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Inventory Management
1. Give brief answers for the followings questions:
I. What is inventory management?
Inventory management is the process of efficiently overseeing the constant flow of units into and out of an existing inventory. It also controls the ordering (in accordance with the lead times), storage (in accordance with the demand) and usage of components that are required to provide the finished products. This ensures that there is no surplus stockpiled, but failure neither occurs. The inventory management's responsibility is to do all of this is done as cost-effectively as possible. There are many companies where keeping stock is a substantial investment and large part of the current capital. Due to this factor, an inventory management that is not adequately treated can lead to serious problems or even business bankruptcy.
II. What is the purpose of keeping stocks in supply chain?
Most companies have a kind of stock, because there are some lead times in procurement and the more frequent the orders of the necessary materials are done, the higher are the costs of shipping. In addition, without stock, continuous delays would occur leading to customer dissatisfaction.
With holding and efficiently managing stock there is a possibility to keep the amount of products always at an optimal level.
The inventory has a big role to play if a delay occurs in the part of the supplier, the unexpected increase in demand occurs or if the demand is fluctuating. In addition, a non-negligible advantage in the event of a higher volume of orders could make a significant discount. So, in summary, the main objectives of the inventory holding are to ensure the continuous availability of materials within the company and the availability of the product for the customer.
III. What is a reorder cost?
One of the costs that occur in inventory holding is the reorder cost at case of repeated orders. It may include the following: preparation order, communication, transportation, receiving, quality control, related administration and so on. Consequently the more frequent the occurrence of orders, the costs will increase accordingly. The reorder cost can be minimized with establish the Economic Order Quantity. All in all, the refilling of the stock and all costs that are involved with this process are called reorder costs.
IV. Define the holding cost.
Holding costs are the additional cost involved in keeping one unit of stock for a unit of time.
Further cost may come from various related sources such as storage space, loss, handling, insurance and administration.
Holding cost rate is related to the product specification as for example holding a stock of dairy products (due to lifetime and storage requirements) is more expensive than storage of clothing, because dairy products need to be stored in a chilled environment.
When a product is in excess because it has not been sold or is intended to be a spare, an opportunity cost arises as the money invested could be elsewhere. Furthermore, the stock is binding capital, which has a negative influence on the cash flow. In microeconomics this is called the opportunity cost of a choice. 
V. What does procurement department do in a supply chain?
The procurement department plays a significant role in the supply chain, as it obtains all the necessary material and ensures the continuous flow for the company's operations. In terms of materials the purchasing can be divided into two separate categories, direct (raw materials and production goods) and indirect (maintenance, repair and operating supplies) procurement.
The procurement during its operation works closely with the production, inventory and forecasting departments, as these serve the data that required for making optimal orders.
However, of this task is not only in the practical part of the purchase but other related activities such as consumption management, vendor selection, contract negotiation and contract management.
2. Discuss the main reasons for keeping the stocks.
As mentioned before, stock keeping is essential in the supply chain.
However, that it refers to what amount of material and duration is different for each company. Furthermore, not only the company but due to the specificity of products and the cost distribution, there are a variety of reasons for holding inventory:
Suppose that due to an unexpected demand increasing: 
· shortages occurs
· need to speed up the production
· urgent orders must be submitted in small quantity
· customer dissatisfaction occurs
· complications come up because the material is difficultly obtainable
These costly problems can be eliminated with inventory holding and can be reduced the risk that customers migrate or operation costs are become high. For example, a food store can’t afford to run out of products, then the competition would quickly gain an advantage or a worse case, if a farm is run out of feed for animals, it would lead possibly to greater losses.
In addition, a not insignificant fact is that the larger amounts of orders involve discounts and its transportation is more economical. Stock contributes to the flexibility of supply chains, such as fluctuations in the demand is not a problem. Due to these features, customer service and the price of the products is favorable for the customers.
Textile wholesalers procure and store very large quantities of textiles and clothing and due this the unit price is very favorable. However, even after these things, for instance in many cases when the purchase up to 100, 500 or 1,000 pcs further benefits can be expected.
So it can be concluded that keeping variety of inventory provides a generally cost-effective, continuous material supply and results flexibility.
However, inventory related decisions should take into account environmental factors and other expenses. In some cases it is possible that speed up the production is cheaper than holding stock for indefinite period of time.
 Or it might carry the risk that, due to an unforeseeable decline in demand there remains a lot of unsold product.
In addition, the company has to reckon with that the inventory holding always requires investment.

3. Discuss in details the costs involved in keeping the stocks.
To manage stocks successfully, companies need to find a balance between the cost and benefits of holding stock. The costs of keeping stock include the money they have spent buying the stock as well as storage and insurance. The benefits include having enough stock on hand to meet the demand of their customers. It is commonly accepted that the carrying cost represent generally 25% of inventory value on hand.
Let these expenses examined in details:
One of the fundamental costs is the unit cost. This is the price that companies pay for a unit of item, or this much its production. In some cases this is not so easy to determine such as at number of different products and in manufacturing situations must be considered the difference of fixed and variable expenses.
In cases of repeated orders, a so-called reorder cost appears that occurs per order. The calculation of it is the following: the annual cost of procurement department to must be divided by the number of orders. The reorder cost usually includes the related paperwork, delivery, receiving, quality control and so on.
This cost can be reduced (optimized) with the ordering of economic order quantity.
Furthermore, there is a cost that definitely appears the holding cost. The most obvious holding costs are including rent, equipment, labor to operate, insurance and security. But there are some costs that might be eliminated, such as resulting damages, obsolescence, mishandling. Also includes opportunity cost which comes from the fact that the money could be used for other purposes.
In addition there are the shortage costs that is optimally rare or absolutely does not occur.
“Economic consequences of not being able to meet an internal or external 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, and loss of future profit due to loss of goodwill).”[footnoteRef:1] [1:  Source: http://www.businessdictionary.com/definition/stockout-costs.html] 


Costs involved in keeping the stocks varies from company to company because of the different storage requirements of certain products as well as other influencing factors like the amount of stock.
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