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The Triangle of

By Jon Schreibfeder

“Effective Inventory Management allows a company to meet or ex-
ceed customersexpectations of product availability with the amount
of each item that will maximize net profits or minimize costs.”

Most companies want to achieve the goal of effective inventory
management. But whose responsibility is it to accomplish this
goal? Often it is left to one person or department. We have found
that effective inventory management takes support and acceptance
of responsibility by sales, purchasing/replenishment, and ware-
house personnel. We refer to this as the “triangle of cooperation.”

Without the active participation on each of the triangle’s sides,
achieving effective inventory management is impossible. Here is
a brief outline of specific responsibilities for salespeople, pur-
chasing and warehouse people necessary to achieve this goal.

SALESPEOPLE

* Determine what products should be stocked in each branch or
warehouse. Salespeople should be in almost constant communi-
cations with customers. They are probably in the best position to
determine what you must have in inventory to meet your custom-
ers’ expectations. That doesn’t mean that you must carry anything
and everything that a customer might ask for someday. It does
mean that your customers’ impression should be that your inven-
tory better meets their needs than the stock of your competitors.

Help develop the forecast of future sales of each product. Your
salespeople are in the best position to observe your customers’
changing needs over time. They should help determine why
there was a large discrepancy between a forecast and what was
actually sold in a specific week or month. For example, why did
a customer buy an unusually large quantity of an item? Will this
be a new ongoing requirement or was it a one-time only sale?
Studying unusual sales activity can provide salespeople with
valuable information for increasing future sales!

Help keep inventory records accurate. Salespeople are usually
very empathetic with their customers. They often will go to
great lengths to meet a customer’s needs. However, they must
follow your established rules for properly recording all material
disbursements. For example, salespeople should not take mate-
rial out of a warehouse without properly recording it in your
computer system.
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Cooperation

PURCHASING

» Make sure that inventory is available to
meet the sales or usage forecast. While
accomplishing this primary and most im-
portant goal, buyers must replenish stock
in such a way as to minimize the “total
cost” of each piece. If you minimize your
total cost of inventory, you will maximize
your profits.

* Decide the best source of supply for each
product in each stocking location. Do you
buy it? If so, from what vendor? Are re-
plenishment quantities transferred from a
central warehouse or distribution center?
Do you assemble a product from compo-
nent parts in this warehouse?

* Determine the economic order quantity
for each product. The economic order
quantity balances the cost of the material
with the carrying cost of inventory and
the cost of issuing and receiving replen-
ishment orders.

WAREHOUSE PERSONNEL

* Organize stock in the warehouse to mini-
mize the cost of filling orders. After all,
you ship material far more frequently
than you receive it. It makes sense to store
material to maximize the efficiency of the
order fulfillment process.

* Keep inventory records accurate. If the
quantity in the computer system does
not agree with what is in the warehouse,
salespeople won’t know what is available
for sale, and buyers will not replenish in-
ventory at the right time. This task prob-
ably will involve conducting full physi-
cal inventories or cycle counting certain
products each day.

* Ensure that all material movement (both
receipts and disbursements) are properly
recorded. This will ensure that quantities in
your warehouse remain accurate. After all,
you can have an accurate forecast and bring
material in such a way to minimize your to-
tal cost. But if it isn’t properly recorded in
your computer system, you will probably
wind up bringing in unnecessary stock be-
cause previous stock receipts weren’t cor-
rectly posted and you actually have more
inventory than your system reports, or face
unexpected stockouts due to unrecorded
material disbursements, substitutes, dam-
aged parts, and other sloppy procedures.

Protect inventory from breakage, spoil-
age, misplacement, and theft. Inventory is
valuable, and all employees must realize
that their paychecks result from the sale

of inventory. If inventory is “lost,” it must
be paid for out of the company’s profits.
This means that fewer profit dollars are
available to pay employees.

Achieving effective inventory manage-
ment is probably one of the most effective
undertakings to increase your company’s
profitability. But it cannot be accomplished
by just one person or department. It takes
cooperation and commitment from every-
one in sales, purchasing, and the warehouse.
You must implement and maintain the “tri-
angle of cooperation and responsibility.”

Jon Schreibfeder is president of Effective
Inventory Management, Inc. He is a fea-
tured speaker at numerous conventions and
inventory management seminars through-
out North America.
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