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	Assignment # 8
1
i) What is inventory management : This is management of stock and policies related to stock being held for resale, this can be finished goods or raw materials.  Controlling the flow of the raw materials, purchasing timing and materials. 

ii) Keeping stocks in a supply chain : Acts as a buffer between supply and demand.  Stocks are available to keep production and supply continuously moving without disruption.  Stocks allow for supply against unexpected demand and timings. Bulk stocks can be obtained at negotiated pricing and reduces transport costs due to the volumes, Seasonal planning, Stock can be held as raw materials, work in progress and finished goods.

iii) Reorder cost : This is the related costs for placing repeat orders, includes the preparation of raising the order, receiving and delivery, quality checks and tests.  These costs are usually split into annual proportions vs the number of orders.


iv) Holding cost : The related costs of stock holding of one unit for a set time, this is money that is tied up in stocks that may be sat in stock for a year, this stock could have been used elsewhere within the business. Within this period stock could become obsolete creating lost money.  The obsolescence costs tends to be on a sliding scale of % of unit cost. 

v) Procurement Dept in supply chain :  Procurement Department has responsibility for the controlling and supplying the flow of materials, when to purchase and when to receive delivery.  Trying not to tie up funds in stock until the stock is required, but ensuring stock is available at the correct time and allowing for unexpected eventualities.
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	2) Discuss the main reasons for keeping the stocks :  Keeping stocks providing buffer and the variable,  Generally in bulk stock and replenished as stock deplete always having enough stock to cover demand, the stock acts as a safety stock always ensuring stock is available. Holding stocks reduces cost of the SKU’s due to buying in bulk, reducing transport costs, covers stocks for emergencies and unexpected demand,  If a price increase is due it may be a strategic decision to hold above and beyond the usual stocking amounts for items that have a good selling history

Stocks in three forms : Raw Materials, Work in process and Finished goods.
Retailers and wholesalers would only hold stocks in finished ready to sell forms, where as manufacturers will hold stock in raw materials generally 30% being raw materials, 40% Work in progress and 30% being finished goods.  Some stocks are categorized as spare parts and consumable goods.  When holding stocks the costs related have to be taken into consideration, ordering in time for demand, stocks to be held with the costs in mind, placing and managing orders against good maintenance.

Inventory is considered to be one of the most important assets of a business. Its management needs to be proactive, accurate and efficient. Whilst holding either too much or too little inventory places a burden on both productivity and profitability, it is still essential for most businesses to hold a sufficient quantity of inventory at all times.
The primary objective in terms of holding inventory is to ensure that customer service targets can always be met without compromising cash flow or running out of stock. When customers cannot purchase what they need, when they need it, they often cease to be customers. Losses as a result of missed sales, customers jumping ship to a competitor, or paying holding costs on surplus inventory that is no longer in demand is what drives many businesses into the red.




	3) Discuss, in detail, the costs involved in keeping the stocks :
Companies generally are constantly trying to reduce costs and stocks whilst being still able to supply against demand as stock on average costs 25% per year.  Not holding sufficient stock has the risk of losing sales and customers especially if operating a just in time policy to stocking.  Costs related are just not pure cost of the inventory but heating, rent, risk associated inventory and potential borrowing costs, unit costs, reorder costs, holding costs and 

          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, labor and insurance. Minimizing inventory costs is an important supply chain management strategy.
break--Inventory and accounts receivable are two asset accounts that may require a large amount of cash, and decisions about inventory spending reduce the amount of cash available for other purposes. For example, increasing the inventory balance by £10,000 means that less cash is available to operate the business each month. This situation is considered an opportunity cost.
One way to ensure a company has sufficient cash to operate is to sell inventory and collect payments quickly. The sooner cash is collected from customers, the less total cash the firm must come up with to continue operations. Businesses measure the frequency of cash collections using the inventory turnover ratio, which is (cost of goods sold) / (inventory). For example, a company that has £1 million in cost of goods sold and an inventory balance of £200,000 has a turnover ratio of 5. The goal is to increase sales and reduce the required amount of inventory, so that the turnover ratio increases.

Another important strategy to minimize holding costs and other inventory spending is to calculate a reorder point, or the level of inventory that alerts the company to order more inventory from a supplier. An accurate reorder point allows the firm to fill customer orders without overspending on inventory. Companies that use a recorder point avoid shortage costs, which is the risk of losing a customer order due to low inventory levels. The reorder point considers how long it takes to receive an order from a supplier, and the weekly or monthly level of product sales. A reorder point also helps the business compute the economic order quantity (EOQ), or the ideal amount of inventory that should be ordered from a supplier. EOQ can be calculated using inventory software.
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