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INTRODUCTION

 

Inventory is the backbone of any business, and a well-managed 

inventory system plays a vital role in business growth. In the retail 

sector, managing inventory is not just about keeping your shelves 

full; it's about knowing exactly what you have, where it is and what 

it’s worth at any moment. This clarity and control come from one 

crucial practice called Stock Audit (or Stock Reconciliation or 

Inventory Audit). It’s not just a routine check-up; it's the key to 

making smarter decisions, avoiding costly mistakes, and driving 

your profits upwards. 

 

This eBook explores why regular stock audits are vital for 

retailers, how they impact your business performance, and how 

to implement them effectively. 

 

 

- Raoshan Kumar 
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Chapter 1 

What is Stock-Audit and why is it 

important? 

 

Stock audit in the garments business refers to a systematic physical 

verification and reconciliation of the stock (inventory) available in stores, 

warehouses, and showrooms with the stock records maintained in the ERP or 

accounting system. It involves counting garments, comparing them with 

recorded quantities, identifying discrepancies, and analysing reasons like 

theft, damage, misplacement, or data entry errors. A stock audit also reveals 

whether your company is adhering to the correct tax and accounting laws, 

and what needs to be reordered or removed. 

 

Why Stock Audit? 

In the fashion retail business, managing your stock properly is critical. With so 

many styles, colours, and sizes, keeping track of inventory can be tricky. 

That’s why regular stock audits are so important; they help you know exactly 

what you have, avoid losses, and run your store smoothly. 

 

1.  Inventory Accuracy 

Fashion stores carry many different products with variations in size, colour, 

and style. Even small mistakes can mean losing sales because you think an 

item is in stock when it’s actually sold out. You waste money by buying items 

you already have. Conducting a stock audit allows you to reconcile the 

physical stock with system records, ensuring there are no errors, missing 

items, or duplicates. Example: Your POS shows 10 red Kurtis in size M, but 

only 5 are found during the audit. Stock audit gives you a chance to correct 

all your mismatched items. 
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2.  Controlling Theft and Loss 

Sometimes stock goes missing because of theft or errors. Regular audits 

reveal missing or stolen items before losses accumulate. Early detection 

allows for corrective actions (CCTV review, staff accountability) and increased 

security. Fashion stores face high risks of theft, especially when it comes to 

small, high-value items such as accessories or branded clothing. A regular 

audit reveals missing stock, allowing quick investigation and action before 

losses pile up. 

 

3. Correct Financial Reports 

Your stock value directly affects your profits, Tax calculations, Bank Limits, 

and Insurance claims. If your stock data is wrong, your financial reports will 

also be wrong.  

Proper stock audits help you meet accounting, and audit standards, avoiding 

legal or compliance issues. 

In fashion retail, stock is equal to money. A well-done stock audit gives you 

control, clarity, and confidence to run your business more profitably. It's not 

merely a task; it's a strategic tool. Stock audits ensure your records are 

accurate 

 

4. Finding Dead Stock 

Clothes or accessories that don’t sell just block your money. Stock audits help 

identify slow-moving or forgotten items. Audits focus on items that haven't 

sold in 3-6 months. You can plan clearance sales, bundle offers, or reuse 

fabric before it loses its resale value. You can run offers, clear them out and 

return them to free up cash and space. 

 

5. Smarter Reordering 

When you know exactly what’s in stock, you avoid buying too much or too 

little. Stock-audits show which items need to be reordered and which don’t. 
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This helps you with better buying decisions. Example: If white shirts are 

selling fast and audits show low physical count, you can restock quickly. 

Reordering these on time increases sales and customer satisfaction rather 

than losing out due to "out of stock" issues. 

 

6. Better Planning for Seasonal Demand 

In fashion retail, timing is everything. Diwali, Eid, Christmas, and wedding 

seasons all require accurate stock forecasting. Stock audits give real-time 

insight into what's available before major sales seasons, help ensure you’re 

stocked correctly, neither understocked nor stuck with unsold festive pieces 

later. 

 

Stock audits are not just about counting products. They help you protect 

profits, plan better, and keep customers happy by ensuring they find what 

they want. For any fashion retailer, regular stock audits are a must for long-

term success. 

 

How Stock Discrepancies Hurt Business 

Problem Impact 

Missing stock Lost sales + customer dissatisfaction 

Overstated stock Wasted money on reorders 

Wrong item counts Confusion at the POS or during sales 

Undetected damage Returns, refunds, and reputation loss 

Stock mismatch with Bank Report Penalties or blocked Credit limits 
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Chapter 2 

Why Stock Audits Work Differently in 

Fashion Retail 

 

Stock audits in fashion retail are not like those in other businesses. That’s 

because fashion inventory is special, it keeps changing, is seasonal, and is 

driven by trends and style. Let’s see why audits in fashion stores need to be 

done differently. 

 

1. Many SKUs, Few Pieces of Each 

Fashion stores have a huge variety of items, different styles, sizes, and 

colours. For example, a single Kurti design in 5 sizes and 3 colours means 15 

separate SKUs. You might have only 2-3 pieces of each SKU. Audits can’t just 

count “Kurtis”; they must count every size and colour. 

This makes counting more complicated than other businesses and increases 

the chances of mistakes. 

 

2. Fast Trends & Short Lifespans 

Fashion trends change quickly, sometimes every month. If you delay your 

audit, you might not catch missing or misplaced trendy items in time, and by 

the time you find them, the season may be over, and they’re harder to sell. 

That’s why fashion stock needs more frequent audits to stay on top. 
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3. Seasonal & Festival Sales 

Fashion sales go up during festivals or seasons like Diwali, the wedding 

season, or winter. If you don’t have the right information about your stock, 

you may overstock the seasonal or festive items, and if it doesn’t sell, you’re 

stuck with them, and if you understock, you lose sales. 

So, audits in fashion retail need to be timed around these key seasons to 

plan buying and clear unsold items. 

 

4. Stock is Everywhere, Not Just in the Store Room 

In fashion stores, items are on mannequins, on display racks, in trial rooms, 

pending at Job workers, at customer trials, and sometimes even moved 

between stores. Staff may forget to update systems when they shift stock. 

So, audits in retail must include floor checks, backroom checks, and displays, 

not just warehouse counts. 

 

5. More Chances of Theft or Damage 

Clothes and accessories are easy to hide or damage. 

Small items like stoles, socks or jewellery can get 

stolen or misplaced. Some clothes may get stained or 

worn after trials. 

Regular stock audits are compulsory to help catch 

these problems early, so losses don’t pile up. 

 

The Fashion inventory is so diverse, fast-moving, seasonal, and spread out, 

stock audits in fashion retail need to be more detailed, more frequent, and 

more carefully managed than in most other businesses. 

  

How Often Should You 

Conduct a Stock Audit? 

Store-Type Frequency 

High-volume 

store 

Monthly 

Medium-sized Quarterly 

Warehouse Quarterly/Yearly 

Showrooms Monthly 

(section-wise) 

Festive seasons Pre-season spot 

audits 
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Chapter 3 

How to do a Stock Audit in Fashion 

Retail 

A Step-by-Step Guide for Garment Stores 

 

1. Plan & Prepare 

 

✓ Inform your staff well in advance when the audit will happen. This 

ensures they’re mentally prepared and can assist properly. 

 

✓ Decide audit date and time. Pick a day when the store is less busy 

(often weekdays) and set fixed audit hours. 

 

✓ Freeze stock movement during the audit. Stop all sales billing, online 

order packing, or new stock receiving. This ensures the count matches 

the system. 

 

✓ Print or download the last stock report from your ERP, and get the 

latest stock report. This becomes your baseline to compare. 

 

2. Organise your audit process 

 

✓ Divide the store into sections, split the store into clear zones like Men’s 

Shirts, Women’s Kurtis, Kids-Wear, Accessories and so on. 
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✓ Assign teams to sections, form small teams (2-3 people) and assign 

them areas. This avoids overlapping and speeds up the process. 

 

✓ Keep tools ready like barcode scanners / mobile stock-taking app or 

manual counting sheets, if doing manually, markers and tags to mark 

counted racks 

 

3. Start the physical count systematically, section by section 

 

✓ Start from one end and move rack by rack. Ensure nothing is skipped. 

 

✓ Use barcode scanners to tally each SKU (style, size, color). If doing it 

manually, note down the SKU codes and quantities. 

 

✓ Mark or tag counted shelves as “COUNTED” to avoid any confusion 

and save your time. 

 

4. Match with the system (ERP) stock 

 

✓ Compare physical count vs. ERP report and look for mismatches, e.g., 

ERP shows 10 pieces, but only 8 are found, or you find 12, but the 

system says 9. 

 

✓ Note down discrepancies. Maintain a variance sheet recording the SKU 

Code, ERP Quantity vs Physical Quantity Difference 
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5. Check for damages or unsellable stock 

 

✓ At the time of counting, keep damaged or 

torn pieces and outdated style items aside. So, 

you can clear it at a discount. Click photos if 

needed for your records.  

 

✓ Check for smudged labels, whether it is 

scanned properly or not, and if so, keep them 

aside for re-tagging. 

 

✓ Check for missing sizes. If the design has a set 

of 4-5 sizes, then identify the cut sizes and 

note down the missing sizes so that it can be 

refilled afterwards. 

 

Once every step as depicted above is complete and 

stock is updated, you can resume the operations, 

restart the Billing Online, and order for further 

dispatch of the new inward stock. 

  

Pro Tips for 

Effective Stock 

Audit 

• Do partial audits monthly, 

e.g., only T-shirts this 

month, only sarees next 

month. 

 

• Do a full audit quarterly 

or at least twice a year. 

This keeps losses in check. 

 

• Use ERP’s mobile stock 

audit feature 

 

• Speeds up scanning and 

direct system update. 
 

• Train staff regularly. They 

should understand why 

accuracy matters 

 

 

 A stock audit tells you 

exactly what’s in your 

shop vs. what’s on paper, 

so you avoid losses, plan 

smarter, and keep 

customers happy with the 

right stock on shelves. 
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Chapter 4 

What to Do After a Stock Audit 

 

After you’ve completed your stock audit, don’t just file the report away. The 

real ROI of auditing comes when you act on what you’ve discovered. Once 

you’ve counted all your stock and collected the data, here’s what you should 

do next: 

 

1. Check for Differences & Find Reasons 

Look for big or repeated shortages in stock. Try to find out why it was? A 

theft, wrongly ordered or misplaced items or a big mistake by your staff. If 

you suspect theft, check your CCTV footage. 

 

2. Fix Your System Data 

Subject to the approvals from management, update your ERP or software 

stock numbers to match the audit. Adjust for any damaged or missing items 

properly, with documents. Make Debit/Credit notes if needed to balance 

accounts. 

 

3. Make a Report 

Prepare a summary report of the audit and discuss it with all stakeholders, so 

that clear transparency can be maintained and firm responsibility can be 

enforced. Point out if some problems keep happening in certain areas. Keep 

a signed hard copy of the audit report for your records and legal 

compliance. 
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4. Discuss and Train Your Ground Staff 

Explain the audit findings to your staff so they know what went wrong, and 

ask their opinion. Give refresher training on correct tagging, billing, and 

handling returns. Assign staff to be responsible for different areas so 

mistakes don’t happen again. 

 

5. Handle Slow-Moving Stock 

Make a list of items that aren’t selling or moving slowly. Decide how to clear 

them, it may be by giving discounts, making bundles, or returning to 

suppliers. Mark them in your ERP as clearance stock. 

 

6. Plan for Next Audit 

Now you have to decide when the next stock audit will be done. Update your 

audit checklist if needed. Record all your audit notes and findings in a log, so 

you can look back next time. 

 

Example: Post-Audit Summary Chart 

Here’s a sample format you can prepare in Excel or your ERP dashboard 

after a stock audit: 

Category SKU Code Product Name System 

Qty 

Physical 

Qty 

Shortage Excess Remarks 

Men's 

Shirts 

MS101 Blue Checks Shirt 12 10 2  Possible pilferage 

Women's 

Kurtis 

WK202 Pink Cotton Kurti 8 10  2 Return not recorded 

Kid’s Wear KW309 Boy's Denim 

Shorts 

5 5   Matched 

Accessories 

 

AC104 Leather Belt 3 1  2 Item found damaged 

 

Add filters to sort by category, variance, or status to easily prioritise action. 

This checklist helps you clean up your stock records, train your team better, 

clear out old stock, and get ready for the next audit, so your business stays 

organised and profitable. 
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🏁 Final Thoughts 

 

In simple words, you can compare a stock audit to a regular health check-up. 

Just like a health check-up tells you about your fitness and any issues, so you 

can take action to stay healthy, a stock audit is a health check-up for your 

inventory. It tells you what’s really in your store, what’s missing, and how to 

manage it better so you spot problems early and all organs of your business, 

sales, reports, and profits stay fit and strong  

 

In fashion retail, every piece counts literally. Stock audits may seem like a 

backend task, but their impact touches your profits, customers, and growth. 

When done regularly and smartly using tools and techniques, they transform 

from a chore into a strategic weapon. 

 

Happy Retailing! 
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