Upgrading facilities – for instance - introducing innovative technology
· Changes to transport – such as, an exchange from rail transport to roadway transport
· Changes in the transportation network – such as, the opening of the Channel Tunnel or Road
· Bridge between Sweden and Denmark
· Mergers or acquisitions giving duplicate operations must be rationalized. In practice, when a
· Business wants to change its facilities – either get bigger, move locations, or close down 
· It has three alternatives:
Expand or change present facilities, at a present location
Open supplementary facilities at another site while keeping all particular facilities; or
Close down present operations and move.

1.4 Where there are just a small number of feasible site and an organization has to select the best.

Feasible set approaches recognize existing sites, compare them, and find the most excellent. An obvious examination calculates the whole cost of working from every location and finds the cheapest. In practice, a lot of costs of running a facility are permanent despite of its location. Then instead of looking at the entire cost, we can think of those costs that vary mainly the transport and operating costs.

Total variable cost = Operating cost + Inward transport cost + Outward transport cost of a facility

Locations near to consumers have higher costs of inner transport, and those near to suppliers have higher costs of outer transport, so the finest location is likely to be in between. An obvious trouble, though, is that we do not know the genuine costs before we in fact open a facility.

If we can simply use the costs for comparisons, we may as well build the calculations as simple as possible. For instance, the operating costs in near locations may be virtually the same, so we can eliminate these from the equation and focus on transport costs. It is hard to find the precise cost of delivering to any particular consumer, so we can suppose that the transport cost is comparative to the distance moved.

2 The facility location is concerned with a hierarchy of decisions. At the top of this, there are wide decisions regarding which geographic areas to work in. Then, there are more local views that think option countries or areas within this area. Then, we look more intimately at option towns and cities within this area. Finally, we think of different sites within a chosen town.

The broad decisions concerning geographical regions and countries come from the company strategy. An organization with a plan of global operations or growth must constantly look for new locations. The supply chains turn out to be more complex, but logistics has to be so well-organized that lower production costs are not filled by higher logistics costs. A trouble with moving to areas with low cost operations is that they may present higher total costs than expected. Many people suppose that low wage rates mean low total cost. This is not essentially true, as low wages can be escorted by very low output.

Another difficulty is that transport costs vary quickly, and rises can make them more significant than operating costs. Large, well-organized steel mills in Taiwan, Japan, and South Korea, for instance, have low operating costs – but importing coal and iron ore, and transportation of finished steel is so costly that their delivered price is high. Maybe the overruling consideration is that costs might not be a leading factor in location. A logistics plan may focus on quality, speed of response, flexibility, reliability, customer service and so forth, rather than least cost.
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