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

i. What is Inventory Management?      

Inventory management is a systematic approach to obtaining, storing, and profiting from non-capital assets (raw materials and finished goods). The right stock, at the right levels, in the right place, at the right time, and at the right cost.

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

The purpose of keeping stocks in a supply chain are as follows:

· 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 be more profitable during periods of higher inflation   





iii. What is a reorder cost?  
 
Reorder cost is 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.   

iv. Define the holding cost.  

Holding cost is the cost of keeping one unit of stock for a unit period of time. These costs are one component of total inventory costs, along with ordering and shortage costs.

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

The procurement department is responsible for controlling flow of raw material into an organization. 


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

Insurance against increased demand
As demand can’t always be predicted, even with the best forecasting and industry knowledge, the use of safety or targeted excess stock is an essential tool. Most businesses develop safety stock requirements for each product, so it certainly helps to have as much information and control as possible over each inventory item. The use of holding stock in this targeted way can provide excellent insurance for increased demand, providing it’s used sensibly and in a planned manner.

Planning for seasonal changes
In some cases, businesses will know in advance that there is an increased or decreased demand during certain seasons. This is of course largely dependent on forecasting knowledge gained over previous years of production. Toy companies will most likely produce more toys leading up to Christmas, a wine maker may know that their Gewürztraminer sells best in summer. The more information a business has on supply and demand the better, for it can be translated into meaningful and intuitive inventory control.

Accessing discounts
Some suppliers will offer bulk buy or seasonal discounts to the businesses they supply to regularly. While bulk buying can sometimes backfire, for example with products that are prone to obsolescence or spoiling, some businesses will make use of this for items which can be safely stored without any increase in holding expenses or unreasonable risk of obsolescence.

Guarding against price increases
For some businesses, buying an excess of some stock in advance can help decrease future costs and increase profitability. 


Customer service
An occasional lost sale, in the short term, is a missed revenue opportunity and won’t necessarily have a long-term effect on your business. There is, however, the risk that lost sales will lead to customers going elsewhere to meet their demand. When this happens, there is a very real chance they will continue to source their goods from your competitors. Customer service is crucial to ongoing consumer loyalty. What happens if, as a retailer you have sold a product which, through no fault of yours, is damaged or faulty? Consumers are relatively forgiving if you can deliver on customer service through an efficient return or replacement policy. Problems will arise when you are under stocked to the point that you are unable to replace a faulty or defective product. Customer service and effective client relationship management helps to build customer and brand loyalty. Providing good customer service is essential to maintaining your current consumer base. 

Increased costs
Another reason for holding stock is to avoid the additional administration costs that happen when businesses are frequently re-ordering. Administrative costs form only part of the expense, the costs of freight and shipping generally increase proportional to urgent and expedited delivery requests required to meet consumer demand. The extra costs incurred when your company scrambles to replenish supplies or to restock shelves can become financially unsustainable. For manufacturing industries under stocking can have many other sizeable impacts.

The effect on production
Shortages of the inventory and raw materials required to achieve successful manufacturing outcomes can have significant ramifications for manufacturing schedules and budgets. These consequences may include labour lost time, production bottlenecks and failure to meet production deadlines. Inadequate levels of raw materials cause production and assembly lines to stop, with workers left unable to complete tasks. This will cost the company through unproductive downtime and overtime costs if production needs to be increased to meet deadlines.
If the manufacturer has orders and production schedules they must to meet, it may be necessary for the company to spend additional money shipping the manufacturing inventory by air rather than by sea. A company that cannot meet customer orders runs the risk of customers going elsewhere.


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

The costs involved in keeping stocks are as follows:

Ordering/Reordering costs

Ordering costs, also known as setup costs, are essentially costs incurred every time you place an order from your supplier. Reorder Cost is the cost organisation incurs for placing repeat order Examples include:
· Clerical costs of preparing purchase orders — there are many kinds of clerical costs, such as invoice processing, accounting, and communication costs.
· Transportation costs — the costs of moving the goods to the warehouse or store. These costs are highly variable across different industries and items.
· Receiving costs — these include costs of unloading goods at the warehouse and inspecting them to make sure they are the correct items and free of defects.
There will be an ordering/reordering cost of some amount, no matter how small your order might be. The more orders placed, the greater the ordering/reordering costs. 

Holding costs

Also known as carrying costs, these are costs involved with storing inventory before it is sold.
· Inventory financing costs — this includes everything related to the investment made in inventory, including costs like interest on working capital. Financing costs can be complex depending on the business.
· Opportunity cost of the money invested in inventory — this is found by factoring in the lost alternatives of tying money up in inventory, such as investing in term deposits or mutual funds.
· Storage space costs — these are costs related to the place where the inventory is stored and will vary by location. There will be the cost of the storage facility itself, or lease payments if it is not owned. Then there are facility maintenance costs like lighting, heating, and ventilation. Depreciation and property taxes are also included in this.
· Inventory services costs — this includes the cost of the physical handling of the goods, as well as insurance, security, and IT hardware, and applications if these are used. Expenses related to inventory control and cycle counting are further examples.
· Inventory risk costs — a major cost is shrinkage, which is the loss of products between purchasing from the supplier and final sale due to any number of reasons: theft, vendor fraud, shipping errors, damage in transit or storage. The other main example is dead stock.

Shortage costs

These costs, also called stock-out costs, occur when businesses become out of stock for whatever reason.
. Disrupted production — when the business involves producing goods as well as selling them, a shortage will mean the business will have to pay for things like idle workers and factory overhead, even when nothing is being produced.
. Emergency shipments — for retailers, stock-outs could mean paying extra to get a shipment on time or changing suppliers.
. Customer loyalty and reputation — aside from the loss of business from customers who go elsewhere to make purchases, the company takes a hit to customer loyalty and reputation when their customers are unhappy.



Unit Costs

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 several 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.

References

· Simchi-Levi and Kaminsky, Designing and Managing the Supply Chain: Concepts, Strategies and Case Studies, third edition, McGraw-Hill International Edition, page 251.

· Simchi-Levi and Kaminsky, Designing and Managing the Supply Chain: Concepts, Strategies and Case Studies, third edition, McGraw-Hill International Edition, page 250.

· "Zone Skipping". parcelindustry.com. Retrieved 2019-03-28.

· What are the types of inventory costs on https://www.unleashedsoftware.com/blog/what-are-inventory-costs. Accessed on 27 June 2019.

· Inventory Control: The Key Reasons to Hold Stock on https://www.unleashedsoftware.com/blog/inventory-control-key-reasons-hold-stock. Accessed on 27 June 2019.



Student Statement:
[bookmark: _GoBack]
By submitting this assignment, I confirm that this is my own work.

	Student Signature
	MICHAEL ACKERSON
	Date
	28/6/2019



For Tutor / Assessor Use Only
	Total Marks
	

	Marks Obtained
	

	Percentage / Grade
	









2

image1.png
ﬁ
o R




