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Companies that both manufacture and distribute products are often faced with a
dilemma: keep their raw materials, work in process (WIP), sub-assemblies, and finished
good in one common inventory? Or segregate the items to be sold from those
consumed in the manufacturing process? In this document we will discuss the benefits
of maintaining separate inventories.
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Internationally recognized best practices (ISO 9@btate that the inventory of finished good
items be maintained separately from raw materiads\&IP. Strictly speaking, the sales
distribution inventory should be kept physicallgleged from the manufacturing inventory.
However, few small- to medium-sized manufacturimg$ find themselves subject to ISO
standards. More likely, practical matters dictatech option a manufacturing company chooses.

If the company manufactures product from one playdaration and distributes it from another,
then without a doubt, manufacturing and sales itoréas should be separated so they can be
kept as close as possible to the activities theyrob

Perhaps less obvious but nevertheless compellitiggissue of costing. In a manufacturing
inventory, changes to the cost of any raw matenaiponent must be propagated up through the
product structure to the highest level assembhefihished good. On the other hand, items
entered into a sales inventory must have a fixatl wbich can never be changed. These two
apparently irreconcilable requirements can eaglydsolved if the manufacturing inventory is
kept separate from the sales inventory. The matwiag inventory is subject to cost roll-ups,

the sales inventory is not.

Maintaining separate inventories requires an easyta transfer finished goods from
manufacturing to sales. As soon as an item is na@turfed, it is transferred to sales. Once this
transfer is accomplished, changes in the costwimaterial components will no longer affect
the sales cost of the item.

If the manufacturing and sales inventories arerotietl by separate software, one way to
transfer material from manufacturing to sales idigpense the material from the manufacturing
inventory and receive it into the sales inventdityis strategy, while not elegant, will work with
the most disparate inventory control systems.

If the manufacturing and sales inventory contrdivgare is fully integrated, transferring material
between the separate inventories gets easiee hemufacturing software can talk to the sales
distribution software, an inventory transfer mayjust a mouse click away.

Despite the obvious benefits of integrated invgntamtrol software, material transfers can’t
happen unless there is a consistent item numbsysigm between manufacturing and sales.
Unfortunately, many manufacturing companies hawenbeen able to get their manufacturing
and sales personnel to agree on a consist numtsaimggne. This problem can be solved if the
manufacturing inventory system carries the corredpm sales item number, or the sales
inventory system carries the corresponding manufeng item number. This way,
manufacturing and sales can keep their own itembeuimg systems and everyone will be

happy.

Sometimes the need to maintain separate inventgrigewed as a drawback. In fact, with the
help of well-designed software, separating manufawg and sales inventories is a great benefit.





