Bijoux LeMonde Task 3

REQUIREMENTS

A simulation model spreadsheet: Using Crystal Ball, incorporate

Wahl's price insurance offer. Include the quarterly, worst quarter, and

annual estimates of expected profits with and without insurance,

calculating the VaR and the probability of a loss.

Recommendations: What should LeMonde do, accept or reject

Wahl's price insurance offer? 
What is your final recommendation

for Bijoux LeMonde regarding the Channel 24K deal?

Justification: What are your reasons for your recommendations?

Discuss how the insurance offer from Wahl changes the situation.

Discuss your reasoning for your final recommendations, taking

into account everything about the situation.

• Overview of methodology: Briefly describe how you modified the

simulation to model the problem with insurance.

• Technical section: Detail the changes you made to the model you

used in the previous task. Include the Crystal Ball output.

Suggested Approach

• Start with the model you have from the previous task and build on it.

In building this simulation, use Hart Wahl's quoted price ceiling, and

the current price as the purchase price when it is less than the insured

price. How do the results change? Using price insurance should

reduce the risk in the Channel 24K deal. Does it also reduce the

expected profit?

• Hart's Offer of Price Insurance Hart Wahl's written offer of gold

price insurance to Claude LeMonde.

Bijoux LeMonde Task 3

Narrator: After receiving Channel 24K's offer to buy an unknown quantity of L'Eternite bracelets at a fixed price, LeMonde becomes quite concerned that Bijoux LeMonde will shoulder all of the risk of the fluctuating price of gold.

On the recommendation of his gold refiner, Nadine Wylder, LeMonde sends you to Zurich to meet with Mr. Hart Wahl, who specializes in commodity options.

Hart: It sounds like Bijoux LeMonde needs to lock in on a price for gold, so you don't want to get any unwanted surprises down the road. Well, you've come to the right place.

Here's a standard agreement. I will guarantee you a fixed maximum price for gold over the coming year. That price will be higher than the current price of gold—you'll basically be paying a premium for this service—but you'll be assured that your price won't go any higher. In addition, if at any time you don't want the gold at that price, you don't have to purchase the gold from me.

Give me a call if you have any questions.

You return to the office to report back to Claude.
Claude: Well, now what do we do? Say we use that guaranteed price of gold—can we figure out whether to take the deal that Channel 24K offered us? Would we be guaranteed a profit in each quarter? What do you think?


	M. Claude LeMonde

	% Bijoux LeMonde

	24 Rue du Theatre

	1211 Geneve 11

	Switzerland


VIA FACSIMILE

Dear M. LeMonde:

This will confirm our conversation of earlier today.

In any or all of the next four quarters, Bijoux LeMonde may purchase gold directly through me at the fixed price of U.S. $320 per ounce. This price is not contingent on the market price of gold. The cost or premium for this guaranteed price is U.S. $5662 per week, to be paid on a quarterly basis (with 13 weeks per quarter).

Bijoux LeMonde is not required to purchase any minimum amount of gold under these terms, nor must Bijoux LeMonde purchase gold through me in any quarter in order to reserve its right to do so in a subsequent quarter. However, under these terms Bijoux LeMonde may purchase gold sufficient only for its jewelry-manufacturing operations, and it must provide quarterly production summaries showing appropriate use of the gold it purchases through me.

This offer will remain open for one week from today's date. If the above general terms are acceptable, please call me directly, and I will forward you a formal contract.

Yours truly,

Hart Wahl

