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There are many Do’s and Don’'ts when it come to invgmeanagement. You can
spend a career trying to implement them all and stiliged the job done. It seems that
every new vendor line, every special customer conteaety new trend brings about
another challenge for inventory control managers. Thesessionals often have to use
every ounce of knowledge and trickery to keep pace withrting of combatants that
make their jobs so challenging. In addition to managingdheds of thousands, even
millions of dollars of inventory, they often need tontike a myriad of rush orders,
backorders and special deals. Their jobs are not easybatidve they need some help
to have a chance at being successful.

One area that causes them and business ownerstliesdareless and sometimes
needless transferring of stock items between bran8sesause all distributors want to
provide the highest customer service possible, they wiibggeat lengths to get
products into customer s hands. In multi-branch opegtibtws might be accomplished
by transferring product from one branch to another braachuse a customer has asked
for it. Sounds like a simple solution doesn t it? We rwake another sale and make
another customer happy with a simple transfer of prodiamivever, there are some
potential problems distributors need manage.

Often, branch operations get re-supplied from a large brancentral distribution
location. They can also be re-supplied from the vendectdly. The branch manager
will order what they feel they need to handle theit@orer s requests. Based on actual
usage rates by product, they can use a variety of methdadpt them determine what to
stock, and how many to purchase. Since they are atblacation, they cannot stock
one of everything the distributor offers, as that woulddwoecostly. Rather they should
have only those items that sell and turn rather frefyuéirhey also should not have
much safety stock at the branch, as often they caregipplied fairly quickly from the
central distribution center. They should keep smallentifigs on hand and try to keep
their inventory investments to a minimum.

Everything sounds good so far doesn't it? But here is what béippens! Slowly and
silently, cash begins to leak out of the business. kays branch in El Paso gets a
request from one of their customers for a stocked ifdma.branch manager looks it up
in the system and sees they are out of stock, butesatihhat Phoenix has a couple on
hand. Because customer service at all cost is a congadicy, the El Paso manager
requests that the product be transferred and shipped oet Bhtenix location to El
Paso for this customer. So far no real damage has beeneaacept that | always am



curious as to who pays for the cost of that transferfedistributors charge the
customer, but many more don t charge them anything extshifgping it over from
Phoenix. Some distributors have trained their persdornedy something like this, | am
am sorry but we are out of that product right now, butfeeasonable freight charge |
can get it here for you tomorrow . Good training for thdiséributors, as they at least
have a fighting chance to help cover the transfagtitecosts. Others have trained their
people to say something like this, | am sorry that we doan hny of those in stock at
this location, but | see there are some in Phoent| anll get one transferred over right
away for you . The customer applauds the customer sdeviek and the product is
requested from Phoenix.

However, as this practice continues throughout your fhrdinch operation, one things
becomes apparent .someone (most often the distribsitoearing countless freight
charges. Often, their is little regard given by thenbhamanager in El Paso as to the
gross margin dollars made on the item, but ratherusigtto do anything to make the
customer happy.

Now that the product has been requested by the El Pasgenaaad is picked, packed
and shipped by the Phoenix location, what do you think therBho®nager will do to
get his inventory back to a comfortable level? You guessttey will order more than
they need! Why will they do this? It is simple, they twvant to make their customers
happy, and they don t want to be out of stock. Butydwppened is we caused the
Phoenix branch manager to no longer knows who theioowess really are!

The Phoenix branch requested stock quantities to meet tiséimeer s demands. But
each time another branch steals their inventory, skey to lose control of whom their
customers really are. Are they the customers normsallyed by the Phoenix branch?
Or, are they the customers and all the other branchesdh call and take their inventory
whenever they need it? More often, the latter is ffieecompensate for this not

knowing who their customers really are dilemma , nfoahch managers will order extra
stock to cover themselves ..also known as CYA (Cowar fkssets) inventory.

Allowing any branch to steal any other branch s inventoll lead to reckless

inventory creep in all branches. They WILL find a way éatithe poor practices in
place, and they WILL stock more than they need to sethieeustomers in their areas.
To help solve this problem, some rules need to be irepéaw followed by everyone in
the organization.

You will recall from previous articles that one of gikent killers in distribution is the
carrying cost of inventory. Expressed as a percentade adtal inventory dollars on an
annual basis, it runs at about 30%. It is a huge nurbbegne that happens everyday of
the year inside of your company. When we allow randtaling of stock between
branches, and the branch managers respond by stockitlg méite of each item than
they need, we are allowing thousands of dollars to leakfouir business each and
everyday by paying additional carrying cost of the creemiagntory in all branches.
Depending on the number of branches, this number canrgmely. Not only are you
paying the vendor more for just in case inventory, yeu@sing cash by having to



store it, move it, keep it safe and pay taxes on it gaah

Instead of allowing the El Paso branch to simply tremsiventory from any branch to
make their customer happy, try implementing some gumeglor stock transfers. One
guideline would be to never transfer items where thesgmasgin dollars do not meet
your established goals. Another might be, never traitsims without having the
customer pay for the freight costs. Another mightdoenly transfer items for your
Platinum Class of customers ( defined by those custaimarsontribute the largest
dollars to you bottom line profits). This requires some gbcustomer profitability
analysis on your part. Dr. Stephen Pearce of Valuedlass in Bryant, Texas can help
you with the analysis through his customer profitabilaft\sare offerings. (Note: please
contact The Distribution Team for Dr. Pearce s safenofferings). Finally, you might
want to consider never transferring stock items fromlwaach to another unless the
products your are transferring are surplus items for gvesterring branch. Let me
explain what | mean.

Instead of having your branch manager in El Paso pulleipritduct and see everyone s
on hand quantities, consider allowing them to see onljusigbock in other locations.
By seeing which branches have excess or surplus inveritaiil,help you reduce that
excess by transferring it and selling it. If any excess dquaenists, it only makes sense
to sell it and transfer it when you have a customerrandeand. However, if you let any
branch take anything from any other branch, you are ngeati internal nightmare that
can cost thousands of dollars. You will have all of yoanch managers stocking more
than they need because they can be robbed of their amyexitany given time. Use a
calculation of a surplus point to help you manage this prabfsurplus point compares
the replenishment stock level quantity for an item teathy stock level point, such that
any quantity above that surplus point could and should be ¢raedfat will to satisfy
another branch s customer order. Using a surplus fmidéntify excess inventory is a
better option. It basically says that if one brahak a quantity above the surplus point,
that inventory is fair game for any other branch todfamnat will. Transferring surplus
inventory will not effect the transferring branch sligpto service their customers, or
cause them to experience stock outs. Surplus inventoryeis inftentory with levels that
have plenty of safety stock already on hand. It makese to reduce your surplus
inventory wherever possible. Do not steal from anotherdbra normal stock, as it will
create a negative cash flow reaction by the transéelranch s manager they will buy
more to cover themselves from future robberies. Thusaye spending cash to buy extra
inventory and spending more cash to carry it. It s onlyayppand you can use these
simple rules to save more of it if you don t steahfrPhoenix to pay El Paso!
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