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Supply Services
A Self Study Guide for Members and Staff of Agricultural Cooperatives

LESSON SEVEN:  Stock control and leakage

Objective:  To review the importance of stock control and what a 
manager should do to make counting easy.  The question of leakage is 
then discussed followed by a close look at the role of effective and 
secure storage and foolproof systems and procedures in reducing 
leakage.

On the bin-cards you can at any time see the quantity of goods there should be in stock. 
But from time to time it is necessary to count the stock to see if the balance figure on the 
bin-card is the same as the actual stock. There are several reasons why the figures might 
differ and the only way to tell the actual amount in stock is to count the goods.

Stock-taking

Counting the items in stock is called stock-taking.  Every co-operative must do a complete 
stock-taking at least once a year to produce correct accounts and an accurate annual 
report.

A large stock-taking can be a difficult and lengthy job, especially if the number of products 
is large and varied.  It may even be necessary to close the society for a day or more to 
organise the warehouse and call in extra staff for the annual stock-taking. What might be 
the disadvantages of this?

 Members would suffer because they could not buy what they need.

 Staff would come to believe that the warehouse need only be well organised and the 
bin-cards up-to-date, when it is time for the stock-taking.

 It would cost money in lost sales, and extra wages.

Nevertheless, if you want to avoid losses in your warehouse, you must count your stock. 
You need to find a system which is quick and easy and does not interfere with service to
members.

One solution is to count individual items quite often, at random and without notice.  There 
are several advantages to this:

 Counting the stock of only one item does not take all that long.

 Checking can be done when convenient, avoiding times when members need service.

 Frequent checking helps to keep the warehouse in good order all the time.

 Random unscheduled checking minimises dishonesty and inefficiency. Staff will not 
know about the stock-taking in advance and will have no opportunity to conceal any
irregularities.
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Making counting easy

Maintaining a good storage system saves time in stocktaking.  If the staff know that a 
stock-count can be suddenly required, they will try to store goods in such a way that 
counting can be done easily. 

Here are some rules to help you count stock quickly and correctly:

 Store all items so that they can be clearly distinguished from other similar items.

 Store all goods in an orderly manner (in rows and stacks) to avoid duplicate counting 
or omission of items.

 Avoid moving goods in and out of stock during counting.

 Avoid interruptions.

Checking stock – an example

John, the manager of Landa Co-operative, noticed one day that many members were 
buying bags of chicken feed. He realised that the stock must be very low and that he 
probably had to re-order. Since he had the time, he decided to make a stock-check 
straight away.

First, he went to pick up the bin-card for the chicken feed. When the store man saw him, 
he realised what John intended and interrupted him.  "Just a second, I must write in the 
previous sales." He began to fill in the card.

"But this is not how you should do it," John said. "If you don't make immediate entries on 
the card, you might as well forget it. It is useless to have bin-cards if you can't trust the 
figures on them."

Of course, the store man already knew this, since John had trained his staff properly. But 
the store man appealed to John anyway. "You know how it is. We had a real rush here
today and I thought I would do the cards as soon as I had a minute". John understood, but 
still decided to do something about it. He decided to change the sales procedures to make
sure that the cards would be maintained every day.

He went on to the stack of chicken feed bags. According to the bin-card, there should 
have been 16 bags in stock. John counted and found only 14 bags.

What should he do?  First he had to find out why the amount in stock was not the same as 
that recorded on the card.  Then, whatever the reason was, he had to take action to 
prevent it from happening again.
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Why were the figures different? John looked at the 
bin-card again.  Perhaps the error was only on the 
card.

 Were the calculations on the card correct?

 Had all sales, according to the sales notes, been 
entered on the bin-cards?

John ascertained that the card was all right. What 
about other possibilities?  Had anything happened to 
the stock that was not recorded on the card?

 Had any bags been spoiled and taken out of storage without being recorded?

 Had any bags been stolen?

 Had any bags been delivered to farmers without sales documents?

 Had the supplier delivered fewer bags than the number stated on his delivery note 
and recorded on the bin-card?

John talked to the staff. They were sure the supplier had delivered the correct number of 
bags.  John himself, with a store man, had counted the bags.  Both were certain that no
bags had been spoiled or missing. No and knew of any thefts.

Finally, the problem was solved.  John remembered that two bags had been returned to 
the supplier some weeks ago because a store man had discovered that they did not contain
the full weight. Nobody had remembered to note this on the bin-card! Now John 
corrected it.

Leakage

Sometimes goods will disappear from your warehouse without being paid for.  Here are 
some examples of how this might happen:

 The seed in some bags became rotten and had to be thrown out.

 A bag of fertiliser was placed directly on a damp floor. Its contents were spoiled.

 A careless tractor driver ripped two bags of animal feed, spilling the contents on the 
ground.

 The store man sold four bags of fertiliser to a member, but only charged him for three 
bags, by mistake.
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 A delivery of pesticides was not properly inspected. Only 19 tins were delivered, 
although the manager signed and paid for 20 tins.

 A bag of cement was used by the staff to repair the floor in the warehouse.  Nobody 
made note of this use.

 A hoe was stolen.

 A store man was over-generous when selling kerosene. When a customer would ask for 
10 litres, he would fill the can to the top, giving the customer an extra litre free.

These kinds of losses are called "leakage" by business managers.  Nearly every business has 
"holes" through which stock can "leak away" like this.  You must try to find the "holes" in 
your warehouse and close them, because leakage costs money - and it is the members who 
have to pay.  Remember that in lesson 5 we said it was wise to add one percent to the 
mark-up to cover costs of this type.  Of course it is better to reduce the leakage than to 
increase the price.

To reduce leakage, you need:

a. effective and secure physical storage facilities;

b. foolproof and practical systems and procedures.

Storage

How should your warehouse be laid out? What is the safest, most practical way to arrange 
the goods?

Would it be wise to make use of every centimetre, 
packing everything in right up to the ceiling?

Certainly not!  You might save space that way but 
you would subject a lot of stock to spoilage and 
make your work more difficult.

Check your own warehouse layout.  The building 
may well not be perfect, but are you making the 
best possible use of it? Are you following these 
guidelines?

To make control and counting easy:

 keep each commodity in only one place, separate other items.

To allow air circulation, to avoid dampness and vermin, and to be able to detect damage 
to the building or the stock:

 leave space along the walls.

To avoid dampness from the floor:

 store nothing directly on the floor. Use pallets, shelves or plastic sheeting.

To avoid contamination:

 separate smelly or dangerous items from foodstuffs.
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To be able to sell the oldest stock first:

 leave access to every item from as many sides as possible.

To make it easy for staff and customers to handle goods:

 place the goods sold most frequently nearest the door.

To protect against theft:

 arrange the warehouse so that you can see most of the space from the office; keep 
attractive and expensive items near the office; make sure that doors and windows can 
be locked securely.

This plan shows how one co-operative arranged its warehouse.

Now make a plan showing the best arrangement for your warehouse.
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Work systems

A good system of storage will help you maintain control of stock but do not forget the 
second aspect mentioned on page 4: foolproof and practical systems and procedures.  A
proper work system can improve security and reduce leakage.

The most important factor is, of course, attitude. All employees should feel responsible to 
the members and be honestly interested in taking good care of the goods. Delegation of 
responsibility and on-the-job training can foster this.  As a manager, you must do the 
following:

1. To be able to discover any leakage immediately:

 design a simple, practical and safe paperwork system with well-maintained bin-
cards and regular stock-taking.

2. To minimise leakage:

 design safe, practical procedures for the receipt and issue of supplies; make sure 
that the entire staff knows the procedures;

 set up a fixed programme for cleaning and inspecting the warehouse in order to 
discover promptly any damage from damp, vermin, etc.;

 ensure that all staff know how and where every item has to be stocked;

 design a safe system for keeping and accounting for cash;

 lay down fixed procedures for dealing with damaged goods;

 lay down fixed rules for the opening, locking and keeping of keys to the 
warehouse.

Damaged goods

The following system is used in many co-operatives, when damaged goods are discovered:

 The manager is immediately informed of the damage.

 He decides what to do with the damaged goods, bearing in mind that

 as much as possible of the product should be saved; if a bag has been torn, the 
remaining contents should be re-packed, weighed and sold;

 goods that have been damaged but can still be used should be sold at reduced 
price.

 The manager makes a note of the loss in a special book. A committee member 
authorises it with his signature.

 The loss is also noted on the bin-card.
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Warehouse security

It is not enough to have strong locks on warehouse doors.  There must also be rules as to 
who should keep the keys.

There should be no doubt about responsibility. Normally it should be the manager who 
closes the warehouse. If he is off duty, the keys should be handed over to his assistant.

A single duplicate of the key should be kept in a sealed envelope by a committee member 
living near the warehouse. This must be used only in emergency.

Total protection against leakage is impossible. It would simply cost too much to safeguard 
against all possible risks that threaten the goods in stock. But a manager who introduces
effective work procedures and rules will certainly be able to reduce leakage to a 
minimum.

1. How much was the leakage in your society last year? If you do not know, explain how 
you can find out.

2. Make a list of the most common causes of leakage in your supply service. (Compare with 
the examples given in this lesson.)

3. Try to break down the total amount of leakage into the various causes.

4. Suggest what action you should take to reduce leakage in your society.

  


