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Won't Get

think it's safe to say that most

music product retailers recog-

nize the importance of inven-

tory aceuracy — that is, having

the quantity of au item in
your computer agree with
what’s actually in stock.

But retailers go wrong
thinking that if they imple-
ment somie cool, new technol-
ogy, like inventory tracking
software, bar coding or even
RFID (Radio Frequency
Identification), they’ve cured
all of their inventory inaccu-
racy woes. Granted, new tech-
nologies can help reduce errors
and improve a store’s overall
inventory management. But
none of these technologies will
completely eliminate accuracy
errors, and a poor system can
leave you worse off than before
you'd spent all your time and
hard-earned cash on it.

Before putting any new
inventory management technol-
ogy into effect, most music
store owners need to take a step
back and address some basics of
inventory accuracy.

As part of my continuing
inventory management seTies,
this article will deal with these
basics and “best practices” of
inventory accuracy. And in
keeping with my recent “British

Getti
in tune wit
the straight
and narmmow

accuracy

—00

know who I'm talking about,
don’t you? Who? Yes, The
Who! Whatever. [ mean, who-
ever. Or is that whomever?

GETTING IN TUNE

v generation of music
retailers isn’t always in
tune with the importance of
inventory accuracy. They some-

ed Again

tomer service, when all they

| want to know is if an item is
in stock?

Second, money is wasted.

' If inventory is lost somewhere

tin your store, whether through

+ misplacement, theft or break-

! age, it now needs to be replaced.

Replacement inventory is no

longer an asset, it's an expense.

times forget that lurking behind s Unexzpected inventory short-
blue eyes is a quadropehnia of - . ages, called inventory “shrink-
bad things that happen without ' age” (or “shrink” for shert),
inventory accuracy. l'ngually run 1-8 percent. of
To start with, time is wasted. : annual sales, but can easily run
Having sales staff rin back and | 5 percent or higher for stores
forth to the stock room to see if | that have no handle on their

an item is really in stock takes

tant work. In some cases (like
when a retailer is “going
mobile™}, the staff can’t even
walk to the storage area because
it’s in a remote location.

If everyone is running
around, they can’t answer
phone calls or help other cus-
| tomers who've come into your
store, waiting to be helped.

And let’s not forget about
| your customers’ time being
wasted on the phone while

them away from more impor- |

Invasion” theme, I'll honor | you check stock status. Do you
those four amazing musicians | teally think they enjoy waiting
— Roger, Pete, Keith and John | on the phone Jistening to your
— who top my “who’s who” | 10-minute advertisement of
list of who's great rock. You | how you’re committed to cus-

| inventory.

Worse still is the amount of
additional sales that need to be
achieved to make up for any
inventory shrinkage.

Take the music retailer who
does $1 million in annual sales
and a 3-percent shrink; they’re
losing $30,000 ($1,000,000
multiplied by 3 percent, or
0.03) in lost or stolen inven-
tory each year, If they’re sell-
ing at a gross profit margin of
30 percent, they need to do an
extra $100,000 in sales
($30,000 divided by 30 per-
cent) just to make up money
lost in inventory shrinkage.
And that’s without any addi-
tional selling costs (like sales

JLIRE 2008 | MUSIC INC. | 37



FIDEAS

commissions and advertising) they’'ll ) do you convince your employees that it's
probably incur to achieve that extra | important?
$100,000 of sales. Three ways, my pinball wizard. First,
Tommy, can you hear me? Can you see I teach them why inventory accuracy is an
the real me? In reslity, our million-dollar ' essential element to your company's suc-
tetailer needs to do closer to $150,000 in | cess and that their professional futures
additional sales to make up their $30,000 | depend on it. Second, implement tools
shrink loss. and “best practices” to achieve inventory
Third, and arguably the worst result of | accuracy, Last, provide economic incen-
inventory inaccuracy, is disappointed cus- . tives.for maintaining inventory accuracy
tomers, If you fail to deliver a product ' so employees won’t just fiddle about:
because your computer erroneously told
you it was in stock, the.only thing you're | WHO'S {0R WHAT'S) NEXT?
going to get, in addition to your lost rev- H aving the right attitude is the first
enues, is g frustrated customer, step to inventory accuracy. Just like

errors to occur and implement changes to
eliminate or reduce thegn.

Next, document the procedures you
want your employees to follow to main-
tain inventory integrity. Address a1l of
the physical aspects of your inventory,
from its order to its arrival to its storage
to its eventual sale. Your written docu-
mentation should include everything that
each employee needs to know to perform
his or her inventory-related tasks.

For example, if your shipping and recefv-
ing clerk’s responsibility is to notify the
owner of any discrepancies between what
was ordered and what arrived, that should

If it happens often enough, you'll lose | carrying quality products and striving for | be stated in the clerk’s job description, even

your reputation. as a reliable source of | imcredible customer service, inveotory | though there will be additional procedures
product, which is great way to:inctease | accuracy must be:promoted throughout | for dealing with these discrepancies.
your competitor's sales. What makes this | the store ds everyone’s responsibility. Remember, these written procedures
worse than wasted time or motiey is-that The Kids will be alright if this attitude | are not a wish list; you should be pre-
even after you fix the bleeding of time and | starts at the top, with management | pared to enforce their compliance.
money, you often can't fix a lost Sustomier. | cleatly defining all processes that affect | Accordingly, make sure to take your time
The song is over. inventory. Given that even the most aceu- | to get them right the first time by involv-
Now that you can see for milés the " rate emiployee will make errors, manage- | ing knowledgeable staff in documenting
importance of inventory accuracy, how - ment should look for opportunities for | the “correct” procedures,
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Once you've finished the documenta-
tiom, start training staff. Handing out a
written procedures manual doesn’t consti-
tute training, Set a training schedule so
you can thoroughly go through all of these
procedures with employees. Make it clear
that what's in the procedures document is
the only way to perform these tasks. If
you did your job correctly in properly
defining the processes and documenting
the procedures, you shouldn’t run into
many surprises during the training.

Once implemented, start monitoring

‘Unexpected
inventory shortages,
called inventory
“shrinkage,” usually
run 1-3 percent of
annual sales, but
can easilyrun 5
percent or higher.’

employee compliance with your “only
way” to do it. Any acticns from employ-
ees that don’t comply with the written,
procedures should be addressed right
away. Allowing employees to do it “their
way” will only make it impossible to
enforce compliance on other issues and
create confusion and frustration among
the employees trying to follow the rules.

If an employee does, in fact, come up
with a better procedurs, consider it for the
next scheduled revision (perhaps at six-
month intervals), at which point his or her
way would become the new “ouly way.”

Also, try to set minimum inventory
accuracy standards, such as “Qur store’s
inventory shrinkage will not exceed 1.5
percent per year.” The best way to meas-
ure a store’s performance against these
standards is by conducting a physical
count of the store’s inventory.

Whether you set standards or not, you
should always track inventory accuracy
and communicate it on a timely basis to
your staff, By doing so, you’ll undoubt-
edly see immediate reductions in errors,
even if standards aren’t established,

We all want to be accurate; the prob-

WID

lem is we all think we're being accurate,
and if's always the other guy who’s mak-
ing the mistakes. Hold your staff account-
able for following the inventory-handling
procedures. You'd be amazed how fast
inventory can get screwed up when one
person doesn’t follow the rules.

Last, make sure you count your inven-
tory and make sure you count it often.
You probably think if you implement the
steps outlined above then it’s safe to
assume your inventory is relatively accu-
rate. Not true, Sister Disco. The only way
to determine the accuracy of your inven-
fory is to physically count it.

Also, physical inventories that are
only taken at the end of the company’s
fiscal year (usually at your accountant’s
request for financial and tax reporting
purposes} do little to ensure inventory
accuracy. You need to count your inven-
tory on a continuous basis if you want to
maintain high levels of accuracy, These
periodic counts (called “cycle counts”)
are one of the best ways to identify prob-
lem areas on a timely basis and promote
an environment conducive to continuous
improvement.

This is such an important topic that [
plan on covering it in much greater detail
in the next follow-up article, along with
implementing the right tools and incen-
tives to achieve and maintain inventory
HCLUTACY,

ou better, you better, you bet you

don’t have to get on a magic bus to
achieve inventory accuracy, Baba
O'Reilly. By following these simple steps,
you'll achieve the bargain of higher levels
of inventory integrity.

And remember, this is not something
that should be rushed into another tricky
day. The guick-fix approach may be more
damaging in the long run since the suc-
cess of this plan requires a cooperative
effort by several people within your
organization.

So forget the squeeze ‘box by putting
up an eminence front. Let your inventory
| accuracy love reign o’er me. M

| Alan Friadman, C.PA., peovides accounting and finenchal serv-
" ios %0 nusslo indussiry chents. Ho is a fraquent speaker al

| NANM 11, seminars and can be reached at 860-521-3700 or
| alan@fkeo.com.
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