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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) 
Inventory management is the holding of product quantities prior to issue or resale to end users and/or consumers. Inventory can be held with fixed quantities but more realistically it can be an ever changing due to a number of factors such as market conditions, price and seasonal demand.

All businesses have to keep a level of stock if they want to achieve a satisfactory level of order fulfillment. Stock levels have no easy approach and various factors need to be taken into consideration but by keeping stocks it provides a safety net and buffer between the supply and demand. A further example of keeping stocks can result in cost savings as businesses can place orders less frequently by holding stocks so reduce the volume of deliveries and transportation costs.


 A reorder cost includes the unit cost of an item and all the associated costs obtained from reordering. These additional costs include administration and labour for requesting, approving and placing an order, communications, receiving, delivery, inspection, testing and QA/ QC. Typically, the reorder cost can be derived from the annual cost of a procurement department divided by the volume number of orders placed.

Holding cost is defined by the cost of keeping something in stock for a period of time. An example of this can be slow moving or dead stock. Products that have sat for some time and have contributed to monthly or annual costs such as handling and storage. When products are in stock and not being used it means the money is tied up and unable to be used in other areas of the business. Specific materials may become obsolete due to expiry dates, deteriorating condition or held for equipment that is now out of service. Performing regular inventory reviews can capture these potential stocks and remove some of the handling cost burden. 


Within supply chain, the procurement department play a key role and are ultimately responsible for the flow of materials into an organization. They are measured on this through various key performance indicators and should ensure order fulfilment is met with minimum disruption to delivery schedules and demand. They also need to ensure the flow is expedited and streamlined to hold adequate stocks in the event of emergency situations [safety / critical stocks] and unplanned increases in demand. 

2) The main purpose of keeping stock levels are to act as a buffer between the supply and demand. Although there are cost implications with keeping stocks such as logistics and storing costs, management of the stocks such as checks, packaging, shelf life etc.…it is still always needed within an organization. The key is managing the stock levels on a regular basis to ensure the levels kept satisfy changes in demand levels but do not result in holding lots of dead stock which does not move for a period of time resulting in money being tied up, which could be utilized in other areas of the business. Another important need for holding stock is to provide safety margins for delayed deliveries. With domestic and international deliveries being scheduled, one small delay possibly within importation and customs can have a serious impact on satisfying demand and overall customer satisfaction. Bulk ordering and shipping can be achieved by ordering for adequate stock levels and may have a cost saving. Many organizations choose to increase their order levels when discounts are made available. This will result in a higher level of stocks being held but with a saving on the normal price of the goods.

3) As briefly mentioned earlier, there are significant cost implications with holding stocks. Savings can be made but also mis-management of stock levels can see costs become excessive very quickly. It has been estimated that 25% a year is the cost impact for holding stocks. Good practice would be to look at this and try to reduce it as much as possible. Focus on emergency or critical parts that should be kept in stock, parts with long lead times or had to source items. The various costs involved can be reviewed and categorized as below;
· Capital costs – Borrowing and interest payments
· Inventory service – Insurance, taxes and liabilities
· Storage costs – Heating, ventilation, rental costs
· Risk costs – Damage, shelf life, obsolescence
The product itself has additional costs and performing stock control / reordering has costs which are outlined below;
Unit cost The base price of a product, with no additional expenses added.
Reorder cost Includes things like personnel costs for order creation, testing, quality control and inspection, delivery and transportation.
Holding cost Price of keeping an item in stock over a period of time. This can create risk cost if something becomes out of date or obsolete.
Shortage cost Not having suitable stocks to satisfy demand. Reduces profit margins, customer satisfaction and may have a larger impact if parts are needed for building finished goods.
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