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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. What is inventory management?

Inventory management we can describe as a process of the ordering, storage and use of components necessary in the production of the item company sells. Also inventory management is responsible for controlling the amount of finished products for sale. Keeping stock is necessary and every company keeps stock. 
There are a few important aspects we need to remember about. 
First and very important is keeping the right amount of stock. If we will order to little we may run out of popular products to quickly and our customers won’t be very happy about that and they may find a different supplier. On the other hand if we will order to much we can end up with an extra stock and we will have to sell it at clearance prices.
The right price is the second aspect we need to consider. It is not always the lower price the best one. Some of the suppliers may even offer special discounts only if we will buy little bit more that we need but then we need to think if we have enough space to keep more stock. Also we are putting ourselves in a risk of having out of date products.
Making an order at the right time is another important aspect of inventory management. We do not want our order to arrive too late or too early both options may be a problem for the company. Making an order we need to consider how much time it takes to get the items picked, packed and shipped. Also it is crucial to keep safety stock. It should be enough to keep us safe. 
All the products need to be in right places. Inventory management systems are very helpful tool to keep control over the stock levels; it tracks inventory movement across the warehouse. 

2. Define the holding cost. 

Holding cost we can describe as storing inventory that remains unsold on stock over a certain period of time. Holding cost consists of total inventory costs, along with ordering costs and shortage costs. Holding cost also includes the cost of goods damaged as well as the cost of storage space, labour and insurance. 

Annual holding cost we can present as:

Annual holding cost= (average cycle inventory) x (unit holding cost)

Inventory cost includes:
· Costs of electricity,
· Warehouse and rent,
· Freight costs,
· The overtime the company pays its employees,
· Inventory damage costs,
· Obsolescence 
· Theft 

3. Discuss in details the costs involved in keeping the stocks.
Most of the businesses have to keep the stock, the safe level it is about twenty five percent a year. Most of the companies will try to reduce that cost as much as possible however it is not possible to keep stock on zero level. Keeping zero stock will cause the damage to the business. If the customers won’t be able to buy their favourite products they may find someone else who will be able to provide the product. So basically the company may lose its customers. Inventory carrying involves inventory storage and management using the company own warehouse facilities or external ones owned by third party vendors. 
Costs involved in keeping stock
Unit cost
Ordering cost
Holding cost 
Shortage cost


The first cost involved in keeping the stocks is unit cost.
Unit cost is the price of the item the company is buying from the supplier or the cost of one unit of the item. We can find the price on previous invoices from suppliers but it is much more difficult when we have many suppliers. 
Ordering cost is another cost I would like to discuss. It is a cost of purchasing goods and inspecting them after delivery to check if they are matches the order. Ordering cost is based on two variables the cost of ordering too many and cost of ordering to less. Both options can cause problems for the company. Ordering too much stock will increase carrying stock cost. Ordering too less will increase replenishment and ordering cost. 
Also we have to add reorder cost which is a cost generated by reordering goods from external suppliers or internal manufacturing order.
Holding cost it is a cost of storing item on stock for the certain period of time. In most of the companies’ part of the money used to purchase inventory comes from financing activities. Money may be sourced from the bank or investor- centred financing. Interest fees will occur in both cases and they are part of holding cost. Storing and maintenance the inventory in good condition we can define as storage space cost. These also include additional expenses like electricity bill, rent for the warehouse etc. Another potential cost that may occur it is a goods damage or theft. Every company needs to be prepared for that. The risk of losing money on inventory is a part of holding cost. 
Shortage cost we can describe as running out of a particular product. If for example this is very popular product we will have to make an order with much more expensive delivery to get that product quicker. That added cost is an example of a shortage cost. Another example of a shortage cost will occur when we will have to pay higher price to quickly replenish inventory.





















Student Statement:

By submitting this assignment, I confirm that this is my own work.



	Student Signature
	Ewa Syska
	Date
	23/02/2017




For Tutor / Assessor Use Only
	Total Marks
	

	Marks Obtained
	

	Percentage / Grade
	




image1.png
ﬁ
o R




