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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. 
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[bookmark: _Toc527452767]1(i) What is Inventory Management?
[bookmark: _GoBack]	Inventory is defined as the goods and services that are kept to be sold to the end users. It is an important part of the assets of business as the revenue achieved from inventory is one of the primary sources of revenue. Management of inventory involves the track keeping of the goods that are stocked for future sale (Wild, 2017). The management involves the monitoring of the amount, region, dimension and weight of the goods. The system helps firms and businesses the timeline to replenish the products, purchase more raw inputs and accelerate production. Supervision of the goods flowing from the warehouses from the manufacturers is a complex process depending on the size of the organisation. However the process helps businesses to examine and fulfill the customer demands.
[bookmark: _Toc527452768]1(ii) What is the purpose of keeping stocks in the supply chain?
	 Different amount of stocks are kept by organisation to fulfill the unforeseen requirements of the market. The most important reason behind keeping stocks within the supply chain is to keep additional products in hand to meet unforeseen demands of customers. Keeping stocks help firms to increase the efficiency of the business in time of delay of goods from warehouse to stores. Supply and demand conditions are met easily by keep additional stocks. The stock of goods increases the feasibility of supply chain and meets the unexpected requirements in different market conditions. Discount on bulk orders are received and goods can be purchased at low prices by keeping stocks in the supply chain.


[bookmark: _Toc527452769]1(iii) What is reorder cost?
	Repeat orders are placed by organisation in different conditions of business and the cost incurred for placement of such orders is defined as reorder costs (Hugos, 2018). The costs mainly comprises of communication costs, allowances incurred for order preparation, checking and testing facilities, equipment use optimization, receiving, and following up after the order placement. In general terms reorder costs calculation are accounted by purchase department total cost with the total number of orders placed.
[bookmark: _Toc527452770]1(iv) Define the holding cost.
	The cost incurred to keep one stock for one unit period of time is defined as holding cost. Holding costs are related to the cost incurred for keeping unsold inventory involving storage and maintenance of the unsold inventory.  The cost is perceived to be tied up money which is either taken as loan with payment of interest or incurred as opportunity cost to be used later. Holding cists incur in time of searching storage space, incur of loss, specialized treatment of stocks. Another issue related to holding cost materials that have become obsolete. The level of obsolesce decreases if the goods move at a faster pace in the supply chains.
[bookmark: _Toc527452771]1(v) What does the procurement department do in supply chain?
	The function of the procurement department is to control the flow of the raw inputs within a firm but it is important for the manager to decide the time of purchase and the amount of raw materials that needs to be bought. These are important decisions that needs to be taken vy the department. The sector also takes into account the policies of inventory management that helps to increase the efficiency of the business.  The management of stock is essential and delay in the flow of inputs crates the stock. All type of business tends to keep a stock of goods for better management practices.  Messages of transaction and order placement are received by the procurement department.
[bookmark: _Toc527452772]2. Discuss the main reasons for keeping the stocks. 
	Inventory managers tend to keep buffer stock for smooth operation of business by fulfilling emergency demands of the customers. The reasons to keep stocks are varied which are discussed in detail
Insurance against demand boom:  Use if buffer stock is important because majority businesses will create stocks for safety that is related to individual products accounted in the basis of sales of last year.  Maintenance of extra stock in business  provide reliable insurance for rise in demand taking into account the appropriate use with planned activities in business (Malladi et al., 2018).
Seasonal Changes: Businesses have the ability to perceive the change in demand in different seasons and this fact mainly depends on the knowledge of forecasting by managers which they have been able to adopt due to experience of several years of production (Sawnson et al., 2017). Managers should keep an emergency contingency plan that will help to tackle problems and avoid big uncertain environments in businesses.
Discounts: Regular suppliers can avail discount if they acquire stocks in bulk amount. Safe storage of products for a long time helps to reap the benefits of discounts received and help in business.
Guard against increased prices: In some cases if buffer stock was acquired from way ahead it helped in decreasing the overhead costs of future production and help in increasing the revenue of the company. Small businesses fail to invest large amount in bulk stock purchase but in case of large firms small savings over a large number of products help to save a significant amount thereby helping in better revenue generation.
[bookmark: _Toc527452773]3. Discuss, in detail, the costs involved in keeping the stocks.
Generally the cost to carry stocks is 25% a year and the main business objective of managers is to reduce costs to increase efficiency of businesses. Inventory is related to the capital costs, storage, service and the risks related to the maintenance of stocks.
Unit Cost: Unit cost refers to the amount the supplier charges for a product that is bought or the amount spent by a firm to buy a product. Companies manufacturing products fail to provide a transfer price or production cost. Unit cist calculation is difficult for large number of suppliers and differentiated products.
Reorder Cost: Costs incurred when repeated orders are placed which includes receiving and communication cists, allowances, delivery, checking, utilization of the inputs and following up. The cost of categorization, quality control and transport are taken into account under this cost.
Holding Cost: The cost incurred to hold a unit for one unit of time is called holding cost. This may be related to costs to be incurred at some point later related to opportunity costs or costs in the form of interest payment for loans. The other issues are for products which become obsolete or have shorter life cycle periods. Holding costs include handing, special treatment and maintain space.
 Shortage Cost: These costs occur when an item is bought that has no availability in the stock. The product is scarce and therefore the manager failed to gain direct gain from the sale of the product. Shortage costs impacts tend to be significant which leads to loss of recognition, reputation and goodwill of the business and this in turn decreases the future prospects of the sale of the goods by the company. Production plans can face disturbances and managers may have to alter the schedule of production and manage time of maintenance period which may result in job loss by workers.
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