[image: image7.png]Bijoux LeMonde
Claude LeMonde, CEO





Memorandum

To:

Mr. Claude LeMonde
From:

Sandra l.Aponte-Cipriani
Date:

Juky 7, 2006
Re:

Channel 24K Deal

· Background and context of the situation
· The expectation is that the jeweler shall deliver to to the channel a total of 40,000 L'Eternite bracelets, to be delivered in installments in each of the next four quarters. 

· The quarterly delivery amount shall be for the first quarter, 8,000 bracelets; for the second quarter, 10,000; for the third quarter, 10,000 bracelets; and for the fourth quarter, 12,000. 

· The starting price of each unit for the channel shall be U.S. $210. This figure shall be adjusted, either higher or lower, depending on the current price of gold throughout the coming year. The cost per unit for the channel will be adjusted by the exact proportion by which the price of gold changes, as measured on the first trading day of each month. 

· The reply from from the channel includes details of delivery discussed and agreed to by the parties. In each of the next four quarters, the channel will order between 1,500 and 10,000  bracelets (as specified in your letter, each one is to be a 9.17-gram, 22-karat gold bracelet). Most likely, they will ordered somewhere around the average of the high and low, or about 5,750 bracelets.
· The cannel will pay a fixed price per unit of U.S. $180.00 for each bracelet. 

· The TV channel will notify the jewller in writing, of the exact quantity ordered no later than two weeks in advance of the start of the following quarter, and we reserve the right to request further quantities at any time during each quarter. 

Recommendations:

Justification:
Overview of methodology:

Technical Section:

Simulations become really useful when there are two or more random variables that interact in a way that cannot be determined analytically. The demand for the bracelet is now uncertain and must be simulated along with the price of gold. You will continue to build on your simulation skills by incorporating demand as a random variable in your simulation by using a probability distribution that is different than the one for the price of gold.

Your Deliverable

Your deliverable will include the following:Random variable:demand Triangular probability
· A completed simulation decision-model spreadsheet. Using Crystal Ball, simulate potential profit and loss, addressing the uncertain demand from Channel. Run the simulation twice, using 500 and 10,000 iterations, and submit both sets of results. 

Justification: What are your reasons for your recommendations? Outline the risk involved at all levels of, identifying the potential worst quarter and describing the VaR for each quarter and the year. Does this deal have the potential to be? What is the risk of incurring a loss? The value at risk (VaR) has become a shorthand phrase the financial community uses to indicate a specific value for which there is a 5 percent probability of that amount (or less) being generated. Typically the VaR is a negative number, or loss, but it can also refer to a positive number.

To find VaR using the grabbers, first select "Preferences, Display Range" from the menu bar, then select "Using Frequency Grabbers."
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