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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 are the various types of inventory? 

Anticipation Inventory is stock kept with the expectation that there may be a greater demand for goods at some point in the future that may surpass a company’s current or normal stock levels. It is imperative that companies prepare for these times well in advance as it could hinder their ability to maintain exceptional customer satisfaction and not risk overwhelming their staff. Some factors that may trigger the storage of anticipation stocks include promotions where items offered to customers are at reduced prices especially when they buy in bulk and the introduction of a new competitive item. Some companies may be concerned with the impact of impending strike action by disgruntled workers or that they are simply preparing for their yearly closures for vacation therefore they would increase production or storage of products to meet their customers’ demands. Hurricane relief items are a typical anticipation stocks as their quantities are increased and stored well ahead of the storm season. 
Fluctuation Inventories are another type of inventory and stocks are available even after their peak season when demand is typically at its lowest. The stock levels for these items are typically maintained in accordance with the demands of customers. 
There are instances where a company may choose not to match the rate they sell or use stocks to the rate they produce or purchase stocks. The intention is to avoid the setup costs of manufactured items and costs associated with ordering purchased goods. Pharmaceutical items such as prescription drugs are subject to legal requirements and lot control measures to help identify the items in the event of possible recalls are good examples of Lot Size Inventory.	
Transportation Inventories refer to goods being moved or are in-transit from one facility to the next. This move can occur before (from one factory to another) or during the sales process (from supplier to retailer). This is necessary for many manufacturing companies as they may have a widespread customer base comprising of local, regional or international customers and need warehouses within the closest proximity to meet customer needs.

2.	Outline the key goals for an effective inventory management? (10)

The role that customers play is often marginalized when it comes to inventory management systems. Knowing that customer satisfaction is the ultimate goal of the organization, companies must ensure that they can meet their customers’ demands by providing what the customers need, when they need it, and in the right volume. This can be in the form of goods, information or actions.
Both the internal and external customers should be an integral part of the inventory management process. Internal customer may be the departments that rely on the business for goods and services or information for example, the sales team and the distribution team. The external customers would refer to the distributors, agents and the stores customers who conduct business with the company.  Being an internal customer, upper management are usually very concerned about the high costs of carrying the inventory. Costs such as interest paid, losses incurred on the cost of inventory, shrink and physical inventory counts are ultimately at the top of their minds therefore it is essential to have an optimum inventory management system in place. One of the main objectives of this system should be to help reduce or keep the inventory carrying costs as well as other costs such as storage cost and the business’ direct expenses to a minimum.
In order for the business to achieve its goal of maintaining an optimal inventory management system, it needs to hire and train staff that have the essential skills and qualities necessary to manage the inventory effectively. The recruitment team would need detailed lists of the essential skills and characteristics needed to identify the right fit for the job and they too must have an exceptional knowledge of Inventory Management. Some key skills to look for in a prospective inventory management staff are, aptitude, common sense, analytical ability, ingenuity, assertiveness and initiative, decisiveness, tact and cooperation, self- reliance and flexibility. The recruiters must also pay close attention to how the applicants respond to behavioral and situational questions to gain insight on their character. Every position must have a properly outlined job description and all new hires should go through orientation at the workplace to get the opportunity to understand what is required of them.  Certified candidates who possess prior knowledge and understanding of warehousing and inventory management systems can add value to the inventory management system and ultimately the organization. The quality and capabilities of staff members along with management’s ability to identify and take advantage of these skills is paramount in the organization’s success.

3.  What are the various costs involved for carrying the stock? (10)

Inventory attracts many costs that may lead to an increase or decrease of its initial value. All these costs, which on average may add up to about 20% to 25% of the value of the inventory, can affect customer satisfaction and management should try to keep them to a minimum. Some companies may not be able to pay for goods directly from their funds so they resort to loans to pay their suppliers. These loans attract interest, which affects the cost of procuring and storage of these goods. Companies are also liable to pay taxes on their operations. Due to the high value of the inventory, it is necessary to have insurance coverage to help the company recover in the event of any possible risks such as fire, floods and natural disasters. In term of housing the inventory, some companies opt to build their own warehouse storage facilities where as some may choose to rent or have another party store and manage their inventory. There is also cost incurred in the handling the inventory from receiving of the consignments, sorting, and put-away of the goods in the different locations. During the time that the stocks are stored, other shrink factors result in a loss on the cost of the inventory for the company. Goods can become obsolescent, damaged, spoilt or become infested, and there may be instances of pilferage by staff or outside persons. To maintain an up to date and efficient inventory management system, the company must ensure that it does frequent audits on its inventory. One such method includes a robust cycle counting program that helps the company continually assess their inventory accuracy level. There is minimal disruption to the daily operations as the cycle count program only focusses on a specific predetermined warehouse area or location at a time. The company may be required to hire more inventory personnel to execute and maintain the cycle count program effectively. Companies also carry out a full-scale physical inventory of their facilities at least once a year. In this instance, all warehousing functions and operations are halted in order to capture an accurate listing and valuation of the company’s inventory. This may result in a loss in sales and revenue; added costs to source or rent equipment such as forklifts, and paying the generally large team needed for a full stock take.   
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