Managing Inventory

ENTR 5-8

Be Your Own Boss
You own a small hardware store located on the Gulf Coast. Weather forecasters are
predicting higher-than-average hurricane activity in your region for the upcoming season.
You know that if a hurricane comes to your area, there will be a high demand for
plywood, generators, batteries, and other hurricane preparedness supplies. You have
limited storage space and limited funds to invest in inventory, but you realize the chance
to increase sales and profits. Outline a plan for managing your inventory needs. Explain
your decisions. Prepare 2 PowerPoint slides with your plans. Email the PowerPoint as an attachment.
Think Critically
1. What are some of the concerns managers have regarding inventory?

2. How does the perpetual inventory method differ from the periodic inventory method?

3. What three factors determine the amount of inventory a business keeps in stock?

True or False
_____ 1.

The most important aspect of inventory management is having items in stock when needed.

_____ 2.

A business should track its inventory using either the perpetual inventory method or the physical
inventory method but not both.

_____ 3.

An inventory record for an item can be kept on a stock card or in an electronic format.

_____ 4.

Businesses that sell more than 50 different items usually use a computer to track inventory.

_____ 5.

Taking a physical inventory means counting the number of items you have in stock.

_____ 6.

The amount of inventory recorded when taking a physical inventory will always be the same as
the amount recorded in a perpetual inventory system.

_____ 7.

If a business uses a periodic inventory method, it does not need to take a physical inventory.

_____ 8.

Point-of-sale software updates inventory as each sale is made.

_____ 9.

Businesses must weigh the cost of being out of stock with the cost of carrying more inventory.

_____ 10.

The stock turnover rate shows how many times a year a business sells all of its merchandise.

Multiple Choice
_____ 1.

The amount of inventory you need to purchase can be calculated from the (a) sales forecast, (b)
balance sheet, (c) cash flow statement, (d) income statement.

_____ 2.

All of the following should be recorded on an inventory record except (a) item’s cost, (b) the
item’s stock number, (c) current amount of inventory, (d) maximum inventory amount.

_____ 3.

The reorder point of an item is (a) the current amount of inventory, (b) the maximum inventory
amount, (c) the minimum inventory amount, (d) the date inventory was ordered.

_____ 4.

If inventory is held too long it may become (a) out of stock, (b) deteriorated, (c) obsolete, (d) an
insurance risk.

_____ 5.

A low stock report shows (a) that a physical inventory should be taken, (b) the number of units
of each item to order, (c) the number of units sold, (d) when items should be ordered.

_____ 6.

The level of inventory you keep in stock depends on (a) the frequency with which you sell your
inventory, (b) the cost of carrying inventory, (c) the cost of losing a sale because you are out of
stock, (d) all of these.

_____ 7.

The costs of holding inventory are (a) deteriorating costs, (b) fixed costs, (c) carrying costs, (d)
stock turnover costs.

_____ 8.

If an item is out of stock, you may (a) increase carrying costs, (b) lose customer loyalty, (c) have
higher insurance costs, (d) have to change your inventory method.

_____ 9.

The stock turnover rate (a) shows how many times a year you sell all of your merchandise, (b) is
the same for every industry, (c) should be calculated monthly, (d) all of these.

_____ 10.

If the stock turnover rate for your industry is 3, you should keep ___ months worth of inventory
in stock at all times. (a) 2, (b) 3, (c) 4, (d) 9.

Problem Solving
1. How does the type of business help to determine the method used for tracking inventory?

2. How does the product or service of a business help to determine the method used for tracking
inventory?

3. Explain how carrying costs, out-of-stock costs, and the stock turnover rate each contributes to
determining the level of inventory a business should keep in stock.

Tate’s Bake Shop
Let’s watch the video, discuss, and answer the questions together!
Then we’ll enjoy some of Tate’s famous chocolate chip cookies…
1. What type of cookies is Tate’s Bake Shop known for?

2. How did Kathleen get started in the cookie business?

3. What happened when she sold equal shares of her business, Kathleen’s Bake Shop, to two new parners?

4. Why did she name her new bakery Tate’s Bake Shop?

5. How fast is the business growing now? How many cookies do they sell?

