
This eBook contains a compilation of insightful blog posts discussing 
inventory management techniques for small-medium size wholesale and 
distribution businesses. 
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As a company that buys and 

sells inventory, proper inventory 

management techniques are 

crucial to the success of your 

business. Properly tracking 

inventory costs, optimizing 

warehouse operations and 

automating processes can all 

have huge implications on 

increasing your bottom line. In 

this eBook, we explore 

techniques for better inventory 

management, including 

information on processes, 

equipment and software tools. 
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Blue Link offers all-in-one accounting and inventory management ERP software, 
primarily for small-medium size wholesalers and distributors. With Blue Link 
software you will be able to: 

✓ Grow Your Business with a fully integrated and automated system

✓ Decreases Costs with better inventory management 

✓ Save Time and Reduce Costs with automated processes across all business 
operations

Learn More

https://www.bluelinkerp.com/blue-link-erp-software-features/
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It might seem obvious, but one of the first
things you can do to improve your
inventory management is to evaluate your
existing processes and systems.

In small businesses, where employees wear many different hats, processes are sometimes just habits formed
over the years. Evaluating these processes and habits is the perfect starting point for finding opportunities and
identifying issues.

For the most part, processes are agreed upon, collective ways of performing a task – something that has been
discussed and analyzed in order to achieve a particular end goal and often in such a way that adds value. On
the other hand, a habit is an action repeated regularly as part of a routine and is most likely performed in a
subconscious or unintentional manner.

To better understand the difference between the two, consider the question: are you performing tasks a 
certain way because that is the best way, or because that is the way it has always been done?

In a small business, an example of a process would be an employee manually counting inventory items in a
warehouse, on a regular schedule, because there is no inventory management software in place to do this
automatically. That same example could be considered more of a habit if Employee A always manually counts
the inventory because that is how Employee B did it, and neither has ever given any thought as to why it is
done this way. Many habits found within small businesses are a result of passed on “traditions” – a new
employee is hired and trained on how to do a task without assessing whether or not that is the best way.

Whether it’s a process or a habit, asking why the task is performed in a certain way is important for identifying
areas of improvement. In the example above, as a small business with little inventory, it may have initially
been agreed upon that manually counting inventory was the best way to handle that process. However, a few
years down the road, evaluating this process again may indicate that implementing inventory software is a
better way to manage this process.
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Part of managing a warehouse and selling product

involves inventory analysis. This includes regular

analysis of existing inventory, purchasing history,

customer demand and the market in which you’re

selling. Holding inventory that you can’t sell takes

up valuable space in your warehouse and not

stocking high volume items can result in lost sales

and unhappy customers. It is important to have a

handle on your inventory and maintain processes

for managing inventory levels, with the ability to

react quickly to changes from customers and/or

suppliers. Below we examine some common

inventory management mistakes that could be

costing you money.

Excess Stock

Obsolete 
Inventory

Seasonality 
Planning

Replenishment

https://www.bluelinkerp.com/


Excess inventory can be a result of over-delivery from a supplier,
poor inventory and order management or some other factors,
and can have a big impact on your bottom line. It ties up your
capital and physical storage space that could instead be used to
stock more profitable, fast-moving items. When dealing with
excess stock, most wholesale distributors end up having to
return product to the supplier where applicable, liquidate items to
other companies, sell at a deep discount to customers, donate to
a charity or try to incentivize sales reps to sell the excess. Most
options lead to a loss for the company and the risk of having
excess stock is amplified in industries that deal with perishable
items or where seasonality is a large factor.

Proper inventory management requires accurate management of
fast-moving and highly profitable items, and slow-moving, less-
profitable items. This means it is important to organize your
warehouse and corresponding bin and shelf locations based on
inventory turnover. As a starting point, inventory turnover ratios
help to determine how often your company sells and replaces
specific inventory items during a certain time period. This allows
you to make better decisions about pricing, purchasing,
warehouse layout and marketing. Proximity to packing and
shipping areas, for example, is important for fast-moving items,
whereas slow-moving and less profitable items can be kept in
hard-to-reach places.

Obsolete inventory is product that has
reached the end of its product lifecycle.
This could happen for a variety of
reasons including:

1 Market changes where customer preferences have changed

2 New advances in technology that render certain products obsolete

3 Enhancements or improvements to existing product in the market –
new version releases

4 Entry from a new or existing competitor that can offer a similar 
product that is deemed of better value

Once you’ve determined that inventory is obsolete, even if you’re not able to sell it, it still needs to be
removed from your warehouse as to avoid further losses. As a general rule, inventory items become obsolete
when they have not turned over for at least a 12-month period and are not expected to be sold in the future.
When this happens, it is important to remove these items from your warehouse to offset any carrying costs
and make room for new product. Similar to when dealing with excess inventory your options for getting rid of
obsolete items include donating, trying to sell at a discount, etc.

Although inventory obsolesces are a normal part of any wholesale distribution business, there are ways in
which you can mitigate the risk of holding obsolete inventory with proper accounting and inventory
management ERP software such as Blue Link.
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Seasonality in inventory management refers to the
awareness around how customers make
purchases based on seasonal changes. For some
businesses, these seasonality patterns are obvious
– for example, wholesale distributors who sell baby
and children’s toys and deal with an increase in
demand around the holiday season.

One consideration with seasonality is that a drastic
increase in demand for product is usually followed
by a drastic decrease which can make the
inventory management process extra complicated.
Not only do you want to avoid carrying excess
stock, but also understocking items and therefore
missing out on sales. Trying to follow market
trends, reviewing historical data or looking to
international markets are good ways to try and
stock up on items that you think will be in high
demand – for example, stocking what experts
predict will the “it” toy of the holiday season.

For some businesses, seasonality changes require
that they take orders from customers months prior
to shipping goods. This allows them to avoid
storing inventory until it is ready to be shipped and
then stock up on those products in high demand
when the time comes. In preparation of seasonality
spikes, it is important to dump any obsolete and
excess stock to make room in your warehouse and
depending on the industry, consider adding
complementary and alternative products to your
inventory and equip sales reps with the appropriate
tools to upsell or offer alternatives.

Other consequences of managing seasonal
inventory are around resource availability. If you
anticipate a higher demand in the summer months,
it might be a good idea to consider hiring part-time
employees or students to help in the warehouse.
Warehouse inventory software that allows for bin
and shelf locations and barcode scanning tools can
help with quickly getting new employees up-to-
speed.
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Replenishment is an important and fickle part of
inventory management. This is especially true for
companies trying to manually track and manage
information. One mistake companies make when
trying to determine how much product to order is
not taking into account all factors. Any
replenishment model needs to account for not
only forecasted demand and on hand quantities,
but also units committed on existing orders, those
on unreceived purchase orders, product needed
for production or assembly, and in some
businesses, projected returns. A company that
typically has upwards of 25% of products shipped
pre-December returned in saleable condition in
January, can end up with excess inventory if this
information is not taken into consideration when
placing orders for February.

Consider the above statement for a company that leases a warehouse in which the term ends later this year.
The company has run out of space in the existing warehouse, and so the intent is to move to larger premises
at the end of the lease term. Moving costs would run at close to $100,000, and monthly costs would of
course increase by a significant amount too.

Before committing to a new lease, the company ran an analysis of their inventory. They managed to very
quickly identify a large number of SKUs in inventory that did not contribute significantly to gross margin. Of
those, a number of SKUs that they always keep in stock are large items, taking up quite a bit of space. The
company decided to review those items in terms of shipment urgency, and look at the availability and costs
of having these items drop-shipped directly by the manufacturer on the rare occasion a customer places an
order.

It was revealed that the cost of the drop-ship option would substantially reduce the gross margin on the
products, however, the number of items sold per year was low enough that the overall impact on annual
gross margin was less than $30,000.

The result? The company decided to eliminate those items from their warehouse completely, which freed up
plenty of space in their existing location. They decided then to extend the lease and cancelled all plans to
move. The net annual savings in rent more than offset their diminished gross margin, and in addition they
saved the moving costs (not to mention the aggravation).
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Relying on technology to manage the flow of 
information helps to reduce human error and 
increase efficiencies. Wireless barcode scanning 
works to automate the entire receipt, pick, pack 
and ship process  and Blue Link’ wireless barcode 
scanning functionality specifically designed for iOS 
devices, gives customers the choice of which 
devices to use based on their requirements and 
budget. 

Accounting and inventory management ERP
software with barcode scanning allows users to
scan products at the receiving dock to immediately
identify and record the product on arrival. This will
record what items were received followed by what
bin and shelf number the product was allocated to.
Once a product is scanned at the warehouse, the
quantity received gets recorded in the back-end
accounting system for comparison against a given
purchase order, thus ensuring accuracy and
identifying any discrepancies immediately.

When dealing with exceptions – such as trying to
scan and receive an item not on the PO, or when
scanning too many or too little of an item – a
warning message will appear alerting the user.
Users can then take the appropriate steps to finish
processing the PO and to deal with any exceptions
– for example, keeping the PO open if an item was
under-scanned but you still expect to receive it
from your supplier in a different shipment.

To further streamline warehouse operations,
accounting and inventory management ERP
software provides the ability to itemize all products
to be picked and print concurrent picking slips. It
can also generate specific details regarding an
employee’s optimal path throughout a warehouse
in order to ensure the quickest and most efficient
route possible based on bin and shelf locations.
Using barcode scanning tools, employees can
begin to pick and scan items from the pick list with
the information updating on the device in real-time.
If necessary, during the pick process, users can
drill down into specific inventory details to get more
information such as alternative locations in the
warehouse. If a user accidentally picks the wrong
product or too much of an item, an error message
will appear on the barcode scanning device
alerting the employee. Once an order has been
picked and submitted, it will automatically remove
the pick list as an option from the device to ensure
another employee does not try to pick the same
order. Back in your accounting and inventory
management ERP software, the order will update
to show any discrepancies in what was picked and
what was on the original order for further action.
Employees can then pack and ship the order.

https://www.bluelinkerp.com/warehouse-inventory-software-barcode-scanning/
https://www.bluelinkerp.com/shipping-receiving/
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Barcode scanning has almost become synonymous with needing inventory management functionality in 
general, but there are varying levels of barcode scanning technologies and businesses can sometimes 
achieve the same efficiencies without spending the money on the more sophisticated options. To determine 
what level of barcode scanning functionality can benefit your company, if any, think about the following 
questions:

Barcode scanning technology refers to any piece of
hardware that allows you to scan and read
barcodes. In the past, it was common for
wholesalers and distributors to invest $100,000+ on
a Warehouse Management System (WMS) with
ruggedized wireless barcode scanners in order to
better manage their inventory and
orders. However, with the introduction of new
technologies, companies are now able to
accomplish many of the same tasks with more
affordable scanning devices integrated with ERP
software. This option is perfect for smaller
companies who don’t need a full WMS system.

1 How many orders are received and shipped a day?

2 How big is your warehouse?

3 Is your warehouse set up with bin and shelf locations?

4 How many picking errors do your warehouse staff deal 
with on a regular basis?

5 Do you inventory a lot of similar items with small 
differences?

6 What percentage of the SKUs you carry have barcodes?

http://www.bluelinkerp.com/blog/2012/03/29/warehouse-management-software-wms-vs-erp-software/
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If your company decides to invest in sophisticated
barcode scanning technology, you will be able to
automate the receiving, picking and packing
process and quickly lookup inventory items in the
warehouse (such as product in stock and on
backorder, product available at other locations,
and product descriptions, categories, pricing and
images). Handheld wireless barcode scanners
allow users to quickly retrieve product and order
information while walking the warehouse floor, pick
most efficiently according to bin and shelf locations
and easily receive new shipments
electronically. Items get scanned as they are
picked and brought back to the packing station and
when receiving product, employees can scan each
item into the system which allocates it to the proper
bin and shelf location and adjusts inventory
levels. With barcode scanning there is no need for
employees to manually track information with
paper and pen as it is done automatically.

Companies with a small number of daily orders
can gain a lot of the same efficiencies, without
needing sophisticated and expensive barcode
scanning. A proper accounting and inventory
management ERP system will allow users to print
pick slips (according to bin and shelf locations if
this is set up), where employees can then pick
product and manually check items off the list as
they go through the warehouse.

Once at the packing station, employees can use
verification scanning to pack the items while at the
same time cross checking them against the pick
slip. Verification scanners are much cheaper, un-
sophisticated pieces of equipment that help
companies’ double check product as it gets
packed. In this situation, where sophisticated
barcode scanning is not used, some processes are
more manual, however when you’re dealing with
only a small number of orders per day, this
shouldn’t be a problem. Your warehouse staff can
still gain efficiencies by being able to print picking
and packing slips, pick according to bin and shelf
locations and double check orders when packing a
shipment.

The main difference between Option 1 and Option 2 is 
mobility. Mobile barcode scanning allows users to scan items 
as they walk the warehouse floor with wireless devices (such 

as iOS devices). Verification scanning, on the other hand, 
refers to stationary barcode scanning units that are set-up at 

receiving and packing stations within your warehouse. 

Option #1: 

Option #2: 
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Warehouse processes are an integral part of running a successful wholesale and distribution business. This
applies to warehouse operations of all sizes, however, depending on the nature of the product and available
resources, there are different ways in which a company can set-up its warehouse structure. The first step in
warehouse planning and optimization is to determine which type of picking style makes the most sense for
your business and which accounting and inventory management ERP system will accommodate this style.
Once you determine picking style, you will then be able to design a warehouse layout in terms of aisle set-up
and bin and shelf locations. The type of picking style and warehouse layout will be partly influenced by the
type of products you sell and therefore what equipment is necessary to manage product. Considerations
include; which type of shelving to install and how many levels, how many stations to set-up for receiving,
packing and shipping, and what, if any, heavy machinery is required to help with the movement of inventory
(such as forklifts). Proper warehouse planning is essential to maximize the picking, packing and shipping
process and warehouse layout will have a direct impact on traffic flow and productivity.
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Individual or discrete picking is commonly found in
smaller warehouses with low order volumes and a
small number of SKUs. In this situation, an
individual employee will pick an entire order, one
line at a time, before moving on to pick the next
order. Although discrete picking is one of the least
efficient as it requires significant travel throughout
the warehouse, it allows for fast order fulfillment
when dealing with a small number of orders and
enables businesses to easily track order picker
accuracy. Most discrete picking processes involve
paper-based pick slips and orders are not
scheduled, but rather can be picked at any time of
the day. Items are usually packed into the
appropriate shipping container during the pick
process. This type of picking style does not require
sophisticated accounting and inventory
management ERP software.

Batch picking is sometimes referred to as
consolidated picking or multi-order picking and
works best for businesses with high sales volumes
and a large number of SKUs. Batch picking allows
for the order picker to pick the same SKU for
multiple orders – reducing the travel time
throughout the warehouse. Once an employee
picks the same SKU for multiple orders, items are
brought back to a packing station where they are
sorted by order, packed and shipped. Using
barcode scanners for verification scanning while
packing each order helps to ensure employees
pick the right items during the picking process.
Alternatively, sophisticated warehouse inventory
software provides businesses the option for mobile
picking with barcode scanning – whereby
employees scan items as they pick them which
helps to identify any picking errors at the source.
Batch picking increases the productivity of any
given order picker by reducing their travel time in
the warehouse and works well when individual
orders have a small number of SKUs. Batch
picking saves time and increases productivity but
requires two steps – (1) pick and then (2) sort and
pack. Under the umbrella of batch picking, there
are several other picking methods, including zone
picking and wave picking.

https://www.bluelinkerp.com/warehouse-inventory-software-barcode-scanning/
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Zone Picking

For large wholesale and distribution businesses, it
is common to divide up warehouse space into
different zones. Each zone dictates constraints for
receipt of inventory and picking, and zones are
based on product specifications. For example, a
warehouse might have a zone for fast-moving
items, a zone for slow-moving items, a zone for
refrigerated items, and a zone for high-value items
with added security measures in place. Order
pickers get assigned to a specific warehouse zone
and are then responsible for picking all the SKUs
located in that particular zone for any given order.
If an order contains SKUs from multiple zones, the
order is filled by different employees as it gets
passed through each zone. Zone picking is based
on the same concept of consolidated picking, but
the warehouse is divided into different zones and
individual employees are assigned to a specific
zone. This type of picking is useful in very large
warehouses with a high number of SKUs and
allows for the picker to become very familiar with
the product in their zone, further reducing pick
time. Because of this, picker accuracy can still be
easily traced. Due to the fact that order fulfillment
may require the order to move through different
warehouse zones, a business will usually set-up a
cut-off point for orders entering the queue each
day, which may delay the order to shipment
process.

Wave Picking

With wave picking, the warehouse is also divided
into different zones and the concept of
consolidated picking still applies, but wave picking
is more flexible in that it does not restrict
employees to pick from a specific zone. Instead,
each employee can pick from every zone. With
wave picking, a company may schedule orders to
be picked at a specific time of the day in order to
coordinate and maximize the picking and shipping
process.
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✓ An increase in order fulfillment time, as employees are able to pick, pack and ship more orders in a day, 
which increases customer satisfaction

✓ Proper allocation of resources such as labor, to reduce costs and improve employee productivity

✓ More accurate picking which reduces the number of product returns

✓ Better demand planning/inventory management – when a warehouse is organized appropriately and all 
inventory is accounted for, it allows businesses to get an accurate view of inventory movement to make 
better purchasing decisions

✓ Reduces the instance of obsolete inventory when all items are easily found in the warehouse and 
processes are in place to pick accordingly

✓ With an optimized warehouse layout and pick path, employees do not waste time and energy wandering 
the warehouse floor, which improves morale and makes new employee onboarding easier

✓ The efficient use of physical space reduces overhead costs (such as the need to rent additional space)

✓ Tools such as barcode scanning help to automate workflows and eliminate pen and paper in the 
warehouse which reduces human error

✓ Better reporting

A well thought out warehouse operation provides a variety of
benefits to a wholesale distribution company such as:
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When having exploratory conversations with
potential customers, the following often arises “We
need to be able to maintain negative inventories in
our system, because we…”. Whatever reason fills
in the blank, we often find that it is a result of a less
than ideal business practice which was
implemented in response to a lack of functionality
and controls in the organization’s current software.

With this in mind, some systems support bad
business practices by allowing a company to
record negative inventory which results in incorrect
information in the system. Although some
companies use it as an actual business practice,
negative inventory is not – you can’t, for example,
count negative twelve items if you go to the
warehouse to look for them. While the ability to
allow inventories to go into a negative position may
seem to make certain processes easier to perform,
it can cause problems throughout the company if
not monitored and corrected in an appropriate
manner.
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While the above situations are often worked around with the sole goal being to get a shipment out the door
and bring a business closer to receiving payment, there are a number of issues with going into a negative
inventory position, including:

• An incorrect Balance Sheet (understated inventory account, understated payables)

• P&L reports will have incorrect COGS (true cost for the item sold is not known)

• Even after you adjust the inbound inventory later, inventory values will be wrong, whether you use FIFO
or Average costing among other methods

• True inventory can’t be known by users in the system (besides those who may know about a shipment
on the dock)

• In practice, many companies running negative inventory in their software never get caught up, so the
above persists perpetually

As a result of these issues, businesses may not be able to make effective business decisions, and in
fact can be making decisions based on incomplete and incorrect information.

Many of these factors behind companies using “negative inventory” can be more appropriately dealt with by
taking advantage of functionality available in today’s accounting and inventory management ERP
software. For example, landed cost tracking features allow users to properly cost the product and receive it
into inventory prior to receiving all the related invoices, and reverse production functionality allows users to
break a kit into its individual inventory items in order to sell the individual components. And the most
common reason, the desire to send an invoice with the shipment, can easily be dealt with in multiple ways
without actually posting transactions that would send inventory into a negative value in the software.

As a best practice, businesses should take advantage of the investigation stage of new software as an
opportunistic time to review their business processes (including those involving negative inventory).

Items shipped from a newly received inbound shipment prior 
to them having been received in the system. This could be a 
result of not having a chance to record a shipment which just 
came in or following a practice whereby shipments are not 
received in the system until all of the related invoices have 
been received in order to get accurate costs.

Newly produced items being shipped prior to the production 
run being completed in the system.

Items pulled from a kit and shipped as an individual product, 
again without recording the breakdown of the kit before 
shipping.

http://www.bluelinkerp.com/landed-cost-tracking-software/
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In the case of a retailer, drop shipping refers to a
service offered by another member of the supply
chain (let’s say manufacturer in this case), whereby
the retailer takes customer orders and shipment
information, and transfers these to the
manufacturer right away. The manufacturer in turn
will then ship product directly to the end consumer,
so the retailer does not actually hold much physical
inventory on hand. This same process applies to
wholesale or distribution companies who purchase
from other distribution or manufacturing companies
that drop ship as well.

This is commonly found in the eCommerce arena,
and specifically with Amazon. Although Amazon
holds a lot of their own inventory, they also
generate drop shipping of product by other
distributors, wholesalers and manufacturers. As the
end consumer ordering product from Amazon, you
pay on their website and receive emails from them
with your order information, so you would never
know that the product was not being sourced from
their warehouse unless they specifically mention
this.
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Now, as a retail/eCommerce company in this
situation it may seem that you would not need a
full accounting and inventory management ERP
system, given that you hold very little physical
inventory. However, because you are ordering
product from multiple vendors who distribute to
other companies as well, it is very important to
keep track of what product is available, and what
orders have been placed. Look for an ERP solution
that will allow you to integrate with software that the
manufacturer or your other wholesale distribution
partners may be using. This will allow you to
constantly see up-to-date inventory and avoid
having to place orders on backorder. If your
partners are not willing to integrate with your
software for privacy issues, try to strike a
compromise. For example, have regular reports
sent to your business that detail what inventory is
available.

Aside from knowing what inventory is available for
customers to purchase, it is also important to
monitor the shipping of product to the customer
that actually placed the order. Although the
manufacturer will usually handle the actual
shipping of the product to the end consumer,
it might be your responsibility to send out order
confirmations and shipment tracking information.
This can get even more complicated when
customers request three or four products that are
sourced from different manufacturers/distributors
as it could result in several different shipping costs
for sending the product to the customer.
Sophisticated ERP software will take these costs
into account and streamline the above processes
so that to your customers it will look the product is
coming directly from you.

When using suppliers that drop ship, there is
always the possibility that there will be errors made
from their side that affect the end customer.
Furthermore, when dealing with multiple suppliers it
can be easy to let one or two orders slip through
the cracks, whether that means forgetting to
invoice / charge customers when vendors bill you,
or promising end consumers product that your
suppliers don’t have on hand. As the company that
the customer actually interacts with, it is important
to avoid these types of mistakes, and using a
strong software solution will help with this.
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Cycle counting is used as a tool to monitor

variances in inventory. It involves regularly

counting a small subset of inventory at a specific

location on a specific day, with the intent of cycling

through the entire inventory over a period of time,

and then repeating. With any wholesale

distribution company, there will often be some sort

of variance between the inventory items you have

on file vs. what you physically have in your

warehouse. This is a result of product getting

misplaced, extra items being sent out with bulk

orders, human error, shrinkage, etc.

Determining this variance only at the end of the

year can result in greater discrepancies and

therefore shock from management. Regular cycle

counts help your business keep a closer eye on

this variance and make necessary process

changes according to the results. Ultimately,

regular cycle counting should result in detailed

procedures that yield very low variance levels and

a high level of inventory accuracy.

The best way to get cycle counting set up at your
business is to start by determining how frequently
you want to run cycle counts, and which inventory
you actually want to count. Not all inventory needs
to be counted on a regular basis but a best practise
is to count those products that are of higher value,
have higher movement volume or that are critical to
business processes. Alternatively, many
businesses will simply start at one end of the
warehouse and then make their way through to the
other end, counting different bins and shelves until
all inventory items have been accounted for. Even
in this situation it may still be necessary to re-count
certain products more often.

In an ideal world, you want the variance level to be
zero and so regular cycle counts can help you
monitor how far you fall from these
targets. Performing regular cycle counts enables
you to verify inventory accuracy, identify the
occurrence of inventory errors and then manage
and fix the root cause of those errors. This will then
allow you to put in place proper processes for
managing errors and reducing them.
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There are many benefits to regular cycle counting including:

✓ Quicker inventory counts which are less disruptive to daily operations. There is no need to fully shut down
your warehouse for long periods of time in order to count inventory. Instead the idea is that you count
small subsets of inventory on a regular basis until you have accounted for everything in the warehouse.

✓ Ongoing insight into inventory accuracy which results in more timely error correction.

✓ Continuous process improvement by closely monitoring inventory and adjusting procedures regularly.

There are several other benefits of cycle counting, but many of them trace back to benefits seen from using
an automated accounting and inventory management ERP system in general, such as:

✓ Less time spent by employees counting inventory and correcting mistakes

✓ Overall reduction of errors

✓ Higher accuracy of inventory on hand

✓ More satisfied customers as a result of better inventory management and fewer shipping errors

✓ Ability to process more orders because of more accurate inventory levels
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Companies in a product-oriented business usually
struggle to manage inventory at optimum levels.
There’s a constant tug-of-war going on between
the need to have enough product to fulfill demand,
and the desire to avoid the very costly pitfalls
associated with overstocking.

To help with this issue, here are 3 inventory
management reports that can help your make
better decisions about inventory levels, what to
purchase, and more particularly what to get rid of.

Inventory 
Ranking 
Report

This type of report ranks your products in
descending order by gross margin generated over
the past year (or other appropriate period), and
compares the profitability with the holding cost. It’s
really useful to see which products are occupying
more space in your warehouse and more value on
your balance sheet than is justified by their
contribution to profits. While you have to factor in
other criteria in deciding on products to cut or
reduce, this at least gives you an objective starting
point for your evaluation.

Inventory “Hits” 
Report

The word “hits” here means the number of times

over the reporting period that the inventory item

has appeared on an invoice, and this is again

compared with the holding value and costs, to

identify products that appear very infrequently

while constituting a significant chunk of inventory

on hand. Ideally this should be used in conjunction

with the ranking report.

Daily Average 
Sales Reports

These type of reports will show average daily sales

(in units) over different periods, for example, last

month, last quarter and last year, usually side by

side. This helps to uncover trends. A common flaw

in some software is that these reports only show

items that have sales in the periods in question –

ideally, we should see all items that have either

been sold, or that remain on hand, and their current

inventory levels and value. This can help identify

products where reorder levels and purchasing

policies should be reviewed.
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