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 Assignment : Inventory Management

Question 1: What is inventory management?

Inventory management supervises the flow of products from manufacturers to warehouses and from these facilities to point of sale.

Aim of inventory management is to keep a detailed record of each new and returned product when it leaves or arrives to the warehouse.

Inventory management is a complete process , products get delivered into the receiving area of a warehouse then put back into stock areas or shelves.
Inventory is goods and products businesses hold to resale them to users.
Sometimes are finished goods and raw materials that businesses hold in order to sell and customers. 
Inventory management is the management of inventory and stock.
It includes aspects like controlling and overseeing ordering inventory, storage of inventory and controlling the amount of product sale.

Inventory management is all about having the right inventory at the right quantity , in the right place , in the right time and right cost.

Question 2 :  Define holding costs

Additional costs involved in storing and maintaining inventory over a year is called holding cost.
Businesses using a quantity calculator in order to decide  the optimal time to order new inventory.
Businesses have to store inventory what is not in use so if they order too much of product  , extra inventory goes in to the warehouse until they put on shelves to sell it customers.

Businesses have to pay for warehouse storage space also for security, insurance and protection of inventory.
Ordering too much inventory is making up holding cost so to prevent that order quantity calculation is important.

Also to consider and plan what inventory to buy and how frequently buy it.
Holding costs are : storing inventory that remains unsold, that is only one component 
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of the total inventory costs, also ordering and shortage costs.

For example :Manufacturers who are producing different items they sort their products into warehouse and shipping it to retailers.
So the manufacturer rents the warehouse space paying for it including insurance, security, staff who move inventory into the warehouse, delivering it , load it to ship it.

Question 3:  Discuss in details the costs involved in keeping the stock?

It has got 4 different types of costs :

1,Shortage Costs
 It occur when businesses become out of stock for whatever reason. The retailer is unable to get direct profit from a sale. The shortage of stock can cause disturbance, re-timing the maintenance period, laying off workers, changes in production.
Shortages of stocks may result in the cancelation of orders and heavy losses in sale which in turn may result in loss in profit even the business itself. Customer loyalty and reputation ,there are certainly losses to these when customers are unable to get their desired product or service on time.

2, Unit Costs

Unit costs is s price charged by the supplier for an item purchased . Easy to find this simply reviewing the latest invoices from suppliers but it is a little more complicated when are more suppliers offering little different products or diverse purchase condition. When businesses make their own product it can be difficult to give a consistent production cost or make a decision about transfer price.

3, Reorder cost
 Repeating an external supply-order or an internal manufacturing-order.  Occurs when placing a re-order. It may also include order preparation, communications, transportation, receiving, inspection, administrative overheads, and other costs.
The best calculation for a re order cost is dividing the annual cost of purchasing department by the number of orders sent out.
4, Holding Cost
This is the cost occurs when keeping a product in stock before it is sold.
Other cost can occur eg: storage space, loss, handling, and special treatment.
There can be obsolete material. It means the stock was kept too long it loses his value, like expired food products. Shorter life cycles might have faster obsolescence.
To give values for these, the rule for annual costs as a percentage of unit cost has :
% 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
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