COST CONTROL FOR INVENTORY

MASTERING CosT CoNTROL FOR INVENTORY: A COMPREHENSIVE GUIDE

COST CONTROL FOR INVENTORY IS NOT JUST A BUZZWORD; IT'S A CRITICAL OPERATIONAL IMPERATIVE FOR BUSINESSES OF ALL
SIZES SEEKING TO MAXIMIZE PROFITABILITY AND OPERATIONAL EFFICIENCY. EFFECTIVE INVENTORY MANAGEMENT STRATEGIES
DIRECTLY IMPACT YOUR BOTTOM LINE, INFLUENCING EVERYTHING FROM CASH FLOW TO CUSTOMER SATISFACTION. IGNORING THE
NUANCES OF INVENTORY EXPENDITURE CAN LEAD TO SIGNIFICANT FINANCIAL DRAIN, ULTIMATELY HINDERING GROWTH AND
COMPETITIVENESS. THIS COMPREHENSIVE GUIDE WILL DELVE DEEP INTO THE MULTIFACETED WORLD OF INVENTORY COST
CONTROL, EXPLORING ESSENTIAL STRATEGIES, PROVEN TECHNIQUES, AND THE TECHNOLOGICAL TOOLS THAT CAN EMPOWER
YOUR BUSINESS TO GAIN A FIRM GRIP ON ITS STOCK. WE'LL COVER EVERYTHING FROM UNDERSTANDING THE TRUE COST OF YOUR
INVENTORY TO IMPLEMENTING ROBUST CONTROL MEASURES AND LEVERAGING DATA FOR CONTINUOUS IMPROVEMENT.
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UNDERSTANDING THE TRUE COST OF INVENTORY

BEFORE YOU CAN EFFECTIVELY CONTROL INVENTORY COSTS, YOU NEED A CRYSTAL-CLEAR UNDERSTANDING OF WHAT
“INVENTORY COST” ACTUALLY ENTAILS. IT'S FAR MORE THAN JUST THE PURCHASE PRICE OF GOODS. MANY BUSINESSES
OVERLOOK THE HIDDEN EXPENSES ASSOCIATED WITH HOLDING, MANAGING, AND EVEN DISPOSING OF THEIR STOCK. RECOGNIZING
THESE DIVERSE COST COMPONENTS IS THE FOUNDATIONAL STEP TOWARDS ACHIEVING ROBUST COST CONTROL FOR INVENTORY.

THe CoMPONENTS OF INVENTORY COST

THE TOTAL COST OF INVENTORY CAN BE BROKEN DOWN INTO SEVERAL KEY CATEGORIES. UNDERSTANDING EACH OF THESE WILL
PAINT A CLEARER PICTURE OF WHERE YOUR MONEY IS GOING AND WHERE POTENTIAL SAVINGS LIE.

AcquisiTioN CosTs

THESE ARE THE MOST OBVIOUS COSTS, ENCOMPASSING THE DIRECT PRICE PAID TO YOUR SUPPLIERS FOR THE GOODS. THIS ALSO
INCLUDES ANY ASSOCIATED EXPENSES LIKE SHIPPING, FREIGHT, CUSTOMS DUTIES, AND TAXES. NEGOTIATING FAVORABLE TERMS
WITH SUPPLIERS AND EXPLORING BULK PURCHASE DISCOUNTS CAN DIRECTLY REDUCE ACQUISITION COSTS.

HoLbing CosTs (CArrRYING COSTS)

THIS IS WHERE MANY BUSINESSES EXPERIENCE SIGNIFICANT AND OFTEN UNDERESTIMATED EXPENSES. HOLDING COSTS REPRESENT
THE EXPENSES INCURRED BY STORING INVENTORY UNTIL IT IS SOLD. THESE CAN INCLUDE:

® \X/ AREHOUSING EXPENSES: RENT, UTILITIES, INSURANCE, AND MAINTENANCE FOR YOUR STORAGE FACILITIES.

e OPPORTUNITY COST OF CAPITAL: THE MONEY TIED UP IN INVENTORY COULD BE INVESTED ELSEWHERE FOR A RETURN.

OBSOLESCENCE AND SPOILAGE: THE RISK OF INVENTORY BECOMING OUTDATED, DAMAGED, OR EXPIRING BEFORE IT CAN BE
SOLD.

® |[NSURANCE AND TAXES: PREMIUMS PAID TO INSURE YOUR INVENTORY AND ANY PROPERTY TAXES LEVIED ON IT.



® HANDLING COSTS: LABOR COSTS ASSOCIATED WITH MOVING, ORGANIZING, AND MANAGING INVENTORY WITHIN THE
W AREHOUSE.

ORDERING COSTS

THESE ARE THE ADMINISTRATIVE AND OPERATIONAL EXPENSES ASSOCIATED WITH PLACING AN ORDER WITH A SUPPLIER. THEY
INCLUDE THE COST OF PROCESSING PURCHASE ORDERS, RECEIVING AND INSPECTING GOODS, AND COMMUNICATING WITH VENDORS.
FREQUENT, SMALL ORDERS CAN LEAD TO HIGHER CUMULATIVE ORDERING COSTS.

SHorRTAGE CoSTS

THESE ARE THE COSTS INCURRED WHEN YOU RUN OUT OF STOCK AND CANNOT FULFILL CUSTOMER DEMAND. THIS CAN BE
PARTICULARLY DAMAGING AND INCLUDES:

® |OST SALES: THE IMMEDIATE REVENUE LOST FROM CUSTOMERS WHO CANNOT PURCHASE THE PRODUCT.

e BACKORDER COSTS: THE ADMINISTRATIVE BURDEN AND POTENTIAL SHIPPING COSTS ASSOCIATED WITH FULFILLING
ORDERS LATER.

® | 0SS OF CUSTOMER GOODWILL: CUSTOMERS MAY TURN TO COMPETITORS IF THEIR NEEDS ARE NOT MET PROMPTLY,
IMPACTING LONG-TERM SALES.

® PRODUCTION DOWNTIME: |F THE INVENTORY IS FOR MANUFACTURING, STOCKOUTS CAN HALT PRODUCTION LINES,
LEADING TO SIGNIFICANT FINANCIAL LOSSES.

STRATEGIES FOR EFFECTIVE INVENTORY CosT CONTROL

ONCE YOU HAVE A FIRM GRASP ON WHAT CONSTITUTES YOUR INVENTORY COSTS, YOU CAN BEGIN TO IMPLEMENT STRATEGIC
MEASURES TO GAIN CONTROL. THESE STRATEGIES FOCUS ON MINIMIZING THE VARIOUS COST COMPONENTS IDENTIFIED EARLIER
WHILE ENSURING YOU MAINTAIN SUFFICIENT STOCK TO MEET DEMAND.

JusT-IN-TiME (JIT) INVENTORY MANAGEMENT

THe JusT-IN-TiMe (JIT) INVENTORY SYSTEM IS A LEAN MANUFACTURING AND INVENTORY STRATEGY AIMED AT REDUCING WASTE
AND INCREASING EFFICIENCY. THE CORE PRINCIPLE IS TO RECEIVE GOODS FROM SUPPLIERS ONLY AS THEY ARE NEEDED IN THE
PRODUCTION PROCESS OR FOR SALE. THIS DRASTICALLY MINIMIZES HOLDING COSTS AND THE RISK OF OBSOLESCENCE.

BeneriTs of JIT

IMPLEMENTING JI'T CAN LEAD TO SUBSTANTIAL IMPROVEMENTS, INCLUDING:

¢ REDUCED INVENTORY HOLDING COSTS.

MINIMIZED WASTE FROM OVERSTOCKING AND OBSOLESCENCE.

¢ |MPROVED CASH FLOW AS LESS CAPITAL IS TIED UP IN INVENTORY.

® |NCREASED RESPONSIVENESS TO CHANGES IN CUSTOMER DEMAND.



HoweVer, JIT REQUIRES HIGHLY RELIABLE SUPPLIERS AND A ROBUST SUPPLY CHAIN. ANY DISRUPTION CAN LEAD TO
STOCKOUTS AND PRODUCTION HALTS, SO CAREFUL PLANNING AND STRONG SUPPLIER RELATIONSHIPS ARE PARAMOUNT FOR
SUCCESSFUL JIT IMPLEMENTATION.

EconoMic Orper QUANTITY (EOQ)

THE EconoMic ORDER QUANTITY (EOQ) IS A CALCULATION USED TO DETERMINE THE IDEAL ORDER QUANTITY THAT MINIMIZES
THE TOTAL INVENTORY COSTS, BALANCING ORDERING COSTS WITH HOLDING COSTS. THE EOQ FORMULA HELPS BUSINESSES FIND
THE SWEET SPOT WHERE THE COST OF ORDERING TOO MUCH IS OFFSET BY THE COST OF ORDERING TOO LITTLE.

THE EOQ FORMULA AND ITS APPLICATION

W/HILE THE FORMULA ITSELF CAN SEEM DAUNTING, ITS UNDERLYING PRINCIPLE IS STRAIGHTFORW ARD. [T SEEKS TO FIND THE ORDER
QUANTITY WHERE THE ANNUAL COST OF ORDERING EQUALS THE ANNUAL COST OF HOLDING INVENTORY. BUSINESSES CAN USE
THIS TO SET OPTIMAL REORDER POINTS AND QUANTITIES, PREVENTING EXCESSIVE ORDERS THAT DRIVE UP HOLDING COSTS AND
INFREQUENT ORDERS THAT INCREASE ORDERING COSTS.

SAFETY STock OPTIMIZATION

SAFETY STOCK, ALSO KNOWN AS BUFFER STOCK, IS EXTRA INVENTORY HELD TO GUARD AGAINST UNCERTAINTIES IN SUPPLY AND
DEMAND. W/ HILE ESSENTIAL FOR PREVENTING STOCKOUTS, EXCESSIVE SAFETY STOCK DIRECTLY INCREASES HOLDING COSTS. THE
KEY IS TO CALCULATE THE OPTIMAL LEVEL OF SAFETY STOCK BASED ON DEMAND VARIABILITY, LEAD TIMES, AND DESIRED
SERVICE LEVELS.

BALANCING STockouT PReVENTION WITH CosT

DETERMINING THE RIGHT AMOUNT OF SAFETY STOCK INVOLVES ANALYZING HISTORICAL DATA ON DEMAND FLUCTUATIONS AND
SUPPLIER RELIABILITY. A COMMON APPROACH IS TO USE STATISTICAL METHODS TO CALCULATE THE STANDARD DEVIATION OF
DEMAND AND LEAD TIMES. BY UNDERSTANDING THESE VARIABLES, BUSINESSES CAN SET SAFETY STOCK LEVELS THAT MINIMIZE THE
RISK OF STOCKOUTS WITHOUT INCURRING UNNECESSARY HOLDING EXPENSES.

IMPLEMENTING ADVANCED INVENTORY MANAGEMENT TECHNIQUES

BEYOND THE FOUNDATIONAL STRATEGIES, THERE ARE MORE SOPHISTICATED TECHNIQUES THAT CAN SIGNIFICANTLY ENHANCE
COST CONTROL FOR INVENTORY. THESE METHODS OFTEN INVOLVE DEEPER ANALYSIS AND MORE PROACTIVE MANAGEMENT OF
YOUR STOCK.

ABC ANALYSIS

ABC ANALYSIS IS A METHOD OF INVENTORY CATEGORIZATION THAT DIVIDES INVENTORY ITEMS INTO THREE CLASSES BASED ON
THEIR VALUE AND IMPORTANCE. THIS PARETO PRINCIPLE-BASED APPROACH, OFTEN REFERRED TO AS THE 80/20 RULE,
SUGGESTS THAT A SMALL PERCENTAGE OF INVENTORY ITEMS ACCOUNT FOR A LARGE PERCENTAGE OF THE TOTAL INVENTORY
VALUE.

CATEGORIZING INVENTORY FOR Focusep CONTROL

o CLASS A: THESE ARE HIGH-VALUE ITEMS THAT TYPICALLY REPRESENT A SMALL PERCENTAGE OF THE TOTAL NUMBER OF
INVENTORY ITEMS BUT ACCOUNT FOR A SIGNIFICANT PORTION OF THE TOTAL INVENTORY VALUE (E.G./ 800/0) THEY
REQUIRE STRICT CONTROL, FREQUENT REVIEW , AND ACCURATE FORECASTING.



o CLASS B: THESE ARE MEDIUM-VALUE ITEMS, FALLING BETWEEN CLASS A AND CLASS C. THEY REQUIRE MODERATE
CONTROL AND REVIEW.

o CLASS C: THESE ARE LOW-VALUE ITEMS THAT REPRESENT A LARGE PERCENTAGE OF THE TOTAL NUMBER OF INVENTORY
ITEMS BUT A SMALL PERCENTAGE OF THE TOTAL INVENTORY VALUE (€.G., 5-109%). THEY CAN BE MANAGED WITH
SIMPLER CONTROLS AND LESS FREQUENT REVIEWS.

BY FOCUSING MORE ATTENTION AND RESOURCES ON MANAGING CLASS A ITEMS, BUSINESSES CAN ACHIEVE SIGNIFICANT COST
SAVINGS AND BETTER INVENTORY CONTROL WITHOUT OVER-MANAGING LESS CRITICAL STOCK.

CycLe COUNTING

CYCLE COUNTING IS AN INVENTORY AUDITING PROCEDURE WHERE INVENTORY IS COUNTED ON A SCHEDULED BASIS, RATHER THAN
A SINGLE ANNUAL PHYSICAL INVENTORY COUNT. THIS CONTINUOUS COUNTING PROCESS HELPS TO IDENTIFY AND CORRECT
INVENTORY RECORD ERRORS IN A TIMELY MANNER, IMPROVING INVENTORY ACCURACY AND REDUCING THE NEED FOR DISRUPTIVE
ANNUAL COUNTS.

IMPROVING ACCURACY AND REDUCING DISRUPTION

REGULAR CYCLE COUNTING ALLOWS FOR THE IDENTIFICATION OF DISCREPANCIES BETWEEN RECORDED INVENTORY LEVELS AND
ACTUAL PHYSICAL STOCK. THIS PROACTIVE APPROACH ENABLES BUSINESSES TO ADDRESS THE ROOT CAUSES OF ERRORS, SUCH
AS RECEIVING MISTAKES, SHIPPING ERRORS, OR DATA ENTRY ISSUES. THE RESULT IS MORE ACCURATE INVENTORY RECORDS,
WHICH DIRECTLY SUPPORTS BETTER DEMAND FORECASTING, REDUCED STOCKOUTS, AND MINIMIZED OVERSTOCKING — ALL KEY
ELEMENTS OF COST CONTROL FOR INVENTORY.

VENDOR-MANAGED INVENTORY (VM)

VENDOR-MANAGED INVENTORY (\/MD IS A SUPPLY CHAIN MANAGEMENT APPROACH WHERE THE SUPPLIER TAKES RESPONSIBILITY
FOR MAINTAINING THE CUSTOMER'S INVENTORY LEVELS. THE SUPPLIER MONITORS THE CUSTOMER'S STOCK AND REPLENISHES IT
BASED ON AGREED-UPON TERMS, OFTEN USING REAL-TIME DATA SHARING. THIS CAN BE A POWERFUL TOOL FOR COST CONTROL.

LEVERAGING SUPPLIER EXPERTISE

Unper A VMI ARRANGEMENT, THE SUPPLIER, WHO HAS A VESTED INTEREST IN EFFICIENT INVENTORY TURNOVER, OFTEN HAS
BETTER VISIBILITY INTO DEMAND PATTERNS AND CAN OPTIMIZE REPLENISHMENT SCHEDULES. THIS CAN LEAD TO REDUCED
STOCKOUTS, LOWER HOLDING COSTS FOR THE CUSTOMER, AND IMPROVED OVERALL SUPPLY CHAIN EFFICIENCY. |T SHIFTS SOME
OF THE INVENTORY MANAGEMENT BURDEN AND ASSOCIATED COSTS TO THE SUPPLIER, ALLOWING THE CUSTOMER TO FOCUS ON
CORE BUSINESS OPERATIONS.

THE RoLE oF TECHNOLOGY IN INVENTORY CosT CONTROL

IN TODAY'S COMPETITIVE LANDSCAPE, LEVERAGING TECHNOLOGY IS NO LONGER A LUXURY BUT A NECESSITY FOR EFFECTIVE
INVENTORY COST CONTROL. MODERN SOFTWARE SOLUTIONS CAN AUTOMATE PROCESSES, PROVIDE REAL-TIME DATA, AND
OFFER SOPHISTICATED ANALYTICAL CAPABILITIES.

INVENTORY MANAGEMENT SoFTWARE (IMS)

INVENTORY MANAGEMENT SOFTW ARE (|MS) IS A CORNERSTONE OF MODERN INVENTORY COST CONTROL. THESE SYSTEMS ARE
DESIGNED TO TRACK INVENTORY LEVELS, MANAGE ORDERS, MONITOR SALES, AND PROVIDE VALUABLE INSIGHTS INTO INVENTORY
PERFORMANCE. FROM BASIC TRACKING TO ADVANCED FORECASTING AND REPORTING, IMS CAN STREAMLINE OPERATIONS AND



PREVENT COSTLY ERRORS.

Key FEATURES AND BENEFITS

A ROBUST IMS TYPICALLY OFFERS FEATURES SUCH AS:

® REAL-TIME INVENTORY TRACKING ACROSS MULTIPLE LOCATIONS.

o AUTOMATED REORDER POINT CALCULATIONS AND PURCHASE ORDER GENERATION.

® SALES ORDER MANAGEMENT AND FULFILLMENT.

INTEGRATION WITH ACCOUNTING AND E-COMMERCE PLATFORMS.
® REPORTING AND ANALYTICS ON INVENTORY TURNOVER, STOCK LEVELS, AND COSTS.
BY CENTRALIZING INVENTORY DATA AND AUTOMATING ROUTINE TASKS, IMS FREES UP VALUABLE TIME AND RESOURCES, REDUCES

THE LIKELIHOOD OF HUMAN ERROR, AND PROVIDES THE DATA NECESSARY FOR INFORMED DECISION-MAKING REGARDING INVENTORY
COST CONTROL.

\X/ AREHOUSE MANAGEMENT SysTeMs (WMS)

\WHILE IMS FOCUSES ON THE INVENTORY ITSELF, A \W AREHOUSE MANAGEMENT SYSTEM (\WMS) OPTIMIZES THE OPERATIONS
WITHIN THE WAREHOUSE. A \W/MS MANAGES ALL ASPECTS OF WAREHOUSE OPERATIONS, FROM RECEIVING AND PUT-AWAY TO
PICKING, PACKING, AND SHIPPING. |T PLAYS A CRUCIAL ROLE IN MINIMIZING HOLDING COSTS AND IMPROVING OPERATIONAL
EFFICIENCY.

OPTIMIZING W AREHOUSE OPERATIONS

A WMS CAN HELP CONTROL INVENTORY COSTS BY:
e OPTIMIZING STORAGE SPACE UTILIZATION, REDUCING THE NEED FOR LARGER OR MORE EXPENSIVE FACILITIES.
® |[MPROVING PICKING AND PACKING EFFICIENCY, REDUCING LABOR COSTS.
® MINIMIZING ERRORS IN ORDER FULFILLMENT, WHICH CAN LEAD TO COSTLY RETURNS OR CUSTOMER DISSATISFACTION.
® PROVIDING REAL-TIME VISIBILITY INTO STOCK LOCATION AND MOVEMENT WITHIN THE W AREHOUSE.

BY INTEGRATING WITH AN |MS, A WMS CREATES A POWERFUL SYNERGY THAT ENHANCES OVERALL INVENTORY MANAGEMENT
AND COST CONTROL.

BArcoDE AND RFID TecHNoLOGY

BARCODE AND RADIO-FREQUENCY IDENTIFICATION (RFID) TECHNOLOGIES ARE ESSENTIAL FOR ACCURATE AND EFFICIENT
INVENTORY TRACKING. THEY ENABLE RAPID DATA CAPTURE, REDUCING THE TIME AND LABOR ASSOCIATED WITH MANUAL
INVENTORY COUNTS AND DATA ENTRY.

ENHANCING ACCURACY AND SPEED

BArRCODES AND RFID TAGS ALLOW FOR THE QUICK AND PRECISE IDENTIFICATION OF INDIVIDUAL ITEMS OR BATCHES. THIS
ACCURACY IS VITAL FOR MAINTAINING UP-TO-DATE INVENTORY RECORDS, PREVENTING DISCREPANCIES THAT LEAD TO



OVERSTOCKING OR STOCKOUTS. THE SPEED AT WHICH THESE TECHNOLOGIES CAN SCAN INVENTORY ALSO SIGNIFICANTLY
REDUCES THE TIME AND COST ASSOCIATED WITH PHYSICAL INVENTORY AUDITS AND CYCLE COUNTS.

ANALYZING AND OPTIMIZING INVENTORY COSTS

THE JOURNEY TOWARDS EFFECTIVE COST CONTROL FOR INVENTORY IS AN ONGOING PROCESS OF ANALYSIS AND REFINEMENT. [T
REQUIRES A COMMITMENT TO REGULARLY REVIEWING YOUR INVENTORY PERFORMANCE AND MAKING DATA-DRIVEN ADJUSTMENTS.

Key PerFoRMANCE INDICATORS (KPIS) FOR INVENTORY

TO EFFECTIVELY MANAGE AND REDUCE INVENTORY COSTS, IT'S CRUCIAL TO TRACK AND ANALYZE KEY PERFORMANCE INDICATORS
(KP|S) THESE METRICS PROVIDE INSIGHTS INTO THE HEALTH OF YOUR INVENTORY MANAGEMENT AND HIGHLIGHT AREAS FOR
IMPROVEMENT.

ESSENTIAL INVENTORY METRICS

® |NVENTORY TURNOVER RATIO: THIS MEASURES HOW MANY TIMES INVENTORY IS SOLD AND REPLENISHED OVER A PERIOD.
A HIGHER TURNOVER GENERALLY INDICATES EFFICIENT INVENTORY MANAGEMENT.

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

e CARRYING COST PERCENTAGE: THIS REPRESENTS THE TOTAL COST OF HOLDING INVENTORY AS A PERCENTAGE OF ITS
VALUE. LOWERING THIS PERCENTAGE IS A DIRECT GOAL OF COST CONTROL.

o STockouT RATE: THE PERCENTAGE OF ORDERS THAT CANNOT BE FULFILLED DUE TO LACK OF STOCK. MINIMIZING THIS IS
KEY TO CUSTOMER SATISFACTION AND LOST SALES PREVENTION.

o ORDER ACCURACY RATE: THE PERCENTAGE OF ORDERS FULFILLED CORRECTLY. HIGH ACCURACY REDUCES RETURNS AND
ASSOCIATED COSTS.

REGULARLY MONITORING THESE KPIs ALLOWS YOU TO IDENTIFY TRENDS, PINPOINT INEFFICIENCIES, AND MEASURE THE IMPACT OF
YOUR COST CONTROL INITIATIVES. IT'S ABOUT MOVING FROM GUESSWORK TO INFORMED DECISION-MAKING.

DeMAND FORECASTING ACCURACY

ACCURATE DEMAND FORECASTING IS PERHAPS THE SINGLE MOST INFLUENTIAL FACTOR IN CONTROLLING INVENTORY COSTS. IF
YOU CAN PREDICT WHAT YOUR CUSTOMERS WILL BUY WITH A HIGH DEGREE OF CERTAINTY, YOU CAN ORDER AND STOCK THE
RIGHT QUANTITIES AT THE RIGHT TIME.

IMPROVING PREDICTION FOR BETTER STOCKING

IMPROVING DEMAND FORECASTING ACCURACY INVOLVES ANALYZING HISTORICAL SALES DATA, CONSIDERING SEASONALITY,
PROMOTIONAL ACTIVITIES, MARKET TRENDS, AND ECONOMIC FACTORS. LEVERAGING ADVANCED FORECASTING TOOLS AND
TECHNIQUES, OFTEN FOUND WITHIN IMS OR DEDICATED FORECASTING SOFTWARE, CAN SIGNIFICANTLY ENHANCE PREDICTION
CAPABILITIES. THE CLOSER YOUR FORECAST ALIGNS WITH ACTUAL DEMAND, THE LESS YOU'LL SPEND ON EXCESS INVENTORY,
RUSH ORDERS, OR LOST SALES.



SUPPLIER RELATIONSHIP MANAGEMENT

STRONG RELATIONSHIPS WITH YOUR SUPPLIERS ARE VITAL FOR EFFECTIVE COST CONTROL FOR INVENTORY. THEY CAN IMPACT
EVERYTHING FROM LEAD TIMES AND PRICING TO PRODUCT QUALITY AND RELIABILITY.

NEGOTIATION AND COLLABORATION

ACTIVELY MANAGING YOUR SUPPLIER RELATIONSHIPS CAN LEAD TO SIGNIFICANT BENEFITS. NEGOTIATE FAVORABLE PRICING,
PAYMENT TERMS, AND MINIMUM ORDER QUANTITIES. COLLABORATE WITH THEM TO IMPROVE DELIVERY SCHEDULES AND REDUCE
LEAD TIMES. BUILDING TRUST AND OPEN COMMUNICATION CAN ALSO LEAD TO BETTER SUPPORT DURING UNEXPECTED DEMAND
SURGES OR SUPPLY DISRUPTIONS. A RELIABLE SUPPLIER CAN BE A PARTNER IN YOUR COST CONTROL EFFORTS, NOT JUST A
VENDOR.

CoNCLUSION

ACHIEVING ROBUST COST CONTROL FOR INVENTORY IS A CONTINUOUS JOURNEY OF STRATEGIC PLANNING, DILIGENT EXECUTION,
AND ONGOING ANALYSIS. BY UNDERSTANDING THE TRUE COST OF YOUR STOCK, IMPLEMENTING EFFECTIVE STRATEGIES LIKEJH—
AND EOQ, LEVERAGING TECHNOLOGY, AND CONSISTENTLY MONITORING KEY PERFORMANCE INDICATORS, BUSINESSES CAN
SIGNIFICANTLY REDUCE EXPENDITURE, IMPROVE CASH FLOW , AND ENHANCE OVERALL OPERATIONAL EFFICIENCY. THE PURSUIT OF
COST CONTROL FOR INVENTORY IS NOT MERELY ABOUT CUTTING EXPENSES; IT'S ABOUT OPTIMIZING RESOURCES TO BUILD A
MORE RESILIENT, PROFITABLE, AND COMPETITIVE BUSINESS.

FREQUENTLY AskeD QUESTIONS ABOUT CosT CONTROL FOR INVENTORY

Q: WHAT ARE THE PRIMARY BENEFITS OF IMPLEMENTING COST CONTROL FOR
INVENTORY?

A: THE PRIMARY BENEFITS INCLUDE IMPROVED PROFITABILITY THROUGH REDUCED EXPENSES, ENHANCED CASH FLOW BY MINIMIZING
CAPITAL TIED UP IN STOCK, INCREASED OPERATIONAL EFFICIENCY, REDUCED RISK OF OBSOLESCENCE AND SPOILAGE, AND
ULTIMATELY, BETTER CUSTOMER SATISFACTION DUE TO FEWER STOCKOUTS.

QZ How DOES DEMAND FORECASTING ACCURACY DIRECTLY IMPACT INVENTORY COSTS?

A: ACCURATE DEMAND FORECASTING IS CRUCIAL BECAUSE IT ALLOWS BUSINESSES TO ORDER AND STOCK THE OPTIMAL
QUANTITIES OF GOODS. THIS PREVENTS OVERSTOCKING, WHICH LEADS TO HIGHER HOLDING COSTS AND POTENTIAL
OBSOLESCENCE, AND ALSO PREVENTS UNDERSTOCKING, WHICH RESULTS IN LOST SALES AND CUSTOMER DISSATISFACTION.

Q: WHAT IS THE DIFFERENCE BETWEEN INVENTORY MANAGEMENT SOFTWARE (IMS) AND
W AREHOUSE MANAGEMENT SYSTEMS (\WMS)?

A: INVENTORY MANAGEMENT SOFTWARE (IMS) FOCUSES ON TRACKING INVENTORY LEVELS, MANAGING ORDERS, AND ANALYZING
INVENTORY PERFORMANCE ACROSS THE BUSINESS. W/ AREHOUSE MANAGEMENT SYSTEMS (\W/MS) FOCUS ON OPTIMIZING THE
PHYSICAL OPERATIONS WITHIN THE WAREHOUSE, SUCH AS RECEIVING, PUT-AWAY, PICKING, AND SHIPPING, TO IMPROVE
EFFICIENCY AND ACCURACY. BOTH ARE ESSENTIAL FOR COMPREHENSIVE COST CONTROL.

QZ How CAN A BUSINESS LEVERAGE TECHNOLOGY TO REDUCE INVENTORY HOLDING



COSTS?

A: TECHNOLOGY CAN REDUCE HOLDING COSTS BY ENABLING REAL-TIME INVENTORY TRACKING, WHICH MINIMIZES OVERSTOCKING.
INVENTORY MANAGEMENT SOFTWARE CAN AUTOMATE REORDER POINTS, ENSURING THAT STOCK IS REPLENISHED ONLY WHEN
NEEDED. W/ AREHOUSE MANAGEMENT SYSTEMS CAN OPTIMIZE SPACE UTILIZATION, AND BARCODE/RHD TECHNOLOGY CAN IMPROVE
ACCURACY, REDUCING THE COSTS ASSOCIATED WITH MANUAL ERRORS AND EXCESS STOCK.

Q: Is JusT-IN-TiME (JIT) INVENTORY ALWAYS THE BEST STRATEGY FOR COST
CONTROL?

AJH— CAN BE HIGHLY EFFECTIVE FOR REDUCING HOLDING COSTS AND WASTE, BUT IT'S NOT UNIVERSALLY THE BEST STRATEGY.
|T REQUIRES A VERY RELIABLE SUPPLY CHAIN, CONSISTENT DEMAND, AND STRONG SUPPLIER RELATIONSHIPS. FOR BUSINESSES
WITH HIGHLY UNPREDICTABLE DEMAND OR UNRELIABLE SUPPLIERS, A MODIFIED APPROACH OR HIGHER SAFETY STOCK LEVELS MIGHT
BE MORE APPROPRIATE TO AVOID COSTLY STOCKOUTS.

Q: WHAT ARE THE MAIN COMPONENTS OF INVENTORY HOLDING COSTS?

A: THE MAIN COMPONENTS OF INVENTORY HOLDING COSTS INCLUDE WAREHOUSING EXPENSES (RENT, UTILITIES, LABOR),
OPPORTUNITY COST OF CAPITAL, INSURANCE, TAXES, AND THE COSTS ASSOCIATED WITH OBSOLESCENCE, SPOILAGE, AND
DAMAGE.

Q: How poes ABC ANALYSIS HELP IN CONTROLLING INVENTORY COSTS?

A: ABC ANALYSIS HELPS BUSINESSES PRIORITIZE THEIR INVENTORY MANAGEMENT EFFORTS. BY CATEGORIZING ITEMS BASED ON
THEIR VALUE, COMPANIES CAN FOCUS THEIR RESOURCES AND ATTENTION ON MANAGING HIGH-VALUE “A" ITEMS MORE
STRINGENTLY, THEREBY OPTIMIZING THEIR USE OF TIME AND CAPITAL AND ACHIEVING SIGNIFICANT COST SAVINGS WITHOUT
OVER-MANAGING LOW-VALUE ITEMS.
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