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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.i What is Inventory Management?

Inventory management is how a business oversees and controls the ordering, the storage and the use of goods required for production or for customers.
It is generally the goods and product businesses hold to resale them to end-users.
If we have some furniture in a warehouse, the way we handle, store, check the quantities and qualities receive or send orders etc is inventory management.

1.II Purpose of keeping stocks in a supply chain:

The purpose of keeping stocks in a supply chain is to make sure that there is a buffer between supply and demand. It means that whatever the industry and the size of the business, there are some spare goods, stored somewhere, ready to be supplied in case there is an unexpected demand. If there is no stock, and the demand is higher than the supply, then the business can quickly be in jeopardy (by losing its customers, the trust of shareholders etc).

1.III What is a reorder cost?

When an order is placed more than once then we can talk about reorder. Placing an order comes to a cost. The time spent on the orders, the salaries, the facility rent, the IT equipment’s, the ERPs licenses etc. everything has to be paid for by the business.
So if an order has to be reordered many times, then the costs have to be budgeted for. These are the reorder costs.


1.IV Define the holding cost:

It is how much it will cost to store a specific good or item (or unit), for a specific length of time.
These cost are usually calculated by taking into consideration the following criteria, they represent a percentage if the item’s value; these criteria are:
· Cost of money, storage space, loss and obsolescence, handling, administration, insurance.

Usually the longer an item is stored, the higher will be the holding costs. But we also need to look at the item characteristics: volume, weight, price, storage conditions etc. that’s why the holding costs most of the time are customized on a case-to-case basis.

1.V What does the Procurement department do in a supply chain?

As mentioned in the previous tasks, procurement takes care of getting produces and goods for a business or for customers. Procurement sources the goods, places the orders, follows and monitors the orders, coordinate with producers and transport to make sure the orders are delivered, makes sure there is enough stock available. Procurement pays the vendors as well against invoices.

Regarding the inventory management, Procurement should check the level of stocks available, for replenishment etc. Hence Inventory management is strongly linked to the Procurement activities.

2. Discuss the main reasons for keeping the stocks.

As mentioned above the main reason for keeping the stocks is that it acts as a buffer between supply and demand. This the main reason but there are of course other reasons as follows:
· it helps in estimating unexpected demands  at unexpected times
· it helps controlling small or delayed deliveries
· It gives bigger discounts if the ordered quantities are bigger
· It enables to purchase stock at lower prices which are expected to rise
· It eases the purchase of rarely available
· It allows to manage seasonal operations effectively
· It reduces goods transportation costs
· It provides shield during emergencies
· It may be more profitable if there is higher inflation

We’ll set an example to understand the above.

Let’s say a business selling toys is preparing the period of the year with the biggest sales: Christmas. The procurement will source and order the toys long in advance to make sure there is enough stock. There are some trends saying that this coming Christmas a particular toy (like mini drone), will be a hit. 10000 units are ordered and to be stored in a Distribution Center. The toys are to be sent to 20 different stores across the country. 
Bu ordering such big volume, the business will be able to get a good discount form the producer. Having such stock will help facing the high demand, which is anticipated during a certain period of time. Of course this has a historic pattern, but yet have some stock will allow anticipating maybe a higher demand than what is expected. The fact that these items are not FMCG or perishable allows keeping them longer in stock if required.

If there wasn’t enough stock, then maybe parents maybe would be upset not find the toy at their favorite toy shop. So next time they might go and see the competitor. It would be a shame, when having placed such big orders, the Toys distributor managed to get a good discount on the toys’ price. Even after the main sale before Christmas, there might be some people wanting to buy the minidrones; hence keeping a stock still is important.
One of the main issues though is to anticipate the quantity of stock needed, and make an accurate forecast on how many could be sold. Because if 10000 are bought, but 2000 only are sold, the distributor would be left with 8000 unsold minidrones. Keeping them in stock would cost some money (holding costs).

So prior to decide on keeping a stock, it is very important for all actors within the supply chain to seat together and discuss the figures, the forecast etc.



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

When discussing costs involved in keeping stocks, it is first important to understand 4 factors: unit cost, reorder cost, holding cost and shortage cost.
· Unit cost: the price of the item or product which is stored; each item has a value.
· Reorder cost: each item, when ordered more than once, will create additional costs (time, communication, checking, follow-up etc). In order to have a good idea of the reorder cost, it is better to have many orders. The bigger the number, the more accurate the value of the reorder cost over the year.
· Holding cost: most of the time it is a % of the unit value. Having a unit on hold for a long time will have consequences such as utility bills, staff salaries, facility leasing agreement bill, handling charges, stock checks etc. At the same time the item will become obsolete, it will lose its value, to a point where it can be sold anymore. 
· Shortage cost: an item is not in stock. The customer will go and see the competitors. This will cost some money: first the money spent in keeping the unit in stock, second the business will not get the money or cash from the customer. Then there is the money spent in reordering or spent in salaries – the time spent by the staff to chase the producer! 

Basically a warehouse can be seen as a tank, with one entry and one exit. There should be a good balance between the water (number of goods) coming in and going out of the tank. If there is too much water coming in, the tank will be flooded – there will be no room left to store the goods. On the contrary, if there is not enough water, the tank will become dry – the supply will not meet the demand, there will be high shortage costs.
So the cash flow is somehow linked to the flow of goods in a warehouse. Whatever the scenario, is the balance between the In and Out is not met, there will be financial impacts (positive or negative), these can be seen as costs involved in keeping the stocks.
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