>

Become Demand Driven

BECOME -
\\I BECOME  Supply Chain Management

DRIVEN 612.202.0799 BecomeDemandDriven.com

SUPPLY CHAIN MANAGEMENT

NOT THE STANDARD APPF

What is so complicated about our
traditional inventory management
solutions?

We teach, in the Demand Driven MRP methodology,
that the goal is to keep inventory between too much
and too little. It’s intuitive, we need to balance our
inventory levels so that we have enough, but not
excess. And | started thinking about how we try to
manage inventory using the standard approach of
most traditional systems and thought processes.

There’s a disconnect in the conversation. Or maybe two.

What do we use to measure the low end? How do we
define “too little?” It is quantity based. We compare
the on-hand balance and consider its proximity to
zero. Like a gas tank, we think in terms of volume
remaining or distance we can still travel. We do not
think, “oh, | have $3.25 worth of gas remaining.”

But what do we use to consider the high end? How
do we define “too much?” We use monetary value.
We look for the potential for working capital
investment reduction by ranking a list of the dollar
on-hand value from highest to lowest. And we work
down the list a certain distance (maybe top 20 or
top 50).

First, draw two horizontal lines on a graph. The top one is called “too much” and the lower one is called “too
little”. They don’t fit well on the same chart because one is quantity, and one is dollars. It misleads us to think
there is a relation of sorts. And in some cases, the lines might overlap. A high dollar item may appear on the “too

much” list, even with too few on hand.

Too Much (in $3$3)

Too Little (in Qty.)

Second, neither one provides enough information. The top one shows the value, but can only be too much in
relation to a target? If | desire 12 eggs in my refrigerator, then more than 16 (for example) might be too many.
But if | need 12 eggs in the fridge, | can’t say too much is $4.75 worth. | must reference the quantity. The dollar

value is just the outcome.

The lower line also isn’t easily understandable. Is zero too low? Too low is relative to the requirements or the
desired average level needed. So, having one of something is not a worse situation than having two of
something. We need to compare to the “expected” level for each.

More on back...
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The reality is that supply chain professionals make
these calculations all day long. It’s all part of the
decision process. We are warned that we only have
five on hand, take a quick look and determine that
five is okay (or not okay). Just looking at the
quantity on hand isn’t enough. It requires a review
to determine if it is okay or not. Which means the
outcome is different depending on who is looking
at the situation. There is no process, only chaotic
reactions.

The bottom line is simple.If we have a standard way
to calculate a target inventory for each part number
we are managing, then we can calculate a relative
percentage over or under for each part number. A
natural ranking of priority for those tasked with
managing the inventory. No chaos, no individual
decisions based on experience, no confusion about
dollars vs quantity, and no parts avoiding scrutiny.

Demand Driven MRP brings this value add.
Ask me about it.

If you're frustrated and unable to see the path forward, it starts with inventory management and fixing the
inadequate systems you've been forced to work with. Once you see the solution that I'll present to you, you will

never be able to “‘unsee” it.

The fact is that there is a solution and it’s a thought-ware solution. Contact me for a no-obligation conversation

about Demand Driven MRP.

JOHN MELBYE, DDPP, DDOP, DDLP, CSCP
BecomeDemandDriven.com
612.202.0799

Was very impressed with the content of course and
interactive involvement. John is a very engaging instructor
that has constructed a great learning environment for
those interested in the material by making it easy to
understand through real-life examples and material. Would
highly recommend for individuals who want to gain an
advantage in the supply chain sector. —Brian G.
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