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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. 
	1. 
1.  Inventory management is the process followed by an organisation to ensure that they have the correct stock levels, at the correct prices, at the correct times and at the correct places. Inventory management needs to be proactive, accurate and efficient  as: 

1. Low stock levels could result in customer dissatisfaction with customers finding alternative suppliers when products are out of stock

1. High stock levels could result in the organisation having to sell products at reduced/clearance prices or risk the products becoming obsolete

1. Paying more for a product than needed will mean the organisation reduces its profitability and cost effectiveness which will result in customers paying more for the products

1. Stocks are kept in order to provide the organisation with a buffer to help deal with variable supply and demand that may arise during times of uncertainty. The stocks allow the organisation to maintain its working efficiency even when there are delivery delays from suppliers or higher demands from customers. Additionally, purchasing stock also provides organisations with price discounts on large orders and protects the organisation from pricing fluctuations.

1. Reorder costs are the costs borne by the organisation when repeating orders. These are in the form of:

1. Order preparation (administrative) costs
1. Communication costs between parties
1. Delivery costs
1. Checking and testing costs

1. Holding costs are the costs associated with storing inventory that remains unsold. These cost are:

1. Interest payment for capital that was borrowed
1. Opportunity cost (which is cash that is tied up and could have been used elsewhere)
1. Storage holding costs
1. Handling costs
1. Special treatment costs
1. Costs incurred due to loss
1. Insurance and security costs
1. Administrative costs

1. Procurement is the department responsible for the acquisition of supplies and services for an organisation and therefore controls the flow of materials into the organisation by issuing purchase orders, negotiating with suppliers, developing the terms and conditions of purchases etc.

1. The main reasons for keeping stocks are:

1. To avoid material shortage - ensure that customer service targets can always be met without compromising cash flow or running out of stock. When customers cannot purchase what they want and when they need it, they often cease to be customers resulting in missed sales and customers turning to a competitor 

1. In order to meet seasonal demand such as during Christmas and event periods, orders to be placed months in advance and then held in stock 

1. To capitalise on low cost offers – from time to time manufacturers and suppliers will offer massive closeout or spot offers with highly attractive discounts. Lower buying costs for businesses amounts in lower selling costs to customers. This attracts new customers in addition to offering the business a distinctive competitive advantage 

1. Time – the time lags present in the supply chain, from supplier to user at every stage requires an organisation to maintain certain levels of inventory to use in this “lead time”
1. Economies of scale – Bulk orders, transportation and storage brings cost benefits for the organisation thereby reducing the product costs

In essence, the success of the organisation hinges on how effectively its stock is managed. The key is to ensure optimal stock levels are maintained in order to protect the organisation against sudden and unexpected surges in demand and market prices without over compensating and holding excess inventory. 

1. An organisations inventory stock costs are the costs related to replenishing, storing and maintaining its inventory over a certain period of time. These costs can be categorised as follows:

1. Ordering costs – this is the cost for replenishing stock. These costs can be considered as fixed costs as they are independent of the unit number of products ordered (Typical costs include administrative costs for placing the order, costs for EDI communication systems,  loading, inspection etc).  

1. Holding costs - Holding costs are the costs associated with storing inventory that remains unsold. These cost can be group as following:

1. Capital costs – this is the largest component of the holding costs as it includes everything related to the investment, interest on the working capital and the opportunity cost of the money invested in the inventory 

1. Storage space costs – these include the costs of building (cost of purchase, leasing, property tax) and facility maintenance (lighting, HVAC etc). These costs are largely dependent on the type of facility required.  Insufficient storage (saturation of storage space) can cause the costs to increase exponentially as a result of the additional requirements (movement within the facility, the flow stops and it may be difficult to quickly remedy the situation by find extra storage space)

1. Inventory service costs – these are costs associated with the risk that the stock may fall in value over the period that they are being stored. The risk includes shrinkage, the loss of stock through administrative errors, theft and fraud, damage in storage (water, heat etc) or during transit. The risk also includes stock obsolescence (stock surpassing their use-by dates)   
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