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Market Distribution in Supply Chain

Assessment 8  Total Marks:                                                                                                 30

1. Give short answers for the following questions:                                                          (15)

I. What is inventory management?

Answer

Let us first understand what inventory is, before we come to define how to manage inventory. Inventory is the raw materials, component parts, work-in-process, or finished products that are held at a location in the supply chain. Inventories can be classifies as Independent demand – finished goods, items that are ready to be sold for example. a computer, or Dependent demand inventories which  components of finished products for example, Parts that make up the computer. Therefore inventory Management is the application of management principles and functions to manage carefully the flow of materials in the supply chain to ensure that the customer is served best with right product at right time in right quality and cost. In other words, inventory management means achieving satisfactory levels of customer service while keeping inventory costs within reasonable bounds by keeping level of customer service and ensuring costs of ordering and carrying inventory is minimized. Effective inventory Management ensures the following:
· 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

· Provide acceptable level of customer service (on-time delivery)

· Allow cost-efficient operations

· Minimize inventory investment

The following diagram summarizes the types of inventories in the supply chain
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II. What is the purpose of keeping stocks in supply chain?

Answer:

The following list illustrates the main points depicting purpose of keeping stocks in the supply chain
· To meet anticipated demand of seasonal inventory
· To smooth production requirements

· To decouple operations

· To protect against stock-outs

· To take advantage of order cycles

· To help hedge against price increases 

· To permit operations

· Safety stock: buffer demand fluctuations

· Lot-size or cycle stock: take advantage of quantity discounts or purchasing efficiencies

· Pipeline or transportation inventory

· Speculative or hedge inventory protects against some future event, e.g. labor strike

· Maintenance, repair, and operating (MRO) inventories

To summarize, we build and keep inventory in order to match supply and demand in the most cost effective way
III. What is a reorder cost?

Answer:

Ordering cost can be summarized by this equation
Ordering Cost  =  (number of orders) x (cost per order) in short , ordering cost of supplies is unit cost of items orders multiply by the total number of units orders plus administrative cost of placing an order. In other words it the cost of ordering and receiving the supplies ordered. Ordering cost  is a Fixed, constant dollar amount incurred for each order placed
IV. Define the holding cost.

Answer:
Holding (carrying) costs is defined as a cost to carry an item in inventory for a length of time, usually a year. Holding costs is a ccapital, storage, and risk cost typically stated as a % of the unit value,  e.g. 15-25%
Holding cost is the cost of keeping one unit of stock for a unit period of time – for instance, the cost incurred by Air France to hold a spare engine in stock for one year. The seeming cost is tied-up money. This is either borrowed (there are interest payments) or it is cash that could be used somewhere else (there are opportunity costs). Other holding costs result due to storage space, loss, handling, and special treatment, for example refrigeration, insurance and administration. Another problem is obsolete material. It is the stock/inventory that was kept so long that it has lost its value, like obsolete spare parts or expired food Products having shorter life cycles, may

have faster obsolescence. On the other hand, if your supplies are being moved much faster through supply chains, then in many conditions the amount of obsolescence is declining

V. What does procurement department do in a supply chain?

Answer:

A procurement department is a unit in the organization responsible for carrying out procurement activities of the supplies in the organization. These activities includes sourcing for the materials, placing orders of supplies, receiving the supplies materials, inspecting the quality of supplied materials, managing the purchase contracts and issuing purchase orders and the like.
2. Discuss the main reasons for keeping the stocks.                                                          (7)

Answer:

The main reason of  keeping stocks is to provide a buffer between variable –and sometimes

unambiguous – supply and demand,  Think of food delivered to a superstore, which is usually

delivered in large amount– maybe a truckload at a time – however only a smaller quantity

is sold to individual customers. The consequence is a stock that is replenished with each delivery, and is reduced with the passage of time in order to coincide with demand. The stocks grant a cushion between supply and demand. They enable the supermarket to keep working efficiently, even when transportation of goods is delayed, or if a sudden higher demand from customers arise.
From the above text borrowed from the reading materials, it is evident that stocks are un avoidable. Some goods which are seasonally produced must be stocked until next harvest. For example, sugar factory depends on sugar canes which are produced seasonally, so the sugars after harvest are stocked for use/to keep the factory ruining for the period while waiting for the next harvest.

3. Discuss in details the costs involved in keeping the stocks.                                      (8)
Answer:

The following outlines lists costs associated with keeping stocks in the supply chain:
· 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 table summarizes the costs of keeping stocks or inventory

Item Cost
Cost per item plus any other direct costs associated with getting the item to the plant
Holding Costs
Capital, storage, and risk cost typically stated as a % of the unit value,  e.g. 15-25%
Ordering Cost
Fixed, constant dollar amount incurred for each order placed
Shortage Costs
Loss of customer goodwill, back order handling, and lost sales
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