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Professional Certificate in Business Calculations in Supply Chain Management

Supply Chain Fundamentals

Supply Chain Fundamentals — Key Terms and Vocabulary

Supply chain management (SCM) is the coordinated planning and execution of activities required to move a
product or service from raw material suppliers to the final customer. Mastery of the terminology used in
SCM is essential for professionals who must analyze costs, assess performance, and make strategic
decisions. The following glossary defines the most important concepts, provides illustrative examples, and
highlights typical challenges that learners may encounter when applying these terms in real-world
environments.

Supply Chain Network

A supply chain network is the collection of organizations, facilities, and transportation routes that together
transform raw materials into finished goods and deliver them to end users. A typical network includes
suppliers, manufacturers, distribution centers, retailers, and customers. Understanding the network topology
—whether it is a linear chain, a hub-and-spoke system, or a more complex web—helps analysts evaluate
where value is added and where risks may arise.

Supplier

A supplier is any entity that provides inputs such as raw materials, components, or services needed for
production. Suppliers can be classified as primary (direct) suppliers that deliver essential items, or secondary
(indirect) suppliers that provide supporting services such as maintenance or packaging. Managing supplier
relationships involves assessing reliability, quality, cost, and lead time.

Manufacturer

The manufacturer converts inputs into finished products through processes such as assembly, machining, or
chemical transformation. Manufacturers may operate in a single facility or across multiple plants. Production
strategies—such as batch production, continuous flow, or mass customization—determine how inventory
levels and capacity utilization are managed.

Distribution Center (DC)

A distribution center is a warehouse designed for the rapid receipt, storage, and redistribution of goods to
retailers or customers. DCs often employ cross-docking techniques to minimize handling time. Effective DC
management relies on accurate demand forecasts, optimal slotting, and efficient picking methods.

Retailer
A retailer sells finished goods to end consumers, either through physical stores or online platforms. Retailers
must balance shelf space, product assortment, and service level expectations while managing inventory
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turnover. The retailer's point of sale (POS) data is a critical source for demand planning.

Customer

The ultimate recipient of goods or services, whose expectations drive the entire supply chain. Customers
may be individual consumers, businesses, or government agencies. Understanding customer demand
patterns, order frequency, and price sensitivity is essential for aligning supply chain operations.

Demand Forecasting

Demand forecasting is the process of estimating future customer demand using historical sales data, market
trends, and statistical techniques. Common methods include moving averages, exponential smoothing, and
regression analysis. Accurate forecasts enable better inventory planning, production scheduling, and
capacity allocation. A common challenge is dealing with demand volatility caused by seasonality,
promotional events, or macro-economic shifts.

Forecast Error

Forecast error measures the deviation between predicted demand and actual demand. Metrics such as
mean absolute deviation (MAD), mean absolute percentage error (MAPE), and root mean square error
(RMSE) are used to evaluate forecast accuracy. High forecast error can lead to excess inventory, stockouts,
and increased operational costs.

Lead Time

Lead time is the elapsed time between the placement of an order and its receipt. It includes order
processing, production, and transportation phases. For example, a supplier with a 10-day lead time requires
the purchaser to place orders at least 10 days before the needed date. Variability in lead time—often
expressed as standard deviation—creates uncertainty that must be mitigated through safety stock or
flexible sourcing.

Order Cycle Time

Order cycle time is the period from when a customer places an order to when the order is delivered. It
differs from lead time because it also incorporates order fulfillment processes such as picking, packing, and
shipping. Reducing order cycle time is a key objective for improving customer satisfaction and competitive
advantage.

Safety Stock

Safety stock is extra inventory held to protect against uncertainties in demand or supply. It is calculated
based on desired service level, demand variability, and lead-time variability. For instance, a company
targeting a 95 % service level might hold safety stock equal to 1.65 Times the standard deviation of demand
during lead time. Challenges include determining the optimal safety stock level without tying up excessive
capital.

Reorder Point (ROP)
The reorder point is the inventory level at which a new order should be placed to replenish stock before it
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falls below safety stock. The basic ROP formula is: ROP = (average demand during lead time) + safety stock.
Accurate ROP calculation ensures continuous availability while minimizing unnecessary ordering.

Economic Order Quantity (EOQ)

EOQ is the order quantity that minimizes total inventory costs, which include ordering costs and holding
costs. The classic EOQ formula is: EOQ = V[(2 x D x S)/H] where D is annual demand, S is the cost per order,
and H is the annual holding cost per unit. EOQ assumes constant demand and lead time, making it a useful
benchmark but often unrealistic in dynamic environments.

Order Quantity

Order quantity is the amount of product requested in a single procurement transaction. It may be
influenced by EOQ, minimum order quantities (MOQs), volume discounts, and transportation constraints.
Choosing the appropriate order quantity impacts cash flow, warehouse space, and order frequency.

Holding Cost (Carrying Cost)

Holding cost is the expense incurred for storing inventory, expressed as a percentage of inventory value per
year. It includes warehousing, insurance, depreciation, and opportunity cost of capital. For example, a 20%
holding cost on a $10million inventory implies $2 million per year in carrying expenses. Reducing holding
cost often involves improving inventory turnover or implementing lean practices.

Ordering Cost

Ordering cost is the administrative expense associated with placing and receiving an order, such as
purchase order preparation, supplier communication, and invoice processing. It may also include
transportation costs if the order triggers a shipment. Balancing ordering cost against holding cost is central
to determining optimal order frequency.

Stockout

A stockout occurs when demand cannot be met due to insufficient inventory. Stockouts lead to lost sales,
backorder processing, and potential damage to brand reputation. Quantifying stockout cost is difficult, but
it typically includes lost profit margin, customer dissatisfaction, and possible future sales erosion.

Backorder

A backorder is an unfilled order that is recorded and later fulfilled when inventory becomes available.
Backorders can be managed through communication with customers, priority scheduling, and expedited
shipping. Companies with high backorder rates may need to reassess safety stock policies or supplier
reliability.

Inventory Turnover

Inventory turnover measures how often inventory is sold and replaced over a period, usually calculated as
Cost of Goods Sold (COGS) divided by average inventory. A higher turnover indicates efficient inventory
management, while a low turnover suggests excess stock or slow-moving items. Industries with perishable
goods typically aim for high turnover to minimize waste.
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Days of Inventory (DOI)

Days of inventory, also called days inventory outstanding (DIO), is the average number of days inventory is
held before it is sold. DOI = 365/inventory turnover. For example, a turnover of 5 results in a DOI of 73
days. Managing DOI helps align working capital with operational needs.

Just-in-Time (JIT)

JIT is a production philosophy that seeks to minimize inventory by receiving materials and producing goods
only when needed. Originating in Japan, JIT reduces waste, shortens lead times, and improves cash flow.
However, JIT is highly sensitive to supply disruptions; any delay can halt production, making risk mitigation
essential.

Lean Manufacturing

Lean manufacturing focuses on eliminating non-value-added activities, or waste, from the production
process. Key lean tools include value-stream mapping, 5S, Kaizen, and pull systems. Lean aims to improve
quality, reduce lead time, and lower costs. Implementing lean often requires cultural change and continuous
improvement cycles.

Bullwhip Effect

The bullwhip effect describes the amplification of demand variability as one moves upstream in the supply
chain. Small fluctuations in consumer sales can cause large swings in orders placed by retailers, distributors,
and manufacturers. Causes include forecast updating, order batching, price promotions, and shortage
gaming. Countermeasures include improving information sharing, reducing lead times, and adopting
collaborative planning.

Collaborative Planning, Forecasting, and Replenishment (CPFR)

CPFR is a joint process where supply chain partners share data and jointly develop forecasts and
replenishment plans. By aligning expectations, CPFR reduces forecast error, mitigates the bullwhip effect,
and improves service levels. Successful CPFR requires trust, data integration, and clear governance
structures.

Total Cost of Ownership (TCO)

Total cost of ownership captures all costs associated with acquiring, operating, and disposing of a product
or service. TCO includes purchase price, transportation, handling, inventory holding, warranty, and
end-of-life disposal. Using TCO in supplier selection helps avoid decisions based solely on purchase price
that may hide hidden expenses.

Supply Chain Visibility

Supply chain visibility is the ability to track and monitor the movement of goods, inventory levels, and order
status across the entire network in real time. Advanced visibility relies on technologies such as RFID, loT
sensors, and cloud-based platforms. Enhanced visibility enables proactive exception management, faster
response to disruptions, and better decision-making.
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Supply Chain Resilience

Resilience is the capacity of a supply chain to anticipate, prepare for, respond to, and recover from
disruptions. Strategies for building resilience include diversifying sources, maintaining strategic safety stock,
investing in flexible manufacturing, and developing contingency plans. Measuring resilience often involves
scenario analysis and risk assessment.

Risk Management

Risk management is the systematic process of identifying, assessing, and mitigating risks that could affect
supply chain performance. Risks may be operational (equipment failure), strategic (supplier bankruptcy), or
external (natural disasters). A risk register, probability-impact matrix, and mitigation plans are common tools
used by supply chain professionals.

Supply Chain Risk

Supply chain risk refers to the probability that a supply chain event will occur and negatively impact
objectives such as cost, service level, or reputation. Common risks include demand spikes, capacity
constraints, geopolitical instability, and regulatory changes. Quantifying risk often involves Monte Carlo
simulation or stochastic modeling.

Demand Variability

Demand variability is the degree to which actual demand deviates from forecasted demand. It is measured
by standard deviation or coefficient of variation. High demand variability increases the need for safety stock
and can trigger the bullwhip effect. Companies may reduce variability through demand shaping,
promotional coordination, and improved forecasting.

Capacity Utilization

Capacity utilization is the extent to which a production facility's maximum output is being used. It is
expressed as a percentage: (Actual output/maximum capacity) x 100. High utilization can improve
economies of scale but may reduce flexibility to absorb demand spikes. Balancing capacity utilization with
responsiveness is a key strategic decision.

Throughput

Throughput is the rate at which a system produces finished goods, typically measured in units per time
period. Throughput analysis helps identify bottlenecks and optimize process flow. In lean environments,
increasing throughput without adding resources is a primary goal.

Bottleneck

A bottleneck is any resource whose capacity limits the overall throughput of the system. Identifying
bottlenecks involves analyzing process times and work-in-process inventories. Solutions may include adding
capacity, reallocating resources, or redesigning the process to eliminate the constraint.

Sourcing Strategy
Sourcing strategy defines how a company obtains the inputs it needs. Options include single sourcing (one

Read online: https://certificates.gsbf.co.uk/guides/5139177/supply- Greenwich School of Business and Finance - 28 Jun 2026
chain-fundamentals



GSBF

Greenwich School of
Business and Finance

Change your life. Start from here

supplier), dual sourcing (two suppliers), multiple sourcing, and global sourcing. Each approach balances
cost, risk, and flexibility. For example, single sourcing may lower unit cost through volume discounts but
increase supply risk.

Make-to-Order (MTO)

Make-to-order is a production approach where items are manufactured only after a customer order is
received. MTO reduces finished-goods inventory but requires flexible manufacturing and accurate demand
capture. Industries such as custom machinery and high-end fashion often use MTO.

Make-to-Stock (MTS)

Make-to-stock is the opposite of MTO; products are produced in anticipation of demand and stored as
inventory. MTS enables quick order fulfillment but carries higher holding costs. Most consumer packaged
goods (CPG) companies operate on an MTS basis.

Engineer-to-Order (ETO)

Engineer-to-order involves designing and building a product to meet specific customer specifications. ETO
projects have long lead times, complex engineering, and high customization. Effective ETO management
requires close collaboration between sales, engineering, and production teams.

Assembly-to-Order (ATO)

Assembly-to-order combines elements of MTS and MTO. Standard components are stocked, and final
assembly occurs after receiving a customer order. ATO reduces lead time while maintaining some inventory
efficiency. Computer manufacturers often employ ATO models.

Supply Chain Segmentation

Segmentation divides the supply chain into distinct groups based on product characteristics, customer
importance, or service requirements. By segmenting, a firm can apply tailored strategies—such as
high-service, high-cost approaches for premium products and low-cost, high-efficiency tactics for
commodity items. Segmentation improves resource allocation and profitability.

Service Level

Service level is the percentage of demand that is met without backorder or stockout within a specified time
frame. Common service level targets are 95% or 99 %. Service level is directly linked to safety stock
calculations and influences customer satisfaction.

Fill Rate

Fill rate measures the proportion of order lines (or units) that are delivered in full on the first shipment. It is
a more granular metric than service level, focusing on order completeness. A high fill rate indicates effective
inventory management and order processing.

Order Fulfillment
Order fulfillment encompasses all activities required to process, pick, pack, and ship a customer order.
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Efficient fulfillment depends on warehouse layout, picking strategies (e.G., Zone picking, batch picking), and
transportation planning. Automation technologies such as conveyor systems and pick-to-light can improve
speed and accuracy.

Warehouse Management System (WMS)

A WMS is software that controls and optimizes warehouse operations, including receiving, put-away,
inventory tracking, picking, and shipping. WMS integration with enterprise resource planning (ERP) systems
enhances data consistency and enables real-time visibility. Implementation challenges often involve change
management and data migration.

Enterprise Resource Planning (ERP)

ERP is an integrated suite of applications that manage core business processes such as finance,
procurement, manufacturing, and distribution. ERP provides a single source of truth for supply chain data,
facilitating coordination across functions. However, ERP projects are complex, costly, and require careful
scope definition.

Transportation Management System (TMS)

A TMS is a software platform that plans, executes, and optimizes the movement of goods. Functions include
carrier selection, route optimization, freight audit, and performance tracking. Effective TMS use can reduce
transportation costs, improve delivery reliability, and increase load utilization.

Freight

Freight refers to the cost of moving goods from one location to another, usually expressed per unit weight
or volume. Freight cost structures include line-haul rates, fuel surcharges, accessorial fees, and customs
duties. Understanding freight dynamics is essential for total cost analysis and mode selection.

Mode of Transportation

Mode of transportation denotes the means by which goods are moved, such as road, rail, air, sea, or
intermodal. Each mode presents trade-offs in cost, speed, capacity, and reliability. For example, air freight
offers fast delivery but high cost, while ocean shipping provides low cost but longer lead times.

Intermodal Transportation

Intermodal transportation combines two or more modes—such as rail and truck—using a single container
that does not require handling of the goods themselves. Intermodal can reduce cost and improve
sustainability while maintaining reasonable transit times. Coordination among carriers and terminal
operators is critical for success.

Last-Mile Delivery

Last-mile delivery is the final segment of the supply chain that brings products to the end consumer. It is
often the most expensive and complex part of logistics, especially in urban environments with traffic
congestion and delivery windows. Emerging solutions include crowd-sourced delivery, drones, and locker
networks.
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Cross-Docking

Cross-docking is a logistics practice where inbound shipments are directly transferred to outbound
transportation with minimal storage. It reduces handling, shortens lead time, and lowers inventory holding
costs. Effective cross-docking requires synchronized arrival schedules and precise staging.

Load Planning

Load planning determines how goods are arranged within a transport unit to maximize space utilization
while respecting weight limits and product compatibility. Software tools calculate optimal pallet
configurations, container stowage plans, and truck loading patterns. Poor load planning leads to higher
freight costs and increased risk of damage.

Reverse Logistics

Reverse logistics manages the flow of products from customers back to the supplier or manufacturer for
returns, repair, recycling, or disposal. It includes activities such as return authorization, inspection,
refurbishment, and disposition. Efficient reverse logistics can recover value, improve sustainability, and
enhance customer loyalty.

Return Merchandise Authorization (RMA)

An RMA is a formal process that authorizes a customer to return a product for repair, replacement, or credit.
RMAs help standardize handling, reduce processing time, and track return reasons. Analyzing RMA data can
uncover product quality issues and inform design improvements.

Carbon Footprint

Carbon footprint measures the total greenhouse gas emissions associated with the supply chain activities,
expressed in CO, equivalents. It includes emissions from manufacturing, transportation, warehousing, and
product use. Companies increasingly report carbon footprints to meet regulatory requirements and
stakeholder expectations.

Sustainability

Sustainability in supply chain refers to the integration of environmental, social, and economic considerations
into procurement, production, and distribution decisions. Sustainable practices include sourcing from
certified suppliers, reducing packaging waste, and optimizing routes for fuel efficiency. Balancing
sustainability with cost competitiveness presents a strategic challenge.

Circular Economy

A circular economy aims to keep resources in use for as long as possible through recycling,
remanufacturing, and product life extension. In supply chains, this may involve designing products for
disassembly, establishing take-back programs, and collaborating with recyclers. Transitioning to a circular
model often requires new business models and partnership structures.

Key Performance Indicator (KPI)
KPIs are quantifiable measures used to evaluate the success of supply chain activities. Common supply
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chain KPIs include order fulfillment cycle time, inventory turnover, on-time delivery, and freight cost per
unit. Selecting appropriate KPIs aligns performance tracking with strategic objectives.

Balanced Scorecard

The balanced scorecard is a performance management framework that links financial and non-financial
metrics across four perspectives: Financial, customer, internal processes, and learning & growth. In supply
chain, a balanced scorecard might combine cost, service, quality, and innovation indicators to provide a
holistic view.

Inventory Accuracy

Inventory accuracy is the degree to which recorded inventory quantities match the physical count. High
accuracy reduces the risk of stockouts, improves order fulfillment, and supports reliable forecasting. Cycle
counting, barcode scanning, and automated data capture are methods to enhance accuracy.

Cycle Counting

Cycle counting is a periodic inventory auditing technique where a subset of inventory items is counted on a
rotating schedule rather than a full physical inventory. Items with higher movement or value are counted
more frequently. Cycle counting reduces disruption and helps maintain inventory accuracy.

ABC Analysis

ABC analysis classifies inventory items based on their consumption value, typically using the Pareto
principle: “A” items represent a small percentage of SKUs but a large portion of value, “B” items are
moderate, and “C" items are low-value, high-quantity. ABC analysis informs prioritization of inventory
control efforts.

Vendor-Managed Inventory (VMI)

VMl is a collaborative arrangement where the supplier monitors the customer’s inventory levels and makes
replenishment decisions on their behalf. VMI can reduce stockouts, lower inventory carrying costs, and
improve supply chain coordination. Successful VMI requires reliable data exchange and clear performance
metrics.

Consignment Inventory

Consignment inventory is stock that remains owned by the supplier until it is used or sold by the customer.
The customer benefits from reduced capital tied up in inventory, while the supplier retains ownership and
can monitor usage. Consignment contracts must define terms for replenishment, invoicing, and risk
allocation.

Lot-Sizing

Lot-sizing determines the quantity of items to produce or order in each batch. Common lot-sizing rules
include Economic Order Quantity (EOQ), Wagner-Whitin, and Silver-Meal algorithms. The choice of lot-size
influences setup costs, inventory levels, and production flexibility.
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Setup Time

Setup time is the period required to prepare equipment or processes for a new production run, including
equipment changeover, calibration, and tooling adjustments. Reducing setup time through SMED
(Single-Minute Exchange of Die) techniques enables smaller lot sizes and more responsive production.

Capacity Planning

Capacity planning forecasts the production capacity needed to meet future demand. It involves assessing
labor, equipment, and facility constraints and deciding whether to expand, outsource, or adjust schedules.
Capacity planning must account for peak demand periods and buffer capacity for emergencies.

Demand Planning

Demand planning encompasses the entire process of forecasting demand, creating a consensus plan, and
aligning supply chain resources to meet that forecast. It integrates inputs from sales, marketing, finance,
and operations. Effective demand planning reduces forecast error, improves inventory management, and
supports strategic decision-making.

Supply Planning

Supply planning determines how to meet the demand plan using available resources, including production
schedules, procurement, and distribution. It balances constraints such as capacity, lead time, and inventory
policies. Advanced supply planning tools use optimization algorithms to generate feasible production and
procurement plans.

Integrated Business Planning (IBP)

IBP extends traditional sales and operations planning (S&OP) by integrating financial, strategic, and
operational plans across the enterprise. IBP aligns the supply chain with corporate objectives, enabling
scenario analysis, risk assessment, and performance monitoring. Implementing IBP often requires cultural
change and robust data governance.

Sales and Operations Planning (S&OP)

S&OP is a cross-functional process that aligns sales forecasts with production capabilities, inventory
policies, and financial goals. The process typically follows a monthly cycle, culminating in a consensus plan
approved by senior leadership. S&OP helps balance demand and supply, improve forecast accuracy, and
drive profitability.

Demand Sensing

Demand sensing uses real-time data—such as point-of-sale information, social media trends, and weather
forecasts—to adjust short-term demand forecasts. By reacting quickly to market signals, companies can
reduce forecast error and improve responsiveness. Demand sensing often involves machine-learning
models and high-frequency data feeds.

Supply Chain Optimization
Supply chain optimization applies mathematical models and algorithms to design or improve supply chain

Read online: https://certificates.gsbf.co.uk/guides/5139177/supply- Greenwich School of Business and Finance - 28 Jun 2026
chain-fundamentals



GSBF

Greenwich School of
Business and Finance

Change your life. Start from here

configurations. Objectives may include minimizing total cost, maximizing service level, or balancing both.
Techniques include linear programming, mixed-integer programming, simulation, and heuristic methods
such as genetic algorithms.

Network Design

Network design determines the optimal number, location, and capacity of facilities (plants, warehouses,
distribution centers) within a supply chain. It evaluates trade-offs among transportation costs, facility
operating costs, service levels, and market coverage. Network design is a strategic decision that may be
revisited periodically as demand patterns shift.

Transportation Mode Selection

Transportation mode selection involves choosing the most appropriate mode(s) for moving goods based on
cost, speed, reliability, and product characteristics. Decision models may incorporate constraints such as
weight limits, hazardous material regulations, and carbon emissions targets. Mode selection directly
influences overall logistics performance.

Freight Consolidation

Freight consolidation combines multiple smaller shipments into a single larger shipment to achieve
economies of scale. Consolidation can occur at a warehouse, cross-dock, or hub. Benefits include lower
freight rates, reduced handling, and decreased carbon emissions. However, consolidation may increase lead
time if shipments must wait for additional cargo.

Load Factor

Load factor measures the proportion of a transport vehicle's capacity that is utilized, expressed as a
percentage. A high load factor indicates efficient use of space and can reduce per-unit transportation costs.
Load factor is closely related to freight optimization and route planning.

Transportation Cost per Unit

Transportation cost per unit calculates the average freight expense incurred for each unit of product moved.
It is derived by dividing total freight costs by the number of units shipped. Monitoring this metric helps
identify cost drivers and evaluate the impact of mode changes or carrier negotiations.

Incoterms

Incoterms (International Commercial Terms) are standardized trade terms published by the International
Chamber of Commerce that define the responsibilities of buyers and sellers for delivery, risk, and cost
allocation. Common Incoterms include EXW (Ex Works), FOB (Free on Board), CIF (Cost, Insurance, and
Freight), and DDP (Delivered Duty Paid). Selecting the appropriate Incoterm influences logistics planning
and customs compliance.

Customs Clearance
Customs clearance is the process of obtaining permission from governmental authorities to import or
export goods across international borders. It involves documentation such as commercial invoices, packing
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lists, certificates of origin, and compliance with tariffs and regulations. Delays in customs clearance can
disrupt supply chains and increase landed cost.

Tariff

A tariff is a tax imposed by a government on imported or exported goods. Tariffs affect product pricing,
sourcing decisions, and overall supply chain cost structure. Companies may use tariff classification strategies
or trade agreements to mitigate tariff impact.

Trade Agreement

Trade agreements are treaties between countries that establish preferential tariff rates, quotas, and
regulatory harmonization. Examples include NAFTA (now USMCA), the European Union single market, and
the Comprehensive and Progressive Agreement for Trans-Pacific Partnership (CPTPP). Understanding trade
agreements helps companies optimize sourcing and market entry strategies.

Import/Export License

An import or export license is a government-issued authorization required for certain controlled goods,
such as high-technology equipment, pharmaceuticals, or defense items. Failure to obtain the necessary
license can result in penalties, shipment delays, or seizure. License management is a critical compliance
activity in global supply chains.

Compliance

Compliance refers to adherence to laws, regulations, standards, and internal policies governing supply chain
activities. Areas of compliance include product safety, labor standards, environmental regulations, and
anti-corruption statutes. Non-compliance can lead to legal penalties, reputational damage, and operational
disruptions.

Ethical Sourcing

Ethical sourcing ensures that products are obtained in a manner that respects human rights, labor
standards, and environmental stewardship. Companies may implement supplier codes of conduct, conduct
audits, and require certifications such as Fair Trade or ISO 14001. Ethical sourcing builds brand trust but may
increase procurement costs.

Supplier Relationship Management (SRM)

SRM is the systematic approach to developing and managing partnerships with suppliers. It involves
performance measurement, joint improvement initiatives, and strategic collaboration. Effective SRM can
lead to cost reductions, innovation, and risk mitigation. Tools such as supplier scorecards and portals
facilitate SRM activities.

Supplier Performance Scorecard

A supplier performance scorecard evaluates suppliers against key criteria such as quality, delivery, cost, and
responsiveness. Scores are typically weighted and reviewed periodically to drive continuous improvement.
Poor performance may trigger corrective action plans or supplier replacement.
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Strategic Sourcing

Strategic sourcing is a comprehensive process that aligns procurement activities with business objectives,
focusing on total cost, supplier innovation, and risk management. It involves spend analysis, market
research, supplier selection, negotiation, and contract management. Strategic sourcing differs from tactical
purchasing by emphasizing long-term value creation.

Procurement

Procurement is the function responsible for acquiring goods and services needed by an organization. It
includes activities such as requisition, supplier selection, negotiation, purchase order issuance, and contract
administration. Procurement must balance cost, quality, delivery, and compliance requirements.

Purchase Order (PO)

A purchase order is a formal document sent by a buyer to a supplier indicating the type, quantity, and
agreed price for products or services. POs serve as a contract, trigger supplier fulfillment, and provide a
basis for invoicing and payment. Accurate PO data is essential for downstream processes such as receiving
and accounting.

Invoice Reconciliation

Invoice reconciliation compares supplier invoices to purchase orders and receiving documents to verify
accuracy before payment. Discrepancies may arise from quantity differences, pricing errors, or freight
charges. Efficient invoice reconciliation reduces payment errors, improves cash flow, and strengthens
supplier relationships.

Cash-to-Cash Cycle (C2C)

The cash-to-cash cycle measures the time between cash outflow for raw materials and cash inflow from
product sales. It is calculated as: Days Inventory Outstanding + Days Sales Outstanding — Days Payable
Outstanding. Reducing the C2C cycle improves liquidity and working-capital efficiency.

Days Sales Outstanding (DSO)

DSO is the average number of days it takes to collect payment after a sale has been made. High DSO
indicates slower cash collection, which can strain working capital. Strategies to improve DSO include early
payment discounts, electronic invoicing, and proactive collections.

Days Payable Outstanding (DPO)

DPO is the average number of days a company takes to pay its suppliers. Extending DPO can improve cash
flow, but excessively long payment terms may damage supplier relationships. Balancing DPO with DSO and
inventory days is crucial for optimal cash management.

Working Capital

Working capital is the difference between current assets (such as cash, inventory, and receivables) and
current liabilities (such as payables). Efficient working-capital management seeks to minimize inventory and
receivables while optimizing payables, thereby freeing cash for investment or debt reduction.
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Financial KPl — Return on Assets (ROA)

Return on assets measures how efficiently a company uses its assets to generate profit. ROA is calculated as
Net Income divided by Average Total Assets. Supply chain decisions that lower inventory levels or improve
asset utilization can positively affect ROA.

Financial KPI — Gross Margin Return on Investment (GMROI)

GMROI evaluates the profitability of inventory by comparing gross margin to the cost of inventory
investment. GMROI = Gross Margin + Average Inventory Cost. A high GMROI indicates efficient inventory
management and product selection.

Total Landed Cost (TLC)

Total landed cost captures all expenses incurred to bring a product from supplier to the point of sale,
including purchase price, freight, duties, taxes, insurance, handling, and inland transportation. Accurate TLC
calculation is essential for pricing, profitability analysis, and sourcing decisions.

Cost-to-Serve (CTS)

Cost-to-serve quantifies the total cost of serving a specific customer or channel, encompassing order
processing, transportation, warehousing, and after-sales support. CTS analysis helps identify unprofitable
customers, rationalize service levels, and allocate resources strategically.

Product Lifecycle Management (PLM)

PLM is the discipline of managing a product’s data and processes from concept through design,
manufacturing, service, and disposal. PLM integrates engineering, manufacturing, and supply chain
functions to ensure that product changes are communicated and implemented efficiently.

Product Portfolio Management (PPM)

PPM involves evaluating and prioritizing a company's range of products based on profitability, market
demand, and strategic fit. Decisions may include product introductions, discontinuations, or modifications.
PPM informs inventory planning, capacity allocation, and marketing strategy.

Obsolescence Management

Obsolescence management addresses the risk that products or components become outdated or
unavailable. Strategies include monitoring technology trends, establishing end-of-life schedules, and
maintaining spare parts inventories. Effective obsolescence management reduces disruption and unplanned
costs.

Lifecycle Cost Analysis (LCCA)

LCCA assesses the total cost of a product over its entire lifespan, including acquisition, operation,
maintenance, and disposal. LCCA supports decision-making by comparing alternatives based on long-term
financial impact rather than upfront price alone.

Product Traceability
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Product traceability is the ability to track a product's origin, processing history, and distribution path
through the supply chain. Technologies such as barcodes, QR codes, and blockchain enable detailed
traceability, which is crucial for recalls, compliance, and consumer confidence.

Cold Chain

The cold chain is a temperature-controlled supply chain used for perishable goods such as food,
pharmaceuticals, and chemicals. Maintaining appropriate temperature ranges throughout storage and
transport prevents spoilage and ensures product efficacy. Cold-chain logistics require specialized
equipment, monitoring, and contingency plans for temperature excursions.

Temperature-Sensitive Logistics

Temperature-sensitive logistics encompasses the planning, execution, and monitoring of shipments that
require strict temperature control. It involves insulated packaging, refrigerated trucks, and real-time
temperature sensors. Failure to maintain temperature can result in product loss, regulatory penalties, and
brand damage.

Packaging Optimization

Packaging optimization seeks to design packaging that protects products while minimizing material usage,
weight, and volume. Benefits include reduced transportation costs, lower environmental impact, and
enhanced handling efficiency. Techniques include right-size packaging, lightweight materials, and reusable
containers.

Dimensional Weight

Dimensional weight is a pricing method used by carriers that calculates charge based on volume rather than
actual weight. The formula typically multiplies length, width, and height and divides by a conversion factor
(e.G., 139 For air freight). Understanding dimensional weight helps avoid unexpected shipping charges.

Freight Forwarder

A freight forwarder is an intermediary that arranges transportation, customs clearance, and related logistics
services on behalf of shippers. Forwarders consolidate shipments, negotiate carrier rates, and provide
expertise in international trade. Selecting a reliable freight forwarder can streamline complex shipping
processes.

Customs Broker

A customs broker assists importers and exporters in clearing goods through customs by preparing and
submitting required documentation, calculating duties, and ensuring compliance with regulations. Brokers
possess specialized knowledge of tariff classifications and trade laws.

Incoterm FOB (Free on Board)

Under FOB, the seller fulfills its obligation when the goods are loaded onto the vessel at the named port of
shipment. The buyer assumes responsibility for freight, insurance, and risk thereafter. FOB is commonly used
for ocean shipments and clarifies cost allocation.
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Incoterm DAP (Delivered at Place)

DAP requires the seller to deliver goods to a named destination, ready for unloading. The seller bears all
transportation and risk costs up to that point, while the buyer handles customs clearance and import duties.
DAP offers greater convenience for the buyer.

Supply Chain Mapping

Supply chain mapping visualizes the flow of materials, information, and finances across the supply chain
network. Mapping helps identify critical nodes, potential bottlenecks, and opportunities for consolidation.
Tools range from simple flowcharts to sophisticated GIS-based platforms.

Digital Twin

A digital twin is a virtual replica of a physical supply chain asset, process, or network that allows simulation
and analysis of performance under various scenarios. Digital twins enable predictive maintenance, capacity
planning, and risk assessment without disrupting real operations.

Artificial Intelligence (Al) in SCM

Al technologies such as machine learning, natural language processing, and computer vision are applied to
demand forecasting, route optimization, anomaly detection, and supplier risk assessment. Al can uncover
patterns in large data sets, automate routine decisions, and improve accuracy. Implementation challenges
include data quality, model interpretability, and change management.

Machine Learning (ML)

Machine learning is a subset of Al that enables systems to learn from data and improve predictions over
time. In supply chain, ML models predict demand, detect fraud, and recommend inventory policies.
Successful ML projects require robust data pipelines, feature engineering, and validation.

Internet of Things (loT)

loT devices—such as sensors, RFID tags, and smart meters—collect real-time data on product location,
temperature, and equipment status. loT enables end-to-end visibility, proactive maintenance, and dynamic
routing. Integrating loT data into existing systems often demands standardized protocols and secure
connectivity.

Blockchain

Blockchain is a distributed ledger technology that provides immutable, transparent records of transactions.
In supply chain, blockchain can authenticate product provenance, streamline payments, and facilitate smart
contracts. Adoption barriers include scalability, interoperability, and regulatory acceptance.

Cloud Computing

Cloud computing offers scalable, on-demand access to computing resources and applications via the
internet. Cloud-based supply chain platforms enable collaboration, data sharing, and analytics across
dispersed teams. Benefits include reduced IT overhead, rapid deployment, and enhanced flexibility.

Read online: https://certificates.gsbf.co.uk/guides/5139177/supply- Greenwich School of Business and Finance - 28 Jun 2026
chain-fundamentals



GSBF

Greenwich School of
Business and Finance

Change your life. Start from here

Enterprise Data Warehouse (EDW)

An EDW consolidates data from multiple sources into a centralized repository for reporting and analysis. In
supply chain, an EDW supports comprehensive performance dashboards, trend analysis, and predictive
modeling. Maintaining data quality and governance is essential for reliable insights.

Data Governance

Data governance defines policies, standards, and responsibilities for managing data assets. Effective
governance ensures data accuracy, security, and compliance. In supply chain, governance covers master
data (e.G., Product codes, supplier IDs) and transactional data (e.G., Orders, shipments).

Master Data Management (MDM)

MDM establishes a single, authoritative source for critical data entities such as customers, suppliers, and
items. Consistent master data reduces duplication, improves integration, and supports accurate reporting.
Implementing MDM often involves data cleansing, validation rules, and stewardship roles.

Change Management

Change management addresses the human side of implementing new processes, technologies, or
organizational structures in the supply chain. It includes communication planning, training, stakeholder
engagement, and resistance mitigation. Successful change management accelerates adoption and
maximizes benefits.

Continuous Improvement (Cl)

Continuous improvement is an ongoing effort to enhance processes, products, or services. Cl
methodologies such as Kaizen, Six Sigma, and PDCA (Plan-Do-Check-Act) provide structured approaches to
identify waste, reduce variation, and achieve higher performance.
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