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1

i. Inventory management relates to the goods and materials and business need to hold in order to sell them to the end consumer. Inventory could be raw materials, components, spare parts, finished products, etc.. It is safe to say that every organization keeps stock irrespective of the nature of their business. 
ii. The purpose of keeping stock within a supply chain is to provide a buffer between variable and unambiguous supply and demand. E.g. a tire fitting organization stocks the main types of tires in sometimes large quantities. This is because if a tire needs replacing it needs replacing normally immediately. Imagine a market where one had to call the tire fitter to order the tire. A different example would be IKEA – it stocks most of its products in large quantities so as to service consumer demands. Whilst it can forecast perhaps what the consumer demands will be it can never know exactly and therefore must stock the product it shows in its catalogue or at least a very % of the products must be stocked.
iii. The reorder cost relates to the costs involved in placing repeat orders e.g. preparation, communication, receiving, handling, checking, controlling, delivery etc. The best way to calculate the reorder cost is to divide the annual cost of the purchasing department by the numbers of orders sent out.
iv. Holding cost is the cost of keeping one unit of stock for a period of time which in theory is the cost of capital being tied up or the cost associated with borrowed funds e.g. interest. There are however other costs that can be attributed to the holding cost such as storage, handling, potential loss and insurance and in special cases perhaps other things like refrigerated or heated facilities needed to store the product. A further challenge is obsolete stock or products that expire. Nowadays with products moving very quickly and organizations keeping a closer eye on these topics such as obsolete stock and waste are reducing.
v. The procurement department is responsible for controlling the the flow of raw materials into an organization. The timing and quantities are critical and I refer to a previous assignment “Procurement looks after the materials (direct or indirect) that are needed by a business. It concerns all the activities required to obtain goods, services and any other materials from suppliers. Procurement does not manage the physical movement. Procurement provides messages to the business that materials are required and then deals with all the necessary activities surrounding the change of ownership and subsequent change of location. It is normally the transport within an organization that will arrange the delivery. Procurement therefore mainly surrounds the gathering of data from various areas of an organization, analyses the data, and subsequently supplies the information to the supply chain.” 
The main aim of procurement is to ensure a business has a consistent supply of materials but under this overarching goal there are a number of wider goals being:
· Ensuring the consistent and continuous flow of materials into a business 
· Working with the various areas of a business to understand their needs and building relationships
· Identifying the best suppliers, working with them and subsequently building beneficial relationships
· Buying the needed materials and ensuring that they are delivered on time, to the right place and at the agreed standard of quality and any other aspects that have been agreed
· Negotiating the best prices, terms and conditions
· Keeping stock low, considering stock policies, investment guidelines
· Moving materials through the supply chain and speeding up deliveries when required 
· Maintaining a close eye on conditions, potential forthcoming price increases, scarcities, new products, other things that might affect a suppliers ability to provide services

2. 

The main reasons for keeping stock is to ensure that an organization has enough raw materials, components, spare parts, finished products to ensure that it can keep up and supply it customers / end users. Ultimately stocks allow operations to continue smoothly and avoid disruptions or ambiguity within the supply chain. 
Specifically stocks 

· Provide a buffer between the various links and operations within a supply chain
· Assists in estimating unexpected demands or at unexpected times
· Controls small or delayed deliveries
· Provides price discounts in large orders 
· Enables an organization to purchase at lower price when prices are expected to increase
· Eases the purchase of rarely available
· Allows to manage seasonal operations
· Reduces transport costs
· Provides protection during emergencies
· May be more profitable in times of higher inflation

3. 

The costs involved in holding stock are varied and wide ranging

· Unit cost which relates to the price of an item purchased or the cost incurred by an organization to purchase an item. One would assume that the goal would be to reduce the cost as much as possible but that would essentially mean an organization having no stock and therefore no customers because there would be nothing to buy – the result is that it loses customers. See my tire and IKEA example above
· Reorder cost relates to the costs involved in placing repeat orders e.g. preparation, communication, receiving, handling, checking, controlling, delivery etc.
· Holding cost being the costs required to purchase stock be that internal capital or borrowed funds. Whichever way there is a cost involved. E.g. internal capital could be used elsewhere or could be gaining interest. Borrowing money involves paying interest
· Shortage costs relate to an organization that is unable to purchase and item for some reason and therefore unable to supply its end customers and the results of not being able to supply can be catastrophic. I cite specifically my employment with GKN Automotive which are a global supplier to the automotive industry. Firstly stock outs can cause production lines to go down which costs huge amounts of money. Stock outs results in express transports and potential chartering of aircraft which to ensure production lines to not go down. A further example is the oil and gas industry where day rates are in the hundreds of thousands of dollars – not having that spare part in time can cause rig down situations and in a similar fashion to the automotive industry can have huge financial impacts. Therefore maintaining the right levels of stock is essential. Lets also not forget that the reputation also suffers when customers do not get what they want.
· Storing stock costs money be that internal or external storage and each ones has its positives and negatives
Internal storage ties up space (albeit this cost may be negligible if one owns the facility) It also requires manpower that is employed whether stocks are high or low as the manpower are normally permanent employers are paid whether irrespective of volumes of stock or the stock being handled, received, stored, quality controlled etc. 
External storage costs relate to paying for external storage wherever that may be but most probably with a logistics provider. An organization may be successful in achieving flexible storage agreements based on volumes but that is very rare as a 3PL will want to have its warehouses full and have commitments on space irrespective of whether its customers uses the space or not. The flexibility in external providers normally comes in the receiving, stock management, and subsequent dispatches where pricing agreements are normally based on volumes. So if an organization moves very little with its service provider the costs will be normally be lower because the service provider would invoice based on volume. 
· Transport costs can be reduced by holding larger stock quantities but it is essential to calculate the trade off between smaller more frequent deliveries as opposed to larger deliveries less often. An example would be a company I worked for in Austria producing bitumen products – it makes more sense to take bulk tanker loads and fill the silos as opposed to taking smaller quantities e.g. less than a tanker load. Furthermore having a tanker delivery created disruption whilst unloading and therefore it also made more sense to take the full tanker less often. 

[bookmark: _GoBack]Therefore as mentioned above the costs of holding stock are varied and wide ranging and of not managed properly can have disastrous consequences. It is essential to define and understand the correct levels of stocks needed, the safety stock levels, seasonal peaks where higher stock levels might be required. It is also essential define the correct time to place the order and the reorder quantities
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