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What Is your primary job function?

Planner, buyer or scheduler
Materials or supply chain management
MIS or IT

Finance or accounting



How do you use ABC classes?

Not sure what an ABC analysis Is
Don’'t do ABC inventory analysis
Use ABC for cycle counting only

Jse ABC for managing inventory levels
(days-on-hand, order guantities,etc.)

Both cycle counting and management



What is your ABC based on?

Unit cost

Current/past inventory quantities
Current inventory dollars

Past usage dollars (last 12 months)
Future demand dollars

Other

Not sure



Introducing IQR

A demand-driven logic for managing
iInventory dollars. |

A more useful method of measurlng
iInventory performance.

Developed by 35 materials managers.

Combines 7 of top 10 best practices.



Inventory Quality Ratio
#‘C

Inventory management technique t
Works with your current systems
Applies dynamic demand-driven ABC

op-down focus on inventory dollars
Measures performance by segment
Gives planners information they need
No additional data entry required.



IQR Logic
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Inventory Quality Ratio

Active Inventory Dollars

IOR =

Total Inventory Dollars

Al + A2

IQR =

Al + A2 + SM + NM

Perfect IQR = 100%



Inventory Quality Ratio

Active Inventory Dollars

IOR =
Total Inventory Dollars
OR Al + A2
Al + A2 D +(SM + N@
30-50% 10%

Average IQR = 30-45%



The IQR Logic

Analyzes inventory using:

Balance on hand and unit cost
Past usage and future requirements
Dynamic ABC classes and user-defined parameters

Develops inventory quality categories:

Active: regmt/use, balance within user’s limits
regmt/use, balance over user’s limits

Slow Moving: no regmt, no use in 6 months

No Moving: no regmt, no use in 12 months

Measures overall inventory performance.
Measures performance by segment.



Inventory Turns

\
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Different methods of computing

—

Primarily a financial calculation

_umps all inventory together

Often hides the slow movers
Based on historical data

Does not identify bad inventory
No performance data by segment




Inventory Quality Ratio @
Examines every part number

Targets basec

ldentifies gooc

on future requirements
/bad inventories

Planner ABC classes and IQR ratios
mproves planner/buyer productivity
ndividual reduction objectives

Measures performance by segment



Interactive Demonstration

Quick Look

Action ltems

Target Setting

Movement Matrix

Performance

Custom Analyses



Quick Look — Dollars by Inventory Segment
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First Drill Down — Purchased Parts, Excess 2
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Second Drill Down — Parts List to Part Detalls
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Graph Inventory Segments by IQR Category



Action Items — Open POs for Excess Inventory
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Using Action Codes and Comments
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What-if Analysis and Target Setting Tools
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Inventory Movement Matrix
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Financial Impact of Inventory Movement
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Performance Tracking
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Custom Analyses to Find Opportunities
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Tools for the Company ‘

Functional Areas Productivity Tools
Materials Planning Data drill downs
Purchasing Action Items
Production Scheduling Part Inquiries
Accounting & Finance Inventory Reserves
Information Services Custom Reports
Manufacturing What-ifs & MOGs
Engineering Change Effectivity
Sales & Marketing Special Promotions

Senior Management Profit Improvement



First Year Results pharmaceutical Company

22% Overall Inventory Reduction & 46% Excess Reduction

Total Inventory by Category
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Inventory Dollars and IQR

Inventory Dollars ($1000)
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Stable Factory Site

Focused on Improving to 28 Turns
UTC/Carrier Site 1

Mar-05 Jun-05 Sep-05 Dec-05 Mar-06 Jun-06

ABC Rule 1-4-7 1-4-7 1-4-7 1-4-7 1-4-7 1-4-7
DEF Rule 1-4-7 1-4-7 1-4-7 1-4-7 1-4-7 1-4-7
Active 1 81 129 141 121 51 79
Active 2 6,148 4,930 6,803 4,690 5877 6,297
6229 5059 6944 4811 5928 6376
Excess 1 1,052 889 878 869 455 320
Excess 2 6,230] 4,505 4,828 5,408 3,006 3,524
Excess 3 150 86 131 191 241 165
7,432 5,480 5,837 6,468 3,702 4,009
Slow Moving 274 298 189 215 204 208
No Moving 84 211 191 125 191 176
358 509 380 340 395 384
Total 14,018 11,047 13,162 11,619 10,025 10,769
IQR Ratio 44% 46% 53% 41% 59% 59%

Notes: Location & currency unspecified, rules set to target 28 turns/yr.
Target turns reflect site history, material typesa  nd supplier lead times.



ABC Rule
DEF Rule

Active 1
Active 2

Excess 1
Excess 2
Excess 3

Slow Moving

No Moving

Total
IQR Ratio

Rapidly Growing Site
Focused on Maintaining 18 Turns

UTC/Carrier Site 2

Jun-05 Sep-05 Dec-05

Mar-06  Jun-06 Jun-06

2-4-12  2-4-12  2-4-12  2-4-12  2-4-12 2-4-12

2-4-12  2-4-12  2-4-12  2-4-12  2-4-12 2-4-12
160 229 263 198 383 380
6,981 7,471 5,093 8,340| 10,522 10,368
7141 7700 5356 8538 10905 10748
440 418 491 248 218 205
4,046 3,385 2,669 2,975 3,931 3,937
209 167 166 260 370 388
4,695 3,970 3,326 3,483 4,519 4,530
245 214 319 296 320 325
475 438 373 402 621 631
720 652 692 698 941 956
12,555 12,321 9,373 12,718 16,365 16,234

S57% 63% S1% 67% 67%  66%

Notes: Location & currency unspecified, rules set to target 18 turns/yr.

Target turns reflect site history, material types a

nd supplier lead times.




Typical Results of Using IQR

Improve cash flow immediately

Reduce inventory 20% to 40%

Increase turns with fewer shortages

Maximize planner/buyer productivity

Continuously improve inventory
performance |




Operating Environment ]

—

Any IBM-compatible PC =25 4
32-bit Windows '98, NT, 2000, XP, Vista
Download from any MRP, DRP or ERP

Wity

Standalone desktop or client-server application

User-defined parameters —
P -
Shared or single databases . . .

SQL Server with thin clients = = =1




IQR Environments

Manufacturing companies
material planners
buyers
production schedulers
operations management
financial management

Distribution and logistics
Utilities and MRO stores
Management consultants




ABC Classes & Rollup Analysis

Corporate

Division A

Plant 2 -- SAP Pla f . VP Supply Chain
|
|

Purchasing Mgr

Buy Parts

| |
Buyer D Buyer E Buyer F

I




Use of IQR Is Spreading

Airtechnics

Alcatel

Allergan Medical
Amtrol Incorporated
Andrew Corporation
Armstrong

Arvin Meritor

Avery Dennison
Banner Pharmacaps
Beckman Coulter
Binney & Smith
Black & Decker
Bosch Corporation
Boston Scientific
Bunn-O-Matic Corp
Carrier Corporation
Cummins Inc.

Dana Corporation
Dialogic - Intel Corp.

Dow Chemical

Dux Dental
Eastman Chemical
Engenio - LSI Logic
ERICO Incorporated

Esterline Corporation

Hendrickson Int’l
Hope Global
Hyundai

Johnson & Johnson
Kinetic Concepts
Korry Electronics
Kohler Companies
Krebs Engineers
LuK Automotive
Motorola

National Oilwell
Newell-Rubbermaid
Nilfisk-Advance

Oakley
Ocean Cuisine

Pfizer - Pharmacia
Pierce Biotechnologies
Rheem Manufacturing
Ricon Corporation
Schering-Plough
Schlumberger
Sikorsky Aircraft
Stanley - MAC Tools
Telex Communications
Tighe Industries
Unilever Bestfoods
Valmont Industries
Vita-Tech International
Wellman Products
Wenger Corporation
Woodward Governor
Yamaha Corporation



Summary

ABC is not just for cycle counting any more.
—~uture demand is better than past usage.
QR logic i1s demand-driven & dollar-focused.

Keys to reducing excess inventories
Use dynamic ABC analysis — work smarter
ldentify the excess — use simple logic

Focus on the dollars — prioritize opportunities
Update ordering rules — fine tune MRP
Monitor movement — track performance.
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Makes the planners’ job a lot easier.




Summary

ABC Is not just for cycle counting any more.
—~uture demand Is better than past usage.
QR logic i1s demand-driven & dollar-focused.

Keys to reducing excess inventories
Use dynamic ABC analysis — work smarter
ldentify the excess — use simple logic
Focus on the dollars — prioritize opportunities
Update ordering rules — fine tune MRP
Monitor movement — track performance.

Makes the planners’ job a lot easier.
Improves turns, cash flow and profits!




How a 20% sales drop can
result in a 50% turns drop.

Sales

COS
Inventory
Turns

Typical company with 60% COS and 6 turns.



How a 20% sales drop can
result in a 50% turns drop.

20% Sales Drop

Sales 80
COS 48
Inventory 3
Turns . 6.0

Wish that inventory would go down with sales.



How a 20% sales drop can
result in a 50% turns drop.

20% Sales Drop

Sales 80 80
COS 48 48

Inventory 38 10
Turns . 6.0 4.8

Hope we can keep inventory at the same level.



How a 20% sales drop can
result in a 50% turns drop.

20% Sales Drop

Sales 80 80
COS 48 48

Inventory 38 10
Turns . 6.0 4.8

Half of the lost COS usually ends up in inventory.



Why

We had too much inventory to begin with.
We don’t shut of the faucet soon enough.

Reasons

We are planning part quantities, rather than
managing inventory dollars.

Our inventory systems and our metrics are
backward looking.

Our order guantities and safety stocks are
based on past usage not future demand.

Our customers “lied” to us.



Thanks for attending.
Questions?

Please complete the session evaluation.
If you liked it — Session number G-2
If you didn’t like it — Session B-5
Future questions

Gary.Gossard@IQR.com
Phone 949-487-5400



