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Planning For Retail 
Success 

Retail is a cyclical process that is best 
viewed on a monthly basis and as part of 
a season. Securing the right merchandise 
and getting it on the shelves consumes four 
of the five parts of the retail cycle. 

Here at Retail Pro International, we know 
inventory is your biggest asset – but 
merchandise in the stock room is tied up 
cash. So how can you avoid overbuying 
and meet demand without tying up cash in 
excess inventory?

Managing the tangled web of various 
retail functions and the performance of all 
parts within the retail process is a major 
challenge for serious retailers, and solid 
merchandise plans plays a significant part 
in accomplishing this task.

This whitepaper seeks to shed light on 
approaches and critical steps for forming a 
reliable merchandise plan.
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5 Benefits Of 
Merchandise 
Planning  
The merchandise plan is the key to 
coordinated purchasing, selling, marketing, 
finance and other supporting operations of 
the retail operation. 

1. Fresh Inventory
When a business is driven by the right 
merchandise plan, there is consistency, 
strategy and more cash generated and 
retained in the business. The  proper flow 
of inventory keeps merchandise new 
and selection fresh and exciting, while 
generating the sales needed to cover 
invoices with minimal or no borrowing. 

Different merchandise classifications 
warrant different strategies for front-
loading incentives, buying off-price during 
the season and bringing the right amount 
of new goods in at each point during the 
season. 

This allows a retailer to pay off lines of 
credit and minimizes costs to obtain funds 
to satisfy invoices. 

2. Sales Plans
Sales plans derived from merchandise 
plans can be used to set reachable yet 
optimistic goals for your sales staff that will 
stretch them to drive sales in merchandise 
classifications with greater growth 
potential. 

Sales increases are likely if a solid 
merchandise planning process is 
implemented effectively across the entire 
operation, which will further motivate 
employees and encourage greater success.

3. Optimizing Sales 
Forecasts
If a sales forecast is not met, a good 
merchandise plan contains many clues as 
to why the plan was not met and where 
to look for a remedy. An analysis of the 
plan can indicate if there was insufficient 
inventory, markdowns, or new goods. 

Further analysis can lead to adjustments 
in marketing, sales training, compensation 
planning, and more. Having a reliable 
benchmark creates the impetus for action.  



4. Cash Flow Plans
Planning your cash is feasible with an 
accurate merchandise plan. An accurate 
sales forecast combined with the right 
purchase plan and markdown forecast lead 
to a cash flow plan for your future. 

When you can predict your cash flow, you 
can manage it more effectively. And when 
you can optimize the cash flow and profit 
from each part of your business, the totals 
can be surprising!

5. Auditing
A good merchandise plan is a useful audit, 
as it typically reflects the financials (income 
statement and balance sheet) and Point 
of Sale reports for the business. The data 
is reflecting the same business - so the 
numbers should match. 

That allows a merchandise planning 
analyst to review expense structure and 
have confidence that the numbers are 
reflective of reality in the business. 

When merchandise plans do not reflect 
the financials, there may be an underlying 
problem and lack of trust that must be 
found and corrected. Such problems can 
range from simple posting and input errors 
to significant theft issues. 

Approaches To 
Merchandise 
Planning

Effective use of a good merchandise plan 
is the first step to growth and the path to 
recognizing and exploiting opportunities, 
so it is critical to have a solid approach to 
planning merchandise. 

To be effective, merchandise planning 
requires both high tech and high touch. 

HIGH TECH

High Tech includes the science, statistics, 
mathematical modeling and trend analysis 
required to get the right insights that lead 
to successful decisions. 

HIGH TOUCH

High Touch includes your sales staff’s retail 
experience, observations and feel for the 
strategy, market and environment that 
drives the business. 

The following are 6 approaches to inventory 
planning seen in retail businesses. The first 
three approaches are (unfortunately) a 
well-known reality to many retailers and 
are riddled with serious pitfalls. 



We will focus on the latter three approaches.

• Guesswork at the market - 100% high 
touch

• Guesswork based on last year sales - 
high touch based on old data

• Spreadsheet where guesses are 
formalized - high touch with some 
form of high tech

• Top-Down - low touch / high tech
• Bottom-up -  high tech / mid touch
• Interactive Planning - high tech / high 

touch

Top-Down Planning 
In the top-down scenario, decisions are 
made at a high level in the organization 
based on manager or stakeholder profit 
desires or needs, or other input unrelated 
to demand. Those desires are translated 
into merchandising goals and targets and 
then forced into the planning process. 

The downside to this approach is that 
planning is driven based on expectations 
which rarely relate to customer trends and 
demand. 

With top-down planning, decisions are 
made at a high level where there is a 
significant distance between the decision 
maker and the customer. 



signal in all that noise, you can accurately 
identify future demand. The best bottom-
up methods use sophisticated statistical 
and mathematical trending and weighting 
algorithms to identify the right signals in all 
of the data. 
  

Interactive Planning
Another critical component of successful 
merchandise planning is to incorporate 
the gut level instincts and observations 
of those hands-on team members dealing 
with the customer and merchandise 
every day. Interaction imparts input from 
management, staff and buyers on varying 
conditions and factors that often affect the 
sales and results. 

Merchandise planning software like Retail 
Pro Planning combines the bottom-up 
technology of statistics and mathematics 
with the interactive approach of listening 
to managers and owners to arrive at a 
philosophy of planning with a balanced 
combination of high tech - high touch.

Common high-tech issues

ABSENCE OF HIGH TECH

Even in our technology-driven age, many 
retailers do not use a merchandise plan.
These retailers go to market and buy what 

Risks of poor buying decisions

If upper management make buying 
decisions apart from data-driven 
knowledge, slight fluctuations in the 
market can cause panic at the store level.  

More often than not, poor buying decisions 
come in the form of overbuying - and panic 
can be seen in the form of markdowns. The 
more excess inventory you have, the higher 
the sales goals must be to turn a profit and 
pay for the goods. When sales goals are 
higher than the demand reality, the sales 
staff becomes frustrated and success is 
inhibited. 

Poor buying decisions can also come in the 
form of under-buying merchandise needed 
in a key classification. With insufficient 
selection or merchandise, you run the risk 
of losing customers to your competitors.

Bottom-Up Planning 
Bottom-up planning is dictated by how 
your customers vote with each and every 
purchase. This analysis is more accurate 
since it measures what your customers 
actually have done and what they can be 
expected to do in the future. 

Every time customers buy an item, they 
are offering a bit of information about 
what they demand. When you can find the 



they like, or buy what they estimate will 
sell based on last year’s sales, sometimes 
even relying on the vendor’s guidance 
in determining how much to buy. Some 
retailers just take a guess.
 
Looking into the future and getting an 
accurate forecast is not a trivial matter, 
especially in retail, where everything is 
changing quickly and often. Some retailers 
have tried using a merchandise plan but 
quickly saw that it was not giving them the 
right insights, so they abandoned the plan. 
That is like a teenager never dating because 
the first date did not go too well. 

But the problem lies with the quality of the 
plan, not with the concept of merchandise 
planning. In many cases, the poor plan is 
due to a poor sales forecast. 

Every customer that pays for an item in 
a particular merchandise classification 
is giving you new data and information. 
Understanding the trends in a retail 
business is critical.

USING WRONG DATA

The past is a window to the future, but 
what elements of the past contain key 
information about the future? Retailers 
often look to the past to benchmark the 
progress they have made. Comparing sales 
and profits to Last Year is a favorite retail 
pastime. 

But how relevant is Last Year to Next Year?  

The reality is that Last Year is a benchmark 
of the past more than an indicator of Next 
Year. Retailers who rely on it for sales 
forecasting take on an immense risk. If you 
planned your next year based on last year’s 
data after a recession hit, you would be 
completely off-base. 

Like a broken clock that is right twice a 
day, the estimate may work some of the 
time. More often than not, planning by Last 
Year ties you to Last Year and you miss the 
opportunity to make Next Year significantly 
better than the last.  

MARGIN OF ERROR

Statistics are designed to apply the proper 
weighting to past data points in order 
to predict the future. Even with the best 
statistics, there is always a surprise factor 
to evaluate. The best predictions always 
contain that degree of error. 

Retailers must work hard to make their 
predictions as accurate as possible. Each 
month your merchandise plans should 
compare the predictions figures with the 
actual sales figures for each merchandise 
classification, to gauge accuracy. 

Great forecasting is an absolute necessity 
when you are striving to achieve effective 
merchandise planning.  



Common players in high touch-
dominant scenarios

Merchandise planning also encompasses 
high touch, gut-level instincts. Good pickers 
can see an item and instinctively know if it 
will sell or not. They will not instinctively 
know how much to buy. That is high tech. 
If retailers rely too much on high touch at 
the expense of high tech, they will leave a 
lot of potential profits on the shelves or in 
the showroom. 

BUYERS 

The role that the buyer plays in the 
successful implementation of the plans 
cannot be ignored. Consistently we find 
that retailers who buy according to the plan 
are much more successful than buyers who 
only use the plan as rough guide or worse, 
those who do not use a merchandise plan 
at all. 

Of course, the best buyers are the ones who 
can find the most interesting merchandise 
to fulfill the open to buy budget. But over-
buying the demand levels with even the 
most interesting merchandise is a prelude 
to high markdowns and cash flow problems. 

Professional merchandise planners are 
schooled in the balance between the high 
tech metrics and the high touch feel. The 
high touch aspect raises awareness and 



how sales are affected. Another example is 
changing strategy to buy less up front and 
hold OTB for purchase in season, often at 
lower prices.  

Environmental Impact

In addition, there are many foreseeable 
elements which can impact your 
merchandise plans month to month based 
on what is happening in the store, outside 
the store and in the market. These are some 
common impacts:

DISRUPTIONS

If the road is to be repaved, store traffic can 
be affected. A key vendor might be going 
out of business, or put you on a credit 
hold, or give you (or a competitor in your 
market) an exclusive line of merchandise – 
all of which will all have an effect on your 
merchandising plan. 

EVENTS AND PROMOTIONS 

Events, trade shows, and city galas all 
affect the merchandise plan differently. 
If you will be heavily marketing an item, 
that classification will be impacted. If you 
market the whole store, that will have a 
different effect than the promotion of a 
single item or classification. 

provides the means to make important 
improvements to the final plan. 

Often a retailer’s in-house planners are 
influenced far too much by the input from 
owners, managers and local staff. An 
impartial third party planning professional 
can impart the objectivity needed to give 
the valuable high touch insights their true 
value in the process.   

TRAINED SALES STAFF

A store cannot optimize sales, market share, 
or profit without a viable, forward-focused 
plan and a trained team to implement the 
plan. Will you be offering a spiff (a monetary 
bonus for selling a specific item) for staff 
selling a particular item or classification? 
Are you planning a sales training program 
at a certain time? If you are replacing a weak 
buyer with a stronger one, that information 
will be important to the planning process. 

Your sales staff’s ability to pick up on what 
customers are getting excited about can 
impact the planner’s focus on finding new 
trends for the store. Sometimes experiments 
in buying new lines or merchandise can 
have an impact on the dynamic nature of 
the store operations and thus the strategy 
that underlies the plan. 

For example, you may try to raise the IMU 
2% for a month in a classification to see 



Getting help with Retail Pro Planning 

Retail Pro Planning helps minimize common 
pitfalls of high tech-dominant or high-
touch dominant approaches by combining 
strong technology expert consultation and 
training services to help retailers learn and 
build a solid merchandise plan. 

Retail Pro Planning is a sales forecasting, 
inventory planning, and open to buy 
software and expert consulting service 
that helps you evaluate your inventory and 
purchasing strategy and see where you can 
make improvements.

The intelligent dashboard is available in the 
cloud and leverages historical sales data 
from your POS, industry trends, and trends 
visible in your stores to forecast future sales 
to help you buy the right inventory, at the 
right time intervals, in the right amounts.

SALES FORECAST 

Retail Pro Planning converges all your data 
to help you build a reliable sales forecast.

• Historical sales data 
• Your trends + industry trends 
• By class - By Month - By Location 
• High level of accuracy

INVENTORY PLAN 

Having a 360° picture of inventory 
performance helps you plan better and act 
immediately.

• Peak inventory at season high 
• Reduce inventory by season end 
• Receive fresh inventory monthly 
• Watch Key Performance Indicators 

OPEN TO BUY 

With total inventory visibility, you can 
be more intentional with your inventory 
purchases and reduce risk.

• How much to purchase 
• When to purchase

Learn more about Retail Pro Planning >

Once you settle on a balanced approach 
that suits your business, it’s time to move 
on to the data.

Retail Pro Planning

Inventory Plan

Open To Buy

Sales Forecast

http://www.retailpro.com/include/eng/Solutions/Retail-Pro-Planning/


Data Analysis 
In Merchandise 
Planning

The better your buying decisions, the better 
your sales, market share and cash flow. 
Making the right decisions depends in great 
part on having the right data and analyzing 
that information correctly. 

Analyzing Current POS 
Data
Your Point of Sale software tracks everything 
that happens in the business. Every time 
your customers pay for an item, they are 
telling you something, and gathering those 
bits of information is the role of the retail 
POS software. 

The POS software must gather the right 
data, summarize it in a meaningful way and 
output it in a format that can be analyzed in 
the merchandise planning process. A good 
process will find any discrepancies, errors, 
bad entries or processing issues so they can 
be identified and corrected. 

The ability of the POS output to be used as 
input for planning software like Retail Pro 
Planning is so important that many retailers 
elect to change their POS software to 

achieve a more effective planning process. 
Retailers leveraging Retail Pro Planning 
software have the immense advantage 
of integrated synergy with Retail Pro POS 
software.

Retail POS software like Retail Pro will 
gather a lot of very helpful data on every 
sale, every customer, every order and every 
markdown. But it’s what you do with that 
data that counts, and gleaning insights in 
all of that data is not easy.

Analyzing Unified Data
Objective professional analysis of all these 
events and data points (sales, markdowns, 
receiving, transfers etc.) gives a much 
clearer picture of the past trends and future 
performance. Statistical analysis of the 
data based on merchandise classification 
allows retailers to base purchases for the 
future while properly weighing the signals 
customers are sending. 

Objective techniques allow the retailer 
to separate the signal and trend from the 
noise and randomness.

How effective is past data?

When trying to plan a purchase, most 
retailers tend to focus too heavily on the 
immediate past, specifically, sales last year. 
Many retailers use the previous year’s sales 



to determine a disproportionate amount of 
future strategy, tactics and conclusions. 

Planning a future purchase based on 
performance that is a year old, even if 
it is adjusted up or down by a certain 
percentage, will often lead to unnecessary 
markdowns and missed opportunities. 
What drove the business last year is not 
necessarily reflective of what is going to 
drive the business in upcoming seasons. 

Trends have a lifecycle, and recognizing 
where the current trend is in the lifecycle 
improves accuracy. Is the merchandise 
classification at the start of the trend, in the 
middle or nearing the end? 

Basing decisions on last year’s numbers 
often results in suboptimal buying 
decisions. Then the task of redeeming a 
store from these misplaced decisions falls 
to the sales staff members. When they are 
not successful, excessive markdowns – 
which erode your profit and cash flow – are 
the fallback.

10 Steps For Building 
A Merchandise Plan

A successful merchandise plan is the 
driving force behind the all of the following 
inventory management components, and 

Merchandise
Planning

Classifications

Classification
structure

Initial markup

Sales forecast

Demand forecast

Target inventory levels

Value of on-hand and
incoming inventory

Open to Buy budget

Revision

Measuring success
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will help guide your purchase decisions: 

• Budgeting
• Buying the right amount of 

merchandise
• Landing merchandise at the right time
• Managing cash flow
• Balancing inventory levels
• Managing merchandise flow to make 

more efficient use of cash 

The importance of an accurate merchandise 
plan right from the start is critical to 
consistently making good decisions that 
lead to success. Here are 10 steps to help 
you build your merchandise plan. 

1. Identify Classifications
The first step in identifying the right amount 
of merchandise to buy in a classification is 
to identify the right classification structure 
and then predict the future demand for that 
classification. 

Retail is very dynamic and success requires 
a retailer to make the right buying decisions 
in the present to satisfy the demand in the 
future. 

While fashions change and lines come and 
go, the classification structure provides 
consistency from one season to the next. 
With that consistency comes the ability to 



identify current trends and forecast their 
demand into the future. That is important 
to making the right decisions to grow the 
business. 

Every season fashions change; vendors 
get hot and cold while demand for each 
item varies. By classifying merchandise or 
grouping the items into consistent demand 
categories, you have the ability to track 
trends over the long term and get insights 
from across the market on where demand 
is going. 

For example, a typical classification in a 
traditional men’s store is suits. Over years 
and through many seasons, suits have been 
anything but static. The suit classification 
has included double-breasted, two-
button, three-button, soft shoulder, 
fashion, basic and even leisure suits if you 
go back far enough. Looking at the suits 
as a classification allows a merchandise 
planner to monitor demand through time 
and forecast the future demand accurately.

It is important to determine what the 
strategy or point of view is going to be for 
business in suits and then to develop a class 
and subclass structure that best reflects 
that strategy. 

The retailer can then develop an assortment 
plan and allocate the budget. Once that 
is established, the retailer is in a position 
to monitor the successes and failures as 
inventory lands and sells. 



More knowledge and insights are a direct 
result of using a merchandise planning 
strategy. 

The ability to track history and forecast 
the demand for suits is possible if the right 
logic, statistics and models are applied. 

Retail Pro Planning predicts the demand for 
suits during each month for the next twelve 
months. Once we know the demand, we are 
able to turn that into expected sales.  

2. Determine Classification 
Structure
Putting the right classification plan 
together takes experience and insights into 
the specific retail segment. The successful 
classification structure will allow retailers 
to grow each classification over the long 
term. 

A few variables we consider in putting 
the right classification structure together 
include:

• Similarity and crossover of demand
• Percentage of revenue contribution
• Contribution of each vendor to sales
• Performance of a similar classification 

in other markets
• Ability of the buyer to utilize the 

information

• How classifications react to one 
another 

The goal is to buy the right amount in that 
classification, which is the “Open-to-Buy.” 
When you plan by item, you never really 
know how much to buy as prices vary and 
different SKUs have different prices among 
many other things.

The right classification structure is the critical 
springboard to successful merchandise 
planning.  Some classifications are growing, 
some are diminishing and some are flat. 
Knowing the direction presents opportunity 
and reduces risk. Using a merchandise plan 
to buy goods keeps you from robbing one 
class to support another. Every class has to 
stand on its own as a separate business. 

3. Determine Initial 
Markup
Each classification behaves differently. 
Key factors, like initial markup (IMU), are 
greater for some classifications than others. 
When retailers use one IMU factor for all 
merchandise, they are often adjusting all 
classifications down to the lowest IMU that 
will sell. 

That is a costly mistake. 

A good merchandise planning process will 
identify the right IMU for each classification. 



There is a concept in economics known as 
the elasticity of demand. In simple terms, 
it asks, “What will happen to volume and 
profit if I add 1% to the price?” 

Finding the peak margin is the key. Some 
classifications are elastic, which means 
that if you raise the price, sales will drop 
heavily and revenue will go down with 
profit. Other classifications are inelastic, so 
raising the price will not affect sales but will 
allow gross margin to climb. 

Only by addressing each classification 
separately in your merchandise plan will 
you be able to optimize your revenue.

4. Develop A Sales 
Forecast
An accurate sales forecast depends on 
at least three factors. These three inputs 
in each classification are the basis for an 
accurate sales forecast. 

TRENDING DATA

Analyzing data in a retail POS and 
management software like Retail Pro is 
important to arriving at the right sales or 
demand forecast for each classification. 
This is what we term High Tech.

MICRO ENVIRONMENT

Input from the store managers is key to 
modifying the forecast for accuracy. Store 
managers are close to the market and know 
what happens in and around the store. 
They know what local events will affect 
sales this week. They know when they are 
implementing a motivational program for 
staff that should boost sales. This is what 
we term High Touch.

MACRO ENVIRONMENT

Factoring in the broader market’s activity 
is crucial to forming an accurate sales 
forecast. Every store caters to a different 
market and each market is shaped by 
numerous variables. Luxury stores serve 
wealthy clients who have the money to 
spend but their confidence to buy might 
reflect stock market performance. 
 
A good merchandise plan depends on a 
classification structure and sales forecast 
that adequately represents the store and 
its relationship to the marketplace. 

If it does not, you will necessarily be 
increasing the cost to your business in 
revenue and cash flow.

“
What would
happen to

volume
and

profit
if I add

1%
to the price

? 



5. Develop A Demand 
Forecast
Your merchandise plan also depends on 
an accurate monthly demand forecast 
that looks forward 6 to 12 months for each 
classification in each location. Once you 
know what the sales are likely to be, you 
can then predict with greater accurately the 
level of merchandise needed in inventory 
to reach those sales forecasts. 

If you purchase too little inventory, you may 
not have adequate selection or supply to 
last the season. If you purchase too much 
inventory, you will give back your profit 
at the end of the season in markdowns to 
get rid of the excess. And shipping unsold 
merchandise back to the vendor is not the 
optimal solution. 

So how much inventory is right?  

6. Develop Target 
Inventory Levels
 
We arrive at the right target inventory level 
through a ratio called the Stock to Sales 
ratio (S/S).  Multiplying the target sales 
by the S/S ratio will provide your target 
inventory level. 

The S/S ratio depends on many factors. 
The key is to keep adjusting the S/S ratio 

Shoulder Seasons
Stock levels in shoulder seasons 
will also impact your S/S ratio.

S/S Ratio Factors
Timing in Season
The “right” amount of inventory 
changes with every month of the 
season. You should carry more 
stock early in the season when 
there is more time to sell it. Your 
overall aim is to minimize excess 
inventory by the last month in 
the season.  

Sales Support
Each classification has a di�er-
ent amount of inventory needed 
to support sales. This is influ-
enced by sizes, styles, tra�ic, 
importance of the classification 
to the profitability of the store, 
lead time for fill in, turn rates 
and much more. Classifications

Delivery, availability, cash flow 
and terms for your classifications 
can all a�ect the correct amount 
of inventory to carry for the 
classification.

Breadth & Depth
Strategy on breadth and depth 
for the classification has a large 
impact on the correct S/S ratio. 
Crossover of seasons when new 
goods are being received while 
old goods are being sold o� 
a�ects the ratio. Some items are 
brought in very early while others 
come in with the flow of the season.

Freshness
The need to keep new and interest-
ing merchandise in stock at all 
times a�ects the correct flow of 
merchandise and thus impacts 
the S/S ratio. 

Inventory Peaks & Valleys
Knowing when to peak inventory, 
and how to target and get out of 
inventory successfully at the end 
of the season and rebuild for the 
upcoming season.



as the conditions change. Each market, 
each classification, each store and each 
month demand a different S/S in building 
your merchandise plan. If you have many 
stores, the S/S ratio for a classification can 
be different depending on location and 
demographics of the store.  

Choosing the right S/S ratio is difficult. 
Choosing an average and sticking to it is a 
costly accommodation. 

When you have too much inventory in one 
classification and too little in others, the 
average inventory may be fine but the store 
will suffer along with your customers. 

7. Determine Value Of 
On-Hand And Incoming 
Inventory
You must also know the value of on-hand 
inventory and the value of incoming 
merchandise you have ordered. Always 
plan in currency and not units to determine 
trends. Planning in currency allows you to 
compare one period to the next and buy 
different items at different price points. 

On-hand inventory

Retail is a continuous and continuously 
developing business, so you should be 

making monthly plans that extend 6 
to 12 months into the future, and your 
merchandise plan must flow from month to 
month. The ending inventory for one month 
becomes the beginning inventory for the 
subsequent month.  On-hand inventory – 
goods carried over from the past month – 
represents incoming goods for this month. 

Incoming inventory

New goods are also incoming inventory for 
the month.  An important consideration is 
the value of goods you expect to receive 
throughout the month according to 
each merchandise classification. The 
classification may contain many sub-
classifications and each sub-classification 
contains many SKUs. Since you plan in 
currency (I.e. USD), you must know the 
total value of all merchandise expected to 
arrive each month.

MARKDOWNS

Managing markdowns does not mean 
eliminating markdowns. Markdowns serve 
many important purposes in a retail store 
when used in moderation. 

The obvious benefit is to manage inventory 
by clearing out broken size runs and getting 
rid of remaining goods at season’s end. 



Items that have not sold in the past 90 days 
have little chance of selling well in the next 
90 days. Even though an item has a chance 
to sell, if it will not sell well, a savvy retailer 
will mark it down and move it out the door. 

The item destined to be a markdown is not 
nearly as valuable as an item that is selling 
well, and a good merchandise plan will 
reflect the true value of the merchandise 
rather than the original value. 

That means that permanent markdowns 
must be taken, recorded and incorporated 
into the plan. 

Markdowns also can drive traffic and act as 
the basis for promotions that allow you to 
mine for new customers. These values far 
outweigh the value of swapping out goods 
with the vendor. 

Unless you are marking down below cost, 
these sales at markdown provide some 
revenue along with additional benefits. 

A retailer should always use the retail price 
of merchandise when planning, so knowing 
and using the reduced (true) value of the 
merchandise for your plan is important. 

8. Form Your Open To Buy 
Budget
Now that you have collected the following 
data, here comes the easy part: forming 
your Open To Buy budget.

YOU KNOW:

• Sales forecast
• Target inventory 
• Value of beginning inventory
• Value of merchandise to be received
• Ending inventory target

NOW BUILD!

The math is simply (all at retail value):

    Value of beginning inventory
  +       Value of merchandise to be received
  -        Sales
  -        Projected markdowns
  -        Value of planned ending inventory
 ___________________________________
  =      Your Open To Buy budget

This budget will be a good start, but there 
is a much more information one needs in 
order to make the right business decisions. 

A more realistic merchandise plan takes 
into account shrinkage, returns to vendor, 
transfers and other inputs and data. 



9. Revise Your Budget For 
Accuracy
A good prediction is based on the best 
information available at the time. John 
Maynard Keynes, a great economist, said, 
“When the facts change, I change my mind.” 
Every retailer should buy into that same 
philosophy. 

Setting a strategy, budget and plan at 
the beginning of the year is great at the 
time, but it may be way off if applied to 
later months. The environment around us 
changes. The economy heats up or cools off; 
the stock market soars or drops; consumer 
confidence changes; an election or event in 
the news has people preoccupied; or even 
road construction outside the store can 
require adjustments. 

Retail is a very dynamic system and a good 
forecast must take into account all of the 
most pertinent and most recent data to 
come up with a reliable forecast. 

Sometimes retailers get frustrated with 
merchandise plans that change from month 
to month. That is understandable, as it 
can feel like you are trying to hit a moving 
target. But retail is a moving target and 
forecasting and growing a classification if 
always preferred to keeping a consistent 
plan.  

10. Measure Success
Merchandise planning is a lot more than just 
sales forecasting but if you start with the 
wrong sales forecast, the rest of the process 
is meaningless. The best way to determine 
if you are using the right planning process is 
to monitor the results. 

• Are you following the plan? If you do 
not follow the advice, the plan cannot 
help you. 

• Are you getting the right advice 
based on the plan output? If you 
have a great plan but draw the wrong 
conclusions, this can lead to the 
wrong actions and you will not get the 
right results. 

• Is the philosophy and strategy applied 
to the merchandise plan one that will 
grow your business? Are accounting 
for the right trends? Is the plan 
aggressive in the right areas to grow 
your business? Is the plan giving not 
only the right Open To Buy budget but 
also the right markdowns, freshness, 
cancellations, assortment plans, and 
sell through? 

• Are you getting the right Key 
Performance Indicators so that you 
can measure the improvements in 
your business? If you cannot measure 
it, you cannot grow it. 



The right merchandise plan means so 
much to a retailer’s success, peace of 
mind, pride, and profit. The wrong plan – 
or a nonexistent plan – can destroy your 
business. Just because a forecast seems 
accurate does not mean it is. Keep looking 
at the metrics and revising the plan as 
needed to get the right mix.

Start Planning

By now I hope you have a much better 
appreciation for the importance of a 
merchandise plan for retail success, and 
how various elements affect the outcome 
and value of your plan. In essence, the keys 
to effective merchandise planning consist 
of:

• Finding the right classification 
structure

• Achieving the right sales forecast in 
each class

• Identifying the proper stock to sales 
level in each class for each month

• Generating the right reports
• Correctly analyzing the information
• Generating and implement a solid 

action plan

All of this must be based on current and 
future market trends at the store level - and 
not last year’s figures. 



• GMROI improvement 25.83% after 
year 1, 83.12% after year 2

• Substantive ROI increase, frequently 
ranging from 5 to 12.9 dollars for 
every dollar spent

Every merchandise plan produced with 
Retail Pro Planning is critiqued from 4 
perspectives to optimize accuracy. 

1. Data analysis. The first step is to run 
a retailer’s data through the Retail Pro 
Planning software to produce models and 
statistical trending methodology. 

2. Review. A professional merchandise 
planner will review the classifications 
and merchandise plan. Input from an 
experienced industry professional is 
important to improve the value of the 
forecast and plan recommendations. 

3. Consultation. The plan is then sent to 
an expert Retail Pro Planning consultant. 
Retail Pro Planning consultants have all 
been trained in reviewing the plans and 
interpreting them to gather the meaningful 
information and recommendations. 

4. Collaboration. Finally, buyers and 
owners at the store are presented with 
the plan. Their feet-on-the-street store 
knowledge, feedback, and input are critical. 

The best tool for buyers to know how 
much to buy, when to land the goods and 
how to move them out during the season 
is an accurate merchandise plan. The best 
motivational tool for managers to keep 
the sales staff on-track is an accurate 
merchandise plan. The best marketing tool 
is an accurate merchandise plan. 

Merchandise planning is not trivial – the 
best retailers would not go to the trouble 
or expense if it was not critical to their 
success. 

Making A Merchandise Plan With 
Retail Pro Planning Services

Hiring a retail consultant who provides a 
professional merchandise plan can add 
both discipline and expertise to the ongoing 
process of evaluating the new environment 
in your retail business every month. 

Retail Pro Planning software also comes 
with a consultative services and training 
component which many retailers find very 
helpful, especially as they first try their 
hand at merchandise planning.

Retailers using Retail Pro Planning have 
experienced significant business results, 
frequently including:

• Sales increase of 18%

• Turn improvement of 16.30% after 
year 1, 68.10% after year 2



About Retail Pro

Retail Pro International (RPI) is a global 
leader in retail management software that is 
recognized world-wide for rich functionality, 
multi-national capabilities, and unparalleled 
flexibility. For 30 years, RPI has innovated retail 
software solutions to help retailers optimize 
business operations and have more time to 
focus on what really matters - cultivating 
customer engagement and capitalizing on 
retail’s trends. Retail Pro is the chosen software 
platform for unified commerce strategy by 
serious retailers everywhere.

+1 800-738-2457
+1 916 605 7200

moreinfo@retailpro.com
www.retailpro.comGet My Free Inventory Analysis

OPTIMIZE YOUR INVENTORY 
with Retail Pro Planning

Get your free inventory analysis with Retail 
Pro Planning today to see:

• Which classes are performing well?
• Where can you increase sales?
• How can you reduce your markdowns?
• How can you generate more cash flow?
• Does your expense structure work for 

your business?

http://www.retailpro.com/include/eng/Solutions/Retail-pro-planning/?FreeInventoryAnalysis=1

