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TARGETING YOUR INVENTORY LEVELS 
 
Weôve just finished the busiest time of the fiscal year for most small businesses ï the 4

th
 

quarter often accounts for well over half of all financial activity which is exciting and risky at 
the same time. 
 
One of the most impactful challenges for business that carry inventory is HOW MUCH IN-
VENTORY SHOULD I CARRY?  
 
I have seen rather remarkable ways business owners have managed their inventory levels; 
everything from ñfill the shelf/bin/rack/display/warehouseò type approach to carrying one dis-
play and one on the shelf strategies.  Neither based on economics or cash flow.   
 
Let me offer a simple yet powerful method for ótargetingô your inventory levels on a regular 
basis.  Please keep in mind that when you look at your inventory, I want you to see $$$$s 
that have been invested to have óstuffô 
that you must: 
 
Ý pay for 
Ý finance 
Ý store 
Ý count 
Ý clean 
Ý protect 
Ý move 
Ý rotate 
Ý insure 
Ý and generally, deal with for as long as 
it sits in your facility. 

 
Inventory represents CASH that you have tied up in STUFF that canôt be used for other 
things (profit/debt reduction/payroll/marketing etc.).  Donôt misunderstand, inventory is vital 
and necessary AND the optimal inventory levels can make or break your profitability.  
 
Here is a straightforward method for targeting the inventory levels you want based on see 
through and actual results: 
 
Here's how it works:  
§ For each department (product line or other collection of inventories), convert the turno-
ver rate into months of supply: 
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REMINDER:  To calculate the number of inventory turns in a year take the Cost of Goods 
Sold (COGS) for the year; divide the COGS by the average inventory   

 
TURNOVER (Turns) = (COGS)/Average Inventory 

 
Example:  4 turns divided into 12 months in a year equals 3 "months of supply of inventory 
@retail" [One Turns Worth] 

§ Add up "one turn's worth" of sales. 
 
Continuing our example; at 4 turns ð  add up your expected sales volume for the up-
coming 3 months:  April + May + June for that department.  

 
That represents the "one turn's worth" of inventory (at retail price) that you need to have on 
hand on March 31st.  (we want to plan and target the inventory level we want for next 3 
months ï this will drive promotions and ordering to achieve the inventory level we are striving 
to have on hand.  
 
§ Repeat for each department. Now you have a targeted inventory level in retail value dol-
lars for March 31st for each department. 

§ Total it up. Compare that target with your inventory on hand (retail price) right now, plus all 

on-orders, minus realistic projected sales. 

And now, the critical test:  
 
§ Are you on track to hit the quarter end inventory target for March 31st? [Make sure 
you repeat this process as part of your planning for each quarter] 

§ Are there some adjustments you need to make?  Like markdowns?  Or canceling or delay-
ing orders?   
This simple 5 step process will enable you to have a much better grasp of where your mon-

ey is ï related to tying it up in inventory; and will allow you to plan with much more con-

fidence throughout the year. 

GETTING BIG PROFIT GAINS THROUGH SMALL IMPROVEMENTS 

I will show a simple example of what an incremental approach to improvement might do for 
your business.  Please keep in mind that these actions are not mutually exclusive, and the 
combining power of implementing more than one improvement is amazing.  

Letôs start with a simple set of goals: 

Increase prices 1% 
Increase volume sold 1% 
Reduce direct costs 1% 
Reduce overhead costs 1% 



 

 

Page 4 

A COUPLE OF IDEAS FOR THE NEW YEAR 
Target Inventory Levels ð Small Improvements Yield BIG Results 

(Cont.) 

Donôt laugh, although these goals seem ridiculously easy, how many businesses have 

implemented even one of them?  What if you focused on doing them all simultaneous-

ly?  Well, here is an example of what just a 1+1-1-1 program of profit improvement 

steps can achieve. 
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This article was prepared by Jerry Petrick, Certified Business Advisor, MBA with the Small Busi-

ness Development Center (SBDC).  Jerry provides no-cost, confidential business advisory ser-

vices by appointment.  He can be reached via email:   jerry.petrick@wsbdc.org 

As you can see in the sample, the results can be much more meaningful than you might im-
agine.  The way the combination of small improvements works is like the concept of com-
pound interest.   

 

No matter your industry or market, the math works the same way.  Try itéyou will become a 
fan! 

 

Go ahead and do the calculations with your own figures for your own business.  This is pow-
erful and easy to implement TODAY! 

 

For planning purposes, just take your most 
recent quarterly financial results and see 
what they would have looked like if you had 
implemented the 1+1-1-1 approach.  What 
would your 1+1-1-1 = ??  
10%/15%/22%/45%??  More? 

 

If you want help looking at your own situation 
email me and we will schedule time to re-
view your own situation and develop some 
projections and a plan. 

 

HAPPY NEW YEAR!! 
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How will I know when my garden soil is 
dry enough for planting?  

It only takes a few days of sunny weather to inspire most gardeners to get out and 
begin working the soil.   In most cases however,  soils throughout our coastal area are 
still too wet to work ----especially when they have a high clay content.  Our persistent 
rainfall this time of year tends to keep soils saturated with water.   Its really best for your 
gardenôs long term health to resist the urge to work the soil when itôs still wet.  Whether 
you are using a tiller or a garden spade, working wet soil can badly compact it, and the 
negative effect can last for years.  

You can easily turn a well drained soil into a poorly drained soil by cultivating or tilling 
the soil when it is wet.   Working in wet soil causes compaction, which occurs when the 
large air spaces or pores between soil particles are collapsed.  Without large pore space, 
water penetration becomes very slow.  In addition, soil tilled too wet usually dries into 
hard clods, making preparation of a good seed bed difficult.  

Sandy soils tend to dry fairly rapidly, allowing you to begin preparing your garden early 
in the season.  Even so, you should not work sandy soils when they are wet.   If your soil 
contains even moderate amounts of clay, it is even more critical to wait for the right 
moisture content before tilling. Clay soils, because they are composed of smaller-sized 
particles, have a greater tendency to compact than sandy soils.  

To determine if your gar-
denôs soil is dry enough to 
work, dig a trowel full of soil 
and squeeze it in your hand. 
Soils that crumbles through 
your fingers when squeezed 
is ready to garden.  Howev-
er, if the soil forms a muddy 
ball, give it a few more days 
to dry and then sample 
again later.   

Once youôve determined that the soil is dry enough to work, be sure to not over till.  Ro-
totilling until the soil is pulverized into a fine dust damages the soil structure.   Till the soil 
just enough to break any surface compaction and incorporate compost. Adding a good 
soil amendment such as compost will help improve soil structure.  If the compost has 
been sitting on the soil surface as a mulch it has actually been insulating the soil form 
warming up. Mixing the compost into the soil will speed up the warming process allow-
ing you to plant earlier.  


