ECONOMY IN GOVERNMENT

Figure #2, where the relationship between.
the cost of carrying, or possession, and the
cost of acquisition at various turnover rates
is indicated.

It is evident that as the rate of stock
turnover is increased, total costs decline

and profits increase—BUT ONLY TO A-

CERTAIN POINT. Eventually, a point
will be reached at which the lower posses-
sion costs that are associated with the rapid
turnover rates will be MORE THAN OFF-
SET by the higher acquisition costs attrib-
utable to stocks that are unduly low in re-
lation to sales volume.

The most profitable turnover rate is the
one that produces the lowest overall cost.
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It is obtained when the cost of possession
and the cost of acquisition are reasonably
balanced to maximize profits.

To maximize profits, then, wholesale-
distributors must carefully establish inven-
tory management policies that take into
account both inventory acquisition costs
and inventory possession or carrying costs.
Such cost analysis, to truly maximize prof-
its, should be made by product lines as
well as for the total inventory stock. Whole-
sale-distributors should carry only such
slow-moving, “slow-turn” inventory as is
necessary to meet the firm’s customer serv-
ice policies.
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Retationship Between Cost.of Acquisition and Cost uf Possession n( Inventory
and Resulting Profit-as the Rate of Stock Turnover-is Increased

Profit

- Cost of
Acquisition

2 Costof - I8
Possession

{earrying) B

Number of Stock 1 2

Turns per year

4 B | : 8

{Note: A furnoverot Bis not nevessarily the ideal turnbver rate for wholesate-tisteibutde fiems. - It is

used Rese 3¢ the optim

7ate only for ilfusteative purposes :




