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York office of Peat, Marwick, Mitchell &
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Planning and training for inventory counts prevents
many problems. With instructions and appraisal, man-
ufacturers can make the process fast and efficient.

USUALLY ONCE A YEAR, near Si-
lence falls over the manufacturing
area. Machines halt, forklift trucks
crawl at a leisurely pace, phones just
about stop ringing, and a small work-
force appears to converse occasion-
ally in hushed tones. Operations
have stopped for a physical inven-
tory.

The task of a physical inventory
can be a picnic or a panic—which it is
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depends upon the effort that went
into the planning process prior to the
plant shutdown.

In many companies, the physical
inventory results in getting the plant
and the inventory records in order.
In others, the plant gets into some-
what more orderly condition, but
long hours of investigation and effort
still await those who must attempt to
reconcile floor counts with the books.
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In either case, a physical inventory is
performed at substantial cost to the
company, but an effective preplan-
ning effort can help minimize the cost
and maximize the benefits of the ef-
fort.

Basic plans can serve for years

Basically, the physical inventory
planning effort consists of document-
ing well thought-out activities that
should occur prior to, during, and
immediately following the physical
inventory. These activities should be
recorded in a set of operating proce-
dures and instructions for manufac-
turing personnel: a manufacturing
department physicel inventory
operating manual. In addition to per-
tinent instructions regarding the ac-
tual counting and accounting aspects
of the work, the manual should con-
tain, but not necessarily be limited

to, the following sections:
Organization
Schedule
Area plan
Make-ready activities
Operations cut-off
instructions
Start-up activities
Performance appraisal
Properly prepared, the manual
can be used year after year with just
those modifications that evolve from
continuing efforts to improve the ac-
curacy of the counts or further reduce
the cost of the effort. Internal and
perhaps external auditors should be
consulted in the early stages.
¢  Organization. An organization
chart is required to prepare the staff
for servicing the functional require-
ments of the inventory program and
to delineate responsibility and levels
of authority and accomplish the or-

derly completion of thie physical
inventory. Chart 1 depicts a man-
ufacturing department inventory or-
ganization. {Another document, not
shown, defines the responsibilities of
each numbered organization compo-
nent.] A personnel list prepared each
vear assigns specific individuals to
each numbered organization compo-
nent. Along with the manual, the
chart and related responsibility
definitions can probably be used year
to year, with revisions and modifica-
tions recorded as they evolve.

¢ Schedule. Experience will usu-
ally indicate that there is a unique
sequence of events appropriate to
taking a physical inventory in a
specific manufacturing company, but
the durations will change, shortening
each time the inventory is taken. A
company can, therefore, develop a
schedule, as shown in Chart 2, which
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2. Physical Inventory Schedule for Manufacturing
hadule Dal
Activity No. & Description Schedule Dependency Dlﬂ.:r‘;:ﬂ'n s;un enn:::
1 Shutdown Receiving & Shlpping o -
2 Transier Obsolete & Scrap Out Of Arsas
3 Run Out Sub Assemblies And Prod. Lines jmm
4 Return Line Stock To Storerooms (——
5 Hang Tickets - - - -
6 Check Material identification o = = - - -
7 Resolve identification Problems LT T T T
8 Precount & Bond O—0)
9 1st Count o - - - -
10 2nd Count = rrrrry.y.]
11 Audit Clearance T T r I Y
13 Build UpSub Assemblies D D SR I S N R S D R
14 Start Full Production v . . e . -
15 Oponﬂocoivlng Room . e e
i

can be used year after year merely by
changing the data regarding elapsed
time and the start and completion
dates each year.

Area plan. An area plan, similar
to that shown in Chart 3, is essential
to the accounting controls of a physi-
cal inventory, as are necessary refer-
ences within the organization chart
and the schedule. A well thought-out
area plan could potentially be used
for many years, changing only if the
facilities or the physical plant layout
is significantly revised. The purpose
of the area plan is to define the major
locations that are to be inventoried.
The objective is to subdivide the
manufacturing facility into areas with
physical boundaries described on the
plan and to assign personnel respon-
sibilities for each of the areas.

Make-ready activities. This vital

section of the manual contains
specific instructions regarding ac-
tivities that should be completed
prior to plant shutdown in prepara-
tion for the physical inventory.
Drawings, photographs, and other il-
lustrative materials or exhibits
should be used to help convey accu-
rately the instructions to manufactur-
ing personnel.

This manua! section should cover
such topics as:
® Disposition of the prior year’s in-
ventory tickets.
® Instructions regarding the han-
dling of refuse and dispesable con-
tainers prior to inventory taking.
® Specific instructions regarding
the determination of marking of tare
weights for containers, hins, and so
on that will contain inventory mate-
rial to be scale counted at inventory
time. If this operation is correctly

performed, it need not be repeated
for all containers in subsequent
years.

e A listing of types of materials that
will not be inventoried. In some in-
stances, the accounting department
may not require counts of expense
items such as glue, lubricants, and
paints. Also, some obsolete materials
that were inventoried on a prior occa-
sion and subsequently placed in a
“secured area may not have to be in-
ventoried in the current year.

e Arrangement of materials to be
inventoried. This include
specific instructions regarding group-
ing materials into physically identi-

would

fiable units or placing them into
specific areas for consolidation.

® Material identification. It is im-
portant to specify standard tags or
methods of identifying all materials,
including partly completed work. A
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3. Area Layout for Plant Inventory
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procedure for validation of identifica-
tion should be developed. In this re-
gard, it traditionally took one com-
pany six to eight months to track
down and correct invalid part num-
bers that appeared on inventory tags.
This was a time-consuming operation
because materials had to be moved
immediately following completion of
the inventory, and a great deal of time
was wasted in trying to locate the
original inventory tags. The problem
was resolved when a specially de-
signed copy of the inventory tag was
immediately forwarded to data pro-
cessing for part number validation
shortly after the tag was attached to
the material. All part number dis-
crepancies were resolved within the
seven working days allotted to taking
the inventory.

¢ Precounting instructions, Mate-
rials which will probably not be used

prior to plant shutdown are prime
candidates for counting before the
scheduled shutdown. Often, this can
be done without any additional cost
to the company. This activity, how-
ever, must be carefully planned and
monitored.

Operations cut-off instructions.
The purpose of this manual section is
to define the detailed cut-off proce-
dures required to make the account-
ing records and physical inventory
count compatible. Here again, the
planning that goes into the prepara-
tion of these instructions will have a
significant impact on the cost of the
inventory effort and the cost of reso-
lution of problems, There is an old

manufacturing adage that says, “If

you don’t have it, you don’t have to
count it!” Operations cut-off instruc-
tions should deal primarily with

means of reducing the levels of in-
ventory in the plant prior to plant
shutdown. Specific examples are:

® Accelerate shipments of finished
goods to customers.

® Reduce levels of finished goods
inventory as much as possible, espe-
cially the slow-moving items.

® Dispose of scrap and obsolete
materials.

® Build up subassemblies and as-
semblies to the levels of completion
reflected in the bills of materials
structure. This will eliminate a prob-
lem of costing products at inter-
mediate and not readily identifiable
levels of completion.

® If appropriate, run all conveyor
lines dry of work in process.

® In general, complete all open
production orders,

® To the extent possible, return
line stock items to storerooms or
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primary storage locations. This re-
duces the number of inventory tags
that will have to be prepared and
simplifies the part number identifica-
tion and validation process.

& Reduce the level of inventory of
raw materials and purchased compo-
nent parts as much as possible, espe-
cially slow-moving stock.

¢ Shut down the receiving opera-
tions for receipt of production mate-
rials as far in advance of the plant
shutdown as possible.

e Ingeneral, force suppliers to hold
materials for immediate delivery
after the physical inventory.

Start-up activities. This section of
the manual should communicate
special procedures that should
commence with completion of the
final counts and should be completed
before the plant is back to full pro-
duction operations. Typically, they
include:
® Moving any unresolved part
identification materials to a specified
area.
® Moving obsolete materials to the
area designated for their storage.
® Starting the receiving operations
and moving new receipts of materials
to their normal in-plant storage loca-
tions.
® Replenishing subassembly and
assembly areas with floor stock.
¢ Building up subassemblies to
support main assembly operations.
® Preparing production orders and

" required documentation for starting

production in all departments when
they return to work.

Performance appraisal. The pur-
poses of this manual section are to
provide a system for appraising the
performance of the physical inven-
tory program and upgrading the pro-
cedures for the new physical inven-
tory. The performance appraisal,

which is rarely done, points up ways
to improve the quality of future in-
ventories and reduce future costs. It
should be conducted as soon as pos-
sible after the completion of the in-
ventory when all the facts are readily
available and the experience is fresh
in the minds of the participants.

A performance appraisal consists
of:
® Defining factors that are to be
evaluated.
® Assigning a value to each per-
formance factor.
® Developing a rating format, a
written chart showing planned and
actual completion of each activity in
the inventory process,
® Assigning responsibility for rat-
ing. -
® Establishing a rating review pro-
cedure.
® Establishing responsibility for
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reporting and reviewing critiques.
® Assigning responsibility for up-
grading procedures as expeditiously
as possible.

The goal: nveniory taking
without shutdowns

One comman overall objective of
management is to eliminate the need
for a plant shutdown and a massive
year-end physical inventory. This ob-
jective can be reached only when it
can be demonstrated that there is
consistently very little difference be-
tween the physical inventory count
quantities and those recorded on the
inventory records. A manufacturing
department physical inventory
operating manual, coupled with
physical inventory performance ap-
praisal procedures, provides the
means to reach this goal. °
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