COST MANAGEMENT FOR INVENTORY

COST MANAGEMENT FOR INVENTORY IS A CRITICAL DISCIPLINE FOR ANY BUSINESS THAT HOLDS STOCK, IMPACTING
PROFITABILITY, CASH FLOW, AND OPERATIONAL EFFICIENCY. EFFECTIVELY MANAGING INVENTORY COSTS GOES BEYOND SIMPLY
TRACKING WHAT YOU HAVE; IT INVOLVES A STRATEGIC APPROACH TO MINIMIZE EXPENSES ASSOCIATED WITH PURCHASING,
STORING, AND HANDLING GOODS WHILE ENSURING YOU HAVE ENOUGH ON HAND TO MEET CUSTOMER DEMAND. THis
COMPREHENSIVE GUIDE WILL DELVE INTO THE MULTIFACETED WORLD OF INVENTORY COST MANAGEMENT, EXPLORING KEY
STRATEGIES, COMMON PITFALLS, AND THE TECHNOLOGIES THAT CAN REVOLUTIONIZE YOUR APPROACH. WE'LL coVver
EVERYTHING FROM UNDERSTANDING VARIOUS COST COMPONENTS TO IMPLEMENTING ROBUST TRACKING SYSTEMS AND OPTIMIZING
STOCK LEVELS. PREPARE TO GAIN A DEEPER UNDERSTANDING OF HOW SMART INVENTORY COST MANAGEMENT CAN BECOME A
SIGNIFICANT COMPETITIVE ADVANTAGE.
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UNDERSTANDING INVENTORY CosT COMPONENTS

W/HEN WE TALK ABOUT COST MANAGEMENT FOR INVENTORY, IT'S CRUCIAL TO RECOGNIZE THAT INVENTORY ISN,TJUST A SINGLE
NUMBER; IT'S AN AMALGAMATION OF VARIOUS COSTS THAT ACCRUE OVER TIME. [GNORING ANY OF THESE COMPONENTS CAN
LEAD TO SKEWED FINANCIAL REPORTING AND POOR DECISION-MAKING. THE GOAL IS TO HAVE A CLEAR, GRANULAR
UNDERSTANDING OF WHERE YOUR MONEY IS GOING CONCERNING YOUR STOCK.

AcqQuisiTioN CosTs

THESE ARE THE MOST STRAIGHTFORWARD COSTS ASSOCIATED WITH INVENTORY. THEY INCLUDE THE DIRECT PRICE PAID TO
YOUR SUPPLIERS FOR THE GOODS, PLUS ANY TRANSPORTATION OR FREIGHT CHARGES TO GET THOSE GOODS TO YOUR FACILITY.
THINK OF IT AS THE STICKER PRICE OF YOUR INVENTORY, BUT WITH THE ADDED COST OF GETTING IT FROM POINT A To POINT B.
For RAW MATERIALS, THIS ALSO INCLUDES ANY DUTIES OR TAXES LEVIED ON THE IMPORT. \W/HEN NEGOTIATING WITH
SUPPLIERS, UNDERSTANDING THE TOTAL LANDED COST — INCLUDING ALL THESE ASSOCIATED EXPENSES — IS PARAMOUNT FOR
ACCURATE ACQUISITION COST CALCULATIONS.

HoLoinGg CosTs (CARRYING COSTS)

THIS IS WHERE MANY BUSINESSES UNDERESTIMATE THE TRUE EXPENSE OF INVENTORY. HOLDING COSTS ARE THE EXPENSES
INCURRED FOR STORING UNSOLD INVENTORY. THESE CAN BE SUBSTANTIAL AND OFTEN CREEP UP UNNOTICED. THEY INCLUDE THE
COST OF WAREHOUSE SPACE (RENT, UTILITIES, MAINTENANCE)/ INSURANCE PREMIUMS FOR YOUR STOCK, SECURITY MEASURES,
AND THE DEPRECIATION OF GOODS THAT MIGHT BECOME OBSOLETE OR DAMAGED. FURTHERMORE, THERE'S THE OPPORTUNITY
COST OF CAPITAL TIED UP IN INVENTORY THAT COULD HAVE BEEN INVESTED ELSEWHERE FOR A RETURN. |T°S LIKE HAVING MONEY
IN A VAULT THAT’S NOT EARNING INTEREST, BUT ALSO HAS THE ADDED EXPENSES OF MAINTAINING THAT VAULT.

OrDERING COSTS

EVERY TIME YOU PLACE AN ORDER FOR INVENTORY, THERE'S A COST ASSOCIATED WITH THAT PROCESS, EVEN IF IT's NOT
IMMEDIATELY OBVIOUS. ORDERING COSTS INCLUDE THE ADMINISTRATIVE EXPENSES OF PREPARING PURCHASE ORDERS, RECEIVING
AND INSPECTING INCOMING GOODS, PROCESSING INVOICES AND PAYMENTS, AND COMMUNICATING WITH SUPPLIERS. IF YOU HAVE A



DEDICATED PURCHASING DEPARTMENT, THEIR SALARIES AND OVERHEAD ARE PART OF THIS. EVEN FOR SMALLER BUSINESSES, THE
TIME SPENT BY OWNERS OR MANAGERS ON PROCUREMENT ADDS UP. REDUCING THE FREQUENCY OF ORDERS CAN SOMETIMES LEAD
TO HIGHER ORDERING COSTS PER ORDER, SO FINDING THE RIGHT BALANCE IS KEY.

STtockouT CosTs

W/HILE OF TEN HARDER TO QUANTIFY, STOCKOUT COSTS ARE AMONG THE MOST DAMAGING. THESE ARE THE COSTS INCURRED
WHEN YOU RUN OUT OF A PRODUCT THAT CUSTOMERS WANT TO BUY. THIS INCLUDES LOST SALES REVENUE, THE POTENTIAL
LOSS OF FUTURE SALES FROM DISSATISFIED CUSTOMERS, EXPEDITED SHIPPING COSTS TO FULFILL BACKORDERS, AND DAMAGE TO
YOUR BRAND REPUTATION. IMAGINE A CUSTOMER COMING TO YOUR STORE, EAGER TO BUY A SPECIFIC ITEM, ONLY TO FIND IT’s
OUT OF STOCK. THEY MIGHT GO TO A COMPETITOR AND NEVER RETURN. THIS LOSS OF GOODWILL AND POTENTIAL FUTURE
BUSINESS IS A SIGNIFICANT, THOUGH OFTEN INTANGIBLE, COST.

STRATEGIES FOR EFFECTIVE INVENTORY COST MANAGEMENT

ONCE YOU UNDERSTAND THE VARIOUS COST BUCKETS, YOU CAN START IMPLEMENTING STRATEGIES TO ACTIVELY REDUCE THEM.
EFFECTIVE COST MANAGEMENT FOR INVENTORY ISN'T A ONE-TIME FIX; IT'S AN ONGOING PROCESS OF REFINEMENT AND
OPTIMIZATION. THE AIM IS TO STRIKE A BALANCE THAT MINIMIZES EXPENSES WITHOUT JEOPARDIZING CUSTOMER SATISFACTION.

JusT-IN-TiMe (JIT) INVENTORY MANAGEMENT

THe JusT-IN-TiMe (JIT) PHILOSOPHY AIMS TO RECEIVE GOODS ONLY AS THEY ARE NEEDED IN THE PRODUCTION PROCESS OR FOR
SALE, THEREBY REDUCING INVENTORY HOLDING COSTS. THIS STRATEGY REQUIRES STRONG RELATIONSHIPS WITH RELIABLE
SUPPLIERS WHO CAN DELIVER SMALLER QUANTITIES MORE FREQUENTLY. |T°S ABOUT SYNCHRONIZING YOUR INVENTORY LEVELS
PRECISELY WITH DEMAND, MINIMIZING THE TIME GOODS SPEND SITTING IN YOUR WAREHOUSE. HOWEVER, JI T IS HIGHLY SENSITIVE
TO DISRUPTIONS IN THE SUPPLY CHAIN, SO A ROBUST CONTINGENCY PLAN IS ESSENTIAL.

EconoMic OrpEr QUANTITY (EOQ)

Economic ORDER QUANTITY (EOQ) IS A FORMULA USED TO DETERMINE THE OPTIMAL ORDER QUANTITY THAT MINIMIZES THE
TOTAL INVENTORY COSTS, BALANCING HOLDING COSTS AND ORDERING COSTS. THE FORMULA CONSIDERS THE COST OF ORDERING
AN ITEM, THE DEMAND FOR THE ITEM, AND THE COST OF HOLDING AN ITEM IN INVENTORY. BY CALCULATING THE EOQ,
BUSINESSES CAN FIND THE SWEET SPOT FOR ORDER SIZES THAT REDUCES BOTH THE FREQUENCY OF ORDERS AND THE AMOUNT OF
INVENTORY HELD AT ANY GIVEN TIME.

FIrsT-IN, FIRST-OUT (FIFO) AND LAST-IN, FiIrRsT-OuUT (LIFO)

THESE ARE INVENTORY VALUATION METHODS THAT IMPACT YOUR COST oF GoobS soLD (COGS) AND, CONSEQUENTLY, YOUR
REPORTED PROFIT. FIFO ASSUMES THAT THE FIRST GOODS PURCHASED ARE THE FIRST ONES SOLD, MEANING YOUR OLDEST
INVENTORY IS EXPENSED FIRST. LIFO ASSUMES THE LAST GOODS PURCHASED ARE THE FIRST ONES SOLD, MEANING YOUR NEWEST
INVENTORY IS EXPENSED FIRST. THE CHOICE BETWEEN FIFO AND LIFO CAN AFFECT TAX LIABILITIES AND PROFIT MARGINS,
ESPECIALLY IN PERIODS OF FLUCTUATING PRICES. UNDERSTANDING WHICH METHOD BEST SUITS YOUR BUSINESS AND ITS TAX
IMPLICATIONS IS CRUCIAL FOR ACCURATE FINANCIAL REPORTING AND COST MANAGEMENT.

ABC ANALYSIS

ABC ANALYSIS IS A METHOD OF INVENTORY CATEGORIZATION WHERE ITEMS ARE GROUPED INTO THREE CLASSES_A, B, AND
C—BASED ON THEIR VALUE. ‘A’ ITEMS ARE THE MOST VALUABLE AND ACCOUNT FOR A SIGNIFICANT PORTION OF THE INVENTORY
VALUE BUT A SMALLER PORTION OF THE TOTAL ITEMS. “C’ ITEMS ARE THE LEAST VALUABLE AND CONSTITUTE A LARGE
PERCENTAGE OF ITEMS BUT A SMALL PORTION OF THE VALUE. THIS TECHNIQUE ALLOWS BUSINESSES TO FOCUS THEIR



INVENTORY MANAGEMENT EFFORTS ON THE MOST CRITICAL ITEMS, ENSURING TIGHTER CONTROLS AND MORE FREQUENT
MONITORING FOR ‘A’ ITEMS, WHILE LESS RIGOROUS MANAGEMENT MIGHT SUFFICE FOR “C’ ITEMS.

CoMMON PITFALLS IN INVENTORY COST MANAGEMENT

EVEN WITH THE BEST INTENTIONS AND STRATEGIES, BUSINESSES OFTEN STUMBLE IN THEIR INVENTORY COST MANAGEMENT
EFFORTS. RECOGNIZING THESE COMMON PITFALLS IS THE FIRST STEP TO AVOIDING THEM AND ENSURING YOUR EFFORTS ARE NOT IN
VAIN. THESE ARE THE SILENT BUDGET KILLERS THAT CAN DRAIN YOUR RESOURCES.

INACCURATE DEMAND FORECASTING

ONE OF THE BIGGEST CULPRITS BEHIND EXCESSIVE INVENTORY COSTS IS POOR DEMAND FORECASTING. |F YOU CONSISTENTLY
OVERESTIMATE DEMAND, YOU’LL END UP WITH EXCESS STOCK THAT INCURS HIGH HOLDING COSTS AND THE RISK OF
OBSOLESCENCE. CONVERSELY, UNDERESTIMATING DEMAND LEADS TO STOCKOUTS, LOST SALES, AND CUSTOMER
DISSATISFACTION. INVESTING IN BETTER FORECASTING TOOLS AND METHODS, AND REGULARLY ANALYZING HISTORICAL SALES
DATA, IS ESSENTIAL FOR IMPROVING ACCURACY.

LAck oF ReAL-TIME INVENTORY VISIBILITY

OPERATING WITHOUT A CLEAR, UP-TO-THE~-MINUTE VIEW OF YOUR INVENTORY IS LIKE FLYING BLIND. W ITHOUT REAL-TIME
VISIBILITY, YOU CAN’T ACCURATELY TRACK STOCK LEVELS, IDENTIFY SLOW-MOVING ITEMS, OR RESPOND QUICKLY TO
STOCKOUTS. THIS LACK OF VISIBILITY LEADS TO INEFFICIENT ORDERING, INCREASED RISK OF ERRORS, AND ULTIMATELY, HIGHER
COSTS. IMAGINE TRYING TO MANAGE A BUSTLING RESTAURANT KITCHEN WITHOUT KNOWING WHAT INGREDIENTS YOU HAVE ON
HAND — CHAOS WOULD ENSUE!

IGNORING OBSOLETE OR SLOW-MOVING INVENTORY

INVENTORY THAT ISN'T SELLING TIES UP VALUABLE CAPITAL AND WAREHOUSE SPACE. MANY BUSINESSES FAIL TO PROACTIVELY
IDENTIFY AND ADDRESS OBSOLETE OR SLOW-MOVING STOCK. THIS CAN INVOLVE ITEMS THAT ARE OUT OF FASHION, EXPIRED, OR
SIMPLY NOT IN DEMAND. LETTING THIS INVENTORY LINGER IS A DIRECT DRAIN ON PROFITABILITY. IMPLEMENTING REGULAR
INVENTORY AUDITS AND CLEAR DISPOSITION STRATEGIES (LIKE DISCOUNTS, BUNDLES, OR LIQUIDATION) IS VITAL.

PooRr SUPPLIER RELATIONSHIPS

Y OUR SUPPLIERS ARE INTEGRAL PARTNERS IN YOUR INVENTORY COST MANAGEMENT. |F YOUR SUPPLIER RELATIONSHIPS ARE
STRAINED, UNRELIABLE, OR LACK CLEAR COMMUNICATION, IT CAN LEAD TO DELAYED DELIVERIES, HIGHER PRICES, OR INCONSISTENT
QUALITY. THIS DIRECTLY IMPACTS YOUR ABILITY TO IMPLEMENT STRATEGIES LIKEJ|T AND CAN FORCE YOU INTO LESS
FAVORABLE PURCHASING ARRANGEMENTS. NURTURING STRONG, COLLABORATIVE RELATIONSHIPS WITH YOUR KEY SUPPLIERS IS A
STRATEGIC INVESTMENT.

THE RoLE oF TECHNOLOGY IN INVENTORY CosT OPTIMIZATION

IN TODAY'S FAST-PACED BUSINESS ENVIRONMENT, MANUAL INVENTORY MANAGEMENT SIMPLY WON'T CUT IT FOR EFFECTIVE
COST CONTROL. TECHNOLOGY OFFERS POWERFUL SOLUTIONS THAT CAN AUTOMATE PROCESSES, IMPROVE ACCURACY, AND
PROVIDE THE INSIGHTS NEEDED TO OPTIMIZE INVENTORY COSTS. EMBRACING THE RIGHT TOOLS IS NO LONGER A LUXURY, IT's A
NECESSITY.



INVENTORY MANAGEMENT SoFTWARE (IMS)

MODERN INVENTORY MANAGEMENT SOFTWARE (IMS) IS A GAME-CHANGER. THESE SYSTEMS OFFER CENTRALIZED CONTROL OVER
ALL ASPECTS OF YOUR INVENTORY, FROM PURCHASE ORDER MANAGEMENT AND RECEIVING TO STOCK TRACKING, SALES, AND
REPORTING. FEATURES LIKE AUTOMATED REORDER POINTS, SERIAL NUMBER TRACKING, AND LOT CONTROL HELP PREVENT ERRORS
AND ENSURE YOU MAINTAIN OPTIMAL STOCK LEVELS. A GOoD IMS CAN PROVIDE REAL-TIME DATA, ALLOWING FOR IMMEDIATE
ADJUSTMENTS AND INFORMED DECISION-MAKING, DIRECTLY IMPACTING COST MANAGEMENT FOR INVENTORY.

BARCODE SCANNING AND RFID TECHNOLOGY

BARCODE SCANNING AND RADIO-FREQUENCY IDENTIFICATION (RFID) TECHNOLOGY HAVE REVOLUTIONIZED INVENTORY
ACCURACY AND SPEED. BARCODES ALLOW FOR QUICK AND PRECISE DATA ENTRY WHEN RECEIVING, MOVING, OR SELLING
INVENTORY, DRASTICALLY REDUCING MANUAL INPUT ERRORS. RFID TAKES THIS A STEP FURTHER BY ENABLING BULK SCANNING
AND REAL-TIME TRACKING WITHOUT DIRECT LINE-OF-SIGHT, STREAMLINING W AREHOUSE OPERATIONS AND PROVIDING
UNPARALLELED VISIBILITY. THIS TECHNOLOGY IS INVALUABLE FOR REDUCING LABOR COSTS ASSOCIATED WITH INVENTORY
COUNTS AND FOR IMPROVING THE SPEED OF OPERATIONS.

ENTERPRISE RESOURCE PLANNING (ERP) SYSTEMS

FOR LARGER OR MORE COMPLEX OPERATIONS, ENTERPRISE RESOURCE PLANNING (ERP) SYSTEMS INTEGRATE INVENTORY
MANAGEMENT WITH OTHER CRITICAL BUSINESS FUNCTIONS LIKE FINANCE, SALES, AND MANUFACTURING. AN ERP SYSTEM
PROVIDES A HOLISTIC VIEW OF YOUR BUSINESS, ALLOWING FOR SEAMLESS DATA FLOW AND BETTER DECISION-MAKING ACROSS
DEPARTMENTS. WHEN INVENTORY IS TIGHTLY INTEGRATED WITH SALES FORECASTS AND PRODUCTION SCHEDULES, IT LEADS TO
MORE EFFICIENT PLANNING AND A SIGNIFICANT REDUCTION IN UNNECESSARY COSTS. THIS INTEGRATED APPROACH ENSURES THAT
COST MANAGEMENT FOR INVENTORY IS VIEWED WITHIN THE BROADER CONTEXT OF BUSINESS OPERATIONS.

DATA ANALYTICS AND BUSINESS INTELLIGENCE TooLS

THE DATA GENERATED BY YOUR INVENTORY MANAGEMENT SYSTEMS IS A GOLDMINE. DATA ANALYTICS AND BUSINESS
INTELLIGENCE (BD TOOLS HELP YOU EXTRACT MEANINGFUL INSIGHTS FROM THIS DATA. YOU CAN IDENTIFY TRENDS, PINPOINT
INEFFICIENCIES, FORECAST DEMAND MORE ACCURATELY, AND UNDERSTAND THE TRUE COST DRIVERS OF YOUR INVENTORY. By
LEVERAGING THESE TOOLS, YOU CAN MOVE FROM REACTIVE INVENTORY MANAGEMENT TO PROACTIVE, DATA-DRIVEN COST
OPTIMIZATION.

MEASURING AND MONITORING INVENTORY CoOSTS

YOU CAN'T EFFECTIVELY MANAGE WHAT YOU DON'T MEASURE. ESTABLISHING CLEAR METRICS AND CONSISTENTLY MONITORING
YOUR INVENTORY COSTS IS FUNDAMENTAL TO ACHIEVING SUSTAINABLE COST SAVINGS. WITHOUT THIS OVERSIGHT, YOUR
STRATEGIES CAN EASILY DRIFT OFF COURSE.

Key PerForRMANCE INDICATORS (KPIs) FOR INVENTORY

SeverAL KeY PerFORMANCE INDICATORS (KPIS) ARE ESSENTIAL FOR TRACKING THE HEALTH OF YOUR INVENTORY AND ITS
ASSOCIATED COSTS. THESE INCLUDE:

* INVENTORY TURNOVER RATIO: THIS MEASURES HOW MANY TIMES INVENTORY IS SOLD AND REPLACED OVER A PERIOD. A
HIGHER RATIO GENERALLY INDICATES EFFICIENT INVENTORY MANAGEMENT AND LOWER HOLDING COSTS.

o DAYS SALES oF INVENTORY (DSI): THIS INDICATES THE AVERAGE NUMBER OF DAYS IT TAKES TO SELL INVENTORY. A
LOWER DSI IS USUALLY PREFERABLE.



o CARRYING COST OF INVENTORY: THIS IS THE PERCENTAGE OF THE TOTAL INVENTORY VALUE THAT IS SPENT ON HOLDING
COSTS ANNUALLY. KEEPING THIS PERCENTAGE LOW IS A PRIMARY GOAL.

e STockouT RATE: THE PERCENTAGE OF DEMAND THAT COULD NOT BE MET DUE TO LACK OF INVENTORY. MINIMIZING THIS
IS CRUCIAL TO AVOID LOST SALES.

e OrDER CYCLE TIME: THE TIME ELAPSED FROM PLACING AN ORDER WITH A SUPPLIER TO RECEIVING THE GOODS. SHORTER
CYCLE TIMES CAN REDUCE THE NEED FOR SAFETY STOCK.

REGULAR INVENTORY AUDITS

PERFORMING REGULAR INVENTORY AUDITS, WHETHER PHYSICAL COUNTS OR CYCLE COUNTS, IS VITAL FOR MAINTAINING
ACCURACY. PHYSICAL COUNTS INVOLVE A COMPLETE, PERIODIC STOCKTAKE, WHILE CYCLE COUNTS INVOLVE COUNTING
SMALLER SUBSETS OF INVENTORY ON A ROTATING BASIS. BOTH METHODS HELP IDENTIFY DISCREPANCIES BETWEEN YOUR SYSTEM
RECORDS AND ACTUAL STOCK ON HAND, PREVENTING ISSUES LIKE SHRINKAGE, DAMAGE, OR LOSS FROM GOING UNNOTICED. THESE
AUDITS ARE CRUCIAL FOR VERIFYING THE EFFECTIVENESS OF YOUR COST MANAGEMENT FOR INVENTORY EFFORTS.

CosT ofF Goobs SoLp (COGS) ANALYSIS

ANALYZING YOUR CosT oF Goobs SoLb (COGS) PROVIDES A CLEAR PICTURE OF THE DIRECT COSTS ATTRIBUTABLE TO THE
PRODUCTION OR PURCHASE OF GOODS SOLD. A CONSISTENT AND DETAILED ANALYSIS oF COGS, OFTEN BROKEN DOWN BY
PRODUCT LINE OR CATEGORY, CAN HIGHLIGHT AREAS WHERE PROCUREMENT COSTS ARE RISING OR WHERE INVENTORY VALUATION
METHODS MIGHT BE IMPACTING PROFITABILITY. UNDERSTANDING THE FLUCTUATIONS IN COGS IS A DIRECT INDICATOR OF HOW
WELL YOUR INVENTORY COST MANAGEMENT IS PERFORMING.

OPTIMIZING STOock LEVELS To ConTrROL COSTS

FINDING THE SWEET SPOT FOR INVENTORY LEVELS IS A CONTINUOUS BALANCING ACT. TOO MUCH STOCK LEADS TO EXCESSIVE
HOLDING COSTS, WHILE TOO LITTLE RISKS STOCKOUTS AND LOST REVENUE. SMART OPTIMIZATION IS THE KEY TO EFFECTIVE
COST MANAGEMENT FOR INVENTORY.

SAFETY STock CALCULATION

SAFETY STOCK IS EXTRA INVENTORY HELD TO MITIGATE THE RISK OF STOCKOUTS CAUSED BY UNCERTAINTIES IN SUPPLY AND
DEMAND. W/HILE ESSENTIAL, HOLDING TOO MUCH SAFETY STOCK INFLATES HOLDING COSTS. ACCURATELY CALCULATING THE
RIGHT AMOUNT OF SAFETY STOCK, BASED ON DEMAND VARIABILITY AND LEAD TIMES, IS A CRITICAL ASPECT OF COST CONTROL.
[T’S ABOUT HAVING ENOUGH BUFFER, BUT NOT SO MUCH THAT IT BECOMES A FINANCIAL BURDEN.

Reorper PoINTS AND LEAD TIMES

SETTING APPROPRIATE REORDER POINTS IS CRUCIAL. THIS IS THE INVENTORY LEVEL AT WHICH A NEW ORDER SHOULD BE PLACED
TO REPLENISH STOCK BEFORE IT RUNS OUT. THIS POINT IS HEAVILY INFLUENCED BY LEAD TIME—THE TIME IT TAKES FOR AN ORDER
TO ARRIVE AFTER BEING PLACED. SHORTER LEAD TIMES AND MORE PREDICTABLE DELIVERY SCHEDULES ALLOW FOR LOWER
REORDER POINTS AND LESS SAFETY STOCK, THEREBY REDUCING OVERALL INVENTORY COSTS. EFFECTIVE COMMUNICATION AND
COLLABORATION WITH YOUR SUPPLIERS CAN SIGNIFICANTLY REDUCE LEAD TIMES.



DeEMAND PLANNING AND FORECASTING ACCURACY

AS MENTIONED EARLIER, ACCURATE DEMAND PLANNING IS THE BEDROCK OF OPTIMIZED STOCK LEVELS. BY LEVERAGING HISTORICAL
DATA, MARKET TRENDS, SEASONALITY, AND PROMOTIONAL ACTIVITIES, BUSINESSES CAN CREATE MORE PRECISE FORECASTS.
IMPROVED FORECASTING ACCURACY MEANS YOU CAN HOLD JUST ENOUGH INVENTORY TO MEET ANTICIPATED DEMAND, MINIMIZING
BOTH OVERSTOCKING AND STOCKOUTS. THIS DIRECT CORRELATION BETWEEN FORECASTING AND INVENTORY LEVELS MAKES IT A
CORNERSTONE OF COST MANAGEMENT FOR INVENTORY.

MINIMIZING OBSOLETE AND EXPIRED STOCK

PROACTIVELY MANAGING THE LIFECYCLE OF YOUR INVENTORY IS KEY TO PREVENTING COSTLY WRITE-OFFS. IMPLEMENTING
STRATEGIES LIKE PRODUCT ROTATION (E.G., USING THE OLDEST STOCK FIRST), CLEAR SALES AND MARKETING PLANS FOR SLOW -
MOVING ITEMS, AND SETTING EXPIRATION DATE ALERTS WITHIN YOUR INVENTORY SYSTEM CAN DRAMATICALLY REDUCE LOSSES
FROM OBSOLETE OR EXPIRED GOODS. DISPOSE OF OR DISCOUNT ITEMS NEARING THEIR END-OF-LIFE BEFORE THEY BECOME A
COMPLETE LOSS.

INVENTORY CosT MANAGEMENT BEST PRACTICES

IMPLEMENTING A HOLISTIC APPROACH TO COST MANAGEMENT FOR INVENTORY INVOLVES ADOPTING A SET OF BEST PRACTICES
THAT FOSTER EFFICIENCY, ACCURACY, AND CONTINUOUS IMPROVEMENT. THESE ARENITJUST TIPS, THEY ARE THE PILLARS OF A
ROBUST INVENTORY CONTROL SYSTEM.

EsTABLISH CLEAR INVENTORY POLICIES AND PROCEDURES

HAVING DOCUMENTED POLICIES AND PROCEDURES FOR ALL ASPECTS OF INVENTORY MANAGEMENT ENSURES CONSISTENCY AND
ACCOUNTABILITY. THIS INCLUDES GUIDELINES FOR RECEIVING, STOCKING, PICKING, SHIPPING, AND CONDUCTING INVENTORY
COUNTS. CLEAR GUIDELINES REDUCE ERRORS, STREAMLINE OPERATIONS, AND MAKE IT EASIER TO TRAIN NEW STAFF. IT PROVIDES
A STANDARDIZED FRAMEW ORK FOR HOW INVENTORY IS HANDLED ACROSS THE ORGANIZATION.

FOSTER STRONG SUPPLIER RELATIONSHIPS

Y OUR SUPPLIERS ARE CRITICAL PARTNERS. CULTIVATE STRONG, COLLABORATIVE RELATIONSHIPS BUILT ON TRUST AND OPEN
COMMUNICATION. NEGOTIATE FAVORABLE TERMS, EXPLORE OPPORTUNITIES FOR BULK DISCOUNTS WHERE APPROPRIATE, AND
\WORK TOGETHER TO REDUCE LEAD TIMES AND IMPROVE DELIVERY RELIABILITY. RELIABLE SUPPLIERS ARE FUNDAMENTAL TO
REDUCING ORDERING COSTS AND ENABLING EFFICIENT INVENTORY FLOW.

INVEST IN EMPLOYEE TRAINING

YOUR TEAM PLAYS A VITAL ROLE IN THE SUCCESS OF ANY INVENTORY MANAGEMENT STRATEGY. INVEST IN COMPREHENSIVE
TRAINING FOR ALL STAFF INVOLVED IN HANDLING INVENTORY. ENSURE THEY UNDERSTAND THE IMPORTANCE OF ACCURACY, THE
PROPER USE OF TECHNOLOGY AND EQUIPMENT, AND ADHERENCE TO ESTABLISHED PROCEDURES. W/ELL-TRAINED EMPLOYEES ARE
LESS LIKELY TO MAKE COSTLY MISTAKES AND MORE LIKELY TO CONTRIBUTE TO OPERATIONAL EFFICIENCY.

EmMBRACE CONTINUOUS IMPROVEMENT

THE LANDSCAPE OF BUSINESS AND CONSUMER DEMAND IS CONSTANTLY CHANGING. THEREFORE/ YOUR APPROACH TO COST
MANAGEMENT FOR INVENTORY MUST ALSO EVOLVE. REGULARLY REVIEW YOUR INVENTORY METRICS, SEEK FEEDBACK FROM YOUR
TEAM, AND STAY ABREAST OF NEW TECHNOLOGIES AND BEST PRACTICES. A COMMITMENT TO CONTINUOUS IMPROVEMENT
ENSURES THAT YOUR INVENTORY MANAGEMENT REMAINS EFFECTIVE AND COST-EFFICIENT OVER THE LONG TERM.



QI \WHAT ARE THE MOST COMMON HIDDEN COSTS ASSOCIATED WITH INVENTORY?

A: THE MOST COMMON HIDDEN COSTS INCLUDE THE OPPORTUNITY COST OF CAPITAL TIED UP IN INVENTORY, THE COST OF
OBSOLESCENCE AND SPOILAGE, AND THE EXPENSES RELATED TO INSURANCE AND POTENTIAL DAMAGE TO STORED GOODS. MANY
BUSINESSES ALSO UNDERESTIMATE THE ADMINISTRATIVE COSTS ASSOCIATED WITH MANAGING INVENTORY, SUCH AS THE TIME
SPENT ON ORDERING, RECEIVING, AND RECONCILIATION.

Q: HOW DOES INVENTORY TURNOVER RATIO DIRECTLY IMPACT COST MANAGEMENT FOR
INVENTORY?

A: A HIGHER INVENTORY TURNOVER RATIO GENERALLY SIGNIFIES THAT INVENTORY IS BEING SOLD AND REPLENISHED MORE
QUICKLY, WHICH DIRECTLY LEADS TO LOWER HOLDING COSTS. THIS MEANS LESS MONEY IS SPENT ON W AREHOUSING, INSURANCE,
AND THE RISK OF OBSOLESCENCE, THEREBY IMPROVING OVERALL COST MANAGEMENT FOR INVENTORY. A LOW TURNOVER RATIO
CAN INDICATE EXCESS STOCK, TYING UP CAPITAL AND INCURRING HIGHER CARRYING EXPENSES.

QI CAN A BUSINESS BE TOO LEAN WITH ITS INVENTORY?

A: YES, A BUSINESS CAN BE TOO LEAN WITH ITS INVENTORY. W/HILE REDUCING INVENTORY IS BENEFICIAL, RUNNING WITH
INSUFFICIENT STOCK CAN LEAD TO FREQUENT STOCKOUTS, LOST SALES OPPORTUNITIES, DECREASED CUSTOMER SATISFACTION,
AND HIGHER COSTS ASSOCIATED WITH EXPEDITED SHIPPING TO MEET URGENT DEMAND. THE GOAL IS TO FIND AN OPTIMAL
BALANCE, NOT AN EXTREME.

QZ \WHAT IS THE DIFFERENCE BETWEEN CARRYING COSTS AND ORDERING COSTS , AND
WHY IS BALANCING THEM IMPORTANT?

A: CARRYING COSTS (HOLDING COSTS) ARE THE EXPENSES ASSOCIATED WITH STORING INVENTORY, SUCH AS W AREHOUSING,
INSURANCE, AND OBSOLESCENCE. ORDERING COSTS ARE THE EXPENSES INCURRED EACH TIME AN ORDER IS PLACED, INCLUDING
ADMINISTRATIVE LABOR AND SHIPPING FEES. BALANCING THESE IS CRUCIAL BECAUSE INCREASING ORDER FREQUENCY TO REDUCE
CARRYING COSTS WILL INCREASE ORDERING COSTS, AND VICE-VERSA. THE ECoONoMIC OrDER QUANTITY (EOQ) MODEL HELPS
FIND THE OPTIMAL BALANCE POINT THAT MINIMIZES TOTAL INVENTORY COSTS.

Q: HOW CAN TECHNOLOGY HELP BUSINESSES STRUGGLING WITH INVENTORY COST
MANAGEMENT?

A: TECHNOLOGY, SUCH AS INVENTORY MANAGEMENT SOFTWARE (IMS), BARCODE SCANNERS, RFID, AND ERP SYSTEMS, OFFERS
SIGNIFICANT BENEFITS. THESE TOOLS AUTOMATE PROCESSES, IMPROVE ACCURACY IN TRACKING STOCK, PROVIDE REAL-TIME
VISIBILITY, ENABLE BETTER DEMAND FORECASTING, AND GENERATE VALUABLE DATA ANALYTICS. BY REDUCING MANUAL ERRORS
AND PROVIDING ACTIONABLE INSIGHTS, TECHNOLOGY DIRECTLY SUPPORTS MORE EFFECTIVE COST MANAGEMENT FOR INVENTORY.

Q: WHAT ROLE DOES SUPPLIER PERFORMANCE PLAY IN EFFECTIVE INVENTORY COST
MANAGEMENT?

A: SUPPLIER PERFORMANCE IS CRITICAL. RELIABLE SUPPLIERS WITH SHORT AND CONSISTENT LEAD TIMES ALLOW BUSINESSES TO
REDUCE SAFETY STOCK LEVELS, THEREBY LOWERING HOLDING COSTS. UNRELIABLE SUPPLIERS CAN LEAD TO UNEXPECTED DELAYS,
FORCING BUSINESSES TO HOLD MORE SAFETY STOCK OR INCUR HIGHER COSTS FOR EXPEDITED ORDERS. STRONG SUPPLIER
RELATIONSHIPS ARE FOUNDATIONAL TO EFFICIENT INVENTORY FLOW AND COST CONTROL.

QZ How IMPORTANT IS REGULAR INVENTORY COUNTING FOR COST MANAGEMENT?

A: REGULAR INVENTORY COUNTING (PHYSICAL COUNTS OR CYCLE COUNTS) IS EXTREMELY IMPORTANT. |T ENSURES THAT THE
INVENTORY RECORDS IN YOUR SYSTEM ACCURATELY REFLECT THE ACTUAL STOCK ON HAND. DISCREPANCIES CAN POINT TO



ISSUES LIKE THEFT, DAMAGE, OR PROCEDURAL ERRORS, ALL OF WHICH HAVE FINANCIAL IMPLICATIONS. ACCURATE COUNTS
PREVENT OVER~ORDERING BASED ON ERRONEOUS DATA AND HELP IDENTIFY SHRINKAGE, A DIRECT COST.

Q: \WHAT IS THE IMPACT OF OBSOLETE INVENTORY ON A BUSINESS'S BOTTOM LINE?

A: OBSOLETE INVENTORY DIRECTLY IMPACTS A BUSINESS'S BOTTOM LINE BY TYING UP CAPITAL THAT COULD BE USED
ELSEWHERE, OCCUPYING VALUABLE WAREHOUSE SPACE, AND OFTEN REQUIRING A SIGNIFICANT WRITETDOWN OR LIQUIDATION AT
A LOSS. |T REPRESENTS A DIRECT FINANCIAL LOSS AND CAN ALSO NEGATIVELY AFFECT A COMPANY'S BALANCE SHEET BY
OVERSTATING ASSETS. PROACTIVE MANAGEMENT IS ESSENTIAL TO MITIGATE THESE LOSSES.
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