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Inventory Management

Inventory Management

Definition: Inventory management refers to the process of overseeing and controlling the flow of goods
into and out of a company's inventory. It involves the monitoring of stock levels, ordering and replenishing
inventory, as well as managing the storage and distribution of products.

Related Terms: Stock control, inventory control, supply chain management, warehouse management.

Inventory management is a crucial aspect of the food and beverage industry as it directly impacts the
availability of products, operational costs, and customer satisfaction. Effective inventory management
ensures that a company has the right amount of stock on hand to meet customer demand while minimizing
excess inventory that ties up capital and storage space.

ABC Analysis

Definition: ABC analysis is a method used in inventory management to categorize items based on their
importance. Items are classified into three categories: A, B, and C. Category A items are the most valuable or
important, while category C items are the least valuable or important.

Related Terms: Pareto principle, inventory classification, inventory ranking.

For example, in a restaurant, high-value ingredients like premium meats or seafood would be classified as
category A items, while disposable napkins or straws would be considered category C items. By prioritizing
inventory management efforts on category A items, businesses can focus on optimizing the management of
their most valuable assets.

Batch Control

Definition: Batch control is a method used to track and manage inventory based on specific production
batches or lots. This process involves assigning unique identifiers to each batch of products, allowing for
traceability and quality control.

Related Terms: Lot tracking, batch tracking, batch number.

In the food and beverage industry, batch control is essential for ensuring product consistency, quality, and
compliance with food safety regulations. By implementing batch control systems, businesses can quickly
identify and address any issues related to specific production runs, minimizing the risk of product recalls or
contamination.

Cost of Goods Sold (COGS)
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Definition: Cost of goods sold (COGS) is the direct cost incurred by a business in producing or purchasing
the products that are sold to customers. COGS includes expenses such as raw materials, labor, and overhead
costs directly related to the production of goods.

Related Terms: Cost of sales, cost of revenue, variable costs.

Calculating the COGS is crucial for determining the profitability of a company's operations. By accurately
tracking and managing COGS, businesses can make informed decisions about pricing, inventory levels, and
cost-saving opportunities to improve their bottom line.

Demand Forecasting

Definition: Demand forecasting is the process of predicting future customer demand for products or
services. By analyzing historical sales data, market trends, and other factors, businesses can estimate the
quantity of goods that customers are likely to purchase over a specific time period.

Related Terms: Sales forecasting, inventory planning, demand planning.

Accurate demand forecasting is essential for optimizing inventory levels, reducing stockouts, and avoiding
excess inventory. By aligning production and procurement decisions with demand forecasts, businesses can
improve efficiency, minimize costs, and enhance customer satisfaction.

Economic Order Quantity (EOQ)

Definition: Economic order quantity (EOQ) is a formula used to determine the optimal order quantity that
minimizes total inventory costs. The EOQ formula takes into account factors such as demand, ordering
costs, and holding costs to find the most cost-effective order quantity.

Related Terms: Reorder point, order quantity, inventory optimization.

By calculating the EOQ, businesses can strike a balance between ordering too much inventory (leading to
storage costs) and ordering too little (resulting in stockouts and lost sales). Maintaining an optimal EOQ
helps companies reduce carrying costs while ensuring adequate stock levels to meet customer demand.

First In, First Out (FIFO)

Definition: First in, first out (FIFO) is a method of inventory valuation in which the oldest stock is sold or
used first. Under the FIFO method, the cost of goods sold is based on the cost of the earliest inventory
purchases, while ending inventory is valued at the cost of the most recent purchases.

Related Terms: Last in, first out (LIFO), average cost method, inventory valuation.

FIFO is commonly used in industries with perishable goods, such as the food and beverage industry, where
maintaining product freshness is essential. By using the FIFO method, businesses can ensure that older
inventory is sold before it becomes obsolete or expired.

Just-in-Time (JIT) Inventory
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Definition: Just-in-time (JIT) inventory is a strategy in which goods are produced or purchased only as
needed, eliminating excess inventory and waste. JIT inventory management aims to minimize carrying costs,
improve efficiency, and reduce the risk of overproduction.

Related Terms: Lean manufacturing, pull system, demand-driven supply chain.

In the food and beverage industry, JIT inventory is used to streamline operations, reduce storage space
requirements, and enhance product quality by ensuring that ingredients and supplies are fresh and in
optimal condition. However, JIT inventory management requires careful planning and coordination to avoid
disruptions in the supply chain.

Kanban System

Definition: The Kanban system is a visual method used in inventory management to control the flow of
materials and products through production processes. Kanban cards or signals are used to communicate
inventory needs, trigger replenishment orders, and maintain optimal inventory levels.

Related Terms: Pull system, lean manufacturing, inventory control.

By implementing a Kanban system, businesses can reduce lead times, minimize waste, and improve
production efficiency by synchronizing supply with demand. The Kanban system is particularly useful in
environments with high product variety and fluctuating demand.

LIFO Reserve

Definition: Last in, first out (LIFO) reserve is a contra account used to adjust the value of inventory when
using the LIFO method for inventory valuation. The LIFO reserve represents the difference between the cost
of inventory under the FIFO method and the cost under the LIFO method.

Related Terms: Inventory accounting, cost flow assumption, inventory valuation reserve.

The LIFO reserve is reported on the balance sheet and is used to disclose the impact of using the LIFO
method on inventory values and cost of goods sold. The LIFO reserve helps investors and analysts
understand the effects of inventory valuation methods on a company's financial statements.

Material Requirements Planning (MRP)

Definition: Material requirements planning (MRP) is a system used to plan and schedule the production of
goods based on demand forecasts, inventory levels, and production capacity. MRP helps businesses
determine the quantity of materials needed for production and the timing of orders to meet customer
demand.

Related Terms: Production planning, inventory control, supply chain management.

By using MRP software, businesses can optimize inventory levels, reduce lead times, and improve
production efficiency by ensuring that materials are available when needed. MRP systems help businesses
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avoid stockouts, minimize excess inventory, and enhance overall operational performance.

Order Point

Definition: Order point, also known as reorder point, is the inventory level at which a new order for products
should be placed to replenish stock before running out. The order point is calculated based on factors such
as lead time, demand variability, and safety stock requirements.

Related Terms: Safety stock, lead time, stockout.

By setting an appropriate order point, businesses can avoid stockouts, maintain continuous supply to
customers, and optimize inventory levels to meet demand. Calculating the order point accurately is essential
for effective inventory management and ensuring smooth operations.

Perpetual Inventory System

Definition: A perpetual inventory system is a method of tracking inventory levels in real-time by updating
records with each inventory transaction, such as sales, purchases, or adjustments. The perpetual inventory
system provides a continuous and accurate view of stock on hand at any given time.

Related Terms: Inventory tracking, real-time inventory, automated inventory.

In the food and beverage industry, perpetual inventory systems are commonly used to monitor stock levels,
track product movements, and generate reports on inventory turnover. By implementing a perpetual
inventory system, businesses can improve visibility into their inventory, reduce errors, and enhance
decision-making.

Quality Control

Definition: Quality control is the process of ensuring that products meet specified quality standards and
customer expectations. Quality control measures may include inspections, testing, and corrective actions to
identify and rectify defects or non-conformities in products.

Related Terms: Quality assurance, product testing, defect analysis.

Quality control is crucial in the food and beverage industry to maintain food safety, consistency, and
customer satisfaction. By implementing quality control procedures, businesses can minimize the risk of
product recalls, ensure compliance with regulations, and build a reputation for delivering high-quality
products.

Reorder Level

Definition: Reorder level is the inventory level at which a new order for products should be initiated to
replenish stock and avoid stockouts. The reorder level is calculated based on factors such as lead time,
demand variability, and safety stock requirements.

Related Terms: Order point, safety stock, lead time.
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By setting an appropriate reorder level, businesses can ensure continuous supply to customers, prevent
disruptions in operations, and optimize inventory levels to meet demand. Calculating the reorder level
accurately is essential for effective inventory management and maintaining customer satisfaction.

Safety Stock

Definition: Safety stock, also known as buffer stock, is extra inventory held by a company to mitigate the risk
of stockouts due to fluctuations in demand, supply chain disruptions, or lead time variability. Safety stock
acts as a cushion to ensure that products are available when needed.

Related Terms: Stockout, demand variability, inventory buffer.

In the food and beverage industry, safety stock is essential for ensuring product availability, reducing the
risk of lost sales, and maintaining customer loyalty. By strategically managing safety stock levels, businesses
can enhance their resilience to unexpected events and improve supply chain performance.

Turnover Ratio

Definition: Inventory turnover ratio is a financial metric used to measure how efficiently a company
manages its inventory by comparing the cost of goods sold to the average inventory level. A high turnover
ratio indicates that inventory is moving quickly, while a low ratio may suggest excess inventory or slow-
moving stock.

Related Terms: Inventory velocity, inventory productivity, stock turnover.

Calculating the inventory turnover ratio helps businesses assess their inventory management practices,
identify opportunities for improvement, and optimize inventory levels. By monitoring turnover ratios over
time, companies can make informed decisions to enhance operational efficiency and profitability.

Read online: https://certificates.lsba.org.uk/glossaries/2990908/
inventory-management

London School of Business and Administration · 20 Jun 2026


