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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 What is Inventory Management?
Inventory management simply means the methods you use to organize, store and replace inventory, to keep an adequate supply of goods minimizing costs. Inventory management refers to the planning and control of the size of individual items of materials that is carried on by a business.
1.2 What is the purpose of keeping stocks in a supply chain?
The major motive of keeping STOCKS is to make it act as a buffer between supply and demand. 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 discounts on bulky orders;
 enables to purchase stock at lower prices which are expected to rise;
 eases the purchase of rarely available;
 allows to manage seasonal operations effectively;
 reduces goods transportation costs;
 provides shield during emergencies; and
 may be more profitable during periods of higher inflation
1.3 What is a reorder 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.
1.4 Define the holding cost.
It is the cost of keeping one unit of stock for a unit period of time – for instance, the cost incurred by Air France 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).
% of unit cost: Cost of money 10–15; Storage space 2–5; Loss and obsolescence 4–6; Handling 1–2; Administration 1–2; Insurance 1–5. Total 19–35%
1.5 What does the procurement department do in a supply chain?
A procurement department is responsible for managing the purchasing activity for the organization. The main purpose of a procurement department is to manage the process used for the purchase of goods and services by the organization. Advanced planning, group buying, and negotiated pricing are all strategies used to reduce costs and increase profitability. In most organizations, the implementation of procurement strategies is used to reduce overhead and operational costs without compromising on service to customers.
2. Discuss the main reasons for keeping the stocks.
The main reason of keeping STOCKS is to make it act as a buffer between supply and demand.
As example the reasons in retail:
· Meet variations in customer demand: meet unexpected demand; smooth seasonal or cyclical demand.
· Pricing related: temporary price discounts; hedge against price increases; take advantage of quantity discounts
· Process and supply surprises: Internal – upsets in parts of our own processes; External – delays in incoming goods.

3. Discuss, in detail, the costs involved in keeping the stocks.
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.
Reorder 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.
Holding Cost: It is the cost of keeping one unit of stock for a unit period of time – for instance,
the cost incurred by Air France to hold a spare engine in stock for one year.
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.
Speak about following costs. These are: Ordering costs (costs associated with placing orders), cost of materials and carrying costs. Ordering costs include cost of stationery, postage, telegram, etc in placing an order, and cost of administration of the purchase organization. Ordering costs are generally assumed to be fixed per order and directly proportional with the number of orders. Cost of materials is the purchase price, plus transport and insurance during transit. Carrying costs include space cost, storage costs, insurance, taxes, obsolescence, theft and pilferage, wastage and loss, the interest on capital locked-up, etc. If you carry more inventory all the above costs will be increasing, though not proportionally and vice versa. Besides, if you carry less inventory there are also costs like high unit price for the inherent smaller order sizes, contribution on sales lost, cost of lost consumer patronage, and so on. For any given level of inventory, these three components of carrying costs are present in some proportional-mix.
Inventory management aims at reducing both the ordering cost and carrying cost. As these move in opposite directions, minimizing the total of both these costs is the crux of the whole of inventory management exercises. Economic order quantity technique of inventory management is based on this minimization effect.
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