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1. Give brief answers for the followings questions:                                          (15)

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.

b) Historical patterns of demand are a good indicator of future demand.

c) What will happen if a competitor opens a new store nearby?
Answer:  (b)

II. Explain the four variables of supply chain forecasts.
Answer:

Supply chain forecast is done through the following variables
· Supply

·  Demand

·  Product Characteristics and 
·  Competitive Environment
In order for business to succeed in its supply chain management, it must clearly predict the right supply chain requirements while mapping with the market demand of its production. Again, the firms/entities must define/design product chatateristics which suit to the customers tastes

Competitive environment means the sum of all activities of a corporation and its competitors. What is the market share of a business? In spite of whether the total size of a market is increasing or shrinking, what is the movement in an individual company’s market share? Is it rising or declining?

What is the market share inclination of competitors? Market share trends are influenced by product advertising and price wars, so forecasts must consider events that are planned for the forthcoming period. Forecasts must also account for predictable promotions and price wars that will be beginning by competitors.
III. What is a quantitative forecasting method in supply chain forecasts?
Answer:
Quantitative forecasting method is the opposite of qualitative approach. For quantitative methods, there must be quantities of figures and numbers to apply with statistical methods/approaches to analyse the data to produce useful information for decision making.

All methods which use available statistics to drive the decision is called quantitative method. For example time series methods uses historical records to derive the forecasting figure for business managers to make meaningful and sound decision about running the business unit.

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

Credit risk is the risk that a borrower will not repay a loan according to the terms of the loan, either defaulting entirely or making late payments of interest or principal.
Credit risk management is based on Credit Culture “This is the way we handle credit”. Credit Policy determines the credit culture. Credit risk and regulatory guidelines include

· No ambiguity in postulations- chance for different understanding interpretations

· Loan policy must clearly mark the boundaries 

· Government

·  RBI

·  Bank

· Loan policy should ideally list out restrictions that credit grantors can refer

·  Loan policy must provide for exceptions- list out if possible 

· Loan policy must also lay down the levels of authority for certain credit decisions

The following are the two classes recommendations for organization to effectively manage their credit risks
A.  Making Risks Visible, Measurable, and Manageable

· Meaningful Credit Culture Throughout

· Consistent and Comprehensive Scoring System

· From Scoring to Ratings

· Expected Risk (Migration, Loss) and Returns - Market and/or Bank Data Bases

· Individual Asset and Concentration Risk Measurements

· Reflect Risks in Pricing - NPV, Portfolio, RAROC Approaches

· Marking to Market

· Measure Credit Risk Off-Balance Sheet - Netting

· Futures, Options, Swaps

B.   Organizational Strategic Issues
· Centralized vs. Decentralized

· Specialized Credit and Underwriting Skills vs. Local Knowledge

· Establishing an Independent Workout Function

· Managing Good vs. Bad Loans

· To Loan Sale or Not

· Credit Derivatives

· Credit Risk of Derivatives 

To summarize, the credit function works to aid the company take intelligent risks that maintain its business plan. What may be an awful credit decision from one viewpoint might be a good business decision from some another perspective. If a business wants to expand market share in a definite area it might make credit decisions that assist it to do so. Credit people work with other people in the company to find new ways to lower the danger of selling to new types of customers. Payment terms that are good-looking to consumers in these market segments can be devised. Credit risks can be decreased by the use of credit insurance, liens on consumer assets, and government loan guarantees for exports.
V. What is ‘Aggregate Planning’? Outline the approaches used in aggregate planning.
Answer:

The aggregate plan is the frame within which short-term decisions are taken about

Production, stock/inventory, and distribution/transportation. Production decisions engage setting up parameters like the rate of manufacturing and the amount of production capability to use, the volume of the workforce, and how much subcontracting and overtime to use. Inventory decisions can be how much demand will be served right away by stock on hand and how much demand can be met later and turned into backlogged orders. Distribution decisions describe how and when product will be shifted from the place of production to the site where it will be used or acquired by customers or end users of the product or service. 
There are three fundamental approaches to take in creating the collective plan. They involve trade-offs among three variables, which are:

· Amount of production capacity

· The level of utilization of the production capacity

· The amount of inventory to carry. 
2. What is procurement?  Discuss the main categories of procurement.         (8)

Answer:

Procurement is the purchase of materials and service from outside organizations to support the firm’s operations from production to marketing, sales, and logistics. 
Procurement activity involves such activies like supplier selection, negotiation of price, supplier quality assessmen etc.
In other words, Procurement means acquiring goods and/or services from an outside source. Procurement is the term generally used by government, while business uses the term purchasing and outsourcing is commonly used by the information technology industry.

Project procurement management includes the following processes for acquiring goods and services from outside the project organisation: Main categories of procurement are summarized below:-
· Procurement planning: determining what to procure and when.

· Solicitation planning: documenting product requirements and identifying potential sources.

· Solicitation: obtaining quotations, bids, offers, or proposals as appropriate.

· Source selection: choosing from among potential vendors.

· Contract administration: managing the relationship with the vendor.

· Contract close-out: completion and settlement of the contract.

The figure below summarises the major processes involved in procurement management, and identifies important milestones associated with each stage.
For example, after procurement planning the key milestone is the “make or buy decision”. This will determine if further procurement management processes are required.
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3. Discuss inventory management plan.                                                              (7)
Answer:
Inventory is the raw materials, component parts, work-in-process, or finished products that are held at a location in the supply chain. In order to have proper inventory management plan, business managers needs to remind themselves of the cost of inventory to their organizations.  Below is the brief summary of costs associated with Inventory

· Physical holding costs:

· out of pocket expenses for storing inventory (insurance, security, warehouse rental, cooling)

· All costs that may be entailed before you sell it (obsolescence, spoilage, rework...)

· Opportunity cost of inventory: foregone return on the funds invested.

· Operational costs:

· Delay in detection of quality problems.

· Delay the introduction of new products.

· Increase throughput times
The following are various forms/types of inventory:-

· Raw materials & purchased parts

· Partially completed goods called  work in progress
· Finished-goods inventories 

· (manufacturing firms)  or merchandise  and (retail stores)

 The diagram below summarizes inventory in the supply chain listed above
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The main Objectives of Inventory is to achieve satisfactory levels of customer service while keeping inventory costs within reasonable bounds. i.e Level of customer service and  costs of ordering and carrying inventory
For an effective Inventory management plan, there must be in place:

· A system to keep track of inventory

· A reliable forecast of demand

· Knowledge of lead times

· Reasonable estimates of

· Holding costs

· Ordering costs

· Shortage costs

· A classification system

The following three mathematical models should assist managers to determine the order quantity of inventory:-

· Economic Order Quantity (EOQ or Q System)
· An optimizing method used for determining order quantity and reorder points

· Part of continuous review system which tracks on-hand inventory each time a withdrawal is made

· Economic Production Quantity (EPQ)
· A model that allows for incremental product delivery

· Quantity Discount Model
· Modifies the EOQ process to consider cases where quantity discounts are available
For effective inventory plan, ensure that there is correct record of inventory otherwise the following will result from inaccuracy of records:-
· Lost sales

· Disrupted operations

· Poor customer service

· Lower productivity

· Planning errors and expediting

Therefore these two methods must be used to check  record accuracy
· Periodic counting-physical inventory

· Cycle counting-daily counting of pre-specified items provides the following advantages:

· Timely detection and correction of inaccurate records

· Elimination of lost production time due to unexpected stock outs

· Structured approach using employees trained in cycle counting
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