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Western Pulp Analysis

Assumptions

Monthly production = 21,000 tonnes or 252,000 tonnes per annum

Price to Western Pulp = $500/t

Western Pulp is paid 30 days after invoice

Interest rate = 10%

I- How much would Western Pulp save annually if they are paid 30 days after the invoice vs. 60 days? 

If Western Pulp gets paid 30 days earlier then they can invest this for 30 days, assuming an annual rate of 10% and continuous compounding then at the end of the month they would be saving approximately $4.16/t, which translates to    $4.16/t (21,000) = $87,360

Annual savings = $87,360 (12) = $1,048,320

 Calculation:  

     Monthly savings per ton   $500 { (2.71828^(0.1*1/12)-500 = $4.16/t

     Annual Savings per ton = $4.16 * 12 = $49.92/t 

     Total savings = $49.92/t * 21,000 = $1,048,320

II- If inventory is assumed to be 5% of the production what is the total cost of carrying this inventory, again assuming a cost of 10%.

                           5% (252,000) = 12,600 tonnes

                           opportunity cost = 12,600 tonnes *$500 = $6,300,000     

                           borrowing costs @10%

                            Costs per ton = 500(2.71828^0.1)= $553

                            Total costs = $553 * 12,600 = 6,967,800 - $6,300,000 = $667,800

If Western Pulp had no inventory they would not incur this cost.

III- Assuming that 1% of production is sold to bad creditors how much would they be losing?

                                        1%(252,000) = 2520 tonnes sold to bad creditors

                                        Totals cost  = $500 (2520) =$1,260,000

 ANNUAL TOTAL SAVINGS = $1,048,320 + $667,800 + $1,260,000 = $2,976,120


