[image: BOLC_Logo]                                                                  
   Assignment Cover Sheet





	Student Name:
	Keith Garside

	Student Number:
	7811

	Course:
	Logistics & Supply Chain Management Diploma (Level 4)

	Assignment NO:
	#8



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. 
	Please insert your completed assignment (in word format) here:





















Student Statement:

By submitting this assignment, I confirm that this is my own work.



	Student Signature
	Keith Garside
	Date
	[bookmark: _GoBack]25/06/17




For Tutor / Assessor Use Only
	Total Marks
	

	Marks Obtained
	

	Percentage / Grade
	













ASSESSMENT 8.docx




ASSESSMENT # 8 Total Marks: 30

Logistics and Supply Chain

Management Level 4

Brentwood Open Learning College Page: 1

Inventory Management

1. Give short answers for the following questions: 

i. What is Inventory Management?

Inventory management is the practice overseeing and controlling of the ordering, storage and use of components that a company uses in the production of the items it sells. Inventory management is also the practice of overseeing and controlling of quantities of finished products for sale


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

Keeping stock within the supply chain helps the organization to prevent fluctuations in demand & supply from affecting sales or production. Especially in retail availability is key to making a sale, else the customer may just buy from somewhere else.

It also can be used as a temporary offset to delay the effect of price increases and thereby improve margins and/or sales.

Bulk purchases help the organisation to lower their procurement costs and also make efficient use of logistical facilities





iii. What is a reorder cost?

The reorder cost is a cost an organisation incurs for placing a 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 placed on suppliers.



iv. Define the holding cost.

Holding cost is the cost to the business of keeping one unit of stock for a unit period of time.

Holding costs are the costs associated with storing inventory that remains unsold, and these costs are one component of total inventory costs, along with ordering costs and shortage costs. A firm's holding costs include the cost of goods damaged or spoiled, as well as the cost of storage space, labour and insurance.



v. What does the procurement department do in a supply chain?

The Procurement department manages the purchasing requirements for an organisation. It procures material and services against customer demand or forecast, and purchases material against that demand to ensure material is available either for direct sale or to satisfy the requirements of the production line with in the manufacturing cell of an organisation. 

It also tracks all its orders with its suppliers and even manages the logistics of getting the materials to the organisation. It will also liaise with other departments within the organisation such as Quality, stores and accounts to ensure materials received are processed correctly within the organisation and manage any issues that may arise, i.e short shipments or faulty goods.









2. Discuss the main reasons for keeping the stocks. 

Most manufacturing organizations have to hold stocks of raw material inventory in their  warehouses, so that the production facilities can meet the customer’s order requirements.

 The reasons for holding inventories can vary from case to case basis.

1. Meet variation in Production Demand

Production plan changes in response to the sales, estimates, orders and stocking patterns. Accordingly, the demand for raw material supply for production varies with the product plan in terms of specific qty’s as well as batch quantities. Holding inventories at a onsite or local warehouse helps issue the required quantity and item to production just in time.

2. Cater to Seasonal Demand

Market demand and supplies are seasonal depending upon various factors like seasons; festivals etc and past sales data help companies to anticipate a huge surge of demand in the market well in advance. Accordingly, they stock up raw materials and hold inventories to be able to increase production and rush supplies to the market to meet the increased demand.

3. Economies of Scale in Procurement

Buying raw materials in larger bulk lots and holding inventory is found to be cheaper for the company than buying frequent small lots. In such cases an organisation buys in bulk and holds inventories at the plant warehouse.

4. Take advantage of Price Increase and Quantity Discounts

If there is a price increase expected down the line due to changes in demand and supply in the national or international market, impact of taxes, budgets and currency fluctuations etc, the companies can to buy raw materials in advance and hold stocks as a hedge against increased costs.

Companies resort to buying in bulk and holding raw material inventories to take advantage of the quantity discounts offered by the supplier. In such cases the savings on account of the discount enjoyed would be substantially higher that of inventory carrying cost.

5. Reduce Transit Cost and Transit Times

In case of raw materials being imported from a foreign country or from a supplier who is far away within the country, you can save a lot in terms of transportation costs by buying in bulk and transporting as a container load or a full truck load. Part shipments generally can be costlier.

In terms of transit time too, transit time for full container shipment or a full truck load is direct and faster unlike part shipment load where the freight forwarder waits for other loads to fill the container which can take several weeks.

There could be a lot of factors resulting in shipping delays and transportation too, which can hamper the supply chain forcing companies to hold safety stock of raw material inventories.

6. Long Lead and High demand items need to be held in Inventory

Often raw material supplies from suppliers can have a long lead time running into several months. Coupled with this if the particular item is in high demand and short supply you can expect disruption of supplies. In such cases it is safer to hold inventories and have control.





3. Discuss, in detail, the costs involved in keeping the stocks.

Inventory costs are basically categorized into three headings:

1. Ordering Cost 

2. Carrying Cost 

3. Shortage or stock out Cost & Cost of Replenishment 

a. Cost of Loss, pilferage, shrinkage and obsolescence etc. 

b. Cost of Logistics 

c. Sales Discounts, Volume discounts and other related costs. 

1. Ordering Cost

Cost of procurement and inbound logistics costs form a part of Ordering Cost. Ordering Cost is dependant and varies based on two factors - The cost of ordering excess and the Cost of ordering too less.

Both these factors move in opposite directions to each other. Ordering excess quantity will result in carrying cost of inventory. Whereas ordering less will result in increase of replenishment cost and ordering costs.

These two above costs together are called Total Stocking Cost. If you plot the order quantity vs the TSC, you will see the graph declining gradually until a certain point after which with every increase in quantity the TSC will proportionately show an increase.

This functional analysis and cost implications form the basis of determining the Inventory Procurement decision by answering these two fundamental questions

1-How Much to Order - How much to order is determined by arriving at the Economic Order Quantity or EOQ.

2- When to Order. – Is decided by component lead time and transportation time/ method.





2. Carrying Cost

Inventory storage and maintenance involves various types of costs namely:

· Inventory Storage Cost 

· Cost of Capital 

Inventory carrying involves Inventory storage and management either using in house facilities or external warehouses owned and managed by third party vendors. In both cases, inventory management and process involves extensive use of Building, material handling equipment, IT Software applications and hardware equipment coupled managed by Operations and Management Staff resources.

b. Inventory Storage Cost

Inventory storage costs typically include Cost of Building Rental and facility maintenance and related costs. Cost of material handling equipment, IT Hardware and applications, including cost of purchase, depreciation or rental or lease as the case may be. Further costs include operational costs, consumables, communication costs and utilities, besides the cost of human resources employed in operations as well as management.

b. Cost of Capital

Includes the costs of investments, interest on working capital, taxes on inventory paid, insurance costs and other costs associate with legal liabilities.

The inventory storage costs as well as cost of capital are dependant upon 2 main factors and varies with the decision of the management to manage inventory either in house or through outsourced vendors and third party service providers.

[bookmark: _GoBack]Current times, the trend is increasingly in favour of outsourcing the inventory management to third party service provides. For one thing, the organizations find that managing inventory operations requires certain core competencies, which may not be in-line with their business competencies. They would rather outsource to a supplier who has the required competency than build them in house.

Secondly in case of large-scale warehouse operations, the scale of investments may be too huge in terms of cost of building and material handling equipment etc. Besides the project may span over a longer period of several years, thus blocking capital of the company, which can be utilized into more important areas such as R & D, Expansion etc. than by staying invested into the project.
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