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MANAGING AN INVENTORY-
BASED BUSINESS IS HARD

If you've ever felt overwhelmed by the complexities of inventory
accounting, you’re not alone. Our growing library of resources
helps founders like you turn confusion into clarity. With the right
accounting foundation, your inventory can go from being just a

cost center to a powerful engine for growth.

The Inventory Playbook is your guide to understanding the
essentials of inventory accounting and how to rely on your

greatest asset for smarter decisions and sustainable success.

Whether you’re just starting out or looking to refine your

processes, this guide is here to support your growth.

Good luck and happy number-crunching!

—The BELAY Team

BELAY THE INVENTORY PLAYBOOK



CHAPTERS

The Inventory Workbook 04

Accounting For Inventory 08
and Cogs

Margin Analysis: 13
Kpis + Margins to Analyze

Margin Analysis: 17
Sales Channel Reporting

Inventory Systems 21

Buying Inventory 26

(C;\’:-DBELAY| THE INVENTORY PLAYBOOK 3



THE INVENTORY
WORKBOOK

CO BELAY | THE INVENTORY PLAYBOOK



()
= =
b
)
-]
m
-

THE INVENTORY WORKBOOK >

The complexities of being an inventory-based business begin with just that—the inventory. Thisis why it is imperative
that this type of business understands, logs, manages, and accounts for each step of the raw material-to-finished-
product process in order to intelligently plan for and maximize profit margins. This Inventory Workbook and its
in-depth analysis make us an industry leader in the inventory management space. This is because, through this
process, we understand your entire supply chain and all of the touch points from raw material to finished product.
This is a meticulous, templated process in which BELAY gets to know each new inventory-based client during the
onboarding phase. The Inventory Workbook serves as the main management document for the business’s products
and encompasses items such as vendors, manufacturers, raw materials, costs of goods sold, overall process map, and
more.

Let’s dive into what this Workbook offers, what it logs, and how it will start the process of streamlining business
processes as it serves as the basis for all things inventory.

» The Inventory Evaluation and Supply Chain Discovery Process

To improve upon something, it is best to understand it first. We start with an in-depth discovery of your products and the supply
chain. This is where we can begin to organize and piece together each step and each cost involved in the product’s formation.
Questions are answered here, like which inventory account does an item hit, how much does this packaging cost to source,
and where is it sourced? We will develop an intricate list of bill materials, where all of the raw items are laid out and at hand are
accounted for. Here, the assembly process begins to unfold and be tracked.

We get to know your 3PLs (aka logistics services), co-packers, and understand your sales channels. Do you sell through Amazon
or other online channels? Any dealers and/or distributors at play? Where is all of your inventory physically located and stored?
Is there inventory there right now? How about the terms of any sales or upfront costs? Perhaps there are costs associated with
storing inventory at certain locations. This is a rigorous, in-depth, yet essential process that will begin the layout of the Inventory
Workbook.

Here, some of the basic fees and costs associated with each item will be laid out: raw materials, outflows related to freight, taxes,
duties, co-packing fees, in-house labor on W2 payroll, packaging, labels, and all of the items purchased on their way to becoming
your final, end product.

P The Business Process Lives Here

Once all of the data is pieced together from our discovery, it can start to be organized in the Inventory Workbook. Your accounting
team learns not only your products, but your contacts and stakeholders; manufacturers, vendors, etc. These contacts and their
information live inside their own section of the Workbook in the contact list-all on-premise and off-premise involved-in each
product. Along the way, the costs associated with each step are identified, and the assessment of this process begins. The various
calculations and costs are linked throughout the pages of the Workbook, so that it provides an accurate and dynamic view of
each item as costs change. Don’t worry, if numbers and spreadsheets are not your thing, we have you covered. This data is also
input into a workflow map that shows the entire process visually. This helps the less number-centric business owner picture and
understand how the process flows (more details on that later).
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p The Product List

omeclients will be more challenging than others, depending
on how complex their supply chain is and the number
of finished goods sold. Some pay for a finished good at
one cost, then resell with a markup-a much less complex
scenario.

For most of our inventory-based companies, however, there
are a lot of products at hand and multiple raw materials that
each product stems from. Whether it is one or one hundred,
we have each product listed out for reference alongside its
basic stats. Each product SKU, type, and basic identifying
information, i.e, finished-good unit of measure, location,
and where each sits, and raw material cost(s) are at the
ready.

Cost Of Goods Sold: What Are The
Actual Numbers?

As the complex process is understood and mapped out-
which raw materials turn into what finished good-the
meaning behind the costs associated with each step is
never neglected. This is where the true analysis comes into
play. As each step of the process adds another dollar sign
(or a few), the profit margin decreases in conjunction with
these steps. Until you can pinpoint where items may have
an opportunity to become less costly, or end products that
need a new pricing structure, you aren’t truly on top of your
COGS, aka Cost of Goods Sold. When each step of the way is
mapped outand assigned avalue, itis much easier to identify
areas of improvement and areas currently performing well.
Here is where we can gather the information and do a gross
profit analysis.

Fluctuations or predictions surrounding finished good
unit cost are easy to see once each step, from raw goods to
finished product, is assigned its cost. Since the numbers and
steps are all linked together through the Workbook, it is easy
to adjust pricing along the way to see how it affects the end
product cost.

Picture having the ability to pinpoint the
specific areas where you can concentrate
your efforts to cut costs, ultimately
allowing for a wider profit margin.

BELAY THE INVENTORY PLAYBOOK

» Inventory Value: The True Cost of

What Is Sitting in a Warehouse

The smaller company doesn’t necessarily have multiple
warehouses at the same time, but it is still important to
understand the value of your inventory as it sits or travels at
any given time. It is also valuable to understand the costs
associated with freight-in and freight-out, i.e., when your
product leaves the manufacturer and gets to you, as well as
when it leaves you to go to its next destination. Onceitreaches
its destination, there are more factors involved there as well.
Depending on sales channels, you may forget that those 200
units sitting at Amazon are still an asset. You are most likely
sending out samples of your product, too, which also needs to
be accounted for. This may range from having a few products
hanging around the office to use to items sent out for product
reviews, social media influencers, friends, and/or clients. So
yes, those awesome product samples that we love to get from
our clients, those are included in our Workbook.

At the end of the day, inventory has a value, and it is a major
player in your business’s value overall. Best case scenario,
you don’t have much sitting for too long. Before it becomes a
sale, its value still needs to be understood and reported each
month.

The other caveat is that you will need to have an
understanding of your inventory’s value at a) all life cycles
within the raw material to product phase, and b) an up-to-
date inventory value at the end of the month as part of your
month-end financial reporting. BELAY provides both of these
by keeping track of the items as they sit, sell, and develop
into finished goods. Even when inventory is moved to a new
location before a sale, an additional calculation is applied and
associated with this activity.

Where Your Inventory Sits Affects
Your Taxes

In addition to understanding inventory’s value as it sits (or
moves to sit somewhere else), one of the major benefits of
tracking inventory location is understanding its associated tax
implications. After we locate and log where your inventory is,
we can easily reference this information when it comes time to
file the appropriate state sales taxes. Understanding the cost
of selling from a certain location can also help influence where
you should best focus your efforts. There may be significant
cost changes when selling from one state to another. Since we
have all of this information handy and offer tax services, it is
easily transitioned to our tax filing process, as needed.
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Benefits Clients See Using The Inventory Workbook:

+ Atrue understanding of what it takes to create each product, from raw goods to shipped item.

+ Real-time, accurate visibility over the value of inventory at hand, which is reported monthly, and is easily

accessible anytime.

+ Increased efficiency in the accounting and tax team(s) since all stakeholders, customers, and vendor contacts

are in one place to reference.

p The Workflow Map Makes It All
Make Sense

The numberswilltell us everything, but sometimesit really
helps to visualize what is going on to truly understand
it. BELAY can translate these complexities for the client.
Included in the Workbook is a workflow map that depicts
the entire process of raw material to each finished good.
In one clean view, you will see where you buy from, freight-
in and freight-out points, an overview of all your sales
channels, warehouses, and more. This is the ultimate
resource for the more high-level business thinker. Similar
to diving into the numbers associated with each step,
seeing how things are organized visually will also pinpoint
areas of improvement at a high level.

D> Easier Integration With Modern

Programs

For those who use Cin7 Core, Apparel Magic, Ekos, or similar
inventory management systems, having the Inventory
Workbook in place is still a valuable tool. So why do both?
The assessment of the product life cycle is going to take
place whether or not the client ultimately uses an inventory
management system (IMS). Even if Cin7 Core (or similar) is
not used, the data from the Workbook can be used to manage
inventory more manually via spreadsheets and QuickBooks
Online. When it comes time to implement Cin7 or a similar
IMS, having all of this information laid out in a simple-to-
understand fashion means it will be phenomenally easier to
enter all of the required details into the system.

The Inventory Workbook essential to a brand managing inventory

By diving into all of the intricate details of an inventory-based supply chain and product process, two important benefits are gained:
a complete and detailed understanding of inventory and the cost of goods sold (COGS), and the basic foundation from which to
streamline the process and improve its efficiency, which ultimately translates into cost savings.

Clients will enjoy a true understanding of what it takes to create their products and the updated and accurate value of their inventory
at hand, and reported monthly. By having all stakeholders, customers, vendors, and contacts in one place, the BELAY team will be
able to do their jobs much more efficiently by being empowered with the information. They will know who to call, where to assign
purchases and sales, as well as the terms associated with any purchase or sales agreements.

For the most accurate look into your inventory-based operation, having this dynamic and

helpful Inventory Workbook will be the foundation for scaling your business properly and

truly understanding your cost of goods sold.
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ACCOUNTING FOR INVENTORY AND
THE COST OF GOODS SOLD (COGS)

It’s no secret that inventory is complicated and dynamic for the inventory-based business. It seems simple. Figure out
a cool product to sell, find all the bits and pieces needed to create the product, sell it, and live happily ever after in the
business world. The small business dreamer will start to get bogged down almost immediately when all of the little
pieces that turn into that product need to be tracked and have a cost associated with them. Those finished products
have to sitand wait somewhere until they get sold, get in the hands of people to try and promote them, and sometimes
they get broken, spoiled, or stolen (all with costs associated). So many factors need to be considered when accounting
for inventory. So where do you start, and how should you do it?

Let us help you understand inventory accounting and cost of goods sold.

D Inventory Basics: From Asset to Expense

The easiest way to start understanding how inventory applies to your business, accounting-wise, is to understand where it is in
relation to its production, sale, and after it is sold. You'd be surprised to know that many people think inventory is simply an
expense, because they are purchasing it for resale. It’s an asset. You are buying/creating an asset, so it should be shown on your
balance sheet as such in an inventory asset account. The value of the inventory is in its potential sale. Once it is sold, that is what
changes. Now it turns into an expense as it is applied to a cost of goods sold account.

That is a lot of accountant-ey sounding terminology already, we know. Understanding this is what will ensure you are not only
properly accounting for your inventory from raw material to finished goods, but also understanding the data to analyze and
understand your margins. Assessing these important items means accurately addressing areas to ensure the company is making
the most of its products on both the cost and the revenue side. That’s why it is important to account for these items correctly.

» How To Keep Track Of The Data: Simple to Complex

The best chance at getting to know the true numbers and understanding the ins and outs is to analyze the supply chain and have
a central document that records the process and numbers behind each product-this is where the Inventory Workbook comes in.
It displays the variables in one place, it’s dynamic, and interactive. This allows you to adjust for any changes in cost, revenue, and
production process notes on the micro level to see the effects throughout the product life cycle.

By having all of this data centralized in the Inventory Workbook, it provides you with a foundation from which to decide how
complex you want to get when it comes to inventory accounting. It also provides you with an easy way to access all of the data and
change it as needed. Some may choose to keep it very simple, having one inventory asset account and basic COGS accounts for
labor, freight-in, etc., and some may want to get deeper into the weeds. We have narrowed it down to a few basic areas that can
affect your decision on how intricate your accounting should be.

BELAY THE INVENTORY PLAYBOOK




COMPLEXITY FACTORS TO CONSIDER

How Many Accounts to Have

A good first question to ask yourself in deciding how many
accounts to have is, how detailed do you want to be on your
balance sheet. Would you like one big inventory account or
many accounts? If you are dealing with a ton of variables in
getting the raw materials to become the final product (i.e, a
complex supply chain), it might make sense to keep track of
all of the tiny factors affecting your margins along the way.

One major benefit is that the balance sheet presentation can
look really nice when drilled down, but there can be more
mistakes with more variables at play. You will need to be
more meticulous and exacting to ensure it is not just a pretty
report, but an accurate one. The higher the complexity of
this reporting, the higher-skilled the accounting team
should be.

Sales Channels and Using each of Their Reports

The number of sales channels a product is sold through will
increase your sales report complexity. If you are basing your
sales and COGS reporting on pulling these reports, there are
variables at play from each report to consider. How do you
pull these reports? Are they from your website? Amazon?
Are each channel’s dates in line with how you need to apply
your sales and costs? How accurate is it?

Let’s also consider drop shipping as an example. Are you
sending a PO or an order manually, then waiting for an
invoice/shipping document with tracking info and dates, or
something similar? There will certainly be lag time involved
between the product selling and receiving this information.
This is an example of where (and why) it makes sense to
apply the sale to the shipping date versus the sale date. The
product is technically sold, so you sent a PO to an alternate
warehouse to fulfill, but using the tracking info on the
corresponding invoice helps to keep track of the timing in
line with applying it to your COGS account(s).

Another item you will need to look at for accuracy is the
SKUs. Are they different on Amazon listings than on your
website? That same wholesaler you drop shipped from may
have their own SKU for your products, too. You will need to
comb through these and make sure nothing is missing.

If you are using co-packer or 3PL reports, the same variables
may come into play. Check their dates associated with the
sales and shipping, as well as the SKU number consistency.
The more locations and sales channels involved in the
product’s storage and sales, bring us to another complexity
to consider in accounting.

BELAY THE INVENTORY PLAYBOOK

pro tip: it makes a difference

Timing of Sales vs. Shipping

Another complexity to address is when to account for the sale
of the product. Small deviations in dates could change the
balance sheet drastically. Imagine selling a massive amount
of inventory at the end of the month. Let’s say March 30, but
shipping it out on April 3. The date you consider this inventory
as a “cost of goods sold” could shift your data to not only a
new month, but a new quarter. Setting a standard for making
these adjustments needs to stay consistent, so that your data
is dialed in. The COGS should be in line with the associated
revenue from the sale.

BELAY recognizes the ship date as the date of the sale, for
simplicity’s sake. Based on the ship date, you recognize the
ship date as the date it turns into revenue. On this same date,
we apply the cost of those sales. This is where it gets tricky
again, and that has to do with how you access your sales data
from each sales channel. Merging all of the sales data together
and staying in line with the dates can get complicated.

Warehouse Locations and Freight Cost

You will need to know where all of your inventory sits and how
much of itis in each location at any given time.

Whether you are relying on labor to provide you with this
information on a regular basis (there’s another cost) or a report
to show you (see complexity factor three), knowing how much
inventory is at hand and its location affects things like state
sales tax and storage fees. In addition to the locations, there
is the transit to and from each location. Here is where you will
dive into freight-in and freight-out costs.

To get more detailed in your full margin analysis, you need to
add these to your calculation. Consider all of the costs that are
associated with getting your product to the point of it sitting in
a warehouse, ready to be sold.

To drill down even further into freight costs, you need to
consider a few more things. How did the inventory travel?
By air, truck, train, boat? Were there variables in things, fuel
cost, and these transport costs? These costs can be allocated
to accounts like COGS: Freight-in, COGS: Freight-out, etc. Itis
important to know when these items are in transit as well, to
better understand these variables when they apply.

These items are all things that should be allocated to the
inventory value as landed costs, which encompass all of the
costs associated with getting the product to the final point:
ready to be sold.
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Don’t Forget the Freebies and Damaged Goods Prepaid Inventory

A major part of product companies is samples, testers, What about prepaid inventory? How does that hit your
spoilage, and breakage. Remember, inventory is an asset, books? This is a payment you have made for an asset that
and not all of it gets to the point where it is successfully isn’t here yet. You will need to account for when you receive
sold. This still needs to be accounted for. Every time you it after paying for it. Again, in the Inventory Workbook are all
give out a sample, send a tester for a review or to share, of the arrangements and terms for any of these agreements.

and hand things out at a trade show, you are tapping into
your inventory for the hope of gaining more exposure and
promoting more sales.

Whether you order a certain amount to dedicate to this By having all of this data centralized in
process or log them as they go, these should be accounted

for as a marketing and advertising expense. These ones the Inventory Workbook’ it provides

happen on purpose, but what about the mishaps? Those | . |
need to be accounted for as well. For the food or drink- you with a foundation from which to

focused inventory, spoilage is a major factor. Sometimes decide h l tt t
inventory will get damaged in the warehouse, while being eciae how compiex you want to ge

shipped, or potentially stolen, especially when items are whenitcomes toinventory accounting.
headed overseas.

» Why Be So Meticulous?

It is a good idea to be meticulous when it comes to inventory accounting because it gives you the real picture of your product’s
success—gross profit margin and cost of goods sold. That concept (as we are diving into thoroughly here) also means it requires
a high degree of accuracy on the bookkeeping end to avoid inaccuracies. Running an inventory-based company doesn’t have to
be an accounting nightmare. There are upsides to diving in deep. Having the right team in place to keep up on the intricacies, and
with a great foundational document mapping out your supply chain to draw from, it can be quite simple and hugely beneficial.

Remember when we mentioned that inventory is an asset and it should be on your balance sheet? Thisisa major playerinvaluing
the business for two major things: securing funding and reporting accurate information to investors. When you are aware of the
current value of the business and accurately report your inventory on the balance sheet, this will help paint the correct value
picture. Not only does more finite reporting help to get funding, but it also helps to report to your investment team the true goings-
on of the business and its inventory. Any true investor will rely on a professional, accrual-based method of accounting, where the
inventory will be shown on the balance sheet and the true COGS are accounted for in line with sales. Overstating your margins and
inventory will not help when you need a true picture of the business.

BELAY is a strong leader in the inventory accounting space because we dive into the
details and help automate systems for our clients.

BELAY THE INVENTORY PLAYBOOK




» How To Ease the Inventory Accounting Burden
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Naturally, at this point, you are probably overwhelmed by the complexities we have outlined. That’s OK — the good news is that a
lot of this can be managed and implemented with the right team in place. The more capable an accounting team is when it comes
to inventory, the better. Once a business decides how complex they should get when it comes to accounting for their inventory,
the process is pretty smooth.

BELAY is a leader in the inventory management space because we dive into the details and help automate systems for our clients.
By diving into each business and understanding all elements of its supply chain — its vendors, suppliers, manufacturers, sales
channels, etc, — we can start with a great roadmap (the Inventory Workbook) that dictates how we need to best proceed. It also
gives us a central document from which we can make finite adjustments and better calculate margins.

The goal is not to let the supply chain hold the business back from growth. Without an understanding of the intricacies up front,
it is difficult to predict how to fill orders, when to reorder, and understand where potential raw material cost savings are. Once
a predictable pattern of cost, timing, and product revenue is established, more intelligent decisions can be made for business
growth. This is why it is best to have a strong team handling the accounting side of your inventory-based business. As timely
adjustments are made for sales, noting when the inventory hits the COGS account, patterns are established, and more items can be
automated, making less work in the long run.

P Conclusion and Takeaways

In conclusion, it is up to the type of business in how detailed you can/want to get when it comes to accounting for inventory. With
the right team in place that both understands the supply chain inside and out and stays consistent and timely in their reporting,
a true margin analysis is a lot simpler. With the added complexity comes a need for higher accuracy. This is why it matters how
strong your accounting team is.

Inventory should be initially shown as an asset on the balance sheet, because that’s what it is. The business’s value is easier to
understand and show current or potential investors. Keeping the COGS reported in the same time frame as the associated sales of
the product will also show the true picture of the business. Understanding the factors involved in the product’s life cycle also allows
for better understanding of timing and cost involved, so you can better fulfill orders and make decisions to grow the business,
maximizing your margins.

Why having a strong accounting team matters: '

+ The right team needs to understand your supply chain inside
and out.

+ They must be consistent and timely in their reporting, making
true margin analysis is a lot simpler.

+ With the added complexity of multiple sales channels comes a
need for higher accuracy in reporting and analysis.

BELAY THE INVENTORY PLAYBOOK
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MARGIN ANALYSIS:
KPIS AND MARGINS TO ANALYZE
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While most business owners may not like to get in the weeds, sometimes itisimportant to dig into the details to navigate
forward intelligently. This becomes especially important for the inventory-based business. Margin analysis, in layman’s
terms, is getting into the Profit and Loss (P&L) weeds to better understand the impact the small pieces have on the big
picture — the overall operating profit. The intelligent business owner knows better than to just throw ideas and money
at a concept and hope it sticks. This is a great way to waste resources and time. It takes forecasting and analysis to see
where every decision along the way — from product development to final sale — impacts the bottom line.

Let’s explore the details, helping you grasp how various elements influence a company’s profit and what these

five key lines in your Profit and Loss statement reveal.

p What the Details Give You

So why do we get into the weeds instead of just getting the high-level view? That’s what most executives want anyway, right? Well,
yes and no. It’s super important to establish and understand your key performance indicators (KPIs) and benchmarks starting at
the micro level so you can make small, positive adjustments as needed. This is where you can spot less favorable trends before they
become major disasters.

As far as the executive “high-level” viewpoint being best, we beg to differ. If you are a company with investors involved, they are
going to want to understand where their money is going and how you intend to grow their investment. The best way to forecast
is to have an accurate understanding of your historical data - costs and sales. Being in the weeds helps provide this key data for
forecasting intelligently. When you have the little details in check, the high level is much more accurate, not just a wishful version
of things to get you by for another quarter.

BELAY uses an amazing platform called Fathom, specifically designed to provide
information in a clear, understandable format. It lets you monitor and view Analysis at the micro level allows
KPIs, predict trends, and report on complicated inventory-based companies. It
allows us to better understand the profitability of a company through different
sales channels and see how things will pan out when making adjustments, all
in asimple graph/chart-type dashboard. We also lean on QuickBooks to help us
pull reports and access data to understand and forecast intelligently.

THE FIVE KEY SECTIONS TO CONSIDER IN YOUR ANALYSIS

Picture a funnel. We will start at the top of the lines on your P&L and work our way downward. As each line takes into account
more expenses, it will filter out and condense the big picture into a more finite view of what a company really ends up with after
each sale. It also shows your overall unit economics. At the top are the hefty general numbers: sales revenue. At the bottom is the
overall operating profit — everything after all of the costs and expenses are accounted for. Within each of these lines, we can break
out each by sales channel and customer to further see how each channel affects the profitability along the way. The easiest way to
get a handle on each line is to look at what each line considers as it filters down to the overall operating profit.

you to make small, effective

adjustments as needed to
positively influence trends.
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This is your top-line revenue. This is the number that gets Gross Revenue o °
you excited when your Shopify app pings your phone with

a sale. While it would be awesome to think that this is the

amount of revenue you get to keep, that is not the case.

Buzz Kill Alert: While it’s great you have cash comingin, don’t Net Revenue o
get too excited just yet. We still have a few more layers of

analysis to work through.

Gross Profit °

Net Revenue Toeerfl
Contribution o
The next layer in the overall view of your operating profit is net Margin

revenue. This is your top line minus direct selling items like

discounts or returned products. In accounting lingo, net means

adjustments made to the original. In the online store example,

this is seen when you run a promo and offer a discount code. Overall

All of those sales with the 15% taken off—and the inevitable Operating Profit

returns that happen—will be accounted for here. ¢

Gross Profit

This is the line where your all-important cost of goods sold (COGS) comes into play. In the gross profit line, you will be taking your net
revenue and comparing it against your COGS. This can get complicated on its own, so you will need to ensure you have a good handle on
your COGS to have the most accurate numbers.

Remember that your COGS are all of the expenses related to getting your product ready to sell: raw materials, packaging, freight-in, labor,
etc. This line is where you start to understand your margins. Are your expenses considerably (or not so much) less than what you sell the
product for? And by how much? If things are getting a bit ugly here, it is a big red flag, as far as margins and profitability go.

Contribution Margin

Inthis line, you will see the costs associated with getting the product to the customer from the warehouse. Things like freight-out, credit card
processing fees, warehousing fees, pick-and-pack fees, etc. Here is where you can start to get a feel for whether or not you are overpaying
when it comes to getting the product out. Are you paying too much for pick-and-pack services? How do these costs stack up next to your
COGS? Look at things like labor and the elements required to ready the product for sale.

Overall Operating Profit

Now we are at the base of the lines — the “bottom line” Here is where we add in more sales channel-specific costs and can get a better
understanding of how each sales channel affects this overall line. When you break this out by sales channel, the biggest costs that come into
play tend to be advertising and commissions. Here is where you will see items like platform fees. Remember our website sales example?
Sales-based websites cost money to host those sales, and we apply that fee in this line. Also included here are sales-related costs, like
commissions for your sales team or social media influencers and affiliate programs. Here, you can get a sense of the overall break-even
report by customer as well. You can much better understand the end result of selling through each platform as the last round of costs is
added in.

BELAY’s goal for each client is to get precise data across different channels at
multiple levels. The model of historical sales allows us to make decisions based on
sales channels and profitability-not generic reports pulled from sales websites.

BELAY THE INVENTORY PLAYBOOK




The Ultimate Goal of Margin Analysis

When we get into the weeds of our clients’ sales channels and understand their sales on a micro level, we can properly report
and forecast. Many of the companies that choose to outsource their accounting are in startup mode, which means success can
be massively affected by how their sales and associated revenue is reported, analyzed, and forecasted. They need to use their
investments to the best of their ability to see a positive return to prep them for growth. Without learning and analyzing these
nuances, it’s hard to provide this.

BELAY’s goal for each client is to get precise data across different channels at multiple levels, so the model of historical sales allows
us to make decisions based on sales channels and profitability, not generic reports pulled from sales websites. By leveraging
reporting tools like Fathom, QuickBooks, and noting KPIs and benchmarks, we help our clients move forward with confidence to
make better decisions for the growth and profitability of their companies.
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MARGIN ANALYSIS: THE BENEFITS
OF SALES CHANNEL REPORTING

Once the business owner understands that margins need to be analyzed and KPIs assessed in order to make intelligent
business decisions, it’s time to dive even deeper into each level of reporting. If we were getting into the weeds by
identifying different margin analysis areas, we would be splitting hairs with the sales channel breakouts of each. Again,
a good thing when it comes to compiling accurate historical data to move forward and forecast with confidence. BELAY
is intensely committed to learning every detail of the business to better advise its owner on their performance.

Let’s Check Out a Few Examples
of How Margin Analysis By Sales
Channel Will Work

A key viewpoint when it comes to the overall
operating profitis the sales channel breakout. You’'d

» Amazon/FBA

be surprised at how many nuances are involved in
This is a key sales channel to note. Itisits own animalin that each channel and their effects on the bottom line.
it has many fees associated with it, especially selling fees, Many times, the sales channel-specific reports from
fulfillment, and advertising. Think of the benefit of selling
on Amazon to begin with: exposure to a massive audience.

You are also paying for their fulfillment and storage services.
If inventory is not moving fast enough, you are paying for adegree, you shouldn’t rely solely on these.

your online account dashboard don’t show you
everything involved. While they can be insightful to

this too, either in storage fees or the added advertising to

get them moved. Just the difference between storing these Think of it this way: If all of our data were at a high
less popular items at your HQ (that already has its costs level, a profitable sales channel may make up
associated with it) may mean better margins. Think about for the bleeding of the less profitable one when

the extra fees associated with manually fulfilling sales
items from Amazon as needed, versus a bulk removal from
Amazon’s FBA warehouse to its preferred location. Little
things add up, so track them. one area is pulling the weight of a less successful

reported so vaguely. It could look like you are doing
OK overall, but that’s just because your success in

one. Anyone who has been graded on a bell curve
in school can relate to this. The A students pull the
weight of the slackers. Not cool. Especially where

o o . . your margins are concerned.
Imagine cutting ties with the

profit_sucking sales Channels Imagine Cutting ties with the pl’oflt SUCking sales

and enjoying better margins by channel and enjoying better m.argins by focusing
your sales efforts on the profitable sales outlet.

focusing on the profitable sales
outlet. That’s what the details sales channels that make sense to break out within
cando. each linein your P&L.

That’s what the details can do. There are a few basic
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» eCommerce via Website Sales,

Direct to Consumer

Sometimes companies enjoy their best profitability when
they sell directly to their customers through their website.
Others may do best with a solid dealer network.

These sales websites, like Shopify, WooCommerce, etc.,
have their own fees associated with them. Hosting and
monthly fees or per-sale fees will need to be considered in
your analysis.

Maybe the sales you get by sending customers straight to the
site through targeted ads are worth it, but you don’t know
this until you report and analyze it in detail.

Wholesalers, Distributors & Dealers

If you have dealers and distributors, this is one to also
consider. Sometimes this is the easiest way to sell, because
the bulk of the cost of selling is now handed off to the dealer.
There can be extra costs associated with selling through a
dealer that can go unnoticed or add up in small increments.
Don’t forget the inevitable marketing involved to make sure
your product is worth it to sell by a wholesaler or dealer.
Things like brochures, posters, or display items that dealers
will want are a cost that’s on you. There is also the inherent
brand value your company needs to maintain on your end to
be a wanted product.

Third-Party Sellers & Drop Shipping
Portals

Here, you may get more exposure by using multiple hosts
for your goods through other sales sites, but the “juice may
not be worth the squeeze” at the end of the drop shipping
line. Many hosting fees can be associated with just getting
your product on these sites. Not only are you paying the
drop shipper, but the host of these multiple drop shipment
platforms. An example may be Inventory Source, Printful,
or similar. Other drop shipping arrangements, like a dealer
that wants to offer your product without the upfront cost of
buying at wholesale prices, can put a strain on manpower,
which turns into a cost in labor and admin time. Delays in
shipping, disconnects in stock levels, and updating records
for these dealers may make it not worth it to continue. In
a perfect world, these all integrate with your online stock
records through your website, but a lot of these mom-and-
pop operations rely on manual stock updates. You will see
this once you break out your sales channels and customers.

BELAY THE INVENTORY PLAYBOOK

P Events & Trade Shows

If you attend trade shows or host sales at industry-specific
events, this is a big one. The flurry of sales with the added
traffic can easily distract you from the cost side of these.
Items involved, like labor to man the booth, processing fees,
shipping your setup (and the initial purchase of said setup),
samples handed out, hotel, drinks, and booth rental, need to
add up favorably in the end. If you’re not coming out with a
small profit or breaking even, is the advertising (aka exposure)
costworthitinthe longrun? Drilling down further, by breaking
these events out by customer, you will see which trade shows
tend to make more sense, and which ones add more expense
and hassle.

Food-Service providers & Restaurants

Let’s not forget the epitome of the complex inventory-based
business, the food entrepreneur. In this case, you may be
selling directly to restaurants or food service providers.
Addressing these channels is very important. Having your
product in big-name restaurants or on that trendy food truck
may be worth it for the exposure (A.K.A. advertising), but not
super profitable. Either way, it is an important breakout. You
may even be able to see which locations are doing better or
worse with your products, the more you dive into the details.

Shown By Customer Within Each
Sales Channel

Within each sales channel, you can break it out further into
customers. Maybe there are some heavy hitters that should
be nurtured more within these sales channels to improve
profitability. It is well known that you can get a major return
on your advertising investment when investing back into
your top and repeat customers. Whether this is a select list
of actual individuals who always buy the latest release of
your product, big spenders, or a category of store, etc., this is
a seriously important breakdown when it comes to focused
advertising and sales.

Retailers

Similar to the wholesaler or dealer, it seems easier because
they buy, and you’ve made a sale. Many times, your product
can come back to you. Returns, broken items, etc., may
become a cost associated with these retailers. Keep in mind
that even if you get re-sellable items back, the packaging
could be damaged or worn from sitting somewhere and being
handled in a not-so-ideal way.
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Example:

Envision creating an exclusive list of your most valuable customers-let’s call it the
“VIP List”’-consisting of those who have spent $500 or more at your online store.

If these customers have shown loyalty, imagine the impact a special marketing
campaign or a thoughtful thank-you gesture aimed at engaging them could have
on boosting your sales. This serves as a perfect example of how advertising costs,
discounts, or freebies can effectively pay for themselves.

You can uncover these valuable insights by analyzing each spending or sales
category and reporting them accurately. For instance, offering a free hat to
each customer on your VIP list might yield a greater return on investment than
distributing them randomly at trade shows. Only precise reporting will provide
the answers.

Why having a strong accounting team matters:

By now, you get it. Not only do you need accurate reporting on the micro level in your business, but you also need to analyze the
details. As you can see by some of these breakout examples, there are a ton of areas that may offer some serious profitability
insight, just by looking at them. When you, as the brains behind the brand concept of your company, can focus on nurturing the
areas that show good margins and the potential for success, you can strategically grow your business. It’s a lot harder for the big
thinker to get into these weeds initially, so that’s why it makes sense to outsource your accounting and let BELAY gather and show
you the stats so that you can move ahead with your big ideas in the right areas.
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INVENTORY SYSTEMS )

You’re a product-based company and have worked tirelessly to apply proper inventory accounting methods. You’ve got

a good handle on your margins and the steps and costs associated with each part of your product lifecycle. However,

things may still be quite complex, and maintaining records is a struggle. Now is the time to apply an inventory system

to help manage, track, and display current inventory status in a less cumbersome way than your tried-and-true

spreadsheet.

What is an Inventory System?

By definition, an inventory system is a standalone, ERP (Enterprise Resource Planning) system that focuses on the

inventory lifecycle. Some key items these programs manage and display are:

<
+
+
<

+

The purchase of the products through the receipt of those products.
The assembly of the products from raw materials to finished goods.
The sale of the products: from sales order to a pick-pack-ship center, to an invoice sent to the customer.

Inventory control: showing what the total count of inventory is on hand, amongst all your resources from
an inventory evaluation process.

product reporting and managing the re-ordering and purchasing of those products.

In short, this system/program is focused on your inventory and cost of goods sold accounting. That’s what the
system does for your business.
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» When Should You Consider Using an Inventory System?
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If you are still teetering toward the side of maintaining your trusty manual spreadsheet, but are intrigued by the professionalism
of an “official” system, let us share a few areas that mean you need a system in place. Chances are, you’ve reached the complexity
level that requires an inventory management system (IMS) when:

There’s added Complexity in the Inventory or the
Process in General:

If you’re involved in manufacturing, have raw materials
and/or employ labor to create finished goods to sell, you’re
officially at the complex level of inventory management.
Having an inventory management system in place will
provide you with a greater understanding of the various
inputs involved in every step of the way.

Additional Supportis Often Required Functionally:

For help with ordering and being able to stay ahead of
business needs, an inventory system will clearly show you
where you stand on counts and status. This beats manually
going through your data to figure out if it makes sense to
reorder now, later, or whether or not you are equipped to
fulfill a large order.

more than one Fulfillment Location is involved:

Forthe company that pullsinventory and sells from multiple
locations, an inventory system will help you out a lot. If you
have multiple 3PLs (third-party logistics) at play, having
more accurate tracking of the costs behind each location in
one spot isimportant.

More Efficiencies in Processes and Automations
are Needed:

Like the other systems we recommend and use, these are
cloud-based, integrate nicely with other systems like your
eComm website, and sync with accounting and fulfillment
systems to pull data through each seamlessly. For the
business hosted by Shopify, shipping through ShipStation,
and accounting with QuickBooks, you're all set! You'll see
sales orders, understand shipments, and more — all in one
spot and without entering the same data twice. Al features
and OCR/text scanning make the accounting and demand
planning side easier, too.
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You’re Not Clear on Your COGS, or they need to be
More Precise:

For companies with more complexities in areas like landed
costs (freight-in costs, labor, etc.), it is best to err on the precise
side when it comes to costs of goods sold. From a margins or
general assessment standpoint, you may need to dig into the
weeds a bit more. These systems are great at providing a more
precise view of your COGS.

You Require a Higher Level of Reporting:

Sometimes the classic report from your spreadsheets or
QuickBooks just doesn’t cut it. You will need something
more precise to pull from, especially when you need an
understanding of your inventory velocity, the amount of turns
on a week-over-week basis. Having better reporting means
better decision-making.

Multiple Members on your team are Involved In
Different Functions of The Inventory Process:

An inventory management system will allow better visibility
over all of these functions. From purchasing to selling, and
seeing the segregation of duties within each.

Remember: No one gets an award for
managing the most detailed, manually
input spreadsheet to track their inventory.
Keep it as simple as possible.

If you don’t have proper control of your inventory — where it is, how
much is on hand, and how much you need — you’re not running your
business very effectively. This means lackluster reporting and likely

grumpy investors when their investment isn’t tracked properly.




» Which System Should You Use?
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Once you’ve run through our checklist of items suggesting it is time to implement a formal system, which one should you choose?
We recommend Cin7 Core. lIts basic subscription is a couple of hundred dollars a month and includes five users. For that cost,
it is very much worth it when it comes to the features it provides and the benefits to your business. In a nutshell, Cin7 does the
following:

Supports the delineation and segmentation of complex inventory details.
Shows inventory assemblies.

Narrows down and shows the intricacies of your COGS.

Adds in finite COGS aspects, like landed costs.

Shows controlling locations.

+ + + + o+ 0+

Shows you what is on hand, and at which location.
As we mentioned earlier, Cin7 and most modern inventory management systems are cloud-based and integrate well with EDI

partners, CRM databases, etc. If you are using this system correctly and leveraging its data and Al features, you can go from zero
dollars to millions in revenue. Itis flexible and functional for all sizes of businesses, to say the least.

» Who Manages The Inventory System?

Once you’ve run through our checklist of items
suggesting it is time to implement a formal

So you're officially on board and you’ve signed up. Now what?
Automation is inevitable with the efficiency of the system,
but it won’t run itself. Now it is time to get your operations system, which one should you choose?
in order. The system is only as good as its initial setup and
data entry. This is where you will need to put an operations
point of contact on the case. You will need to know what level
of support is involved for your business. Some businesses
may benefit from operations consultants like Siddhi Shot, Black Ink Ops, or Rodeo CPG. Others may do well with their own team
members who can handle the data entry. This will depend (again) on the size and complexity of your business.

The person in charge of this important task will need to have a handle on managing purchases, the various steps in fulfillment,
and have an understanding of what goes on in each warehouse. Inventory counts will need to be updated in real time in order for
your business to benefit from pulling these reports. You will also need to have the initial data to enter in the first steps of setup. All
aspects of your COGS need to be included for the foundation to be accurate and strong.

Ifabigoperations consulting firm or anin-house option doesn’t feel quite right, BELAY sets up each client for successin ourinventory
accounting management processes. Remember the all-important Inventory Workbook? This is the key to a simple transition from
intricate spreadsheet to complex (and wildly beneficial) inventory management system setup. We are able to not only help with
the initial setup, but can maintain and manage the system as it is integrated into the business operations. We also translate and
pull reports to help with major decision-making. Pretty cool, huh? Since we have great relationships with many of these operations
consultants and integrate into our client businesses well, a marriage of the three works great, too. BELAY, your operations team,
and a consultant, all working together to keep your inventory running at maximum efficiency.

In short, when the complexities of your inventory-based business get to the point where
you are doing too much manual work, it is best to deploy aninventory management system.
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» In Conclusion

When the complexities of your inventory-based business get
to the point where you are doing too much manual work, it is
best to employ an inventory management system. This will
help you better understand and account for your COGS and
automate many time-consuming tasks. Using a system like
Cin7 that integrates seamlessly with eCommerce websites,
other fulfillment channels, and accounting software will
provide more accurate reports, from which you can make
more informed decisions. When it comes time to implement
the system, BELAY’s team will help set you up for success by
providing the correct data to enter and the ongoing support to
maintain the system with real-time information.
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BUYING INVENTORY>

Buying inventory seems like it should be a no-brainer for the business that offers a product to sell as its main source of

revenue. You offer a product, consumers buy it, you restock, and the cycle goes on. Seems like a simple concept until

you are juggling having enough cash to buy inventory to sell, launch a new product, and maintain the business at the

same time. Like most parts of running and growing a successful business, it takes planning. Buying inventory can be

narrowed down to proactively understanding and maintaining five areas. To best navigate the inevitable complexities

of purchasing inventory, let’s review the aspects of each.

Reorder Point and Safety Stock

You never want to be in a position where you tell an eager
customer or wholesaler “no” when they come to you excited
to buy your product. This is one of the biggest business
buzzkills out there. Just let word get out that you don’t
actually know if or when your product will be back in stock
and see what that does for growth. Actually, don’t—we don’t
want your business to die a slow death. Do this instead:
have safety stock. This is where knowing your reorder point
and having safety stock in place means a ton for business
success. Even if you are waiting on a new product to come
in, at least having items on hand to fulfill orders or sell
alternatives will go a lot further for you than saying, “Sorry,
we don’t have that.”

Best-case scenario, your reorder point is when your stock
levels meet the minimum amounts before reordering is
necessary. This is also when those stock quantities will
match the time it takes to get new stock in. As any business
owner knows, this is not a 100% reliable fixed time frame,
so you will likely need some built-in buffers as well. You
will also need to understand the quantity typically needed
to reorder. This is probably a no-brainer, but still a factor
to plan for, manage, and consider in accordance with your
other factors at play (read on for these).

Lead Time: From P.O. to Receipt

The simplest way to define lead time is the time it takes from
purchase order to delivery. You know your suppliers and
manufacturers well, so there may be some considerations
across all of them. Maybe the artsy, but really skilled supplier
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that creates your really high-demand product needs a few
more weeks built in to compensate for their lack of discipline
in getting your order finished (they just needed that one
extra day in Santa Fe, NM for inspiration). Or your overseas
supplier may inevitably be one to build in extra days for
shipments clearing customs.

Hopefully, you have at least one source that you can lean on
for accurate updates and delivery times. Either way, having
ordered before, there should be a general understanding
of the timing of each. With that knowledge, you can plan
accordingly.

Quantity to Reorder

So how much do you really need to properly restock,
anyway? There should be a minimum order in place in your
calculations that meets your typical sales requirements.
Knowing the cost of this typical order quantity will help
greatly in your planning. This is considered one of your
more fixed variables. If you have your go-to suppliers or
manufacturers on board with this number, it will also help
in their planning, too, as they will be able to plan for and
manage your reorders (and the associated money headed
their way) more efficiently in the future.

You never want to be in a position where
you tell an eager customer or wholesaler
“no” when they come to you excited to buy

your product
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» Velocity of Movement

This is the speed at which your products sell. Considering
the other variables at play, this is probably the most direct
variable as it pertains to buying inventory. Whether you
gauge this as a month-over-month or week-over-week
figure, you will need it to understand how quickly you
should reorder, and which products move best. It will also
give you a good idea of how your cash flow will look. Best-
case scenario, you are increasing your velocity. This is also
something to consider as you manage the timing of your
ordering process.

You can look at this figure as an overall view, which averages
over a number of factors - by SKU and by sales channel, but
don’t forget to drill down into these items too. This will also
dictate some marketing strategies to move slower-moving
products. Again, with the goal to increase velocity over all
SKUs and sales channels, and to obtain those numbers for
cash flow and reorder amounts.

How Automation and Systems Help

In the back of your head, you are probably relating this to
your business and realizing how much labor is involved in
manually recording and studying these factors. Then you
need to find the time to implement reordering within the
time frames to maintain your safety stock and navigate
the order process without running out. Can you see how
managing a manually inputted spreadsheet would become
very overwhelming, very quickly, for the business managing
multiple SKUs over various sales channels? This is where we
dive backinto those helpful inventory management systems
mentioned earlier.

Having a regimented methodology applied to your
inventory review will automate many of these mini-research
tasks. You can pull easy-to-understand reports to show you
the many factors influencing your orders. Imagine being
able to see the actual lead times you had when you last
ordered from each supplier. You can also view your velocity
by SKU and sales channel in various date ranges. Systems
like Cin7 Inventory will automatically compile these reports
foryou. It will create smart order reports and give you some
serious insight into each channel. With integrated A.l. tech
like ForesightAl, your demand planning and reorder metrics
are easily calculated based on your individual historical
performance, taking this data a step further, faster.

So, how is that spreadsheet working for you?
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» Don’t Forget Cash Flow

The last, most pivotal factor that dictates how easily all of
these other pieces can be managed s cash flow. Ifall of these
factors seem complicated to you just reading through them,
try doing this without the large amounts of cash on hand
to make it all happen. There are a few key things that will
help your understanding of cash flow, and having accurate
reporting (and a reliable, quality reporting function) will
help you predict cycles of sales and timing of purchases and
sales.

BELAY manages all of these factors, but most importantly,
the cash flow. We provide the following cash-related
support services to better grasp your cash cycles and needs:

+ Weekly cash flow snapshots, so the business owner
can see exactly what they are working with. Since we
understand the ins and outs of your inventory, we also
earmark cash for these much-needed purchases, so
you are not deciding between paying bills and paying
suppliers for more products.

+ Direct cash flow reporting, so the business has a clear
understanding of the true inflows and outflows and
patterns over time.

+ Finance and Advisory support to build and maintain
a budget and/or forecast when long-term planning is

needed.

There are a few alternatives to just having a ton of cash
hanging around. You need to maintain good relationships
with your suppliers. After all, they are a key element in your
revenue stream. If you can negotiate really good terms
that allow you to get orders started without a massive
upfront cost, you can be in a much better spot, cash flow-
wise. Be clear (and reliable) about payment expectations,
though. No one wants to have unsold inventory sitting in
their warehouse waiting for your “get out of jail” payment to
actually receive it.

There are some alternative funding mechanisms if the
supplier terms aren’t doable. Things like debt financing,
cash flow loans, etc., can work for you in a pinch. Depending
on the position of your business, the interest rates can be
high, and the repayment terms can be overwhelming if you
are not going to make enough money to pay back the loan
easily with your expected sales revenue. The key to making
these decisions is in accurate reporting and forecasting—
planning ahead.
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» Inventory Management Success Means:

Up-to-date books that provide current and accurate data, from which you can make decisions from.

systems in place that help you manage your forward progress without hours upon hours of manual entry.

The right accounting team in place, so you can be free to manage your next move, maintain positive supplier

relationships, and grow your business with confidence and profitability.

BELAY

Fit It Into The Business For The Best Results

Inventory management is complicated, which is why you need to make it part of your
daily operationsin order to be successful. It’s OK (and in your best interest) to get help if
it’s not your thing. A strong accounting team managing your books is what helps get you
on the path to success. At the heart of business success is having proper bookkeeping
methods that provide current data, so you have accurate reporting from which to make
decisions. That, coupled with the right systems and efficiencies in place, you can be free
to manage your next move, maintain positive supplier relationships, and grow your
business with confidence.

THE INVENTORY PLAYBOOK
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We'll discuss your business model, current systems, and inventory
challenges. You’ll learn how we can support accurate COGS tracking,

reconciliation, and reporting—so you can decide if we’re the right fit.

ELITE SUPPORT FOR LEADERS WHO REFUSE BUSYWORK



https://belaysolutions.com/get-started/?=undefined

