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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.i. Inventory Management 
Inventory is the goods or products an organization hold in their custody for future use or reselling. Its very critical to keep only the correct amount of goods in the inventory. Excess quantity of material kept in the inventory increases the storage cost and consumes space. And it also increases the risk of material getting outdated / expired. Less stocking exposes the organization to the risk of running out of material at the time of need and that may cause money. Inventory management helps to keep track of essentials and keep optimal stock.      

· 1.ii. Purpose of Keeping Stocks in a Supply Chain
Stocks are kept as a buffer between supply and demand for the smooth functioning of the organization. Stocks specifically 
· eases the purchase of rarely available goods;
· act as a buffer between various operations of supply chain;
· reduces goods transportation costs as the transportation is reduced;
· helps in managing unexpected demands or at unexpected times;
· gives a benefit of price discounts on bulky orders;
· enables to purchase stock at lower prices which are expected to rise;
· allows to manage seasonal operations effectively
 
· 1.iii. Reorder Cost
The cost organization incurs for placing repeat order is known as Recorder Cost. This might contain
· Cost for preparing repeated purchase orders, 
· Communication Cost for sending the order and coordination 
· Receiving and checking cost at warehouse 
· Transportation charges
· Quality Control & Testing Charges

· 1.iv. Holding Cost.
Holding Cost / Stocking cost is the cost incurred by an organization for keeping the stock of an item in their inventory. The different costs involved are 
· Utilization of Space cost
· Interest over the money spent to purchase the item 
· Insurance 
· Special storage treatments – refrigeration
· Handling cost
· Risk of expiry / obsolesce
· Risk of loss of material   
· 
· 1.v. Role of Procurement Department in a Supply Chain
The procurement department is responsible for controlling flow of raw material into an organization. They decide the purchase timing and quantity of material to be purchased in consultation with the warehouse department. The purchase timing and quantity also depends upon the maximum cost benefits the organization can gain while purchasing the item. Procurement department carryout the analysis to find out the economic order quantity and executes the order for the maximum gain of the organization.    

2. Reasons for keeping the stocks
Stocks are kept in an organization as a buffer between supply and demand for the smooth functioning of the organization. this is the main reason keeping stocks. There are other reasons also, they are  
1. Eases the purchase of rarely available goods
Some of the goods are not available every time / as and when required. And in a production line a delay in a single item will lead to the stoppage of entire operation hence the rarely available goods / seasonal goods purchased in bulk during the available period and stocked for future use.

2. Act as a buffer between various operations of supply chain
Stocks acts as a buffer / safety stock for various operations of supply chain. Stock make sure the production continues even if the new order is delayed till the safety stock is finished.

3. Reduces goods transportation costs as the transportation is reduced
If there a store for the organization, the nonperishable raw materials can be bought in bulk and stored there by reducing the repeated transport.

4. Helps in managing unexpected demands or at unexpected times
The stocks helps the organization to meet the unexpected demands from the customer at unexpected times. If no stock is kept the organization would have been forced give up these kinds of orders.
5. Gives a benefit of price discounts on bulky orders
We get good pricing when we buy in bulk. A store gives us the freedom to snatch the goods in bulk at a much lower price and store safely.

6. Enables to purchase stock at lower prices which are expected 
to rise;
Organization keep stock of item to utilize the price benefits which they are going to receive before the upcoming increase in price. 

3. Costs Involved in Keeping the Stocks
Stocks are kept as a buffer between supply and demand for the smooth functioning of the organization. Stocking incurs cost to organization. The different costs involved are 
1. Utilization of Space cost
Stocking of an item require space. In most of the case, organizations rent there warehouse for keeping the stock. The cost involved in renting the space is the ‘Space Cost’  

2. Interest over the money spent to purchase the item 
An organization need to pay its vendor for purchasing the item. If the purchased item is not used up quickly then we have to calculate the interest for the money spent for purchasing the items and add up with the purchase cost to calculate the current cost of the item.  
 
3. Insurance 
Products kept in a warehouse has to be always insured to cover it from the unforeseen loses. This insurance comes at a premium which is normally equal to 1%-4% of the cost of the item. If the stored item is of high value, the insurance cost of the warehouse also increases accordingly. 

4. Special storage treatments – refrigeration
All the materials cannot the stored in normal conditions. The storage of the perishable goods shall be done with at most care to keep the product in a usable condition. For example certain type of quick fix glues should be all kept refrigerated to keep them in their usable condition. This additional storage treatment involves cost.
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5. Handling cost
A material inside store cannot be kept in that location for ever. This has to be moved at time for the storage convenience of other materials in the store and the stored materials has to be checked for quantity and condition regularly. This involves a cost which is termed as handling cost.

6. Risk of expiry / obsolesce
Materials are kept in stock to gain advantage of pricing and availability. But storing a perishable material puts the organization to a risk of material getting expired before the utilization. Hence extreme care to be given to the materials with expiry date.  

7. Risk of loss of material   
Even when we say the warehouse is 100% under control there is a chance of missing some thing when lot of things are stored in a warehouse. An item lost from warehouse is a loss for the organization. 
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