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How Cost and
Service Goals Drive
Inventory Strategy

ogistics managers explain
ow they mold inventory strategies
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ver the past decade,
‘ just-in-time strate-

gies have squeezed

labor and costs out of

the supply chain by

moving inventory to
production lines exactly as
needed. This strategy creates a
more efficient but delicate supply
chain web,” says Ron Schaefer,
public sector logistics business di-
rector for Transentric LLC, a
provider of supply chain and con-
nectivity solutions.

Today, these streamlined sup-
ply networks face new challenges.
Schaefer claims the grave events
of 9/11 put this nimble manage-
ment system to the ultimatetest. In
spite of interruptions, managers
still must get the product from ori-
gin to end consumer. “Y et they
cannot afford to return to the
stockpiling age,” Schaefer contin-
ues. “Managers cannot ignore the
immense savings produced by
just-in-time strategies. The US
auto industry alone reports these
strategies save more than $1 bil-
lion ayear in inventory-related
costs.” He suggests companies
with such significant savings can
survive a couple of outages with-
out short changing profitability.

Today, supply chain managers
have access to sophisticated con-
nectivity and visibility solutions.
Says Schaefer, “ Technology lets
them see the product’ s location at
any point in the supply network so
they can subgtitute quality informa-
tion for stockpiles of inventory.
And they can share these datawith
trading partners to make
sound decisions
real-time.”

Building Profitability
Through Trust

Along with technology tools, lo-
gistics professionals are finding
better ways to work together such
as CPFR (collaborative planning,
forecasting, and replenishment).
Larry Roth, senior consultant with
Kimberly-Clark, claims publica-
tion of case studiesis helping make
it work—success storiesfrom man-
ufacturers and retailerswho trusted
enough to try CPFR and found pos-
itive results. Roth seesaslow trend
toward more collaboration. More
retailers are talking about sharing
with key suppliers.

“Asmore and more retailers see
the benefits of programs such as
CPFR, suppliers get access to new
levels of data and more of the sup-
ply chain. The cooperation and col-
laboration through CPFR allow us
to spot problem areas and dig down
to solve the issue with the cus-
tomer,” saysRoth.

When he works with customers
that have embraced CPFR, Roth
can look at sales rate by store, for
example, and subtract inventory on
hand to calculate best order quan-
tity for promotions. “Visbility into
the supply chain allows usto get it
right more often than ever before,”
notes Roth.

“CPFR isall about collaboration
and trust,” says Roth. “The cus-
tomer has to trust us with valuable
information. Once we discover is-
sues, we haveto talk about the cor-
rect solution and how we execute.”

For every benefit manufacturers
receive, there’ s usually a similar
benefit to retailers. Roth credits
CPFR for better business planning
and execution at the store level as
well asimproved supply chain co-

ordination and cost avoidance.
More visibility on the
manufacturer
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side benefitstheretailer aswell. “If
you have to rush truckloads of
product to the retailer, that gener-
ates cost to us and to retailers—in
handling, in lost sales,” he ex-
plains.

CPFR is an exceptions driven
process, notes Roth. “While
there’s anew level of visibility
through the collaborative process,
you can bury yourself in data.
Early on, we even buried our-
selves in exceptions—several
hundred per week. Now we've
prioritized exceptions

so we focus on those “You can

that are truly important

to the business. bury yourself

Managing Major in data.

Change Early on, we
It's especially impor- buried

tant to keep an eye on
what’ s important to the
business when the busi-
nessis changing rapidly.
David Kratochvil, senior
vice president, supply
chain management and
distribution operations with
Herbalife International, took on
that daunting task about four years
ago. At that time, Herbalifehad one
primary supplier for its nutrition
products. The company rapidly di-
versified to 30 different suppliers
scattered around the globe. Diver-
sification affected order quantity
and order cycle aswell as consoli-
dation practices. Kratochvil’ steam
had to adapt the forecasting process
and transportation program. Re-
sults have been outstanding.

“We cut inventory in half in just
threeyears,” saysKratochvil. “Now
we're getting into the hard part of
the business but we expect to take
out another 10%. We' re getting
closer to continuous flow inventory.
WEe're planning flow of inventory
from the time we forecast to deliv-
ery, to arrive nearly JT. We dlow

ourselves in
excepions.”

— Larry Roth
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just alittle extra time because our
policy isnever to run out of product.
Y ou cannot tell someone on adiet
supplement to come back next
week,” heexplains.

Duetothe policy never to run out
of product, Herbalife spent two
years studying anticipated effects
of changes. When implementation
began, a suite of software packages
eased the transition. The key func-
tion allows Kratochvil’ steam to
see what’ s going on inside each
supplier. “We send forecasts; they
trand ate those forecasts into a pro-
duction schedule. The software
shows us when they are in produc-

tion and tracks supplier inven- L\
tory,” says Kratochvil. When \
fully implemented, the software

will generate dertswhen some-  giag

)

S

-

thing is not happening asit
should. “We can look by order
line to see what’ s in production.
But weonly need to look at it when
there’ s an alert, asin not enough
raw materias,” saysKratochvil.
“Our goal wastoimprove supply
chain performance, reduce inven-
tory, and improve productivity
while changing manufacturers. We
changed our whole forecast meth-
odology,” says Kratochvil. “We
had to change how we forecast by

product and by the 56 countries
in which we operate while ac-
counting for seasonal needs.
We'll use true forecast rather
than averages based on sea-

j sondlity of product.”

The test model has been run-
ning about six months and Kra-
tochvil statesinventory forecasting
accuracy isin the high 80s. While
that’ s good for Herbalife' s indus-
try, heisaiming for the 90s.

Integrate for Success

Mike Edie, vice president mate-
rialsand logisticswith HayesL em-
merz International, notes it’s fun-

Pros and Cons of Postponement

By Jim Hicks, Application Consultant, Lilly Software Associates

At its simplest, postponement manufacturing
means storing generic product—such as
computer components—so final assembly
can be performed quickly and inexpensively
to fill an order. Postponed manufacturing
moves light manufacturing steps—kitting,
assembly, or customization—into the
warehouse. This blurs the lines between
manufacturing and distribution, creating the
need for new information systems that
integrate these dual roles.

Postponement manufacturing can reduce
back orders and inventory costs. But this
creates challenges for the distribution center,
beginning with the need for a cultural change
away from forecast-centric thinking toward
demand-centric thinking. Manufacturing and
distribution information have traditionally
been handled by systems that rarely
exchanged information. With postponement
manufacturing, companies need integrated
manufacturing execution and warehouse
management systems that communicate
continually and provide supply-chain-wide
visibility to employees, customers, and
partners.

As markets become more complex, many
companies are forced to consider
manufacturing and marketing to individual
customers. Building to order has enormous
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advantages: Postponed manufacturing allows
for personalization of generic product quickly
and inexpensively once actual customer
demand is known. Inventory levels are lower
because each work-in-process inventory item
can fill many possible bills of material.
Building to order substantially reduces the
risk of obsolete inventory and associated
rework.

Postponed manufacturing usually means a
large number of inventory items to stock and
every SKU is active all the time. At the same
time, pressures to reduce inventory carrying
costs increase the importance of inventory
and order accuracy.

Where information systems are concerned,
the most basic requirement is integration
between the manufacturing execution and
warehouse management systems. Inventory
must be managed much more carefully than
in a traditional build-to-forecast environment.

The need to build to order while remaining
competitive, from a delivery lead time
perspective, with companies that follow
traditional build-to-forecast models places a
premium on inventory volume accuracy.
Location accuracy becomes far more critical.
Optimization at all levels of the supply chain
also becomes more critical as in the ability to
pick up all components for a single order and
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drop them at appropriate manufacturing cells
based on their workload level.

This calls for a completely integrated
system that provides visibility across the
supply chain by integrating manufacturing,
distribution, transportation, order
management, procurement, replenishment,
labor management, third party billing, vendor
managed inventory, as well as B2B and B2C
e-commerce.

Learning Resources is a good example of a
company that has saved hundreds of
thousands of dollars a year in inventory and
fulfillment by using postponed manufacturing
methods. The producer of children’s
educational toys previously hired outside
jobbers to perform assembly during peak
seasons. In the past, the company frequently
experienced back orders because the right
goods weren’t in stock and it had to incur the
costs of contracting the jobbers and shipping
the goods to them and back to their site.
Since the company has implemented a
postponed manufacturing strategy, they have
reduced their back order rates to 0.02% while
substantially reducing inventory levels. The
company’s ability to track orders and
productivity has also increased substantially.
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damental to acompany’ ssuccessto
integrate operations. Hayes Lem-
merz went from a $360 million
wheel manufacturer with 8 plants
toa$2 billion global company with
44 plants. Y et, notes Edie, every
plant operated as a separate P& L
with no leveraging of material pur-
chasing or IT, no common format
or software for financial reporting,
and no exchange of best practices.

Histeam helped centralize IT
and purchasing with a common re-
port platform and common ERP.
“We devel oped common processes
for how we receive goods, report
purchasing throughout the organi-
zation, and report financia and op-
erating data,” saysEdie.

One of Edi€'s cost-saving strat-
egiesthat’s paying off isin the
area of MRO (maintenance, re-
pair, and operations) purchases.
He negotiated a national agree-
ment with athird party procure-
ment company that specializesin
indirect materials. “ They aggre-
gate orders from a variety of
clients. We place the purchase or-
der from a customized catal og.
The catalog, which sits on our in-
direct purchasing system, is up-
dated each night with new SKUs
or new volume pricing,” says
Edie. Even though the MRO proj-
ect isin the beginning stages, Edie
expectsfull year-one savings of $2
million plus.

Prime Vendor Program

The Defense L ogistics Agency
(DLA) isusing asimilar strategy to
improve the way federally funded
agencies purchase materials. The
program designates one source as
the approved supplier for all MRO
materials, allowing the agenciesto
easily purchase, track and manage
their MRO material needs.

The DLA sdected SupplyCoreas
the prime vendor to cover all US
military bases in Japan, including
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Okinawa. Usersloginto the Sup-
plyCore Websiteto placerequis-
tions. SupplyCore then sources
the products from the appropriate
suppliers and manages the material
flow from supplier to customer. Users
can track the status of their order, cre-
ate custom catal ogs and aggregate
purchasing information for better ma:
terids management and planning.

Before using the prime vendor so-
Iution, Kadena Air Force Basein Ok-
inawa averaged nine to twelve
months from requisition to receipt on
an order tothe US. Now it takes about
fifty days. In emergency situations,
items can be delivered in asfew as
seven to ten days. The six-month’s
worth of inventory kept to make it
through the long wait has been cut to
about one month’ sworth.

While the direct beneficiaries of
the SupplyCore solution understood
thevalue of the new system, an inde-
pendent study was necessary to ac-
curately measure the success of the
program. In its evaluation, KPMG
visited three bases in Okinawain-
cluding Kadena (Air Force), Torii
Station (Army), and Camp Butler
(Marine Corps).

The three bases’ total costs de-
creased 14% overal. Inventory lev-
elswere reduced, time and costs as-
sociated with materials management
were minimized, personnel were
redirected to more strategic issues,
and productswere deliveredin ardi-
able and timely manner. Perhaps
most importantly, the human ele-
ment of purchasing and logistics
costs went down 20%. Use of the
MRO system made personnel more
productive.

Each of the bases also saw adra-
matic improvement in logistics re-
sponse time—from 178 daysto 52,
with improved consistency of re-
sponse time. Instead of using tradi-
tional military shipping, which of-
ten bumped MRO supplies in favor
of higher priority products, the
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prime vendor program
used commercial shipping.
With the commercial shipping,
logistics response times im-
proved while costs decreased
and reliability skyrocketed.

Most impressively, work or-
der completionsfor the Air Force
18th CE at Kadenaincreased 103% with
implementation of the prime vendor pro-
gram. Since SupplyCore provided materi-
als consistently and reliably, craftsman had
the materialsthey needed to complete work
orders successfully.

Logistics professiona s have amultitude
of strategiesto keep inventory costsin line.
Match the strategy to your business needs.

After 11 years on the staff of Transporta-
tion & Distribution magazine, Richard-
son is now a freelance writer living in
Pagosa Springs, CO. She can be reached
at helen@pagosa.net.
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