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Although a distributor’s inventory
usually ties up more money than any
other asset in the company, many in
the fastener industry neglect invento-
ry management due to the time, com-
plexity, and detail involved. Fortu-
nately, today’s distributor has tools
that did not exist in the past that
make the once tedious chore of
tracking thousands of inventory
items a much more manageable job.

An effective, modernized inventory

and sales tracking systém allows the

distributor to analyze stock and sales
levels easily, without long and impre-
cise hand calculations.

The right system, coupled with a
knowledgeable inventory manage-
ment staff, can keep inventories low
and customer order fill rates high.
In this way, inventory management
delivers two benefits: lower cost of
holding inventory, and higher cus-
tomer satisfaction.

To illustrate how to make this
work for you, this article will
describe the five steps used in a case
history that will help you reap the
benefits of an effective inventory
management system. The five steps
involved are:

1. Getting control of inventory.

2. Making intelligent and informed
purchases based on inventory
needed to match future sales.

3. Reduce excessive and unneeded
inventory items to lower overhead
and increase inventory turns.

4. Develop control over production
and distribution to assure ample
supply for production and stock-
ing at branch locations while
keeping inventory turns at a max-
imum allowing time for produc-
tion scheduling and distribution
movements.

5. Develop systems to allow invento-
ry management to track and ana-
lyze the progress of their systems.

By Jay Brummett
Item Stock  Cost/m Value  1month Month Overstock ~ To On order
usage  supply purchase
1/4"nut 100,000 $3.50 $350.00 20,000 5.00 none none none
1/2"nut 50,000 $3.75 $187.50 25,000 2.00 none 50,000 none
3/4"nut 300,000 $4.00 $1,200.00 15,000 20.00 120,000  -none none
Figure 2.

Getting Control of Inventory

Over the period 1990 through 1992,
inventory to sales ratio has for “Client A”
averaged approximately 22%. So for

Sales to Inventory Ratio

roughly one and a half ir:ventory turns per
year; quite likely, less than 1.5. With an
inventory including near]y 5,000 different
items, each packaged in as many as five
different selling packages, is this the best
that can be done? The answer is
clearly no. In less than ten
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* Estimated savings from lower sales

to inventory ratio, $3,200,000.

13.99%

Inventory
Management

months after the day our new
inventory management system
got the green light, inventory
has been reduced to 13.99% of
sales — bottom line savings
over $3,200,000.00. See Figure
il

How did that happen?

First, a better way to track
inventory needed to be devised.
With the present mainframe
system, the only way inventory
could be determined on the
individual item level was by
inquiring for one item at a time,
in one package type at a time. If
you could field a staff large
enough to do all the necessary
work required to inquire on
each item, they would still have
to write all of this information
down and make hand calcula-

Figure 1.

every dollar made in sales over the entire
year, at any given point, $.22 of every dol-
lar was tied up in

tions to determine total invento-
ry. The different packaging of
items creates another problem, as the

Continued on page 93

inventory. This costs
the company not only
the actual twenty-two
cents on the dollar, but
the interest lost to pay-
ing for this inventory
makes the cost of
inventory significantly
higher.

This type of invento-
1y level translates to

Jay Brummett is the Inventory and Logis-
tics Manager for Pro Construction Prod-
ucts, in Cerritos, California. He also works
to provide operations management services
as a consultant. He is a graduate of Cali-
fornia State University, Fullerton in Eco-
nomics. He can be reached at Pro Con-
struction Products (310) 802-0248 or (310)
930-9337 if you have any questions or if
you have an interest in setting up this type
of system for your distribution company.
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inventory for different packages contains
different numbers of pieces in each pack-
age type. More hand calculations have to
be made to convert packages into pieces
to find the total inventory of any item.

By computerizing the tracking of inven-
tory, the intimidating job of calculating
total pieces of each item in inventory
becomes an automated process.

We found a “report writer” sub-program
within the existing mainframe system that
would let us take the raw data in the main-
frame system and allow us to tell the com-
puter to do calculations for us and give the
result. A small sample of the procedure is
shown in Figure 2 on page 91.

The best part of this system is that it
works within the already existing main-
frame system giving us the power and
automation we need at no additional cost!

We were also able to find the value of
the present inventory by accessing the
cost per unit for each item in inventory
and simply multiplying the quantity times
the cost per unit.

Making the Right
Purchasing Decisions

Once we knew what our inventory was,
the next step was to determine how long
that inventory would last. What items do
we have too much of? What items are we
in need of? How many pieces of those

items do we need? Some way needed to
be found to estimate sales in order to
determine what inventory level is desired.
It is a simple concept; you need to have
enough coming in to meet the demands of
what is going on without having too much
of anything.

Since the implementation of the new
inventory management system, sales over
a three month period have been estimated
with a variance of as little as 0.18% (18
one-hundredths of 1 percent) on overall
items sold over a three month period.

How did that happen?

To avoid making arbitrary sales projec-
tions based on guesses or “crystal ball
reading,” we wanted a solid base to use as
a starting point. We found sales history in
the same sub-program that gave us the
information needed to track inventory.
Past sales is a good start to projecting
future sales.

In order to get from past sales to pro-
jected sales, we needed to find out what
variables may make future sales different
from our past. Two variables became evi-
dent after analyzing sales history and dis-
cussing sales trends: growth and seasonal-
ity. Growth is simply new customer sales
and increased sales from existing cus-
tomers. Seasonality is the changes in sales
levels by month due to trends in customer
use items being “hot” during the “busy
season” and selling at lower levels at off-
peak times. See Figure 3.

We decided to take the most recent
sales history to capture the growth aspect.
That way, the most recent growth changes
would be reflected in our sales projec-

o Growth and Seasonality Chart
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Figure 3.

tions. We were able to get records of actu-
al sales over the past year that allowed us
to map the seasonal changes in sales. Tak-
ing the seasonal sales and translating them
into percentages of yearly sales, we were
able to take our recent sales history and:
“flatten out” seasonality for recent history,
and seasonally adjust future sales simply
by adding or subtracting the percentage
difference seasonally observed by sales
history. Additionally, as our information
from the sales department becomes better,
we are using projected growth for the
future and adding in calculations for new
business to make yearly projections and
adjust purchases accordingly.

Again, since the sales history already
existed in the sub-program that contained
inventory data, the two could be combined
to determine how much inventory was
needed for future sales.

Months Supply

By setting a goal average of four
“months supply” (enough inventory to last
into four months of projected sales), we
were able to determine what inventory
levels of each item were excessive, and
which were low and needed to be bought.
Since we had the value of the inventory,
we were able to calculate what inventory
would be if all inventory items were at the
goal level of four months supply. (Four
months was determined by company man-
agement; any number could be used as a
goal level.)

Stock + On Order

WIS Sl Monthly Usage

By putting all the pieces together;
inventory, projected sales, quantities on
purchase order and months supply, we
now have the power to know what items
are in low stock, and determine the quanti-
ty needed to buy to achieve the desired
four months supply.

To make the challenge more interesting,
company management informed us that
they would like to purchase as many items
as possible from overseas vendors to
reduce cost. A reasonable request, but
with one twist — it takes approximately
120-150 days to get items from overseas
after they are ordered. This is where the
flexibility of the system becomes so valu-
able. By simply bumping up the desired
months supply to allow for 120-150 days
lag, the same result is accomplished —
average 4 months supply.

Continued on page 97
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Getting Rid of
Excess Inventory

With a handle on inventory and project-
ed future sales, we now have all of the
tools to analyze our inventory and deter-
mine the items that are overstocked, obso-
lete, or discontinued. We simply use the
months supply figure to determine over-
stock. Any item over 12 months supply is
an item that will not even have one turn in
inventory in a year. We took the inventory
and subtracted a seven months supply for
all items showing a months supply greater
than 12 months. This took some time to
develop, as we were now asking our
“report writer” sub-program to do several
complex calculations. When all was said
and done, we determined overstock to be
approximately $1,200,000.00. No wonder
inventory was only turning at or below 1.5
turns per year. It’s hard to have just in
time inventory when 20% of your inven-
tory is excessive items.

In the five months from May 1993 to
October 1993, we were able to reduce
excess inventory over 50% in less than
half a year!

How did that happen?

As we looked further into the history of
each item, we saw that because of previ-
ous limitations of gathering inventory and
usage data, purchases were made by cate-
gory, not by item. So, the company would
buy’ the right amount of some items, but
too many or not enough of others. Some
items were found that had been bought
several times over the past three years,
and the original quantity bought three
years ago had still not been sold!

With the tools from computerized
inventory and sales (usage) information,
buying could now be done on an item
level, instead of an estimate of the total
category, causing uneven distribution
within a category. By not repeating those
mistakes, excess inventory would stop
building, and sales of the company could
start to “burn through” items that were
sellable, but were overstocked.

Another way to dispose of excess inven-
tory is to try to sell it off. Once a list of
overstock items and their cost were gener-
ated, the company was able to send this
information to customers in an attempt to
sell some of their overstock. To date,
ABC, a division of the company has had
single surplus sales as high as
$100,000.00. This would not have been
possible had they not known how many
pieces of what items were truly over-
stocked. To calculate excess inventory,
use the following:

Excess Inventory =
Stock -(1 month usage x maximum
desired months supply)

Managing Production
and Distribution

With the inventory now under the new
system, the president asked us if there was
anything we could do to help the next step
in the chain of moving goods to the cus-
tomer. It does the company no good to
have the right amount of the right prod-
ucts if it can not package them in the cor-
rect package types and quantities to sell to
the customers and send them to the right
warehouse where they are available for
sale. The same principle of “months sup-
ply” was used to make a “Guide to Pro-
duction” (see Figure 4), and the “Ware-
house Transfer Report.”

The production department was making
items to “fill the shelf”, hoping that the
amount of goods needed to fill the shelf
would somehow match the needs of the
customer. Since we already had sales pro-
jections and forecasts, all we would have
to do is match them to our production
schedule. Another improvement to “filling
the shelf” was to consider the finished
goods already packaged, and only make
the difference between what was already
packaged versus sales/usage goals.

The proof that this system is working is
the “fill rates” improvement since the
implementation of this process. In under
six months, customers have gotten
approximately a full percent higher of the
goods they ordered than with the previous
system. (Fill rates are the percent of items

One 4 Month In Additional
Item Stock Month Goal Production Qty. Needed
Usage Level Quantity To Be Made
1/4" Nut in Bag 50,000 25,000 100,000 15,000 35,000

Figure 4. Production Guide

received as a percent of items ordered.)
How did that happen?

By using sales/usage forecasting from
our other reports, all we had to do was
apply that formula to each package type
for each description. While the purchasing
and inventory reports summarized for all
package types of each item, the production
report needed to be more specific — by
package type for each item.

Analysis and Tracking Tools

Probably the most interesting aspect of
this entire inventory management setup
has been the opportunity to give specific
information where before conjecture was
the best information source. We discov-
ered as we asked questions about how
purchasing decisions were made, what
items were overstock, etc., that only vague
answers existed and could only be
obtained by the person who’s area of spe-
cialty we were talking to. Perhaps the
greatest benefit of the new inventory man-
agement system is that the reports are very
easy to read (given the right training), and
in most cases all that is needed is to look
at one number down a column for any
item and determine what and how much to
purchase locally, overseas, produce, dis-
tribute, sell as overstock, etc. can be deter-
mined.

How did that happen?

By finding a way to let the computer do
our work for us, we no longer needed to
“feel” the inventory and try to depend on
one or two people’s memories to tell us
about our inventories and operations. Now
we can simply “look it up.” By keeping
reports from past months, we are also
building a history — one that will allow
us to look back in time and analyze pre-
sent trends, efficiencies, and patterns with
those of the past. This will allow analysis
over time, helping us better plan and oper-
ate for lower cost, higher profits and
greater efficiencies.

With the data available from all of our
reports, summarizing and analyzing the
overall picture becomes little more than
entering data in a spreadsheet and turning
it into a chart. Detailed charts and graphs
can be made with a common personal
computer and spreadsheet program.

So overall, we have set up a system that
watches inventory, sales, purchasing, pro-
duction and distribution and did it with an
existing system within the existing main-
frame structure — In other words, at zero
capital cost! O
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