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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? And why is it important?
Inventory management is the direction or control of goods and materials stocked by an organization to provide continuity of production and customer satisfaction.

Inventory is one of the most important assets of an organization, and is usually the largest investment. Inventory costs are one of the three major components for expressing Return on Investment (ROI).

Properly controlled inventories will ensure the appropriate amount of product is at the right place, at the right time, at an acceptable quality, in the right quantity, and at the least cost.

Inventory represents a huge component of any budget. Companies typically pay for the cost of the good themselves and interest gets paid or lost. As well, there are factors like insurance, storage, breakage, theft, obsolescence, and the money it takes to manage and track the inventory. Typically, the cost of carrying inventory is estimated to be about 20 to 25% of the value of that same inventory.

Effective inventory management requires that we minimize the costs and also carefully consider what products to keep in stock, minimizing having products that become obsolete or that have a “sell by” or “best before” date.


2. What are the different types of stocks? 
The stocks are categorized three types. 
i) Raw Materials: The materials, components and parts that organizations purchase for making finished products or reselling to end customers.
ii) Work-in-process: Material that is still in production phase. It is not finished.
iii) Finished Goods: These are finished products and are waiting to be delivered to end customers.

The following flow diagram explains clearly about the types of stock.
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3. What are various types of costs for carrying stocks?
Cost of carrying stocks:
The average total cost of holding stock most of the businesses have to incur is estimated as 25% percent a year. A reasonable goal is to reduce this cost as much as possible. Cost of carrying stocks includes cost of capital, inventory services, storage and risks associated with inventory.

There are 4 types of cost of carrying stocks.
i) Unit cost: The price charged by the supplier for an item purchased, or the cost incurred by an organization to purchase one unit of the item. It may be quite easy to find this by reviewing quotations or latest invoices from suppliers, but it is harder when there are a number of suppliers offering little different products, or offering diverse purchase conditions. If a business makes the product itself, it might be difficult to give a consistent production cost or decide a transfer price.
ii) Re-order Cost: the 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 received goods are also included. In practice, the best approximation for a reorder cost usually comes from dividing the annual cost of the purchasing department by the number of orders sent out.
iii) Holding Cost: It is the cost of keeping one unit of stock for a unit period of time – for instance, the cost incurred by Emirates Flight company to hold a spare engine in stock for one year. The apparent cost is tied up money. This is either borrowed (there are interest payments) or it is cash that could be used somewhere else (there are opportunity costs). Other holding costs result due to storage space, loss, handling, and special treatment, for example refrigeration, insurance and administration.
i) Shortage Cost: It occurs if a business is purchasing an item which is not available in stock anymore, or we can say, there is a shortage of that item. In the simplest case a retailer is unable to get direct profit from a sale. But the impacts of shortages are generally more widespread and may result in lost goodwill, loss of reputation, and loss of prospective future sales. Stock shortages can cause disturbance, rescheduling of production, re-timing of maintenance periods, and laying off workers. Shortage costs may also include payments for constructive action to remedy the scarcity, such as expediting orders, sending out urgent orders, paying for particular deliveries, storing partially finished goods or using more costly suppliers. It can be hard to get statistics for any inventory costs, but shortage costs are the major problem. These can also result in a number of intangible factors, like lost goodwill, that it is difficult to agree a rational value.
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