
                                                                 
   Assignment Cover Sheet





	Student Name:
	Arno Osinga

	Student Number:
	3689

	Course:
	Diploma in Logistics & Supply Chain Management

	Assignment NO:
	



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.
	Logistics & Supply Chain Management

Inventory Management, Unit 8

1. 
i. Inventory Management is the procedure for assuring correct amount of inventory/stock is in the correct place at the correct time.  The flow of goods from warehouse to point of sale.  Controlling the amount of inventory within each section of the supply chain, making allowances for production time, upsurge in demand, holding costs etc.  Keeping inventory costs to a minimum is a management challenge, balancing material needs, lead times, existing stock levels, forecasts can all be time consuming and difficult.  Assessing the correct Economic Order Quantity is key to getting inventory levels correct, although the formula gives an exact figure, this is normally rounded off for the benefit of production/delivery of these goods.  For example, if the EOQ is calculated at 87.6 units per delivery every month this could well be rounded to 100 units, especially if these units are produced/packaged in batches of 20, or if the minimum delivery required for free delivery is 100 units.  This rounding of EOQ would little effect on cost implications of holding the extra inventory of 12.4 units.
ii. Every supply chain keeps stocks of some description.  Stocks are necessary to continue trading, differences are merely in types of stock and quantity. Stock must be kept, in a retail outlet for example, without stock the shop would have no goods to sell, therefor no trade/business.  In a factory, stock must be kept to have raw materials to produce finished items.  Each section in a supply chain must keep adequate inventory to meet current requirements, plus an allowance of buffer stock to mitigate ambiguities.  Without adequate stock levels, customer satisfaction cannot be maintained.
iii. A reorder cost is the cost an organisation incurs when placing repeat orders.  Costs such as purchase order preparation, quality checking, transport costs (delivery and receiving), labelling costs etc.  To achieve an accurate amount of cost for each of these would be extremely difficult.  An approximate reorder cost can be calculated by dividing the annual cost of purchasing by the number of orders sent out.
iv. The holding cost is the cost attributed to the keeping of a single unit of stock for a set period of time.  This can be a little more involved than the first impression, there are a number of factors to take into consideration.  Factors such as the amount of cash tied up in that item, this could be borrowed in which case there will be charges for interest and loan set up fees. Other costs are the loss of storage space, running costs (it could be frozen inventory, cost of running extra freezer space), there could be added insurance requirements (higher premium for extra value of stock held), another cost could be the loss or damage of that inventory during its holding period. The holding cost is given as a percentage of unit cost, exact figures are, again, difficult to obtain, but industry standards are 19 to 35 % of unit cost. This value is achieved as follows: -
	Cost in Money 10 – 15	
	Storage space 2 – 5

	Loss & obsolescence 4 - 6
	Handling 1 - 2

	Administration 1 - 2
	Insurance 1 - 5



v. It is the procurement departments responsibility to ensure efficient and adequate flow of material into the supply chain. The timing and volumes of these materials can be difficult to get right, careful planning and organising must be done to achieve correct inventory levels throughout the supply chain.  It is within the procurement departments remit to make all the calculations for the Economic Order Quantity, ensuring adequate inventory for raw materials, spare parts and consumables.  Care has to be taken by the procurement department to ensure the right materials are ordered for the right department. 

2. Reasons for keeping stocks vary from business to business, but every business required to keep a certain amount of stock of some description, no stock =no business.  Having stock allows a business to trade, whether the stock is toilet paper on a shop shelf, or a digital file on a hard drive.  Stocks are required by factories to produce their finished goods; a plastic garden chair cannot be produced without raw materials stocked by the factory.  Although keeping stock is costly to any business, without it they cannot trade, it is therefore a necessary evil, one that must be carefully managed and controlled.  An efficient business, one that manages their stock levels and turnover carefully, will enjoy a smooth running of the process, implementing automated monitoring of stock can be a way forward for some.  This automated monitoring could be linked to an automated ordering system to replenish dwindling stock level without human interaction.  These systems should still be monitored and reviewed periodically.  
Keeping correct stock levels allows a buffer zone between supply and demand – if a customer wants to buy toilet paper from a shop, that shop must use its stock to supply that toilet paper, that shop will have more than one roll though, extra rolls for other customers, this is stock. This principle can be transferred to all stock, in principle – customer demands must be met by supplier’s stock. 

3. Costs involved in keeping stock can vary greatly, depending on the business, for example a car dealership must stock a wide range of cars ready for sale to its customers, this could be millions of pounds’ worth. Whereas a small corner shop could fill its shelves with stock costing only a few thousand pounds.  There are of course lots of other scenario’s to be considered.  It has been calculated that the average cost of keeping stock in a business is 25% annually.  
The costs in keeping stock are definitely significant, but compared to the cost of keeping no stock at all, it is a necessity.  Keeping no stock would incur no stock costs, but a business cannot trade without stock, therefor there would be no business.
Stock costs can be split into 4 components: - Unit Cost, Reorder Cost, Holding Cost and Shortage cost.
· Unit cost is the item price charged by a supplier, for example a tonne of sand will cost £50.  
· Reorder cost is a little more difficult to place a definite figure upon. It is the cost to an organisation to repeat a previous order. Costs for placing the order (filling in & sending that purchase order), receiving the order, checking its condition, processing the invoice and payment thereof, possibly labelling that product, handling to storage point etc.
· Holding cost is the cost of storing that unit for a length of time, mainly attributed to spare parts rather than normal usage stock.  These could be anything from a spare bearing for a lathe to a spare Truck within the fleet of a Large Haulage firm.  The holding cost is more than simply the actual cost of that unit, other aspects must be considered (as discussed in Q1. Iv.), the general ruling is the holding cost equates to somewhere between 19 and 35 percent of unit cost
· Shortage cost is another important factor to consider.  It is a totally avoidable cost and therefore often frowned upon by management.  It is the cost attributed for a short delivery, missing item replacement or damaged item replacement.  Often the indirect costs far outweigh the direct cost of that particular unit. It could entail the rescheduling of a production process, or even halt production altogether if there is not adequate stock available by the customer.  There can be extra costs involved for expedited despatch and additional delivery charges to consider.  There is potential loss of customer if it is a vital part, or shortages occur too often.  All scenarios are detrimental to both supplier and customer, which is why shortages must be eliminated (at best) and well managed (at worst)
Essentially, if an organisation has a good management structure, including an efficient procurement department, then inventory can be kept to a minimum, whilst still providing a quality service/product to customers.
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