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In Part | of this article we talked about asking thétiguestions of the customer before
making some drastic decision when we are out of stoakant to re-emphasize that
being out of stock of certain items over time is noteaand death situation. Look at
every out of stock situation and determine if this iar@ nccasion or something we need
to fix on a long term basis. We very likely will rumto@ those special orders that drive
our in stock quantity to run to zero. This happens from toritene when we have a
customer order that no one anticipates and soon wauad stock. What we do then
can make a big difference in your overall inventory status.

Let's look at some out of stock situations and determwinat we should do. If we have
items where the out of stock situations occur more tmece a month, on an item we
have committed to having in stock, you need to fix theer@phment plan. You can
either order it more often from the vendor, incregsar safety stock or shorten the
review cycle such that is gets looked at by purchasing nftee. oStock outs that are
happening multiple times in a month indicate to us thahawe items that are moving
but we have not purchased to meet the anticipated demadaislsitiation is very
“fixable” by adjusting our ordering controls.

If we have items where stock outs occur two to threegia year, the problem is not as
easy to fix. First we must look at the items to seemthey occur. We might very likely
have seasonal items and the stock out issues happea tief@eason and we are waiting
for the seasonal buy to arrive. We might experiermeksbuts at the end of the season
where our seasonal buy quantity did not match the cestdemand for that season. We
might have a new customer that has a big project andsdviveitem level to zero. In
these situations you need to carefully analyze your ety step. Seasonal items often
cause stock outs to happen because we are relying onéinmatture” or some natural
occurrence to define the “season”. Building materialgidigors often suffer stock outs
when winter does not start until two months later tihalid the last 3 years. We plan and
purchase for seasonal items based on some seasonal histelook to indicators to

help us determine when we “think” the season will stad end. We will make pre-
season buys to hopefully cover us through a season. Wétere changes our “best
guess” we will suffer stock outs. Taking a drastic steputting in a large buy quantity
to a vendor at end of season pricing often causes yave“‘hon-moving” inventory for
the long “off season”. Having a six month supply of watelers on the shelf during
the winter months is not a good thing. However, sineeam out towards the end of the



“hot season” and needed some to get us by, we placegeaviandor order to get a great
per unit price. Then the “hot season” cooled off qyicdd we are stuck with the water
coolers until things warm up.

Seasonal items are often one of the biggest hassketbdliors face. There is no magic
formula for when a season starts and ends. We nagkttd the Farmers Almanac to
help, but even then we are “best guessing”. Looking bag&ars to other seasonal
patterns is a great help, but that too is a best guesen Wi are suffering stock outs of a
seasonal item towards the end of a season, | would suggektok to your competitors
for help. Buying a smaller amount from them to get youslaymuch better deal than
placing a larger purchase order to the vendor. If nothingwisewon’t have a seasonal
item hanging around all during the “non-season”. If yoaltdom our previous articles,
this rule of inventory is very true- “more bad thingarttlgood things can happen to
anything you bring in and stock” One of the bad things idabethat we end up

moving around those seasonal items during the non-seasetos#&them, we break
them, we misplace them and we often spread them arbamace because we need the
room for other items.

One more simple rule for seasonal items is that ymly most experienced personnel
should be involved with buying them. New purchasing persalld not even know
you have seasonal items. Without some experience — arnkhgov that in purchasing
experience equates to having made plenty of mistakes bungws will often over buy
seasonal items. Experience, mistakes, wisdom andragdl aeneficial skills for the
seasonal product purchasing agent.

Backorders

Backorders caused by stock outs are a constant nighti@aree distributors swear they
are in the backorder processing business. They nevarted®ave the right stuff in the
right quantity in stock. Backorders are the naturdefdistribution business. If you
never had any backorders, you probably have too much inverBagkorders are an
indicator that you are selling what you have in stockckdrder processing is a key
component of customer service. But backorders can dgaépain. Why they happen is
hopefully not a mystery. Most software written lire tast quarter century put in a routine
called backorder processing. When a customer asks fodagtrand you are out, you
create the backorder in order entry. It is usually pré&an since you have a customer
name, customer number and a product number. You eitldethe product needed
immediately or you wait until the incoming vendor ordeivas. Once the product
arrives from the vendor; another part of backorder psingkicks in called backorder
fill. This takes the received product and assigns itédottkorders waiting to be filled.
The most common method of filling backorders is callddést first”. This looks at the
date the backorder was created and compares it to ththdadeduct was received in.
Those with the longest time of being open or un-filledgyetiuct allocated to them, then
those with the next longest time and so on. In otlweds, you are allocating product to
old orders based on age. While this is easy for thevamdtcompanies to program in the
system, it may not be the most prudent method fondilbackorders.



A few simple rules should apply when you are doing backdilieFirst look at alll
orders older than two weeks or 14 days. These ordarkslweceive the allocated
product first based on the system’s method. But thinkitabéor a second, you are
going to allocate product to a backorder that is two weeales or more. Some
distributors will simply fill the backorders and send theut to the customer. This can
be even more painful since any order that is two weekeroblder should be scrutinized
before sending out the product. Unless we are the ontg gatown, there is a good
chance that your customer found what they needed soegtithe past two weeks. If
you just fill the backorder and send them the product,vgoy likely might be getting it
back soon because they no longer need it. A goodafdlleimb is to run all backorders
that are two weeks old or older and make a few phoneficatls Ask if they still need
the product and in what quantity they need it now. Twok&@go it might have been a
different need. Today it might not be a need. Sinfipigg the backorder based on age
could mean you get to process a credit memo pretty sAod.we all know that credit
memo processing is an expensive venture since we hakegsts from shipping, from
returned goods, possible some damage and we wasted outRticheup the phone for all
orders two weeks old or older before shipping, you will zedaat how often you can sell
the product you would have allocated and sent to the backougmer to a new
customer and eliminate another backorder. My preferredadenf backorder fill is
allocating product to my best customers first (premidusjaand then allocating to the
“low life” customers, if there is any left for thenwhatever you do, do not allocate the
entire shipment to backorders, because you will justerv backorders for the same
product on the next order entry request.

Substitutes

One of the best ways to reduce your out of stock and backiestes is to set up a good
“substitute” item file for as many products as you c8abstitutes are items that can
perform the same function as the product originally retpgeby the customer, but might
be from a different vendor. Some customers are vesmiific and oriented, and they
ask you for the product by the vendor name. If you arefstock but have the same
item from a different vendor, then have the ordernygmtogram pop that substitute up on
the screen for you. This can be done easily by mglthe substitute item file as part of
you inventory master file. Try it and see how many “cigie” items you have in your
inventory today. These are items where you have one [&t's say an OEM vendor, and
you have the same product from a “knock off’ vendor. Tdegxactly the same thing
but they have different labels on them. If the custoas& for the OEM part and you are
out of stock, then your order entry routine should popuylate screen with the knock off
vendor part.

If you really look at your inventory, there are hundrefisubstitutes you can build to
help make the sale, help reduce your backorders and helpymowveverall inventory. |
am often reminded of the distributor that had over 30@mdfit gloves in their stocking
inventory. Many did the same thing but were from differamdors. It drove the
President crazy. They would only sell the gloves wdenstomer asked for them by



vendor. The glove inventory never shrunk but grew to inclodee gloves from more
vendors as they added more customers. He finally drave anlithe sand and said, “we
will carry “x” number of gloves from “y” number of welors, everything else will be
special order! If a customer asks for one vendor'segnd we don't have sell them the
substitute item.” This little action caused the glaweentory to shrink substantially and
move much better. The President was able to slesigtdtbecause he could not
understand why a plumbing distributor should be carrying soygloves in the first
place. For him, stock outs on gloves was music tedunis.

Remember that stock outs can be a good thing sometifmsever, every stock out
needs to be looked at carefully before making some jene@eaction. Some times
waiting is a good thing. While patience might be a virtdow that ignorance when
solving stock outs will never be blissful!
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