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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 are the various types of inventory?

Anticipation Inventories

Anticipation inventories are built in anticipation of future demand. Many firms have seasonal periods of high sales, and the work force cannot keep up with customer demand during this period. Therefore, inventories are built prior to the seasonal increase to satisfy customers and to maintain a stable workforce. Promotions and new products normally require the building of anticipation-type inventories. Possible labor strikes and vacation shutdowns are other reasons for building this type of inventory. Examples of this type of inventory include seasonal merchandise such as lawn mowers and snow blowers.

Fluctuation Inventories
These inventories are necessary when demand and supply fluctuate. Safety stocks are typical examples of fluctuation inventories. Another example would be turkeys, which are in small demand except for around certain holidays.

Lot Size Inventories
Most manufacturing companies do not produce or purchase items exactly at the rate they are used or sold because of setup charges for manufactured items or ordering costs for purchased items. Items in excess of immediate needs (such as pharmaceutical lot control for recalls and legal requirements) provide an example of lot size inventory.


Transportation Inventories

These inventories are necessary because materials are moved. Most manufacturing companies sell on a regional, national, or even world basis. Where regional warehouses are used or where product is transferred between plants prior to or during the selling process, the inventory required to support the transit time is known as transportation inventory.

2. Outline the key goals for an effective inventory management?

Goals of Inventory Management
Inventory management is essential for a business to succeed. Good management of your company’s stock decreases excess inventory and ensures that you have enough product on hand to meet customer demand. Develop an inventory management plan to streamline ordering and reduce wasted time on inventory control.

Ensuring Safety of Inventory

One of the goals of inventory management is to keep products safe. Inventory should be kept in a safe area, where it is protected against theft. Depending on the size of your company, this could mean using surveillance equipment, guards or alarm systems. The inventory should be handled carefully, as well, to avoid breakage. Broken or lost inventory means a financial loss for your company.

Tracking Sales

Track and review company sales on a regular basis as part of your inventory management plan. Note the items that don’t sell and have a tendency to sit for prolonged periods of time. Also, track the best sellers and seasonal items that experience increased sales at different times of the year. Use this data to manage the quantity of items and when to order them. Although you want to avoid excess stock, don’t be too safe with ordering inventory. You don’t want to be out of stock when new orders are requested.

Ensuring Accuracy of Inventory Systems

Manage your computer inventory systems. Incorrect information displayed on inventory databases can cause problems in your company. A goal of inventory management should be to keep the inventory database up to date. Each item sold should be removed from the inventory log promptly. Stock receipts should be entered into the inventory database within a 24-hour period.

Eliminating Excess Products

Inventory control also will keep dead stock off of the shelves. Stock that does not sell drains company’s resources because it takes up space in your store or warehouse. Sales events can be used to push stock that has not been performing well. Another strategy would be to return stock that is not selling or offer the products at a discounted rate to another company.

3. What are the various costs involved for carrying the stock?

The cost of carrying inventory is used to help companies determine how much profit can be made on current inventory. The cost is what a business will incur over a certain period of time, to hold and store its inventory. The carrying cost of inventory is often described as a percentage of the inventory value. This percentage can include taxes, employee costs, depreciation, insurance, and the cost of insuring and replacing items.
There are four main components to the carrying cost of inventory; capital cost, storage space cost, inventory service cost, and inventory risk cost.
Capital Cost
The capital cost is the cost that a business expends on carrying inventory. It is the largest component of the total costs of carrying inventory. A company will express the capital cost as a percentage of the dollar value of the total inventory it is holding. For example, if a company says that the capital cost is 35 percent of its total inventory costs, and the total inventory held is $6000, then the capital cost is $2100.
Although companies will give a percentage of their capital cost, this figure may be an objective figure, derived from a calculation, or a subjective figure, derived from experience or industry standards.
Storage Space Cost
The storage space cost is a combination of the warehouse rent or mortgage, lighting, heating, air conditioning, plus the handling costs of moving the materials in and out of the warehouse.
Some of the costs are fixed, such as rent or mortgage, but there are variable costs, such as the handling of the materials that will vary with the level of inventory. When a 3PL is used or a private warehouse, all the costs may be included in a monthly cost so the storage space cost is not relevant when determining the cost of carrying inventory.
Inventory Service Cost
The cost of carrying inventory will include inventory service costs. These costs include insurance paid on the inventory and taxes to local government. The insurance that a company pays is dependent on the type of goods in the warehouse as well as the level of inventory. The higher the level of inventory in the warehouse, the higher the insurance premium will be. Many local authorities tax the level of inventory in the warehouse, so higher levels of inventory will lead to higher taxes paid and a higher inventory service cost.
Inventory Risk Cost
Carrying inventory comes with a certain degree of risk. This risk is a component of the cost of carrying inventory. When a company stocks items in the warehouse there is always the risk that the items may fall in real value during the period they are stored. For example, an item could become obsolete or superseded by a new model or version. If a company stored parts for their work centers or equipment, but those parts were replaced with a new version, the parts in the warehouse could be worth far less than the price that was originally paid.
In the retail industry, the risk is much higher as finished items may be seasonally specific. If the items remain in the warehouse too long, the value may be a fraction of the original worth.
Other aspects of inventory risk include the possibility that the stored items may expire, especially with items that have a sell-by date or use-by date. If the items expire then they can become worthless and have to be scraped. Items in the warehouse can also degrade, by water damage, heat damage, or by incorrect storage. Pilferage and theft should also be included in the inventory risk cost.
Summary
When companies are looking to reduce costs, a great many times they ignore the inventory sitting in their warehouses and the cost of carrying that inventory. It is important for businesses to carefully examine all the costs of carrying inventory and determine where they can make changes to reduce that cost and help with the company’s bottom line.
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