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Objectives of Inventory Management:
Optimize Stock and More

Every business selling products needs a solid inventory management system to optimize its item
handling. The inventory management objectives direct the hands of firms regarding stock control, waste
management, and steady demand supply. Improper inventory management would create scenarios that
would subject them to shortage or excess stock that would cause losses.

Inventory management refers to the monitoring and keeping track of stock from purchase to sale. It
notifies the business regarding the timing and quantity of restocking, how to make orders for products,
and the effective method of product storage. This is designed and provided to companies to optimize
their space usage, minimize product losses through theft or wastage, and keep their operations running
smoothly.

What is Inventory Management System?

It is either a software or a method that helps to track stock in businesses. It ensures that goods are
ordered, stored, and used orderly. A well-built system of inventory management means efficiency and
fewer losses. They help the business with stock status, sales, and purchasing processes. A good
inventory management program can save money and prevent the organization from running out of
essential products.

Most modern businesses use automated inventory management systems that automatically keep track
of stock, reducing manual errors and improving accuracy. A company could view all its inventory units
spread across different locations using advanced tracking tools.

Example of Inventory Management System

Such types of clothing retail stores require proper inventory management. One way of managing this
inventory is through employing a system that monitors stocks, summarizes received and viewed
products, and analyzes trends in sales. So, for instance, when a particular shirt is received, and it's selling
so well that store stock will deplete, the store's system will warn the store to reorder before it runs dry.

Objectives of Inventory Management

Inventory management has a few key objectives. These objectives help ensure the company has the
required stock and products while minimizing waste. Inventory control helps with the company's day-to-
day workings and saves money.

Maintain Adequate Stock Level

Stock must be maintained sufficiently to satisfy customer demand. Stockouts lead to losses in sales and
angry customers. Inventory management ensures the business has a maximum level of products for sale.
Good stock management minimizes business interruptions so customers can readily access products.

An adequate amount of inventory helps to service unexpected spikes in demand. Well-balanced stock
levels generate positive customer loyalty and reputation.

Decrease Overstocking

Overstock means higher warehousing costs, capital being tied up, and the risk of obsolescence of
inventories.

A sound system will allow the company to identify slow-moving items and ensure they do not
unnecessarily restock. Besides determining the turnover rate of their inventories, the company will be
able to assess how fast their inventories sell, thereby controlling their purchases based on this
knowledge. By practicing avoidance of overstock, the company becomes cash flow conscious.
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Minimize Storage Expenses

Storage of extensive inventories incurs costs such as space occupation. The company should maintain
Stock levels to keep storage prices down. Proper inventory management will minimize unnecessary
storage cost expenditures. Storage costs include everything from rent to security to labor. Only storing
what is needed will reduce unnecessary storage expenses.

Some of the ways through which costs could be reduced include optimizing warehouse space and
processes, which can be accomplished through the application of warehouse management software.
Reducing unnecessary storage would minimize storage costs and ensure smooth warehouse work.

Improve Cash Flow

Stocktaking means locking the money elsewhere in the business. Thus, good inventory levels lead to
better stocks. Poor inventory management reduces working capital in businesses. Efficient inventory
system management will avoid a circumstance in which the working capital is illiquid because of non-
moving stock.

Stop Stockout

A lack of stock could suspend business processes. Therefore, proper inventories mean that products will
always be available. This avoids delays and keeps customers happy. Stockout is a source of customer
dissatisfaction, as they will not be happy with a late delivery, thus losing revenue.

A well-managed inventory can help organizations analyze past sales trends and forecast demand.
Predicting demand is very important for organizations to avoid stock on the shelf and provide unbroken
supply to their customers.

Reduce Waste and Losses

Inventory management prevents wastage by tracking stock from purchase to its ultimate use by the
company. Inventory management is critical for perishable goods such as food and pharmaceuticals.

FIFO applies all the methods of movement and management in a given inventory to prevent the waste of
selling older stock before new stock. A company can monitor theft, misplaced items, or damage to
calculate inventory shrinkage and take preventive measures against such losses.

Optimizing Ordering Processes

All companies must place orders at appropriate times and in the right amounts. These systems automate
and improve purchasing operations so that stock replenishment is timely. Automated ordering processes
make stock replenish timely without the danger of overstocking or stock-out.

Streamlined procurement eliminates the possibility of last-minute orders- a dangerous gamble that raises
costs with expensive freight or surge costs from the supplier.

Enrich Customer Satisfaction
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Appropriate inventory management encourages the timely delivery of products to customers, thereby
contributing to customer contentment. Meeting the product's delivery date will increase customers' trust
and loyalty and lead to repurchase.

Some companies can eliminate products that do not meet customers' needs. These companies develop
excellent customer relationships for growth and profits because they generally manage inventories to
meet customer demand.

Stock Inventory Management Software

Stock inventory management software helps organizations track and manage inventory' stocks most
efficiently. These tools enable stock automation and improve productivity by reducing manual recording
and enhancing accuracy.

e Track stock levels in real time.

e Reordering automation.

e Inventory trend reports generation.

e Lower error in stock tracking.

o Improved productivity in warehouse management.
Inventory Management Techniques

An efficient inventory system reduces costs and prevents shortfalls, which, in turn, improves customer
satisfaction. Companies have drawn several inventory management technigues to maintain stock
properly at different positions. The objectives in inventory management are all intended to see business
supply and demand match one another without overstocking or running out of key products.

Just-in-Time Inventory

This inventory method minimizes storage costs by collecting stocks only when needed. Wastes are
minimized, but demand forecasting must be tremendously accurate. Inventory is well laid out to ensure
better cash flow. Positive cash flow can be invested in marketing, expansion, and product perfection.

ABC Analysis

ABC analysis separates the inventory stocks into three aspects:

A: High-value items with low sales volume.

B: Medium value and moderate sales.

C: Low-value items with high sales volumes.

Concerning the application of ABC analysis, priorities are set for action on inventory management.
First-in, First-out (FIFO)

FIFO states that older stock will sell before newer stock, keeping waste caused by spoilage to a minimum.
Stabilizing flow and minimizing disruptions is possible through reducing lead time for a company in stock.

Last In, First Out (LIFO)

The LIFO method recognizes that the most recent units purchased will be the first quoted for sale. Last
In, First Out is used in price increase situations because of lower taxable income. This way, the store can
adequately manage stock levels, prevent wastages, and have better profitability.

Economic Order Quantity (EOQ)


https://plutuseducation.com/programs
https://plutuseducation.com/blog/wp-content/uploads/2024/11/Plutus_ACCA_Brochure.pdf
https://plutuseducation.com/blog/difference-between-customer-and-consumer
https://plutuseducation.com/blog/inventory-management-techniques/

-
@ PLUTUS [ Download Broucher a]

EDUCATION

The EOQ represents the order size that would minimize the costs of ordering and storing an item. It is
that point at which ordering costs equal carrying costs. Managing cash flows correctly gives a business
financial stability and flexibility in operation.

What is lead time in inventory management?

Lead time is counted from when the purchase order has been placed until the stock accedes. It is,
therefore, important to watch over the same because it prevents a company from having stock shortages.

e Supplier processing time

e Shipping time

e Order Quantity

e Customs and regulation delays
Applications for Managing Inventory

Applications are specific to managing inventory while on the move. They all seek to attain real-time data
management and automated inventory tracking. Other typical features of inventory management
applications are:

e Barcode scanning
e Stock level alerts
o Linkage with sales systems
e Cloud access
e Automated order fulfillment
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Importance of an Inventory Management System

Inventory management plays a vital role in the optimization of any business process. A business should
have just the correct amount of stock concerning time. Unorganized inventory management importance
leads to losses and diminishing profits.

Reduces Cost and Maximize Profit

Therefore, business losses are due to overstocking or understocking of products. Overstocks accrue
storage costs, while understocks typically carry costs by lost sales. Proper inventory management allows
a business to control wasteful activity better while raising profit. Companies can then purchase optimally,
ordering only what will eventually be needed to avoid lock-in capital for any extended period. This way,
costs are reduced first by reducing holding costs on the inventory and any losses that might arise from
obsolescence or expiry.

Stave Off Stock Shortages and Overstock

With the requirements that inventory management commands, stock levels will be kept on par with
demand. Undernourished stock loses customers, while with an oversupply, there are excess costs, both
of which can be managed with an intelligent inventory inquiry. This involves efficiently forecasting demand
and taking stock levels to align with that forecast. In tandem, those two operations discourage stockpiling
and take away from entertainable possibilities of the customer leaving empty-handed because the
product[s] required became unavailable.

Efficiency in the Supply Chain
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Good inventory management makes for an uninterrupted supply chain. Tracking of goods from supplier
to customer adds to more efficiency, lesser delays in delivery, and more assurance that products actually
get where they move on. This facilitates the movement of goods from procurement to the point of sale.
Good inventory management entails coordination with suppliers at every step and decreases
replenishment lead time as orders arrive.

Objectives of Inventory Management FAQs

1. What are the objectives of inventory management?

The objectives of inventory management are the maintenance of stock balances, reduction of waste,
minimization of costs, avoidance of stock shortages, improvement of cash flows, optimization of order
processes, and enhanced customer satisfaction.

2. What is an inventory management system?

It is a facility or software that tracks stock status while managing orders and optimizes storage.

3. What are the types of inventory management?

These include Just-in-Time (JIT), ABC analysis, FIFO, LIFO, and Economic Order Quantity (EOQ).

4. What is the lead time in inventory management?

The period between ordering and receiving goods is called lead time in inventory management since
businesses organize stock replenishment based on it.

5. What is an inventory management example?

Following this definition, one example of inventory management is the use of software by a retail store to
track stock levels, reorder items, and analyze sales trends.
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