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What do they have in What do they have in 
Common?Common?

 For all Companies, Customer For all Companies, Customer ,,
Service dominates our reason to Service dominates our reason to 
be in business be in business 

 Coordinating sales and productCoordinating sales and product Coordinating sales and product Coordinating sales and product 
availability is a challengeavailability is a challenge
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Inventory Control

You’ve just received your first HUGE order! 
Normal orders are for a dozen at aNormal orders are for a dozen at a 
time and your new order is for 300 due ASAP!
Y i t h f 310Your inventory says you have of 310 on
hand. All right!! 

Now, can you choose  from the
following what might happen when you go to
fill the order? 
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a)     You find all 310 in your warehouse.  You pack 300 up and ship them 
to your customer on timeto your customer on time.

b)     You find only 265 in your warehouse.  Your records show that you 
should have 310 You ask your entire team to stay late and helpshould have 310. You ask your entire team to stay late and help 
tear the warehouse apart and find them.  You pay overtime, order 
pizza.  After 4 hrs of searching, they find all 310! 

c)     You find all 310 but when you start to pack them up to ship, you 
notice that 53 of them are damaged. You place a rush order with 
your supplier but they won’t deliver for 5 more weeks even if you 
pay extra to expedite them You ship the customer 257 andpay extra to expedite them.  You ship the customer 257 and 
backorder 43.

d) The 43 due in 5 weeks is delayed another 6 weeks for a total of 11d)     The 43 due in 5 weeks is delayed another 6 weeks for a total of 11 
weeks! Your supplier has a minimum order quantity of 100. The 
customer cancels the order just as you receive the 100.
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What is Inventory?

INVENTORY is defined as goods andINVENTORY is defined as goods andINVENTORY is defined as goods and INVENTORY is defined as goods and 
materials that a business holds materials that a business holds 

available in stockavailable in stockavailable in stockavailable in stock

It is an AssetIt is an AssetIt is an AssetIt is an Asset

It is dollars spent that can not be It is dollars spent that can not be 
used on other business needsused on other business needs
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We hold inventory becauseWe hold inventory because

 Lead Time Lead Time –– the time it takes to the time it takes to 
realize you need to buy something realize you need to buy something 
to the time it is into the time it is in--house and readyhouse and readyto the time it is into the time it is in house and ready house and ready 
for usefor use

 Uncertainty Uncertainty –– unpredictable  unpredictable  
demand, supply or movement of demand, supply or movement of 
goodsgoodsgoodsgoods

 Economies of Scale Economies of Scale –– buy buy 
larger quantities at alarger quantities at a
lower cost per unitlower cost per unit

Operations DistinctionOperations Distinction ConsultingConsulting



Count and Reconcile Inventory on a      Count and Reconcile Inventory on a      
Preset SchedulePreset SchedulePreset SchedulePreset Schedule

Count everything  
everywhere Monthly 
(Physical Inventory)

Cycle Counts + Annual 
Physical Inventory

C c e Co ts OCycle Counts Only 
No Physical Inventory
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Consider an ABC AnalysisConsider an ABC AnalysisConsider an ABC AnalysisConsider an ABC Analysis

 “A Class” = 20% of the total items“A Class” = 20% of the total items A Class  = 20% of the total items A Class  = 20% of the total items 
and 80% of the total valueand 80% of the total value

 “B Class” = 30% of the total items “B Class” = 30% of the total items 
and 15% of the total valueand 15% of the total valueand 15% of the total valueand 15% of the total value

“C C ” 50% f e e“C C ” 50% f e e “C Class” = 50% of the total items “C Class” = 50% of the total items 
and 5% of the total valueand 5% of the total value
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Inventory Turns

Cost of Goods SoldCost of Goods Sold
Inventory Turns = _______________________Inventory Turns = _______________________

Average Inventory ValueAverage Inventory ValueAverage Inventory ValueAverage Inventory Value

Beginning inventory value + Beginning inventory value + 
inventory purchased inventory purchased 

Where COGS =Where COGS = within the period + costwithin the period + costWhere COGS          Where COGS          within the period + cost within the period + cost 
of production within the of production within the 
period period -- ending inventory at the ending inventory at the 
end of the periodend of the period

Where Average Where Average (Beginning inventory +(Beginning inventory +
Inventory Inventory = = Ending inventory)/2 Ending inventory)/2 

Operations DistinctionOperations Distinction ConsultingConsulting



Number of Days On-Hand

# Days Inventory  =    # Days Inventory  =    365365
# Inventory Turns# Inventory Turns# Inventory Turns# Inventory Turns

Number of Days     =        Number of Days     =        365365 == 60.8360.83 days Ondays On--HandHand

6 turns6 turns6 turns6 turns
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ForecastingForecasting

1.1. Do you really know what was sold to whom?Do you really know what was sold to whom?

Do you know why they bought your productDo you know why they bought your product1.1. Do you know why they bought your product Do you know why they bought your product 
from you?from you?

1.1. Did your recent product promotion bring in Did your recent product promotion bring in 
incremental sales or just help distributors incremental sales or just help distributors 
stock up at a lower price?stock up at a lower price?

1.1. Are your sales seasonal or cyclical?Are your sales seasonal or cyclical?

1.1. Is there a growth trend developing in the Is there a growth trend developing in the 
Southeast USA?Southeast USA?
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New product sales characteristicsNew product sales characteristics

New Product Sales
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New product sales characteristics with other goods New product sales characteristics with other goods -- CannibalizationCannibalization

New Product Sales
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Forecasting

 Portion SizePortion Size  New MarketsNew Markets

SS PerishablesPerishables

 Prone to Prone to 
O e e eO e e e

 SeasonalitySeasonality

 Cyclical Cyclical 
P tteP tteObsolescenceObsolescence

 Promotions & Promotions & 
SpecialsSpecials

PatternsPatterns

 BackorderBackorder
SpecialsSpecials

 Fire SalesFire Sales
 Leadership Leadership 

Advisory BoardAdvisory Board
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Forecasting

 Market ShareMarket Share  “What if“What ifMarket ShareMarket Share

 Trends or Trends or 
PatternsPatterns

What if What if 
Analysis”Analysis”

 SimulationsSimulationsPatternsPatterns

 Growth CurvesGrowth Curves

 SimulationsSimulations

 SurveysSurveys

 Probability Probability 
StudiesStudies

 Forecast Vs Forecast Vs 
ActualActual
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Purchasing
OVERSEASOVERSEAS

While the price is right While the price is right –– There are There are 
ChallengesChallenges

languagelanguage time zonestime zones culture culture 
transportationtransportation large minimumslarge minimums customscustomstransportationtransportation large minimumslarge minimums customs customs 
long leadlong lead--timestimes quarantinequarantine tariffstariffs

insuranceinsurance inflexibilityinflexibility
inventory carrying costsinventory carrying costs followfollow--upup

customscustoms DUTIESDUTIES
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Purchasing OVERSEAS
““hidden costs, taken together, can add an extra 

OVERSEAS
, g ,

24% to the cost of a product manufactured in 
China” says says Michelle ManiscalcoMichelle Maniscalco. . 

Furthermore, he states “outsourced product quality is 
less than that of domestic products (and) 

t i ft b d th b f itpayment is often based on the number of units 
completed and any finished unit is considered a 
‘good unit’…The study estimates that quality g y q y
defects have an average impact of 4% of product 
costs”

Maniscalco, Michelle, “Manufacturing in China? The true cost may surprise you”, Maniscalco, Michelle, “Manufacturing in China? The true cost may surprise you”, Injection Molding,Injection Molding, Nov 1, 2Nov 1, 2--004004
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Purchasing

ALTERNATIVESALTERNATIVES TO

LowLow--cost country direct cost country direct 

 BrokersBrokers

sourcingsourcing

BrokersBrokers

 Mixed BagMixed Bag

Minimizing differentiationMinimizing differentiation Minimizing differentiationMinimizing differentiation

 ConsortiumsConsortiums

 Local SuppliersLocal Suppliers

Operations DistinctionOperations Distinction ConsultingConsulting



Purchasing

KNOW YOUR COMMODITIESKNOW YOUR COMMODITIES

 Politics Politics –– economy economy –– naturenature

 Exchange rateExchange rate

 CultureCulture CultureCulture

 Global availabilityGlobal availability
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Purchasing

Y U AND Y UR SUPPLIERS

 Know your abilitiesKnow your abilities –– “What if”“What if”

YOU AND YOUR SUPPLIERS

 Know your abilities Know your abilities What if  What if  
scenariosscenarios

1.1. Budget (20% growth)Budget (20% growth)
2.2. 50% growth50% growth
3.3. 100% growth100% growth
4.4. 20% decline20% decline
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Purchasing

Y U AND Y UR SUPPLIERS

 Understand your supplier’s abilitiesUnderstand your supplier’s abilities

YOU AND YOUR SUPPLIERS

 Understand your supplier s abilitiesUnderstand your supplier s abilities

1.1. % of revenue% of revenue
2.2. Current & maximum capacityCurrent & maximum capacity
3.3. Commitment from you to actCommitment from you to act

NN4.4. NonNon--invoiced inventoryinvoiced inventory
5.5. Volume discounts, BundlingVolume discounts, Bundling
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Purchasing

Y U AND Y UR SUPPLIERS
Talk with your suppliersTalk with your suppliers –– A LOT!!!A LOT!!!

YOU AND YOUR SUPPLIERS
Talk with your suppliers Talk with your suppliers A LOT!!!A LOT!!!

1.1. Share your business objectivesShare your business objectives
2.2. Share growth and/or decline Share growth and/or decline 

projectionsprojections
33 Ask for ideasAsk for ideas3.3. Ask for ideasAsk for ideas
4.4. Win Win –– Win objectiveWin objective

Remember your revenue loss is a Remember your revenue loss is a 
decline in their revenue streamdecline in their revenue stream
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WEBSITES

 Warehouse Management systems Warehouse Management systems ––
www.capterra.com/warehousewww.capterra.com/warehouse--
managementmanagement--softwaresoftware
Forecasting systemsForecasting systems GoogleGoogle Forecasting systems Forecasting systems –– Google Google 
“Demand Forecasting Software”“Demand Forecasting Software”

 Purchasing systems Purchasing systems --
www.capterra.com/enterprisewww.capterra.com/enterprise--
resourceresource--planningplanning--softwaresoftware
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M f i * PManufacturing * Process 
Improvement * Supply Chain * 

Quality * cGMPQ y
Start-up to Fortune 500

P.O. Box 93597
Phoenix, Arizona 85070 – 3597

(480) 274 2824(480) 274-2824
OpsDistinction@cox.net
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