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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, Give short answers for the following questions.
I. What is inventory management? 
Inventory management is all about knowing what is on hand, where it is in use how much finished product results. It’s the process of efficiently overseeing the constant flow of units into and out of an existing inventory. This process involves controlling the transfer in of units in order to prevent the inventory from becoming too high, or hold on to inventory which would be too low and could put the operation of the company into risk.

II. What is the purpose of keeping stocks in supply chain?
The major motive of keeping stocks is to make it act as a buffer between supply and demand. They let operations to continue easily and evade disruptions. Stocks specifically
· Act as a buffer between various operations of supply chain
· Helps in estimating unexpected demands or at unexpected times
· Controls small or delayed deliveries
· Gives a benefit of price discount on bulky orders
· Enable to purchase stock at lower prices which are expected to rise
· Ease the purchase of rarely available
· Allows to manage seasonal operations effectively
· Reduces goods transportation costs
· Provides shield during emergencies
· May be more profitable during periods of higher inflation.
III. What is a reorder cost?
It is a cost organization incurs for placing repeat order. This might contain allowances for preparing an order, communication, receiving, delivery, checking, testing, utilization of equipment and follow-up. Sometimes costs like quality control, transport, categorization and mobility of receiving goods are also included. In practice, best approximation is dividing the annual cost of the purchasing department by the number of orders sent out.
IV. Define the holding cost?
Holding cost is the cost of keeping one unit of stock for a unit period of time. The apparent cost is tied-up money (either borrowed with interest payments or cash that could be used somewhere else). Other holding costs result due to storage space, loss, handling and special treatment (insurance, administration), obsolete material (material that lost its value). The rule for annual costs as a % of unit cost has: 
-cost of money 10-15%
-storage space 2-5%
-loss and obsolescence 4-6%
-handling 1-2%
-administration 1-2%
And – insurance 1-5%.
V. What does procurement department do in a supply chain?
The procurement department is responsible for controlling flow of a raw material into an organization but the purchase timing and quantity of material to be purchased are critical to decide. The main tasks procurement is involved in are:
-Finding the order size: The best, flexible and simple to use concept is Economic Order Quantity (EOQ), which is the number of units that each company should add to inventory with each order to minimize the total costs of inventory- such as unit cost, holding cost, re-order cost, shortage cost. It is used as part of a continuous review inventory system. The EOQ provides a model for calculating the appropriate reorder point and the optimal reorder quantity to ensure the instantaneous replenishment of inventory with no shortages. EOQ is found from the equation: Q=2RD/H : where
 D= demand, R= reorder cost and H= holding cost.
-Finding the right time to place orders: there is a lead time between placing the order and its delivery to the company’s store rooms. This is a time an order takes to be prepared and sent to the supplier. This time allows the supplier to receive and verify the materials and put them into stock. This lead time can differ. To make sure that delivery arrives just as stock is running out, we have to put an order a time earlier. The order must be placed when the stock falls to the reorder level. 
Reorder level = lead time x demand (ROL=LxD).
2, Discuss the main reasons for keeping the stocks.
                      There are five main reason for company to keep the stock:
1. Time – the time lags present in the supply chain, from supplier to user at every stage, requires that every company maintain certain amounts of inventory to use in this lead time.
2. Uncertainty – Inventories are maintained as buffers to meet uncertainties in demand, supply and movement of goods.
3. Seasonal demand – demands varies periodically, but producer’s capacity is fixed. This can lead to stock accumulation.
4. Economies of scale – ideal condition (one unit at a time at a place of need when is needed) principle tends to incur lots of costs in logistics. Therefore bulk buying, movement and storing brings in economies of scale, thus inventory.
5. Appreciation in Value – In some situations, some stock gain the required value when it is kept for some time to allow it reach the desired standard for consumption or for production.
3, Discuss in details the costs involved in keeping the stocks.
 The average total cost of holding stock most of the businesses have to incur is     estimated as 25% of all costs a year. A reasonable goal is to reduce this cost as much as possible. In general we can split the entire stock cost into four components:
1, Unit cost: this is the price charged by the supplier for an item purchased or the cost incurred by an organization to purchase one unit of the item. 
2, Reorder cost: the cost organization incurs for placing repeat order. (as discussed earlier this might contain allowances for preparing an order, communication, receiving, delivery, checking, testing, quality control, utilization of equipment and follow-up). Sometimes, costs like transport, categorization and mobility of received goods are also included.
3, Holding cost: it is the cost of keeping one unit of stock for a unit of time. In other words it is the money that every company must pay to keep and maintain a stock of goods or material in storage. The apparent cost is tied-up money (either borrowed with interest payments or cash that could be used somewhere else), other holding costs result due to storage space (most obvious include rent for storage space, equipment and labor to operate the space, insurance, administration, security, etc.). Another problem is obsolete material (stock that was kept in storage so long that it lost its value). Cost of money is 10-15% of unit cost; Storage space is 2-5% of unit cost; Loss and obsolescence is 4-6% of unit cost; Handling is 1-2% of unit cost; Administration is 1-2% of unit cost; Insurance is 1-5% of unit cost. In total, the holding cost is between 19 and 35% of unit cost.
4, Shortage cost: it is the cost that incur when the item is out of stock. There are numerous consequences of not being able to meet demand from the current inventory.  Such costs consist of internal costs (delays, labor time wastage, lost production, etc.) and external costs (loss of profit from lost sales, loss of goodwill, loss of reputation, loss of prospective future sales, etc.). Most organizations consider shortages expensive, and they generally like to avoid them – they are prepared to pay the comparatively lower costs of carrying costs to avoid the higher costs of shortages. This tends to increase the quantity of stock held, mainly when there is uncertainty.
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