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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	What is inventory management? 
Inventory management is simply the management of items that a company has in stock and their current inventory levels. Inventory management is the part of the supply chain command that oversees the movement of goods from the manufacturer to warehouses and then from the warehouse to the customer. 
It is involved with overseeing the ordering, storage and use of the various items that a business requires to produce the items that it sells, or to meet the demands of its customers. It is also involved in managing the quantities of a finished product that a manufacturer holds until it is sold.
Good inventory management involves ensuring that the correct levels of stock are always held by a business. It is important to ensure that enough of a product is produced to be able to meet with supply demands, with a small buffer available for sudden increased demands. However, at the same time it also needs to weigh this up against ensuring that not too much of a product is held in stock as this would not be cost effective. 

Define the holding cost.
The holding cost is defined as the cost of keeping one unit of a product in stock for a set period of time.  The cost of keeping a product in stock is money that cannot be used elsewhere within the business. It is often either borrowed from financers meaning that there would be interest payments, or the money is not being used effectively elsewhere within the business.
There can be other costs related to holding items of stock in the inventory. These costs can include the cost of storing a product, losses and damages to the product, any special treatment that a product needs, for example being kept refrigerated, insurance costs and the general costs associated with administration.
Other unforeseen costs can come from keeping stock in for so long that it no longer has the value that it used to. This can include spare parts that can no longer be used or foods that have gone past their use by date. This can be combated by moving materials that are likely to meet this criteria through the supply chain quicker. 

Discuss in details the costs involved in keeping the stocks 
For most companies about 25% of their total costs can arise from storing stock. For many of these companies one of the aims is reducing this cost as much as is reasonably possible. Reducing costs does not necessarily have to mean reducing the amount of stock held because this could result in not being able to meet the customer’s demands and therefore losing a sale and potential income. 
One way of cutting the cost of keeping stock in storage can be split into four sections. These are as follows:
1) Unit Cost – This is the price that a business pays a supplier for the item purchased. This can easily be found by looking at invoices and quotes from the supplier, although if there is more than one supplier this can become more difficult. When a business makes the product themselves it can be difficult to work out an exact cost for the production of the item. 
2) Reorder Cost – This is the cost of placing a repeat order for a product. This could have allowances for preparing the order, delivery communication and following up the order. It can sometimes include transport costs and quality control. The best way to work out an approximate cost of reordering a product is to divide the total cost over the course of a year with the number of orders that are sent out. 
3) Holding Cost – This is the cost of keeping a product in stock for a set period of time (See answer to question 2 for more detail on this)
4) Shortage Cost – When a company purchases a product that is no longer available then there is a shortage of this product. This can mean that the business is unable to make a profit from selling the product. However, when a product is in short supply this can have further impacts. It can cause the reputation of a company to be questioned if they are unable to fulfil an order and impact on the potential for future sales.  Stock shortages can also disrupt the supply chain, mean that production needs to be rescheduled and sometimes in having to lay off staff. Other costs that can result from a shortage are costs involved with taking action to resolve the shortage such as sending out urgent orders and having them send by express delivery. It could also involve using a more expensive supplier to get a product. It is often difficult to work out exact cost when dealing with shortages but they can be a major problem. This is because the costs are often more than monetary, such as the loss of reputation, and the the impact that this may have. As a result most companies believe that shortages are costly and try to avoid them by paying the lower costs of storage over then higher costs associated with having a shortage of a product. 
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