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Section A: Multiple Choice Questions (15 Questions) 

1. What is the primary goal of inventory management? 
a) Minimize costs 
b) Maximize sales 
c) Optimize stock levels 
d) All of the above 
Answer: d) All of the above 

2. What does the term "lead time" refer to in inventory management? 
a) The time taken to sell a product 
b) The time taken to receive inventory after placing an order 
c) The time taken to conduct an audit 
d) The time taken for a product to reach the customer 
Answer: b) The time taken to receive inventory after placing an order 

3. Which inventory management method uses a fixed quantity to reorder inventory? 
a) Just-In-Time (JIT) 
b) ABC Analysis 
c) Economic Order Quantity (EOQ) 
d) Periodic review system 
Answer: c) Economic Order Quantity (EOQ) 

4. The ABC analysis classifies inventory based on what criteria? 
a) Product weight 
b) Sales volume 
c) Accounting principles 
d) Managerial decisions 
Answer: b) Sales volume 

5. When should safety stock be utilized? 
a) When demand is certain 
b) When lead time is consistent 
c) When demand fluctuates unpredictably 
d) When quality control issues arise 
Answer: c) When demand fluctuates unpredictably 



6. What is the primary function of an inventory management system? 
a) To eliminate accounting tasks 
b) To track inventory levels and sales 
c) To hire staff 
d) To manage customer relations 
Answer: b) To track inventory levels and sales 

7. What does FIFO stand for? 
a) First In, First Out 
b) First Identified, First Out 
c) First In, First Over 
d) Fixed Inventory for Operations 
Answer: a) First In, First Out 

8. The EOQ formula helps determine: 
a) Optimal order quantity 
b) Sales forecast 
c) Inventory space limitation 
d) Employee productivity 
Answer: a) Optimal order quantity 

9. Just-in-Time inventory management aims to: 
a) Increase stock on hand 
b) Reduce inventory carrying costs 
c) Maintain excess stock levels 
d) Eliminate suppliers 
Answer: b) Reduce inventory carrying costs 

10. Which of the following is NOT a method of inventory valuation? 
a) FIFO 
b) LIFO 
c) Average cost method 
d) Just-in-Time 
Answer: d) Just-in-Time 

11. Inventory turnover ratio is calculated as: 
a) Cost of goods sold / Average inventory 
b) Average inventory / Sales 
c) Total sales / Total inventory 
d) Sales / Cost of goods sold 
Answer: a) Cost of goods sold / Average inventory 

12. Which of the following is a disadvantage of having too much inventory? 
a) More available products 



b) Increased holding costs 
c) Greater customer satisfaction 
d) Improved cash flow 
Answer: b) Increased holding costs 

13. What document is typically used to initiate a purchase order? 
a) Invoice 
b) Requisition 
c) Sales receipt 
d) Delivery note 
Answer: b) Requisition 

14. Which inventory approach focuses on maintaining a small amount of inventory in 
stock? 
a) JIT (Just-In-Time) 
b) Safety stock 
c) Anticipatory stock 
d) Batch inventory 
Answer: a) JIT (Just-In-Time) 

15. What is the purpose of conducting regular inventory audits? 
a) To check supplier relations 
b) To assess employee performance 
c) To ensure the accuracy of inventory records 
d) To increase sales 
Answer: c) To ensure the accuracy of inventory records 

 

Section B: Short Answer Questions (2 Marks Each - 10 Questions) 

1. Define inventory management. 
Answer: Inventory management is the process of efficiently overseeing the flow 
of goods from manufacturers to warehouses and ultimately to the point of sale, 
ensuring that the right amount of inventory is available at the right time. 

2. What is the significance of safety stock in inventory management? 
Answer: Safety stock acts as a buffer against unpredictable spikes in demand or 
delays in supply, reducing the risk of stockouts. 

3. Describe the role of a warehouse in inventory management. 
Answer: A warehouse serves as a storage facility for raw materials and finished 
goods, facilitating order fulfillment and inventory control. 



4. What factors influence reorder point calculations? 
Answer: Factors include lead time, average usage rate, and acceptable service 
level. 

5. Explain the concept of "carrying cost" in inventory management. 
Answer: Carrying cost refers to the total costs associated with holding inventory, 
including storage, insurance, depreciation, and opportunity costs of capital. 

6. What is "dead stock," and why is it a concern for businesses? 
Answer: Dead stock refers to inventory that has not sold for an extended period. 
It ties up capital and can lead to losses when written off. 

7. Briefly explain what a "stock keeping unit" (SKU) is. 
Answer: An SKU is a unique identifier that allows businesses to track inventory 
items, facilitating stock management and sales analysis. 

8. How can technology improve inventory management? 
Answer: Technology can provide real-time data analysis, automated ordering 
processes, and better forecasting, enhancing efficiency and accuracy. 

9. Describe the "LIFO" inventory accounting method. 
Answer: LIFO (Last In, First Out) assumes that the last items produced or 
acquired are the first to be sold, which can affect cost of goods sold and tax 
implications. 

10. What is the purpose of utilizing an "inventory management software" system? 
Answer: An inventory management software system automates tracking, 
ordering, and auditing processes, improving accuracy and efficiency in managing 
stock levels. 

 

Section C: Essay Questions (5 Marks Each - 5 Questions) 

1. Discuss the advantages and disadvantages of Just-In-Time (JIT) inventory 
management. 
Answer: 
Advantages of JIT include reduced carrying costs, minimized waste, and 
increased efficiency. However, disadvantages may involve vulnerability to supply 
chain disruptions and potential stockouts if demand is not accurately 
forecasted. 

2. Explain the importance of conducting regular inventory audits and the 
methods used. 
Answer: Regular inventory audits are crucial for ensuring accuracy in accounting 



records, preventing loss or theft, and optimizing inventory levels. Methods 
include physical counts, cycle counting, and the use of technology. 

3. Analyze the impact of inventory turnover on a business's financial 
performance. 
Answer: Higher inventory turnover indicates efficient sales and management, 
leading to improved cash flow and lower holding costs. Conversely, low turnover 
may suggest overstocking, leading to increased costs and potential 
obsolescence. 

4. Describe the process of determining the Economic Order Quantity (EOQ) and 
its significance. 
Answer: EOQ is calculated using the formula √(2DS/H), where D is demand, S is 
ordering cost, and H is holding cost. The significance lies in minimizing total 
inventory costs while ensuring enough stock to meet demand. 

5. Evaluate the role of technology in modern inventory management practices. 
Answer: Technology enhances inventory management by providing advanced 
data analytics, automation of order processing, and real-time stock tracking. 
This leads to better decision-making, improved accuracy, and reduced 
operational costs. 

 


