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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. 
	Give short answers for the following questions: 


i. What is Inventory Management?
An inventory is generally described as goods and products businesses hold to resale them to end user. Stocks are finished goods and products or sometimes, there are raw materials that businesses hold in order to sell to the end-user (customers).




ii. What is the purpose of keeping stocks in a supply chain?
The purpose of keeping stocks is to make it act as a buffer between supply and demand. Stocks let operations to continue easily and evade disruptions.




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. 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 sent out.








iv. Define the holding cost.
Holding Cost is the cost of keeping one unit of stock for a unit period of time – for instance, the cost incurred by Air France to hold a spare engine in stock for one year. The apparent cost is tied-up money. This is either borrowed (there are interest payments) or it is cash that could be used somewhere else (there are opportunity 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 but the purchase timing and quantity of material to be purchased are critical to decide.





2. Discuss the main reasons for keeping the stocks. 
Keeping stocks is to make it act as a buffer between supply and demand. Keeping stocks specifically have the following merits below;
· 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.




3. Discuss, in detail, the costs involved in keeping the stocks.
The average total cost of holding stock most of the businesses have to incur is estimated as twenty five percent a year. There are four types of costs of carrying stock.

1. Unit Cost: 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 a number of 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.

2. 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. 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 sent out.
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3. Holding Cost is the cost of keeping one unit of stock for a unit period of time – for instance, the cost incurred by Air France to hold a spare engine in stock for one year. The apparent cost is tied-up money. This is either borrowed (there are interest payments) or it is cash that could be used somewhere else (there are opportunity costs).

4. Shortage Cost: it occurs if a business is purchasing an item which is not available in stock anymore, or we can say, there is a shortage of that item. In the simplest case a retailer is unable to get direct profit from a sale. But the impacts of shortages are generally more widespread and may result in lost goodwill, loss of reputation, and loss of prospective future sales. Stock shortages can cause disturbance, rescheduling of production, re-timing of maintenance periods, and laying off workers. Shortage costs may also include payments for constructive action to remedy the scarcity, such as expediting orders, sending out urgent orders, paying for particular deliveries, storing partially finished goods or using more costly suppliers.
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