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Strapped for cash? Look on your shelves.  

More often than not, I see money sitting in 
inventory instead of in the bank, available for 
payroll, repair and maintenance, or imagine: 
staff training. Another miss? Please don’t 
pretend that inventory in and of itself is a 
control system. It’s not. At best, counting 
inventory provides us nothing more than an 
asset count. There’s no control whatsoever in 
taking inventory as a stand-alone endeavor.   

On the other hand, actually managing 
inventory is one of the most potent steps we can take -- with one restaurant or one hundred. In this 
chapter, we’ll see how managing purchases against a budget, rolling inventory actively, and tracking 
yield and waste is a strong key to bottom-line performance. From here, we can also teach team 
members tangible fiscal line-item management. 

In this chapter, my focus is to share with you a quick overview and opportunity in Food Inventory 
Management. Beverage management has strong similarities. And it’s unique enough to deserve its 
own chapter. So, keep reading!

The Short “How To:” Make Food Inventory an 
Actual Control System
Some of us know, some of us don’t: There are six elements of food cost — inventory count is only 
one. There’s also much more to share on each element than I’m exploring at the moment. For the 
moment, here’s a sentence on each, with more to come in future chapters:

1. Theoretical (ideal) food cost (sometimes called plate cost) is first. 

2. There’s the traditional inventory = cost of goods. 

3. There’s menu mix (the blend of all items together being sold and providing a cost of 
ingredients). 

4. Tied to menu mix, many POS systems provide depletion of inventory. Over the years, this 
depletion system provides on average what amounts to a 6-7% variance. 

5. Menu placement: rarely used outside of chains, the act of item placement on the menu, menu 
board or iPad can impact my cost 4-6% a week. 

6. Even more rarely used is what I call daily costing. This real-time, anticipatory costing is accrued 
to the week, to the period, to the year, all against budgets.
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None of these six (6) costing methods is a management system in and of themselves.   

Thus, let’s focus on four actions that will provide you an inventory costing system that gets you 
to within 1% variance on a daily basis. A word of warning: This process is so simple, you may feel 
confused.

Action #1: Set up a food purchasing budget. 
Define your food sales for a given period or month. My choice is to run thirteen (13) equal four (4) 
week periods instead of twelve (12) months that 
are not consistent. You’ll see one reason why in a 
moment. Regardless, what is the sales total? Let’s 
call it $100,000 per period. This equals $1.3M 
annually in food sales.   

With any concept, there’s certainly a need to have 
a defined target food cost percentage (P.C.). Let’s 
call food cost 30%. That’s 30 cents of each sales 
dollar taken in.

$1,300,000 x .30 = $390,000 per annum becomes 
my annual budget for food. One penny more and 
we miss our food cost target. Now let’s get more 
specific:

$390,000 per annum / 13 (4 week periods) 
= $30,000 per period. One penny more and we miss our food cost target. Let’s get even more 
specific:

$30,000 per period / 4 (weeks in each period) = $7,500 per week

$7,500 per week / 7 (days in each week) = $1071.43 daily   

With the guideposts above, whoever’s in charge of food purchasing now has a budget that is no 
different than a checkbook. Go over by a penny, we “bounce a check” and we miss our target.    

By tracking guest counts, average check, overall daily sales, anticipating weather, events, etc., we 
can move the budget up or down on a daily or weekly basis to hit our target.    

Action #1 creates my budget and the start of our system.
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Action #2:  Figure out ideal 
inventory. 
Beware. What I’m about to share, you are likely 
going to disagree with violently. Please don’t 
swear at me too loudly, nor do I want you to 
throw anything at your computer screen.   

Ponder for a moment the money you have sitting 
on your shelves right now. There is an alternative 
and here it is:  

Take your daily purchasing number and multiply it by four (4). That’s four days until your next 
delivery, even if a truck breaks down.   

$1071.43 (my daily purchasing budget) x 4 = $4,285.72 is my ideal ending inventory.

We can do $1.3M in food sales on this inventory.

Pushing back? 
Let’s address some of the pushback I can hear already: What about running out of core products? 
Add a day of use of those products, an extra case or some weight amount that allows you to feel 
safe. You don’t need more.    

Here’s a quick tip for your team: “We never run out of anything, we only sell out.”

Regardless, I purchase only what I need. What about discounts? For those with cash flow challenges, 
this process will solve cash flow issues in a couple weeks. Buy the cases you need and use, not what 
you have to store to get a “discount.” Completely counterintuitive is this: If I buy what I need at full 
price, I still spend less than buying more than I’ll use to get some discount. For those with no cash 
flow issues, still remember that we’re a cash industry, not accrual. So buy what I/we need for this 
period, this week and make/show my profit. Carrying excess only opens the door to potential waste 
or theft.

Action #3: Do daily costing. 
Our food cost in the most literal definition is the dollars I spend each week on the food I sell in that 
same week. If we spend a penny more than our budget cost against sales, my cost for the given day 
or week to date or period to date is over-budget.  

Track purchases against budget daily accrued to the week, accrued to the period, accrued to the 
year, all against budget. In this system, managers are able to track costs daily as data instead of 
guessing. Do be prepared to feel a bit challenged because daily costs will vary widely from 0 to 
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over 100%. The irony is that after a couple weeks, we see daily costs have norms within their wide 
variances. 

Tuesdays may end up being a 0% day. Thursdays may be a 50% day. In each, a spread over or under 
shares management information of note: Either we purchased something we didn’t need, may not 
have purchased enough, or we didn’t pay attention to sales being up or down for a given purchase 
period. Regardless, managers also get the benefit of talking about next purchases and needed sales 
to hit targets. Note that if daily percentages swing wildly depending on deliveries, the week to date 
costs show less flux and period to date is even less.      

We end up with anticipation of outcome instead of reacting after the fact to some missed goal. As 
mentioned earlier, we run this daily costing like we do a checkbook register. 

Action #4: Use inventory as a costing system.
We compare four numbers at the completion of each week and each period:

1. Our ending inventory cost of goods percentage 

2. Our week to date purchases/cost percentage 

3. Our ending inventory in total dollars against our inventory budget 

4. Our week to date purchasing total against our purchasing budget for the week (or period)

When the numbers are compared, the ending inventory has two control mechanisms — inventory is 
either on budget or not. The weekly purchasing budget has either been achieved or not. The dollar 
costs compare and verify on target management.   

The bonus you and I achieve is this: We track the inventory percentage to .1% and now have 
something to compare to. 

That’s right: We can now compare the inventory cost in % to our daily costing % week to date. 

The variance ought not be more than .5% of one percent if we’ve tracked production yield and 
waste. When we’re on target, there can be celebration and verification of learning. If we’re not, two 
actions can occur:

1. We’re over-budget. In this case, use was not what we expected. The inventory overage is 
discounted from our next week’s budget. That is, we’ll carry over the existing inventory and run 
down the inventory against this week’s budget. 

2. If we’re under budget, we pay attention and learn why, how did we miscalculate? Learn and 
apply. 

There’s much more to say about purchasing, receiving, inventory, costing, yield analysis, and waste 
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management as each relates to anticipatory management skills. However, the simple act of creating 
a purchasing budget and tracking it, and doing a daily cost analysis compared to ending inventory 
each week, is a potent tool for both cash management and profitability. 
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