Homework 4 Solutions

Question 1:

Uncertainty has significant impact on the supply chain. Certain decisions regarding supply chain design cannot be changed easily. Once made, they must remain in place for several years. Therefore, it is essential to make these decisions as accurately as possible. In other words, it is essential to consider all the possible scenarios that might arise in future operations. If uncertainty is not taken into account, there might be scenarios in the future when the supply chain performance suffers.

Question 2:

Some of the major sources of uncertainty: fluctuations in demand, prices, exchange rates, costs and the behavior of the competitors.

Question 3:

The basic principle of DCF analysis is that there is an additional value in any revenue or expense, beyond its nominal value, that relates to the particular timing at which the collection of this revenue or the payment of this expense takes place. This value results from the fact that any amount of cash available over a certain period can be invested at the running interest rate, and therefore, generate additional value. More specifically, the present value of some revenue or expense of A dollars that will occur N years from now, is equal to A/(1+I)N, where I is the available interest rate for the considered N-year time interval. Under this observation, two or more streams of cash flows can be compared on the basis of their net present value (NPV), i.e., all costs and/or revenues in each cash flow stream will be converted to a present value, and the NPV for the entire stream will be the sum of the PV’s of all revenues minus the sum of PV’s of all costs. The cash flow stream with the highest NPV is the preferred one.

Question 6:

Some of these financial uncertainties are: costs (labor, transportation from plant to markets, taxes and tariffs), exchange rates, and the state and availability of infrastructure.

Question 7:

Some other factors that must be taken into consideration while deciding where to source a product are the political, economic and social stability of the considered countries / regions, and issues that can arise from the cultural differences at these countries.

Exercises 1 and 2

For exercises 1 and 2 look at the excel spreadsheets in the accompanying Excel file. To understand the structure of the computations presented in this file look at the formulae that generate the values for the different cells. You can obtain these formulae by clicking upon the corresponding cells.

Exercise 4:

Bell would need the following information:

· Time horizon over which the considered system will be operational

· Quantifiable measure(s) of how much the system will be used, i.e., a profile for the required computing capacity over the considered time horizon.

· Monthly payments charged by SC-ASP for various capacity levels

· Upfront license fee for SCSoftware and any terms on the provided capacity

· Maintenance costs in case SCSoftware is selected

· Applicable discount rates for the considered horizon

In addition, Bell must consider the quality of service and the stability and trustworthiness of the two companies (this industry sector is particularly notorious for its volatility, i.e., the speed with which companies created and dissolved.) Furthermore, the security of putting potentially critical information for the company on another company’s server is an issue that must be considered thoroughly by the company.

