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Inventory Management

Inventory Management

Inventory management is the process of overseeing and controlling the flow of goods into and out of a
company's inventory. It involves keeping track of inventory levels, ordering new products, and managing
stock to ensure that there is enough supply to meet customer demand without excessive holding costs.
Effective inventory management is crucial for businesses in the food and beverage industry to optimize
costs, reduce waste, and improve overall efficiency.

Key Terms and Vocabulary

1. Inventory Control

Inventory control refers to the process of managing and monitoring inventory levels to ensure that the right
amount of stock is available at the right time. It involves forecasting demand, setting reorder points, and
tracking inventory turnover to prevent stockouts or overstock situations.

Example: A restaurant uses inventory control to keep track of how much meat they have on hand and when
they need to order more to meet customer demand.

2. Stockout

A stockout occurs when a business runs out of a particular product and is unable to fulfill customer orders.
Stockouts can lead to lost sales, decreased customer satisfaction, and damage to a company's reputation.

Example: A bakery experiences a stockout of bread during the lunch rush, resulting in disappointed
customers who leave without making a purchase.

3. Overstock

Overstock happens when a business has excess inventory that cannot be sold before it becomes obsolete or
spoils. Overstock can tie up capital, lead to increased holding costs, and result in product wastage.

Example: A grocery store orders too much fresh produce, and some of it goes bad before it can be sold,
leading to financial losses.

4. Economic Order Quantity (EOQ)

Economic Order Quantity (EOQ) is a formula used to determine the optimal order quantity that minimizes
total inventory costs. It takes into account ordering costs, holding costs, and demand to find the most cost-
effective quantity to order.

Example: A beverage distributor uses the EOQ formula to calculate how many cases of soda to order to
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minimize costs while ensuring they have enough stock to meet customer demand.

5. Just-in-Time (JIT) Inventory

Just-in-Time (JIT) inventory is a strategy where businesses only order and receive goods as they are needed
for production or sales. This approach helps reduce holding costs, minimize waste, and improve efficiency
by streamlining the supply chain.

Example: A fast-food restaurant uses JIT inventory to order fresh ingredients daily, reducing storage costs
and ensuring that food is always served fresh to customers.

6. First-In, First-Out (FIFO)

First-In, First-Out (FIFO) is a method of inventory management where the oldest stock is sold or used first,
ensuring that products are rotated and do not expire before being sold. FIFO helps prevent spoilage,
reduces waste, and maintains product quality.

Example: A bakery uses FIFO to ensure that the oldest baked goods are sold first, preventing items from
going stale or becoming unsellable.

7. Last-In, First-Out (LIFO)

Last-In, First-Out (LIFO) is a method of inventory management where the most recently acquired stock is
sold or used first. While LIFO can be beneficial for tax purposes, it may not be ideal for perishable goods or
products with expiration dates.

Example: A hardware store uses LIFO to sell the newest tools first, allowing them to showcase the latest
products to customers.

8. Safety Stock

Safety stock is extra inventory held by a business to protect against unexpected fluctuations in demand,
supply chain disruptions, or lead time variability. Safety stock acts as a buffer to prevent stockouts and
ensure continuity of operations.

Example: A coffee shop maintains a safety stock of coffee beans to account for sudden increases in
customer demand or delays in supplier deliveries.

9. Dead Stock

Dead stock refers to inventory that is obsolete, damaged, or expired and cannot be sold to customers. Dead
stock ties up capital, takes up valuable storage space, and reduces overall profitability for a business.

Example: A retail store has dead stock of outdated fashion items that no longer appeal to customers,
resulting in markdowns and clearance sales to try to sell off the inventory.

10. Lead Time
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Lead time is the amount of time it takes from placing an order with a supplier to receiving the goods.
Understanding lead time is crucial for inventory management to ensure that products are available when
needed and to prevent stockouts.

Example: A restaurant considers the lead time for fresh seafood when placing orders to ensure that the
seafood arrives in time for weekend specials.

11. Reorder Point

The reorder point is the inventory level at which a business needs to place a new order to replenish stock
before running out. Calculating the reorder point involves considering lead time, demand variability, and
safety stock to avoid stockouts.

Example: A bakery sets a reorder point for flour based on daily demand and lead time from the supplier to
ensure they never run out of this essential ingredient.

12. Turnover Rate

Inventory turnover rate measures how quickly a business sells through its inventory within a specific period.
A high turnover rate indicates efficient inventory management, while a low turnover rate may signify
overstock or slow-moving inventory.

Example: A grocery store calculates its inventory turnover rate monthly to track how quickly products are
sold and identify which items are not moving as quickly as others.

13. Holding Costs

Holding costs are the expenses incurred by a business for storing and maintaining inventory. Holding costs
can include warehouse rent, utilities, insurance, depreciation, and the opportunity cost of tying up capital in
unsold stock.

Example: A distribution center calculates holding costs to determine the financial impact of storing excess
inventory and looks for ways to reduce these costs through better inventory management practices.

14. Perpetual Inventory System

A perpetual inventory system is a method of tracking inventory levels in real-time using technology such as
barcode scanners or RFID tags. This system provides up-to-date information on stock levels, sales, and
reordering needs to improve accuracy and efficiency.

Example: A supermarket uses a perpetual inventory system to automatically track sales and update
inventory levels, allowing managers to make data-driven decisions on restocking and pricing.

15. Batch Tracking

Batch tracking is a system that assigns a unique identifier to a group of products manufactured or received
together. This allows businesses to trace and monitor the movement of specific batches of inventory,
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especially useful for products with expiration dates or recalls.

Example: A pharmaceutical company uses batch tracking to recall a specific batch of medicine that has been
found to have a defect, ensuring that only affected products are removed from circulation.

16. Inventory Shrinkage

Inventory shrinkage refers to the loss of inventory due to theft, damage, spoilage, or administrative errors.
Shrinkage can have a significant impact on a business's bottom line and requires proactive measures to
prevent and mitigate losses.

Example: A retail store experiences inventory shrinkage when items are stolen by shoplifters or damaged
during shipping, leading to discrepancies in stock counts and financial losses.

17. Supply Chain Management

Supply chain management involves overseeing the flow of goods, services, and information from suppliers
to customers to maximize efficiency and minimize costs. Effective supply chain management is essential for
optimizing inventory levels, reducing lead times, and improving overall operational performance.

Example: A food manufacturer implements supply chain management practices to coordinate with
suppliers, distributors, and retailers to ensure that products are delivered on time and in optimal condition.

18. Vendor Managed Inventory (VMI)

Vendor Managed Inventory (VMI) is a supply chain arrangement where the supplier takes responsibility for
managing the customer's inventory levels. VMI allows suppliers to monitor stock levels, replenish products,
and optimize inventory based on customer demand data.

Example: A beverage distributor implements VMI with a grocery store chain to automatically restock shelves
with soda based on real-time sales data, improving efficiency and reducing stockouts.

19. RFID Technology

Radio Frequency Identification (RFID) technology uses radio waves to identify and track objects, including
inventory items, throughout the supply chain. RFID tags can store information such as product details, batch
numbers, and expiration dates for improved inventory management.

Example: A logistics company uses RFID technology to track the movement of pallets of goods in real-time,
improving visibility and efficiency in the transportation and storage of inventory.

20. Forecasting Demand

Forecasting demand involves predicting future customer needs and preferences to determine the quantity
and mix of products to stock. Accurate demand forecasting helps businesses optimize inventory levels,
reduce stockouts, and improve customer satisfaction.

Read online: https://certificates.HealthCareCourses.org.uk/guides/
3730069/inventory-management

HealthCareCourses (An LSIB brand) · 07 Jul 2026



G U I D E

Example: A bakery uses historical sales data and seasonal trends to forecast demand for holiday-themed
cakes and pastries, ensuring they have enough stock to meet customer orders.

21. Cycle Counting

Cycle counting is a method of regularly auditing inventory by counting a subset of items on a rotating
schedule. This continuous counting process helps businesses identify and correct discrepancies in stock
levels, improve accuracy, and reduce the need for time-consuming physical inventories.

Example: A warehouse conducts weekly cycle counts of high-value items to ensure that stock levels match
the recorded inventory and to detect any discrepancies early on.

22. Stock-Keeping Unit (SKU)

A Stock-Keeping Unit (SKU) is a unique code assigned to a specific product to identify it within the
inventory system. SKUs can include information such as product description, size, color, and price, making it
easier to track and manage individual items.

Example: A retail store uses SKUs to differentiate between different sizes and colors of a particular clothing
item, allowing for accurate inventory management and sales tracking.

23. Cross-Docking

Cross-docking is a logistics strategy where goods are unloaded from incoming trucks or containers and
immediately loaded onto outbound trucks for delivery without being stored in a warehouse. Cross-docking
reduces handling and storage costs, streamlines order fulfillment, and speeds up the supply chain.

Example: A distribution center uses cross-docking to transfer fresh produce directly from delivery trucks to
distribution trucks for immediate delivery to grocery stores, minimizing storage time and preserving
product freshness.

24. Supply Chain Visibility

Supply chain visibility refers to the ability to track and monitor the movement of goods, information, and
finances across the supply chain in real-time. Improved supply chain visibility allows businesses to make
informed decisions, mitigate risks, and enhance collaboration with partners.

Example: A technology company uses supply chain visibility tools to track the location and status of
components from suppliers to manufacturing facilities, ensuring timely production and delivery of
electronic devices.

25. Replenishment Lead Time

Replenishment lead time is the time it takes from placing an order with a supplier to receiving the goods
and restocking inventory. Understanding replenishment lead time is crucial for inventory management to
avoid stockouts, optimize ordering schedules, and meet customer demand.
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Example: A furniture store considers replenishment lead time when ordering new inventory to ensure that
products arrive in time for upcoming promotions and sales events.

26. Inventory Turnover Ratio

Inventory turnover ratio measures how efficiently a business manages its inventory by calculating the
number of times inventory is sold and replaced within a specific period. A high inventory turnover ratio
indicates effective inventory management, while a low ratio may signal excess stock or slow-moving
inventory.

Example: A hardware store calculates its inventory turnover ratio quarterly to assess how quickly products
are sold and identify opportunities to optimize stock levels and ordering practices.

27. Batch Size

Batch size refers to the quantity of products manufactured, received, or ordered in a single production run
or shipment. Determining the optimal batch size involves balancing economies of scale, storage costs, and
demand variability to maximize efficiency and minimize waste.

Example: A cosmetics manufacturer adjusts the batch size of a new skincare product based on market
demand, production capacity, and storage constraints to ensure cost-effective production and timely
delivery to retailers.

28. Kitting

Kitting is the process of assembling individual items or components into a pre-packaged set or kit for sale
as a single unit. Kitting helps streamline order fulfillment, improve product presentation, and enhance
customer convenience by offering ready-to-use packages.

Example: An electronics retailer offers a gaming console kit that includes the console, controllers, and
games bundled together for a discounted price, attracting customers looking for a complete gaming
experience.

29. Stock Turnover

Stock turnover is a measure of how quickly a business sells through its inventory within a specific period,
typically expressed as the number of times inventory is sold and replaced. Stock turnover helps businesses
assess inventory efficiency, identify slow-moving items, and optimize stock levels.

Example: A bookstore calculates its stock turnover rate annually to track the popularity of different book
genres and adjust ordering quantities to meet customer demand and minimize stockouts.

30. Backorder

A backorder occurs when a customer places an order for a product that is temporarily out of stock.
Backorders can result from unexpected demand, supply chain disruptions, or inventory errors and require
businesses to communicate delays and manage customer expectations.
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Example: An online retailer notifies customers of a backorder for a popular item and offers the option to
wait for restocking or choose a similar product as an alternative to fulfill the order.

31. Serialized Inventory

Serialized inventory involves assigning a unique serial number to each individual unit or item in the
inventory system. Serialized inventory tracking enables businesses to monitor the movement, location, and
history of specific products for improved visibility, traceability, and quality control.

Example: A pharmaceutical company uses serialized inventory to track the distribution and usage of
prescription medications, ensuring compliance with regulatory requirements and preventing counterfeiting
or diversion.

32. Demand Planning

Demand planning is the process of forecasting future customer demand for products and services to
optimize inventory levels, production schedules, and supply chain operations. Effective demand planning
helps businesses anticipate market trends, reduce stockouts, and improve customer satisfaction.

Example: A fashion retailer uses demand planning to predict seasonal trends and adjust inventory levels of
clothing and accessories to meet customer preferences and maximize sales during peak shopping periods.

33. SKU Rationalization

SKU rationalization is the process of evaluating and optimizing the number of Stock-Keeping Units (SKUs)
carried by a business to improve efficiency, reduce costs, and focus on high-demand products. SKU
rationalization helps businesses streamline operations, reduce complexity, and increase profitability.

Example: A grocery chain conducts SKU rationalization to identify underperforming products and eliminate
low-selling items to free up shelf space, reduce inventory costs, and enhance the overall shopping
experience for customers.

34. Reverse Logistics

Reverse logistics involves managing the flow of goods, materials, and information in the reverse direction,
from customers back to the original source. Reverse logistics includes processes such as returns, exchanges,
refurbishment, recycling, and disposal to recover value from returned products and minimize waste.

Example: An e-commerce retailer implements reverse logistics processes to handle customer returns
efficiently, refurbish reusable items, and recycle damaged goods to reduce environmental impact and
recover value from returned merchandise.

35. Demand Forecasting Models

Demand forecasting models are analytical tools used to predict future customer demand based on
historical data, market trends, and external factors. Common demand forecasting models include time series
analysis, regression analysis, and machine learning algorithms to improve accuracy and reliability of demand
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forecasts.

Example: A consumer electronics manufacturer uses a demand forecasting model to predict sales of new
smartphone models based on past performance, competitor analysis, and economic indicators to optimize
production schedules and inventory levels.

36. Lot Tracking

Lot tracking is a system that assigns a unique lot number to a specific group of products manufactured,
received, or shipped together. Lot tracking helps businesses trace and monitor the movement of products
within the supply chain, especially for items with expiration dates, quality control issues, or recalls.

Example: A food manufacturer implements lot tracking to trace the origin and distribution of a
contaminated batch of frozen meals, enabling quick identification and recall of affected products to protect
consumer health and safety.

37. Inventory Optimization

Inventory optimization involves using data analytics, technology, and best practices to maximize the
efficiency and profitability of inventory management. Inventory optimization aims to balance stock levels,
minimize holding costs, reduce stockouts, and improve overall supply chain performance.

Example: A logistics company adopts inventory optimization strategies such as demand forecasting, safety
stock analysis, and supply chain visibility tools to streamline operations, reduce waste, and enhance
customer satisfaction through timely deliveries.

38. Order Fulfillment

Order fulfillment is the process of receiving, processing, and delivering customer orders accurately and
efficiently. Order fulfillment involves picking, packing, shipping, and tracking orders to ensure timely
delivery, reduce errors, and enhance customer satisfaction.

Example: An online retailer uses automated order fulfillment systems to process and ship customer orders
quickly, track shipments in real-time, and provide customers with order status updates for a seamless
shopping experience.

39. Shelf Life

Shelf life refers to the period during which a product remains safe, fresh, and consumable for customers.
Understanding the shelf life of inventory items is critical for managing stock levels, rotating products,
preventing spoilage, and maintaining product quality and safety.

Example: A supermarket displays perishable goods with shorter shelf lives, such as dairy products and fresh
produce, at the front of the store to encourage faster sales and reduce the risk of expiration before
purchase.

40. Cost of Goods Sold (COGS)
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Cost of Goods Sold (COGS) is the direct cost incurred by a business to produce or purchase products sold
to customers. COGS includes expenses such as raw materials, labor, and manufacturing overhead and is
subtracted from revenue to calculate gross profit.

Example: A restaurant calculates its COGS by adding the cost of ingredients, packaging, and labor used to
prepare meals, helping to determine the profitability of menu items and identify cost-saving opportunities.

41. Demand Variability

Demand variability refers to fluctuations in customer demand for products and services over time.
Managing demand variability is essential for inventory management to prevent stockouts, reduce excess
inventory, and improve forecasting accuracy to meet customer needs effectively.

Example: A clothing retailer experiences demand variability during seasonal sales events and adjusts
inventory levels, promotions, and pricing strategies to meet customer demand and maximize sales
opportunities.

42. Inventory Valuation

Inventory valuation is the process of assigning a monetary value to the inventory held by a business for
financial reporting and tax purposes. Common methods of inventory valuation include First-In, First-Out
(FIFO), Last-In, First-Out (LIFO), and Weighted Average Cost to determine the cost of goods sold and
inventory valuation on the balance sheet.

Example: A manufacturing company uses FIFO inventory valuation to calculate the cost of raw materials
used in production, ensuring accurate financial reporting and compliance with accounting standards.

43. Batch Production

Batch production is a manufacturing process where products are produced in groups or batches based on a
set quantity or order size. Batch production allows for efficient use of resources, economies of scale, and
flexibility to customize products while controlling production costs and lead times.

Example: A bakery uses batch production to make a set quantity of pastries each morning to meet customer
demand, optimize production schedules, and minimize waste by producing fresh items daily.

44. Inventory Accuracy

Inventory accuracy refers to the degree of alignment between recorded inventory levels in the system and
the actual physical inventory
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