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1. Give short answers for the following questions: 

i. What is Inventory Management?

The process of administering the stocks of products and goods that a business hold to resell or use in future is called inventory management. These stocks can be finished goods or in the form of raw material stocked for future purpose. Generally, purchase department is responsible for controlling the flow of material in organization. However, the purchase timing, quantity of material to be purchased are quite critical to decide that are inventory management policies. Although stock keeping is crucial nevertheless the delay in material flow also causes the formation of stock. Every organization keeps stock, no matter what the nature of the business is. Organization may define this stock as minimum stock levels to be maintained at all times throughout the year. 

ii. What is the purpose of keeping stocks in a supply chain?

Managers mostly recommend to maintain limited stocks of inventory but in many businesses huge stock is also enforced. The main purpose of keeping stocks is to provide buffer between variables. These variables are abrupt changes in demand and market. These buffer stocks provide a cushion between supply and demand. They enable business to keep running efficiently, even when transportation of goods is delayed or if a sudden higher demand is observed from customers. 

Here are some key reasons to keep buffer stocks,
a) Act as a cushion between various operations of supply chain.
b) Benefits in assessing unexpected demands or at unexpected times.
c) Controls small or delayed deliveries impact on sales.
d) Gives a benefit of price discounts on large orders.
e) Enables to purchase stock at lower prices which are expected to rise.
f) Eases the purchase of rarely available.
g) Helps to manage seasonal operations effectively.
h) Reduces goods transportation costs.
i) Provides shield during emergencies.
j) May be more profitable during periods of higher inflation.

iii. What is a reorder cost?

This the cost that an organization bears while placing a repeat order. This includes the cost of preparing purchase order, communication, receiving, delivery, checking, testing, utilization of equipment and follow up for on time delivery. In addition to that, cost of quality control, transport, categorization and mobilization of goods are also included. 
Hence, the reorder cost comes from dividing the total annual cost of the procurement department by number of orders in a year. 
Reorder cost = Total annual cost of purchasing department/Total orders sent in a year

iv. Define the holding cost.

Hold cost is the cost of keeping one unit of stock for a specific period of time. This apparent cost is tied up money which is reserved with keeping this stock item that has an opportunity cost. There more costs that are associated with it like storage space, loss, handling, temperature control, insurance and administration. Another risk is obsolete items in stock. If an item is stocked for a longer period, then it may approach shelf life or customer may discontinue that SKU. In that case, the holding cost is going to rise more that it’s calculation. 
However, if a material is moved faster in supply chain then the obsolescence cost is eliminated and of course holding cost is also minimized.  

v. What does the procurement department do in a supply chain?

Procurement forms a necessary connection between businesses in the supply chain, and it gives a system for coordinating the movement of materials between suppliers and consumers. Procurement does not generally move materials itself, but it arranges the transfer. It gives the message that materials are required, and organizes the change of possession and location. But it is another function, like transport, that really delivers them. So, procurement is mainly concerned with information processing, it gathers data from a range of sources, analyses it, and conveys the information to the supply chain.
In the supply chain, procurement sends messages backwards to explain what customers desire in a product, and it passes messages forwards to declare what suppliers have accessible. Then it negotiates conditions for delivery. If procurement is carried out badly, materials do not arrive, or the wrong materials are delivered, in the wrong quantities, at the wrong time, with poor quality, at too high price, low customer service, and so on.

2. Discuss the main reasons for keeping the stocks.

Every organization keeps stock, no matter what the nature of the business is. There is no need to get rid of stock. However, controlling stock is the primary requirement for any business. Even though maintaining the limited amount of stock is appreciated, yet many businesses are bound to have huge stocks. The main reason for keeping stocks is to provide available of goods between variables. 

These stock can be kept in following categories,

a) Raw materials: The direct materials, components other parts that are purchased for making finished goods or reselling to end consumers.
b) Work in progress: The in process material which a step forward from raw material but still behind stage of finished goods.
c) Finished goods: These are finished products available to be sold or dispatched to customers or wholesalers.
d) Spare parts and consumables: These items are indirect materials that is not made part of finished goods but needed during production operations in order to successfully complete production process. Keeping stock of such items is equally essential because unavailability of such items result in delay in production output.

Following are the main reasons for keeping the stocks.

1. Act as a cushion between various operations of supply chain.
2. Having stock of raw material give more room in starting economic order quantity.
3. Gives a benefit of price discounts on large orders sent for raw materials including buffer quantity.
4. Enables to purchase raw material stock at lower prices. Discount on bulk purchases.
5. Saves reorder cost of raw materials, spare parts and consumables. 
6. Saves shortage cost of raw materials, spare parts and consumables. 
7. Supports optimum production runs and capacity utilization of plant.
8. Benefits in assessing unexpected demands or at unexpected times.
9. Helps to manage seasonal operations effectively.
10. Controls small or delayed deliveries impact on sales.
11. Reduces goods transportation costs and supports truck load.
12. Provides shield during emergencies and natural disasters.
13. Reduces lead time for customers by having sufficient finished goods stock.
14. More profitable during periods of higher inflation.
15. Customer satisfaction by providing each item at a shorter notice/order.
16. Market edge from competitors by having sufficient stock and avail all potential sale.







3. Discuss, in detail, the costs involved in keeping the stocks.

Keeping stocks is always expensive as it results in some cost of carrying the stocks. However, it varies from product to product depending on their target stock quantities. Still companies have a reasonable goal to reduce this carrying cost as much as possible. This carrying cost cannot be eliminated because each business recommends some stock levels and if there is zero stock, then the carrying cost might be zero. But there will be no or less sales and there will be another cost on business that is losing customer and no revenues. 
This cost of keeping stock is divided into 4 cost components.

1. Unit Cost: The cost incurred to purchase one unit of items is called unit cost. If a business makes the product itself, it might be difficult to give a consistent production cost or decide a transfer price. This unit cost will definitely increase if the same units of quantities are stocked for a longer period. The addition in the unit cost will be because of insurance, taxes, storage cost including rent, heating, damage, obsolescence etc. 

2. Reorder Cost: The cost that organization bear in sending a repeat order is called reorder cost. This repeat order will always have some portion of buffer replenishment cost, hence due to the aim of retaining target inventory an additional reorder cost will definitely be incurring. This reorder cost is a combination of cost of making purchase orders, communication cost, receiving, delivery, checking, testing and follow costs. Hence reorder cost will also become the part of stock carrying cost ultimately.

3. Holding Cost: This is the cost of holding one unit of stock over a period of time. This apparent cost is tied money of working capital that is blocked with this stock. Other holding costs result due to storage space, loss, handling, and special treatment, for example refrigeration, insurance and administration. It is the stock that is kept for a period of time and shelf life is being used while stocking it. With the passage of time, the spare parts or raw material or even finished goods in stock may obsolete or food items may expire being in stock or reach obsolescence. On the other hand, if the stock is reduced or depleted these stock items can generate revenues for the company and there is always an opportunity cost involved in it. 

1. Shortage Cost: It is the cost that is incurred in business while purchasing an item which is no more in stock or there is shortage of that item. In case of shortage, the sale will be affected and profit will be shrinking for business.  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 costlier suppliers.
[bookmark: _GoBack]This is difficult to get statistics of inventory cost but major problem is shortage cost. That will also lead to other tangible factors like lost goodwill, trust which is hard to agree a rational value. Many companies consider this shortage cost as more expensive and normally they try to avoid that. Hence, companies are more willing to bear the comparatively low inventory carrying cost to avoid other higher costs of shortages. This will tend to increase the quantity of stock held, especially when there is uncertainty. 
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