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1. Give short answers for the following questions:   

I. What is inventory management?

The overseeing and controlling of the ordering, storage and use of components that a company will use in the production of the items it will sell as well as the overseeing and controlling of quantities of finished products for sale. A business's inventory is one of its major assets and represents an investment that is tied up until the item is sold or used in the production of an item that is sold. It also costs money to store, track and insure inventory. Inventories that are mismanaged can create significant financial problems for a business, whether the mismanagement results in an inventory glut or an inventory shortage.
Successful inventory management involves creating a purchasing plan that will ensure that items are available when they are needed (but that neither too much nor too little is purchased) and keeping track of existing inventory and its use. Two common inventory-management strategies are the just-in-time method, where companies plan to receive items as they are needed rather than maintaining high inventory levels, and materials requirement planning, which schedules material deliveries based on sales forecasts.

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

The main cause for keeping stocks is to provide a buffer between variable –and sometimes unambiguous – supply and demand. Think of food delivered to a superstore, which is usually delivered in large amount – maybe a truckload at a time – however only a smaller quantity is sold to individual customers. The consequence is a stock that is replenished with each delivery, and is reduced with the passage of time in order to coincide with demand. The stocks grant a cushion between supply and demand. They enable the supermarket to keep working efficiently, even when transportation of goods is delayed, or if a sudden higher demand from customers arise. The major motive of keeping stock is to make it act as a buffer between supply and demand. They let operations to continue easily and evade disruptions. Stocks specifically:
· act as a buffer between various operations of supply chain
· helps in estimating unexpected demands , or at unexpected times 
· controls  small or delayed deliveries 
· gives a benefit of  price discounts on bulky orders
· enables to purchase stock at lower prices which are expected to rise
· eases the  purchase of rarely available
· allows to manage  seasonal operations effectively
· reduces goods transportation costs
· provides shield during  emergencies
· may act profitable during periods of higher inflation.

III. What is a reorder cost?

Reorder cost is the cost organization incurs for placing repeat order. This might contain allowances for preparing an order, communication, receiving, delivery, checking, testing, utilization of equipment and follow-up. Sometimes, costs like quality control, transport, categorization and mobility of received goods are also included. In practice, the best approximation for a reorder cost usually comes from dividing the annual cost of the purchasing department by the number of orders sent out.

IV. Define the holding cost. 

In business management, holding cost is money spent to keep and maintain a stock of goods in storage.
The most obvious holding costs include rent for the required space; equipment, materials, and labour to operate the space; insurance; security; interest on money invested in the inventory and space, and other direct expenses. Some stored goods become obsolete before they are sold, reducing their contribution to revenue while having no effect on their holding cost. Some goods are damaged by handling, weather, or other mechanisms. Some goods are lost through mishandling, poor record keeping, or theft, a category euphemistically called shrinkage.
Holding cost also includes the opportunity cost of reduced responsiveness to customers' changing requirements, slowed introduction of improved items, and the inventory's value and direct expenses, since that money could be used for other purposes.
While it is possible to measure the components of holding cost, it is common to estimate them as at least one-third the value of the stored goods per year. If opportunity cost is included, it is reasonable to use one-half the value of stored goods as their holding cost.

V. What does procurement department do in a supply chain?

The procurement department is responsible for controlling flow of raw material into an organization but the purchase timing and quantity of material to be purchased are critical to decide. The stocks grant a cushion between supply and demand. It is favorable that the goods, services or works are appropriate and that they are procured at the best possible cost to meet the needs of the company in terms of quality and quantity, time, and location. Almost all purchasing decisions include factors such as delivery and handling, marginal benefit, and price fluctuations. Procurement generally involves making buying decisions under conditions of scarcity. Based on the consumption purposes of the acquired goods and services, procurement activities are often split into two distinct categories. The direct procurement being direct, production - related procurement and the indirect procurement being indirect, non – production - related procurement. Direct procurement occurs in manufacturing settings only. It encompasses all items that are part of finished products, such as raw material, components and parts. Direct procurement, which is the focus in supply chain management, directly affects the production process of manufacturing firms. In contrast, indirect procurement activities concern “operating resources” that a company purchases to enable its operations. It comprises a wide variety of goods and services, from standardized low value items like office supplies and machine lubricants to complex and costly products and services; like heavy equipment and consulting services.

2. Discuss the main reasons for keeping the stocks.
 
Every organization keeps stock, no matter what the nature of business is. The major motive of keeping stock is to make it act as a buffer between supply and demand. They let operations to continue easily and evade disruptions. There are five basic reasons for keeping an inventory.
1. Time - The time lags present in the supply chain, from supplier to user at every stage, requires that you maintain certain amounts of inventory to use in this lead time. However, in practice, inventory is to be maintained for consumption during 'variations in lead time'. Lead time itself can be addressed by ordering that many days in advance.
2. Seasonal Demand: demands vary periodically, but producers’ capacity is fixed. This can lead to stock accumulation; consider for example how goods consumed only in holidays can lead to accumulation of large stocks on the anticipation of future consumption.
3. Uncertainty - Inventories are maintained as buffers to meet uncertainties in demand, supply and movements of goods.
4. Economies of scale - Ideal condition of "one unit at a time at a place where a user needs it, when he needs it" principle tends to incur lots of costs in terms of logistics. So bulk buying, movement and storing brings in economies of scale, thus inventory.
5. Appreciation in Value - In some situations, some stock gains the required value when it is kept for some time to allow it reach the desired standard for consumption, or for production. For example; beer in the brewing industry.
All these stock reasons can apply to any owner or product
[bookmark: _GoBack]However, most businesses keeping the stock for some other reasons: 
  
· Taking advantage of price discounts. When a business purchases goods from the manufacturers and suppliers, they usually get price discounts if they buy in bigger bulks. Manufacturers and suppliers give these discounts to attract and maintain regular buyers. Taking advantage of price discounts is helpful at times but one must always remember not to overstock the inventory because inefficient buying may cause failure of the business.
  
· Hedging against price increase. Businesses usually hold inventory to avoid from the ever fluctuating market price of inventories. Thus, by having efficient and good inventory system, businesses can control their inventory cost. 
  

3. Discuss in details the costs involved in keeping the stocks.

The average total cost of holding stock most of the businesses have to incur is estimated as twenty five percent a year. A reasonable goal is to reduce this cost as much as possible. The approach is that splits the entire stock cost into four individual components.
 1. Unit cost: the price charged by the supplier for an item purchased, or the cost incurred by an organisation to purchase one unit of the item. It may be quite easy to find this by reviewing quotations or latest invoices from suppliers, but it is harder when there are a number of suppliers offering little different products, or offering diverse purchase conditions. If a business makes the product itself, it might be difficult to give a consistent production cost or decide a transfer price. 
2. Reorder cost: the cost organisation incurs for placing repeat order. This might contain allowances for preparing an order, communication, receiving, delivery, checking, testing, utilization of equipment and follow-up. Sometimes, costs like quality control, transport, categorization and mobility of received goods are also included. In practice, the best approximation for a reorder cost usually comes from dividing the annual cost of the purchasing department by the number of orders sent out.
 3. Holding cost: It is the cost of keeping one unit of stock for a unit period of time –for instance, the cost incurred by Air France to hold a spare engine in stock for one year. The apparent cost is tied-up money. This is either borrowed (there are interest payments) or it is cash that could be used somewhere else (there are opportunity costs). Other holding costs result due to storage space, loss, handling, and special treatment, for example refrigeration, insurance and administration. Another problem is obsolete material. It is the stock that was kept so long that it lost value, like obsolete spare parts or expired food Products having shorter life cycles, may have faster obsolescence. On the other hand, if your materials are being moved much faster through supply chains, then in many conditions the amount of obsolescence is declining. It is complex to give distinctive values for these, but a rule for annual costs as a percentage of unit cost. 10–15% Storage space 2–5% Loss and obsolescence 4–6% Handling 1–2% Administration 1–2% Insurance 1–5% in total 19–35%.
 4. Shortage cost: It occurs if a business is purchasing an item which is not available in stock anymore, or we can say, there is a shortage of that item. In the simplest case a retailer is unable to get direct profit from a sale. 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 more costly suppliers. It can be hard to get statistics for any inventory costs, but shortage costs are the major problem. These can also result in a number of intangible factors, like lost goodwill, that it is difficult to agree a rational value. Most organisations consider shortages expensive, and they generally like to avoid them. In other words, they are prepared to pay the comparatively lower costs of carrying costs to avoid the fairly higher costs of shortages.
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