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The Importance of Inventory Control for
Dealerships

Effective inventory control is the foundation of a successful dealership. Whether you manage high-value outdoor
power equipment, serialized parts, or fast-moving handheld tools, maintaining control over what's on your lot is
critical. With precise inventory control, dealerships not only avoid unnecessary costs but also improve cash flow,
customer satisfaction, and overall business performance.

How This Guide Can Help

This guide offers an actionable framework for making inventory
control a competitive advantage, whether you're looking to
implement FIFO, optimize floor-planned inventory, or a software
that can handle it for you. Each section is crafted to provide
practical advice for improving profitability, reducing costs, and
keeping your dealership’s inventory moving efficiently.

Why Inventory Control Matters

Inventory can be a double-edged sword for dealerships. On the
one hand, having the right products in stock is essential for
meeting customer demand and making sales. But holding onto
inventory too long or having excess stock can eat into profits in
ways that aren't always obvious.

Here's how inventory directly affects your dealership’s bottom
line:

- Carrying Costs: Every day that a product sits on your lot, it costs money. Beyond just the initial cost
of purchasing, there are interest payments, insurance, storage, and maintenance.

Interest Payments on Floor-Planned Inventory: Many dealers rely on floor planning—where you
can defer payments on high-value items like tractors or ATVs until they're sold. However, these items
accumulate interest the longer they remain unsold, which can seriously cut into profit margins.

Cash Flow Management: The cash tied up in unsold inventory could be invested elsewhere in the
business. Effective inventory management frees up cash, allowing for investments in marketing,
staffing, or other growth initiatives.




Common Inventory Challenges Faced by Dealerships

Managing inventory can feel like a balancing act, especially with seasonal shifts and rapidly changing market demands.
Without the right systems in place, many dealerships find themselves caught in one (or more) of these common challenges:

« Overstock and Understock Issues: Having too much inventory on hand leads to high carrying
costs and possible obsolescence. On the other hand, too little inventory means lost sales and
dissatisfied customers.

+ Slow-Moving or Aging Inventory: Some items sit on the lot longer than others. When this
happens, they start accumulating interest and storage costs, especially if they're floor-planned. This
can quickly add up.

* Manual Tracking and Errors: Without a dealership management system (DMS), tracking inventory
can be a tedious, error-prone process. Relying on stickers, paperwork, or memory can lead to
mistakes and overlooked stock.

* Demand Forecasting: Many dealerships struggle to anticipate seasonal or product-specific
demand. Getting this wrong can result in either excess inventory or missed opportunities.

In the next section, we'll explore the basics of floor planning—how it works, why it matters, and strategies for keeping
interest payments down. This knowledge will help you leverage floor planning as a powerful tool for inventory control and
cash flow management.nges:




Inventory and Floor Planning Basics

What exactly is floor planning? Simply put, it's a financing option that allows you to stock high-value items (like
tractors or ATVs) without paying upfront. Instead, dealerships get a loan from a lender or manufacturer, which
covers the cost of the equipment until it's sold.

Here’s how it works:

«  When you purchase a piece of inventory, the lender fronts the payment, and you typically have a
period where no interest accrues.

+ After this “grace period,” interest charges start building up.

- Once you sell the item, you pay off the loan (plus any accrued interest) with the sales proceeds.

Why is this helpful? Because it means you can keep a well-stocked inventory without tying up all your capital. You
get to sell before you fully pay—a major advantage in cash flow management.

Managing Inventory Costs with Floor Planning

While floor planning sounds great, it's easy to let interest costs pile up if you don't manage it well. Here’s how to make sure your
floor-planned inventory doesn't start costing you:

Prioritize Older Inventory: Older items can rack up interest quickly. Using a first-in, first-out (FIFO)
approach ensures that the oldest inventory is prioritized for sales, so it's less likely to accumulate
costly interest.

« Automate Inventory Tracking: Dealership Management Software (DMS) can be a lifesaver here.
With DMS, you'll know exactly which items have been sitting on the lot longest so you can push
them to the front line.

Monitor Interest Grace Periods: It's easy to forget when the interest-free period ends, especially
with multiple items in stock. Keep track of these dates closely to avoid any surprises.



Examples of Floor Planning in
Dealerships

Example 1: The Tractor Dealer

During peak season, a dealer stocks three additional tractors to
meet higher demand. They finance these tractors on a 90-day
interest-free plan. Thanks to effective sales tracking and DMS
notifications, they push the oldest unit first and sell all three
before the interest period kicks in. The result? They turn a solid
profit without any additional financing costs.

€% Example 2: Managing Serialized Equipment

An outdoor power equipment dealership relies on floor planning
to maintain a broad selection of serialized items. They use a DMS
to set up alerts, flagging items approaching the end of their grace
period. By tracking their serialized equipment this way, they stay
on top of interest charges and keep their stock fresh.

Example 3: Seasonal Inventory Adjustments

During winter, an equipment dealership adds more snow-related equipment to its floor plan, knowing it will sell quickly.
However, they reduce summer inventory, like lawnmowers, to avoid interest charges during the slower months. This season-
al strategy helps them manage cash flow while ensuring inventory costs don't get out of hand.

From Floor Planning to FIFO

Effective floor planning is just one piece of the
puzzle when it comes to managing dealership
inventory profitably. The next crucial strategy?
Moving inventory in the right order to avoid hidden
costs. By prioritizing older, floor-planned stock
before newer arrivals, dealerships can significantly
reduce carrying costs and prevent profit-eating
interest charges. This is where the First-In, First-Out
(FIFO) approach becomes essential.

In the following section, we'll dive into the
principles of FIFO, why it's so effective for
dealerships, and how automating FIFO through a
dealership management software (DMS) can save
time, reduce errors, and improve inventory flow.




Using FIFO to Avoid Costly Interest
Payments

The First-In, First-Out (FIFO) method helps you move your oldest inventory first, reducing costly interest payments
and improving cash flow. And with the right DMS, FIFO can be automated, so your team never has to guess what
to prioritize. Let’s dig into why FIFO matters and how it works.

Here’s what makes FIFO so effective:

- Minimizes interest payments by moving out older floor-planned inventory.
Reduces storage costs by maintaining a smaller, fresher stock of products.

- Prevents obsolescence so items don't lose value or incur additional costs from sitting unused.

Automating FIFO with a Dealership Management Software (DMS)

Managing FIFO manually is a challenge. With multiple products coming in and out of the lot, it's easy to lose track of older stock,
especially if your team relies on memory or manual tracking. That's where a dealership management software (DMS) can
transform your process.

With the right DMS, FIFO automation becomes a hands-off solution, saving time, reducing errors, and giving your team the
guidance they need to manage inventory strategically.




Benefits of Automating FIFO with a DMS

Eliminates manual tracking: No more guesswork about what’s been on the lot longest. The
software automatically identifies older items for priority sales.

Reduces human error: By removing the need for manual record-keeping or sticky notes, the DMS
ensures that high-priority inventory is always clear.

Alerts sales teams: Some DMS solutions can send alerts, notifying sales teams when older items are
approaching critical interest dates.

Integrates with floor plan tracking: Many DMS platforms provide tools that track floor-planned
items, calculate potential interest costs, and automatically flag items nearing costly thresholds.

Example Workflow:

Receiving Inventory: Each item is entered into the DMS by serial number upon arrival, establishing
a clear record of when it arrived.

Automatic Prioritization: As sales are made, the DMS directs staff to older item:s first, ensuring FIFO
principles are followed.

Interest Alerts: When an item approaches a floor plan interest charge, the DMS flags it, prompting
your team to move it quickly and avoid extra costs.

FIFO is a straightforward but powerful inventory control strategy that protects dealerships from unnecessary
interest costs and improves cash flow. By automating FIFO with a DMS, dealerships can move inventory
efficiently, reduce carrying costs, and improve profitability.



Key Inventory Features to Look for in DMS

When evaluating DMS options, it's important to look for specific inventory features that address the dealership’s unique needs.
Here are some essential features that any effective DMS should include for inventory management:

+ The system automatically updates manufacturer pricelists

* Helps you manage inventory and track stock levels based on the seasons

- Automatically generates purchase orders based on inventory levels and back orders
« Creates product reports to show which products are selling well and which are not
* Integrates with your website for inventory and parts management

+ Allows you to view and transfer inventory between multiple locations easily

Think of these features as the guardrails for your inventory—keeping it organized, reducing manual errors, and
helping you respond to changes in demand.




Best Practices for
Efficient Inventory
Management

This section dives into proven best practices that can help
dealerships optimize their inventory flow, manage high-value
items, and prepare for seasonal demand. With these best
practices in place, inventory management becomes less about
reaction and more about strategy. You'll keep your lot organized,
improve cash flow, and be ready to meet customer demand at
the right time, every time.

Tips for Managing Slow-Moving and High-Value Inventory

Every dealership has products that just won’t budge. Whether it's seasonal equipment, higher-value items, or a slower-moving
line, these products can tie up valuable capital and space. Here's how to turn that inventory into revenue.

1. Identify Slow Movers Early

Regularly check inventory reports to spot products that have been on the lot longer than others. High-value
items, in particular, need careful monitoring since they represent significant investments.

2. Rotate Your Display

Keep slow-moving items visible. If customers aren’t seeing them, they're not considering them. Try:

Moving items to high-traffic areas.
» Featuring them in promotional displays.
« Including them in bundled offers with popular products.

3. Offer Timely Discounts
Sometimes a small price drop can make all the difference. Consider offering discounts on items that have been on

the lot for an extended period. This way, you can clear space for faster-moving inventory and generate more cash
flow.

4. Create a Promotion Plan for High-Value Items

High-value items like tractors and equipment can be harder to sell quickly. Feature them in your marketing
materials, social media posts, and on your website to create demand and urgency around these purchases.




Setting Up Reordering and Demand Forecasting

Staying ahead of demand means knowing what'’s needed before customers walk in the door. With effective reordering and
demand forecasting, you can avoid stockouts and excess stock, keeping inventory levels just right.

1. Leverage Sales Data to Forecast Demand

Historical sales data is a goldmine. Look at patterns across seasons, months, or even weeks to understand peak
demand periods. Use this data to:

Identify top-selling items.
* Plan for seasonal inventory needs.
* Avoid over-ordering slower-moving items.

2. Set Reorder Points for Popular Items

Some products move fast. For these, set reorder points—a predetermined inventory level that triggers an order.
This way, you're less likely to run out of high-demand items.

3. Adjust Orders for Seasonality and Trends

Be proactive. Adjust your inventory for seasonal changes (like the spring rush for lawn equipment) and consider
industry trends. If certain products are gaining popularity, don't wait until it’s too late to stock up.

4, Automate Reordering through a DMS

Many DMS systems allow you to automate reordering for popular items, saving time and reducing human error.
Set it up once, and let the software do the work.

Conducting Regular Audits to Ensure Inventory Accuracy

An inventory audit might sound tedious, but it's one of the best ways to maintain accuracy and catch issues before they
become costly. Here’s how to streamline your audit process and keep inventory in check.

1. Schedule Routine Audits

Aim for quarterly or monthly audits, depending on inventory turnover. By setting a routine schedule, you're more
likely to catch discrepancies early and prevent stockouts or overstocking.




2. Utilize Your DMS for Real-Time Tracking

Dealership management software tracks every item from the moment it arrives to the point it sells. Use this data
to cross-reference during audits, ensuring physical inventory matches your system records.

3. Organize Your Stock for Easier Counting
A well-organized lot or warehouse makes auditing faster and easier. Consider:
* Grouping similar items together.

» Labeling shelves and racks.
. Keeping high-turnover items accessible for quick counts.

4. Document and Address Discrepancies Inmediately

When you spot discrepancies—Ilike missing units or miscounted stock—document them immediately.
Investigate the cause and adjust inventory records as needed to keep your data accurate. Over time, this can also
help you spot patterns in loss or damage, letting you refine your processes.

Putting It All Together

With these strategies, you can keep inventory levels balanced, reduce the risks of overstock or shortages, and respond quickly
to seasonal trends. Ultimately, it's about moving from a cycle of reacting to problems to actively driving success. When
inventory management becomes second nature, your dealership becomes more agile, more profitable, and ready to meet the
demands of an ever-evolving market.
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Dealership management made easy.

IDEAL Computer Systems offers the most comprehensive set of tools for managing dealerships of any size.
By working with dealers for over 30 years, we developed an all-in-one dealership management system that is
intuitive and easy to use. Ideal provides you with everything you need to run your dealership: inventory control,
shop management, sales, CRM, accounting, rental, reports, and more.

Ready to learn more about IDEAL Computer Systems?
Call us at 800-737-1620



