44 BEST PRACTICE IN INVENTORY MANAGEMENT

There are also practical considerations such as:

e reliability of the supplier
® criticality of the item
e availability of item from other sources.

The concept of ‘balance’ 1s most important in ensuring that the maximum
service is produced from a minimum of stockholding cost.

The best level of service will be provided if there is an equal chance of all
items being available for the customer. High stocks of one item and no
stocks of another will reduce the overall availability and increase the
inventory cost. The percentage availability target (see Chapter 2) should
therefore be the same for all items in the stock range unless there are
specific marketing reasons for favouring some customers or products.

If the cost of managing the inventory is also considered, then the value of
items being ordered and controlled becomes important, Valuable inventory
management resources should be confined to the most cost-effective jobs.
This means that time should be spent on high turnover value items and not
wasted on items whose value is insignificant. The best balance of inventory
leads to an optimization of costs and service over the full range of stock lines
within the time available.

The inventory performance of each item can be monitored using a figure
of merit for stock balance. This is the ‘stock cover’, which is defined as:

Current stock x 52
Forecast annual usage

Stock cover =

This gives the result in terms of weeks on hand. The same answer could be
calculated for a month’s predicted usage and multiplying the stock by 4.2
instead of 52. This 1s more convenient sometmes, but should only be used
when demand is consistent. It is also convenient to use historical average
usage in this equation. (See Chapters 10 and 11.)

A sample of stock items is shown in Table 3.5. Which of these items
requires attention first?

Stock cover gives an insight into the priority for action. It is not an
infallible guide, but it does indicate where review is required. The first
instinct would be to look at 1P4 and 1P8 inTable 3.5, where the stock cover
is small. However, there may not be a problem with these since a delivery
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Table 3.5 Stock cover

1P1 250 2000 6.50
1P2 OO 1625 2240
1P3 500 400 65.00
1P4 15 1000 0.78
15 20 25 41.60
1P 40 250 8.32
1P7 500 200 130.00
1P8 B 400 1.04
1P9 6 40 7.80
1P10 65 20 169.00

may be arriving. At the other end of the scale 1P3, 1P7 and 1P10 have over
a year’s worth of stock, so means of reducing this level will have to be found.
Stock cover shows whether the stock is ‘in the right ballpark’: if it is not
correct, attention to the items which are obviously well outside acceptable
stock levels will keep the shape of the inventory reasonable. Stock cover is
used by inventory controllers because it is easily understood in terms of
usage rates and lead times. Stock cover is the time in which the stock will
run out ar average usage rate.

Use stock cover for analysis but not control.

As well as being a crude analysis tool for each stock item, stock cover is also
an important tool for measuring the total inventory. Overall stock cover is
calculated from the total value of stock divided by the annual issue value
and multiplied by 52 to change the answer to weeks. In many distribution
stores the answer is between one and eight weeks. In fast-moving consumer
goods, one to eight days is more appropriate. Financial managers are often
more interested in the use of funds, and therefore measure the effectiveness
of inventory management using ‘stock turnover’ or ‘stockturn’, This is just
the reciprocal of the stock cover, taken on a value basis for the complete
stockholding.

Value of annual usage
Value of stock

Stock turnover =











































