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Purpose of Inventory Planning

The purpose of inventory planning is to achieve efficiency in areas where costs are involved and to achieve sales at competitive prices.

We can identify the specific benefits of holding inventories:

1. Avoiding Lost Sales: Without goods on hand, which are ready to be sold, most businesses would lose sales. Some customers are willing to wait particularly when an item must be made to order or is not widely available from competitors. In most cases, however, a business must be prepared to deliver goods on demand.

2. Gaining Quantity Discounts: In return for making bulk purchases, many suppliers will reduce the price of supplies. The willingness to place large orders may allow the business to achieve discounts on regular prices. These discounts will reduce the cost of goods sold and increase the profits earned on a sale.

3. Reducing Order Costs: Each time a business places an order, it incurs certain expenses. E.g Ordering Cost (Telephone), Carrying Cost (Travel), Inspection & Counting. Each of these costs will vary with the number of orders placed. By placing fewer orders, the firm will pay less to process each order.

4. Reducing Risk of Production Shortages: In manufacturing business, finished products are produced by using different material. If any of these are missing, the production operation can be halted, with consequent expenses. To avoid starting a production run and then discovering the shortage of a vital raw material, the business can maintain larger than needed inventories.

5. Achieving Efficient Production Runs: Each time a business sets to produce an item, start-up costs are incurred. These are then absorbed as production begins. Frequent set-ups produce high start-up costs; longer runs involve lower costs.

1 How to do Inventory Planning

1. Balance: While you always want to have plenty of inventory on hand to assure your customers that you will always have what they need in stock, you don’t want to overstock anything either. You should find the right balance between supply and demand so that you don’t have inventory sitting in the house not moving for long periods of time.

a. Categorize products / raw material according to their sale / usage.

i. Estimate your sale / usage

ii. Categorize them in ABC

1. A = Fast moving / often used products / raw material 

a. Invest your 80% of budget in “A” Category

b. List out perishable & non perishable products / raw material separately. For perishable items while ordering, take into consideration product life, order & supply time. Discard all the items which are expired.

2. B = Moderate moving / used products / raw material

a. Invest your remaining budget on “B” Category

b. Don’t invest in quick perishable item.

3. C = Non moving / used products / raw material

a. Don’t invest in these products. Phase out from these products. Blacklist “C” type products. Buy raw material when it is needed only.

b. Rotation: You should rotate stock to make sure that the inventory you’ve had the longest is sold first. Never leave the older product in the back and move new product first. This leads to write off a lot of materials and wastes money. 

i. Always look at how well your inventory moves prior to ordering. This is essential in inventory management in order to keep items from getting old while stored. This is especially important if you work with any kind of perishables. In fact, in these instances, you should never store large amounts; simply make sure that your supply can replenish your stock with frequency, and check your stock daily for anything that is no longer usable.

2. Budget: Regardless of the demand for a product, you should never overburden your budget to keep a heavy stock of it. You should calculate exactly how quickly it moves out of your inventory so you know the specific amount you must keep to maintain enough stock without spending too much.

3. Space. You should properly utilize the space you have available for inventory.

a. For example, your storage space will greatly effect decisions you make regarding the amount of products and supplies you keep on hand at any given time. If you have extra space, you should analyse what products are the “best sellers”, or the fastest moving items, so that you can wisely fill that space with these items.

2  Essentials for Inventory Planning

Cleanliness & Organization: One of the top priorities in inventory management is to maintain a clean, organized place in which all items are properly stored and labelled. This is important for several reasons. First of all, cleanliness is important for you as well as for any products you store. You don’t want the appearance of dust and dirt to have a client thinking that no one has purchased from you in years, and you certainly don’t want dust build-up to cause items to become damaged or ruined. Organized storage and labelling allows you to easily locate and order, pull, or stock any item in your shop without a long, difficult search.

Tracking: Keeping careful track of all of the items in your shop is one of the best principles of inventory management. How can you possibly run an efficient business if you don’t know the material and quantities you have in stock or where they may be located in your shop?
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Initial 

investment 
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skill 

required

<20% 20%-30% 30%-50% 50%-70% >70%

1

Bangles 2000 0 *

2

Barbor 1000 2 *

3

Beauty Parlor 3000 2 *

4

Bicycle rentals 20000 2

5

Carpentor 5000 3 *

6

Chapati Maker 1000-7000 2 *

7

Diwali food 2000 2 *

8

Dry fish vendor 12000 2

9

Embroidery 6000 3 *

10

Flour mill 35000 2

11

Flowers vendor 500 0 *

12

Idli maker 18000 2 *

13

Fresh Fish Vendor 1000 1 *

14

Grocery Shop 5500 1 *

15

Ice/candies/peanuts 650 0 *

16

Ironing 3200 2 *

17

Mess 2000-6000 2 *

18

Old clothes vendor 3000 3

*

19

Papad Roller 300 2

20

Ricksha driver 1000 2 *

21

Scrap Business - Paper, Plastic, Iron, Glass 2000 1 *

22

Screen printing 10000 2

*

23

Shoes Making 2000 2 *

24

Tailor 6000 3 *

25

Toys vendor 1700 0 *

26

Vegetable/Fruits vendor 2000 0 *

27

Wood Scrap Business 5000 2 *
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