Inventory Comments/Questions
Norman Anderson – Dothan

1. Should we maintain or change the A/S/W field? Why or why not?
a. It depends on which version of the system you’re on.  

i. If your version of software still utilizes this code in seasonal calculations, it is VERY important to maintain it accurately.  This field determines which history months are used in the demand calculation.

ii. If your version calculates seasonality automatically (if an item has 50% or more of its usage in a four month period 2 years running), it is not necessary to maintin these fields.

iii. In either case, if it is considered seasonal (S or W), it will use the next two months from the previous year, otherwise (A) it will use the prior six months in calculating usage.

iv. In development: the ability to set a forward or backward usage code and number of months to be used in calculating demand – globally, by product category and by individual item
2. What is the process to create an inventory budget or a monthly purchase budget? Creating a stated Inventory Year End value goal and Inventory Turn goal and have monthly inventory value targets and purchase dollar caps to reach that goal.
a. Correct.  It is better to have a dollar goal.  The best way to set this is by taking your monthly sales expectation minus margin multiplied by 12 and then divided by your turns goal.

i. (monthly Sales-Margin) = COGS

ii. (Jan COGS) X 12 / Turns Goal = Jan Inventory Budget
iii. (Feb COGS) X 12 / Turns Goal = Feb Inventory Budget

iv. (Mar COGS) X 12 / Turns Goal = Mar Inventory Budget
v. Etc.
3. When working a forecast on can see the monthly usage buckets. Since we are dealing with days to order point vs. weeks to order point wouldn't it be more valuable to see usage stated as weeks verses coming months?
a. This would ultimately provide better data for forecasting.  It is already under consideration for development.
John Sanderson – Sioux Falls

EOQ

1. How is it calculated/? 
a. Refer to the presentation Power Point

b. 
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· D is projected demand for the period

· S is ordering cost

· C is item cost 

· I is carrying cost expressed as a percentage of item cost C

2. Are there benefits to following it? (financial, turnover, etc….)
a. Yes.  It is VERY beneficial.  It does a good job of balancing many of the tradeoffs (carrying costs and ordering costs) in inventory management.  
3. Can it be manipulated?
a. Yes. 27.1.4 allows you to set ordering cost and carrying cost parameters.  If you raise your ordering cost and/or lower your carrying cost, it will order more inventory.  If you lower your ordering cost and/or raise your carrying cost, it will order less inventory.
b. Keep in mind the purpose of EOQ before manipulating it.  If you still feel you must, count how many times you override EOQ upward and downward.  Adjust parameters accordingly per above.  
c. Be SURE you have accurate on-hand balances before lowering average inventory amounts.
ROP

1. Is it possible to set an exact ROP for a product and then have a date that it pops in with the current ROP calculation.  I am thinking in regards to seasonal product.  Say we set a SKU to a ‘01’ ROP and then have it set so that May 1st that pops out and it calculates the current correct ROP.
a. Min ROP with ability to set # months to “lock” has been developed and is already in beta test.
2. Also, is there a way to change the parameters that are used to calculate the ROP?  (#of days past, future….)
a. See ASW response and Min ROP response above
b. Development underway to automatically set a Min ROP based on “hits” rather than units
c. Development underway to use up to 5 lead times in calculating lead time average

d. Development underway to exclude “preseason”, Next Day Air, Drop Ships, and Transfer lead times from calculation

e. Development underway to disable 12 day and 90 day parameters from lead time use in ROP

f. Development underway to establish LT overrides by item, vendor and globally
Steve Hauswald – Louisville

1. I would like to have discussed that as we are increasing the number of days we order and Corp's ability to get product to us much quicker, what changes are being implemented to reduce EOQ's and on hand quantities?
a. There are a number of things in development (already covered in other questions) to lower ROP’s through more accurate lead times, more accurate forecasts, and more exception reporting.
b. For the most part, EOQ’s should not be manipulated.  They are already optimized quantities.  In cases where they are still completely unrealistic (space limitations, cash flow issues, etc.), you can manipulate them per above instructions.
2. I would like to have discussed the process by which a product receives an A-B-C-D ranking.  How they change and most importantly a generalized consensus as to what portion of inventory should be A items and B items and so forth.
a. You set the percentages for each code calculation and then ALSO the weighting of them in the final ABC calculation

b. Calculations

i. The system uses a “combination” ABC code based on

ii. Sales – Annual Dollars of Sales

iii. Hits – Number of annual orders (excluding multiple releases for back order fulfillment)

iv. GMROI – Gross Margin Return on Investment – Annual Gross Margin Dollars divided by Average Inventory Investment

c. You set the percentages for each of these codes and then ALSO the weighting of them in the final ABC calculation

i. Sales 60% A, next 20% B, next 10 % C Last 10% D
ii. Hits 60% A, next 20% B, next 10 % C Last 10% D

iii. GMROI >= 200 A, <200 >=100 B, <100 >=25 C, <25 D

d. GMROI is highly unreliable (high margins, large one-time sales etc.) and should be deemphasized.

Sam Alnajjar – Detroit

Here are a few issues I'd like to know about.

#1 How exactly the formula is calculated to impact ROP's
· LTU+SS + RCU (Vendor Review Cycle) * (days supply/30) * if days supply > 30
#2 Can this be used for non corp vendors?
· Yes
#3 Can you / is it advised to do all stores at once or store by store?
· Not sure it is possible store-by-store…?
#4 I've heard turning the ROP/EOQ can actually increase your inventory for the first few months; true?  If so why?
· EOQ tends to increase quantities on low value items.  When this is initially “switched on” the inventory level is increased until it “averages” out between EOQ and order point
#5 How does it take D/E items into consideration?
· EOQ does not distinguish between classes of items.  It is a calculation that applies to all items equally
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