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Certificate Programme in Supply Chain Management for Defense Industry

Inventory Management and Control in Supply Chain

Inventory Management and Control in Supply Chain is a critical aspect of any organization, particularly in
the defense industry. Proper inventory management ensures that the right items are available at the right
time, in the right quantities, and at the right cost. This article will explain key terms and vocabulary related
to inventory management and control in the defense industry.

1. Inventory Management: Inventory management refers to the process of ordering, storing, and using a
company's inventory. It involves planning, organizing, directing, and controlling the flow of goods from
manufacturers to consumers.
2. Inventory Control: Inventory control is a subset of inventory management that focuses on monitoring and
managing inventory levels to minimize costs and maximize efficiency. It includes activities such as setting
reorder points, monitoring stock levels, and implementing measures to prevent stockouts and overstocking.
3. SKU (Stock Keeping Unit): A SKU is a unique identifier for each product and variant in a company's
inventory. It includes information such as product type, size, color, and style.
4. Reorder Point: The reorder point is the level of inventory at which a new order is placed. It is calculated
based on factors such as lead time, demand forecasts, and desired safety stock levels.
5. Lead Time: Lead time is the time it takes from placing an order to receiving the goods. It includes the
time it takes for the supplier to process and ship the order, as well as the time it takes for the goods to be
transported to the receiving location.
6. Safety Stock: Safety stock is the extra inventory kept on hand to guard against stockouts due to variability
in demand or lead time.
7. Order Point System: The order point system is a simple inventory control method that triggers a new
order when inventory levels reach a predetermined point.
8. Periodic Review System: The periodic review system is an inventory control method that involves
reviewing inventory levels at regular intervals and placing orders based on the review.
9. ABC Analysis: ABC analysis is a method of categorizing inventory based on its value or importance. It
divides inventory into three categories: A items are high-value items that require close monitoring, B items
are moderate-value items that require less frequent monitoring, and C items are low-value items that
require minimal monitoring.
10. Just-In-Time (JIT) Inventory: JIT inventory is a method of inventory management where inventory is
ordered and received only as it is needed, reducing the amount of inventory on hand.
11. Economic Order Quantity (EOQ): EOQ is the order quantity that minimizes the total cost of inventory,
including ordering costs, holding costs, and stockout costs.
12. Cycle Counting: Cycle counting is a method of inventory management where inventory is counted on a
regular basis, rather than once a year.
13. Perpetual Inventory System: The perpetual inventory system is a method of inventory management
where inventory levels are continuously updated in real-time, as transactions occur.
14. Physical Inventory System: The physical inventory system is a method of inventory management where
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inventory levels are counted and recorded at specific intervals, such as once a year.
15. Inventory Turnover: Inventory turnover is a measure of how many times a company's inventory is sold
and replaced within a given time period.
16. Stockout: A stockout is a situation where inventory levels are insufficient to meet demand.
17. Overstock: Overstock is a situation where inventory levels are higher than necessary, leading to
increased holding costs.
18. Dead Stock: Dead stock is inventory that is no longer saleable or usable, often due to obsolescence or
damage.
19. Kitting: Kitting is the process of bundling multiple items together to create a kit, which can be sold or
used as a single unit.
20. Consignment Inventory: Consignment inventory is inventory that is owned by a supplier but held at a
customer's location. The customer only pays for the inventory as it is used.

Example:

Imagine a defense contractor that manufactures aircraft parts. The contractor maintains an inventory of raw
materials, components, and finished goods. The inventory manager uses an ABC analysis to categorize the
inventory and sets reorder points based on lead time and demand forecasts. The contractor uses a
perpetual inventory system to track inventory levels and uses JIT inventory management to reduce holding
costs. However, the contractor has experienced stockouts in the past due to variability in demand and lead
time, so they maintain a safety stock of critical components.

Practical Applications:

Inventory management and control are critical in the defense industry, where inventory can include high-
value, specialized components with long lead times. Proper inventory management can help ensure that
production schedules are met, costs are minimized, and readiness is maintained.

Challenges:

One challenge in inventory management and control in the defense industry is the need to balance the
need for readiness with the need to minimize costs. Holding too much inventory can lead to increased
holding costs, while holding too little inventory can lead to stockouts and production delays.

Another challenge is the need to manage inventory in a dynamic environment with changing demand and
lead times. This requires accurate forecasting and the ability to adjust inventory levels quickly.

Conclusion:

Inventory management and control are critical components of supply chain management in the defense
industry. Proper inventory management can help ensure that production schedules are met, costs are
minimized, and readiness is maintained. Understanding key terms and vocabulary related to inventory
management and control can help inventory managers make informed decisions and optimize inventory
levels.
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