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	1. Give short answers for the following questions: (15)

i. What is Inventory Management?
Inventory management is the exercise of planning, measuring and balancing the necessary inventory, meaning the necessary stock of raw materials, consumables, spare parts, finished products necessary to a supply chain by using different tools to balance the stock at the right level of quantity and costs to keep the flow running, working, answering end-users demands on-time and covering all supply chain risks, like suppliers default, production default or change in demand and whatever can occurs to the process and lead to an end user demand default or delay

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

The purpose of keeping stocks in a supply chain is to cover any rupture of the chain all along the process from upstream to downstream and answer the demand and its evolutions on time. 
The stocks will serve as security to help working a production cycle A and cover any rupture in the chain supply, covering possible risks as predicted possible failures and even secure the process for unpredictable problems or changes in demand and all this (stocks) to avoid rupture between supply and demand and secure continuous on time and place delivery to end users. Stocks acts at different stages as running components and consumables for the working cycle determined but also as security options taken to cover any rupture at each stage whether it’s from raw materials to finished goods, to answer demand. 

iii. What is a reorder cost?

Any order has a cost, from management decision time, administrative cost of procedure, financial costs, credit, interest or dedicated cash money that could be tied to other delayed functions  , delivery costs, storage, handling. Each order has a cost of ordering, operations of ordering and services relied to on managing, financial and all related costs, and the best way to identify order cost  in a company is to divide the annual related charges and fees associated to ordering per the number of orders placed that year. 

iv. Define the holding cost.

The holding cost refers to the cost of holding a unit of stock for a period of time. For example if you are trading fruits and following delays and demand you have determined that your have to keep a stock of ready to go containers at a harbor. You have 10 constant ready to go containers of apples. The holding stock will be all daily port fees, the financial charges of the immobilized money, insurance and also the loss of value and quality if the containers are not sold quick enough.
When you determine the holding costs, you can include it to your selling price or  to avoid loss of value of the merchandise or loss of benefits. This 1000 usd month in summer and 450 in cold season holding cost will be integrate and the ready to go containers will cost to the company an average 32usd per day standing on the harbor, 32x number of day will be supported as a cost by the company and deducted from benefits or added to the selling price, or supported by all clients on a average basis, whatever will be decided by the board.

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

The procurement department was basically the one in charge of buying all the necessary items and service to allow the business to run. Raw materials, consumables, services.
 Nowadays, the evolution of management of the supply-chain and brought the procurement department also to manage inventory, meaning that the department is responsible for managing procurement and covering all risks of failure in the procurement, in the supply chain by managing stocks, costs and solutions to assure the flow from upstream to end-user demand in time no matter what, at the same quality level and the lowest cost possible.

2. Discuss the main reasons for keeping the stocks. (7)

As said, the main reasons to keep stocks is to be able to face cycle of production and any delayed supply or change in demand whether predicted or not. Stocks are from the basic raw materials, the consumables, equipment spare parts, energy devices, and even finished goods ready to deliver or available  service providers to run the business and all the security options taken to avoid any rupture between supply and end users demand along the supply chain .
Stocks along the supply chain should cover expected, forecasted changes in demand, problems in production as unexpected ones, like sudden increase of demand or loss of a supplier or an equipment breakdown, a delay due to unexpected weather and give the company the opportunity to keep answering demand in same conditions as before and some necessary time to reorganize its supply to face this change. Different problems can occur, we can classify them in two sections, the predicable ones and unpredictable ones.
The predictable are linked to forecast or all possible conditions that are predictable because this conditions occurs on a regular base, statically talking in the business environment. Forecasted conditions are seasonal change and difficulties in a known environment, like market price variations for raw materials between summer and winter for cereals, or increase of demand in polar clothes during winter, Ice-cream in summer, or the predicted selling statistics of a knew cellular phone from a major brand, the predicted shipping difficulties in a region submitted to regular weather difficulties in winter or raining season . These forecasted or changes or known conditions can be easily covered by inventory management actions, stocking at each necessary stage and using out sourced stock at disposal to cover, raw materials price variations, delayed deliveries of a raw material by suppliers , from a consumable supplier, from distributor shippers by increasing end users retailers stocks. Cover demand variations due to seasonal cause by ordering more stock for production, more delivery stock and retailing stock availability. These Buying stocks for necessary means also helps to benefit lower prices, discounts, lower shipping costs, less reorder costs. If you manufacture fruit juices at lower costs you will need to buy fruit concentrate at low price and maybe buying on a seasonal base will help. On the other hand, unpredictable changes also need to be cover by stocks, and this is why, companies also manage to hold security stocks in addition to running and cycle stocks. Security should cover unexpected ruptures along the supply, like unexpected changes in demand. An unexpected climate has blocked cargo ships from china to deliver X-phones to the US market, this will delay for more than 2 months the deliveries, cargo will have to take another maritime road around the world, local stocks in the US market should be able to cover X-phones demand in the same conditions while other delivery options are taken. A flat TV led screen supplier will not be able to continue deliver screens to the flat TV manufacture due to bankruptcy , on it’s own stock the manufacture should be able to continue to answer to demand while taking other options with another supplier. Unexpected social problems stopped production of a car in Ireland. The factory stock of ready to go cars will cover demand in the same conditions until production start again or while cars from anther factory are shipped before Ireland runs out of stock. These are some examples of why stocks should be kept and managed along the supply chain, keep the business going, the end users satisfied. If for some reason I have to wait weeks or more to get my new X-phone, car or tv and I need it know because mine is broken, I have the money, it’s my birthday or whatever reason, I will go to another brand or leave the idea of buying.


3. Discuss, in detail, the costs involved in keeping the stocks. (8)

Stocks are a inevitable, but on the other hand, they cannot be handled without strong management as they do not come without costs and the costs of stocks have to be balanced with the need and advantages given by the stock. Basically, the more the finished good sells in quantity and low price, the more you can have stock, but if it sells at a high cost and at a lower scale, the less you will stock.
Lets say you sell beans canned food, you will probably produce thousands per hour and order /stock hundred thousand of tons of beans, order / stock hundred tons of aluminum foils to produce your daily ten thousand cans. The costs of these hundred tons of stocks of beans, aluminum foils and ready to go canned food should be low enough and covered by the activity, in case you product caviar, there no way this will have the same impact on stocks except for shortage as it is a seasonal raw material. If we take the beans canned food, this will involve the following costs to be identified :
-The unit cost, the cost of the company, to purchase one unity of product.
-The reorder cost, is the cost involved in ordering a product by the number of order passed in a time period / year for example, administrative work linked, procedures, visits, certifications,  standard shipping charges out of price/tons, financial charges per credit letter
-The holding time costs, all charges linked to the carried stock, financial cost per day, money allowed price of storage, value of lost, price of handling, price of HR and administrative time and expenses dedicated to the storage.
The unit costs will be, the cost of beans, water spices, the can and cost of manufacture allowed to one canned bean unit. And the costs involved in keeping the stocks are, the financial costs of the credit of bank charges associated to ordering tons of beans, tons of spices, aluminum and handling these tons at arrival and during process, the price of the storage of these tons, the loss of all materials during process, the HR costs of managing these stocks, the administrative costs, analyze, stock health control, and cost of spice shortage, some spices are bought when the price is low, but two year stocks are kept. Finished goods also have the same costs of handling storage, loss and management. All these costs, on a period of time defined are the costs involved in keeping stocks. divided per the number of cans produced on the same period will give an average total stock cost per unit ( admitted average statistics is 25% on the price per unit ) the goal is to manage stock costs to reduce its impact as possible.
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