Gordon Graham Notes

Why Do Distributors Need a Good Inventory System?
· Most distributors carry 30 to 40 percent more items and dollars in inventory than they need!

Usage – The Most Important Element of Information

· USAGE!!!  The single most important prediction a distributor makes is how much of a stock item will be used in the future.  Used for inventory control purposes, means all withdrawals from stock at a specific company location in sales to customers, replenishment of other branches, and internal company needs. Typically defined as an average number per month.

· For 80% of your stock items, the monthly usage rate is most accurately developed by selecting the last 6 months of history, totaling figures, and dividing by six.

· Seasonal items:  For every principle, there are exceptions.  An item is seasonal when 80% of the annual sales volume falls in six (or less) consecutive months.

· Non-recurring transfers from one branch to another should not be counted.

· Safety allowance is calculated only on the regular sales.  

· Conditions that should cause history disqualification:

· Unusual sales or transfers in a month.

· Stockouts that last as long as 2 weeks during a month.

· Items with only a single customer, or where one customer dominates the sales.

· Items with very low sales per year (less than ½ unit per month.)

· These 4 conditions account for 95% of the headaches in inventory control of stocked items….but are found at any one time in only some 20% or less of the items in stock.

· The computer inserts a flag to disqualify the history.

· The rule: When the last month’s posted history is equal to the total of the previous 5 month’s figures, the last month showed at least 5 units sold, and the item unit cost is significant. 

More Information Required For Good Inventory Control

· “K” Factor =  Total annual costs / avg inventory value.  This factor represents the handling costs for inventory.  The material handling expense total omits those activities that could be labeled sales-generated…..the picking, packing, and shipping/deliver.  It does include all people, functions and expense in bringing in material and putting it away, up to the point that the order-filling function starts.  For most distributors, the expense segments to include are about 60% of the total warehouse and delivery expenses for a year.

· For a shortcut in figuring out your “K” factor, simply add 20% to the current prime rate for borrowing money.

· “R” Cost = Total annual costs / total times stock items were ordered.  Money spent to go through the replenishment cycle.  Generally accepted that $5 is the norm.

· Lead time is the total amount of time between the date you recognize the need to reorder an item and the date replenishment merchandise is on the shelf, recorded in the computer and available for sale.  Lead time IS NOT what the supplier says it is.  The number of days or weeks he tells you covers only a portion of the total time represented in the definition above.  Because the correct calculation takes much more time and information to calculate, many companies choose to select an average that seems appropriate for the majority of the items stocked.  In fact, the figure that the system uses to calculate order point is derived from an average of the last 2 lead times.  Lead time is expressed in months, assuming 4-week months.  There are 2 situations when an average lead time is not developed from the last two delivery performances on an item:

· When the next-to-last recorded lead time is over six months old.  That’s too far in the past.  Use the last recorded lead time only, no average.

· When the new average turns out to be 50% shorter or longer than the previous average.

Your Service Control: When to Order!

· Inventory control for distributors boils down to how 5 important questions are answered:

· What causes a new item to be stocked?

· When should replenishment stock for an item be ordered?

· How much of an item should be ordered at a time?

· When is it smart to save freight or buy the truckload?

· When should an item cease to be carried in stock?

· True control occurs right at the beginning when carefully timed replenishment triggers incoming quantities that develop the lowest practical outgoing costs.

· Order points and line points are the service controls- the basis for replenishment timing.

· An order point is the basis for replenishment timing on most stocked items in a distributor’s inventory when he replenishes stock from sources outside the company.  The remaining items require an additional higher control to help put “line buys” (freight free orders, etc) together, but the higher control is based on the order point.  More on that later.

· Order point is an amount of material below which you should not go- on hand plus on order already with the supplier- without starting the replenishment process.  They should be reviewed and updated monthly.

· Order points are not the same as minimums in min/max systems.  In a true min/max system, the on-hand stock is generally all that’s compared to the minimum to trigger replenishment.  It isn’t necessary to consider material “on order” because there usually isn’t any.  Remember, min/max often suits branch resupply from a central warehouse and that resupply generally happens rather quickly.

· Order point = (Usage rate x Lead time) + Safely allowance.  Simply stated: order point consists of enough material (usage rate) to take care of the customers during the time required to get more stock (lead time), plus a measured amount of “pad” (safety allowance).

· The safety allowance forms a “pad” of material to take care of reasonable variations in usage or lead time from the averages anticipated.  It must be included.  But because half the time you use some of it and half the time you don’t, on the average, it’s always on the shelf!  The safety allowance, whatever the quantity, becomes a fixed asset.  It turns zero times.

· There are several complex formulas for determining safety allowances.  Since 95% of the time the safety added is between 25% and 75% of the basic order point formula, the simplified approach to this is to take the middle ground and establish 50% as your safety factor.

· There are 3 conditions when more than 50% safety stock is required:

· An item with an extremely erratic usage pattern.

· An item with a totally unpredictable lead time

· An item for which you must provide 100% service (contracts, etc)

· There are 5 conditions when the 50% rule should not be used:

· Items resupplied from within the company.

· Items with one customer only or one customer who dominates the sales picture.  Assign arbitrarily- and freeze- the order point in accord with the customers buying patterns.

· Items with low sales per year.  Set the order point at 0 or one piece and lock it in.

· Brand new items where no usage history exists or less than 6 months is available.  Assign an opening order point and freeze it for 6 months.

· Protected stock that may be sold to one customer only.  A permanent, untouchable order point includes 100% or more in safety to guarantee better than 90% service level.

· Use safety stock as a negotiating point with your suppliers.  Consider this scenario:

· Mr. Vendor, do you realize that your company delivers so poorly that we have to double our safety allowances on every item of yours that we stock?  Take a look at this printout.  All 326 of your items are shown along with the normal safety allowance for each item and the quantity we had to add as extra safety.  All safety stock turns 0 times per year but all that extra pad we carry on your products amounts to $34,000 additional no-turn merchandise necessary just because you guys deliver so erratically.  We have to carry the extra stock to protect our customers.  That $34,000 reduces our profits by $9520 per year (34000 x .28 annual cost of carrying inventory) and we must get that back from you in the form of an additional discount or we’re going to find another source!

Solving The Line Buying Problem

· Some items need only an order point.  All alone, they meet whatever requirement the supplier has set.  Others need more than this- a higher control called the Line Point.

· Line point = Order point + Usage during the Review cycle

· Review cycles are conducted on entire product lines and it refers to how frequently it’s scanned to determine whether or not a PO should be placed.

· Review cycle = 

· (Total annual purchases ($) Stock + Non-stk)/Total order purch target ($)

· Direct shipments to customers are not include

· Example:

· $350,000 purch last 12 mo / $7000 order that gets freight prepaid

· $350,000 / $7000 = 50 times per year

· Just as with order points, line points should be recalculated each month for every stock item that has not been flagged due to an unusual condition in the usage history or frozen for some period of time by the buyer.

· Why do line points work?  Line points set the outside limit for including an item on the next PO from the supplier.  Any items where on hand + on order total is at or below the line point should be ordered.  Any above should be saved for the next PO.  That is very important.  If you cheat and include one that shouldn’t, you’ll destroy the heart of the next PO.

· What if the items below the line point don’t provide enough weight?  This may occur from time to time.  If this occurs, increase the quantity of each line point item proportionately by the % that the total order is short and round off to a standard pack.  If this becomes a problem we will need to write a custom script to aid in this adjustment. 

· Why buy all items below line point if they aren’t needed to make weight?  Because they’ll be below order point by the time the next review cycle date rolls around, and it’s never your intention to let an item get below order point without starting the replenishment process.

Your Turnover Control: How Much to Buy?

· Economic Order Quantity answers the question of how many should you purchase that will develop the lowest outgoing cost for the item.

· Outgoing cost is the total amount of cost an average unit of stock carries with it as it goes out the warehouse door to your customer.  It isn’t calculated or found on any P/L statement but it’s very real.  If it becomes too high, you become a non-profit organization.  The cost elements that make it up are:

· Incoming cost- What you paid plus freight in

· The “K” cost

· The “R” cost

· EOQ = 24 x Cost of ordering (R) x Usage rate/Cost of carrying inv (K) x unit cost

· Here are the conditions for a stock item that should be present for EOQ to be effective:

· The price paid to the supplier does not vary when you buy more of this one item

· The usage rate of the item is higher than ½ unit per month.  You move at least one piece every other month.

· The supplier’s lowest permissible PO quantity on the item is reasonable for you to attain.  It does not represent 3 or 4 times the calculated EOQ amount.

· There are rounding requirements as well for the EOQ value.  

· Round the EOQ answer off to the nearest standard package.

· Round the EOQ answer up to at least 2 weeks supply if it’s lower than that.

· Round the EOQ answer back to a limit of one year’s supply if it calculates out higher than that.

· Check the EOQ against the product line’s review cycle times the monthly usage rate of the item.  If a product line is ordered just once a month, then you can order no less than 1 months supply of each item when it’s replenished.

· For those situations that EOQ isn’t practical, you can use the “Buying by inventory Class” technique to begin your control system and evolve slowly into EOQ’s at a later time.

· Classification: A take-off from the old A-B-C control.  New system comprised of 13 classifications.  1-2 same as A stock- lots of money moving through inventory each year.  3-4 same as B stock- less money involved.  5-12 same as C stock- numerous but collectively account for very few dollars moving through inventory.  13 same as D stock- dogs, defunct, dead stock items.  Each class has a turn quotient assigned to it.  This quotient represents how many times you expect that item’s stock to turn in one year.  It also will be insturmental in determining your suggested order quantity.   This will be explained in greater detail later on.

· The classification is determined by:

· Annual usage in units x Unit cost

· Top 7.5% = Class 1;
12 Turns per year

· Next 7.5% = Class 2; 
6 Turns per year

· Next 10% = Class 3; 
4 Turns per year

· Next 10% = Class 4; 
3 Turns per year

· Next 8% = Class 5; 
2.4Turns per year

· Next 8% = Class 6; 
2 Turns per year

· Next 8% = Class 7;
1.7 Turns per year

· Next 8% = Class 8;
1.5 Turns per year

· Next 8% = Class 9;
1.3 Turns per year

· Next 8% = Class 10;
1.2 Turns per year

· Next 8% = Class 11;
1.1 Turns per year

· Next 9% = Class 12;
1 Turn per year

· Any item that sells less than $10 at cost per year is Class 13; 0 Turns

· If you choose to replenish using the Class method, the results approximate the results you would get with EOQ but it’s slightly less precise.  EOQ may recommend that you order 4.8 months supply whereas with Classification, you buy exactly 4 months or 5 months.  It stands to reason then, you develop a slightly better overall turn rate with EOQ than with the Classification- you generally gain one full turn per year.  However, EOQ is more complicated, tougher to understand, and easy to misapply.  Classification avoids the complication and rarely recommends a foolish order quantity unless you attempt to classify an item without sufficient history.  Bottom line, although EOQ will beat out Classification when both are applied correctly, you have to ask yourself if EOQ can realistically be done properly.  If not, it’s time to look at the Class method.

· When it’s time to replenish a stock item, Gordon Graham suggests you buy an amount of material according to this formula:

· Class x Monthly Usage Rate

· Since class 1 items are expected to turn 12 times in a year, you would expect to order a one month supply for all class 1 items.  Therefore if an item has a usage rate of 8, you will order 1 x 8 = 8

· Since class 2 items are expected to turn 6 times in a year, you would expect to order a two month supply for all class 2 items.  Assuming the same usage rate of 8, you will order 2 x 8 = 16

· Since the class of an item should not be manually overridden, DBS has slightly enhanced this basic formula giving you final say over the total turns you expect to achieve with each class level.  If you establish reorder method 5 for your items in DBS, the system will use this formula to determine the suggested order quantity:

· (12 (months) / turn quotient for class of item) x Monthly Usage Rate

· If no change is made to the default turn quotients for each of the classes in I-2-7, then our formula will return the same results as Gordon Grahams.  For example:

· Class 1 item expected to turn 12 times in a year and has a usage rate of 8 and a turn quotient of 12.  (12 / 12) x 8 = 8.

· Class 2 item expected to turn 6 times in a year and has a usage rate of 8 and a turn quotient of 6.  (12 / 6) x 8 = 16

· If however, you decide you want your class 2 items to be turned 4 times instead of 6, you can change your turn quotient accordingly and your new suggested order quantity for class 2 items will be: (12 / 4) x 8 = 24, or a 3 month supply!! Hopefully it’s clear how you can affect what you keep on hand.



Min-Max Reorder Method
The Class Reorder Method
The Class reorder method is a derivative of the Line Point/Order Point method.  The only difference is in the computation that occurs when the computer is asked to suggest a reorder quantity.  Instead of using the complex EOQ formula for reordering, the system uses the turn quotient associated with the class of the item and the usage rate to determine the amount to reorder each time.

Class setup and operation

1. Before you begin utilizing the pre-built formulas within DBS for the Class reorder method you should first define some initial values in the I-2-7 control file (Figure 1).  Although they are not all used in the Class method for reordering, they do lay the foundation for future migration into true a LP/OP system if so desired.

a. Usage Rate Months- How many months the computer will use to determine your average usage.  The standard is “6”.

b. K Factor (EOQ)-  Used in determining your economic order quantity.  The K factor is your cost for carrying inventory expressed as a % of every dollar.  You can figure out the complicated equation or use the shortcut method.  Simply add 20% to the current prime rate for borrowing money.

c. R Factor (EOQ)-  Used in determining your economic order quantity.  The R factor is the cost of a replenishment cycle expressed as a $ amount per item per purchase order.  This too can be figured out using a formula, however, Gordon Graham recommends using $5.

d. Min Dollar- Enter the dollar amount below which class 13 begins.

2. For each item that you wish to use the Class reorder method with, you must set-up the following fields in all corresponding warehouse screens (Figure 5).  

a. Lead Time- This is the total amount of time between the date you recognize the need to reorder an item and the date the replenishment merchandise is on the shelf, recorded in the computer and available for sale.  For most companies, this involves far too much work to be worthwhile.  As a rule of thumb, for most goods an industry average can be used.  The value has to be expressed in months.  .5 can be used as a starting point for most items. 

b. Buyer- Enter the buyer’s name who will be responsible for ordering this item.  If a single buyer does all the ordering, you can leave this field blank.  It’s only necessary if you want different people to be responsible for ordering different items.

c. Cost- When creating an item the first time, this is the same as last cost

d. Last Cost

e. ReplnPath- “V” for vendor if it’s a main warehouse or  “xx” for the main warehouse that this satellite warehouse receives stock from.  (xx denotes the main warehouse code)

f. Class Code- Similar to the old version of classifying inventory- A,B,C, or D.  In this system you have 13 classifications.  The system will fill this in for you based on the sales history or you can put in an initial value based on the following analysis of your inventory:

i. For every item, multiply the annual usage in units by the unit cost to determine the annual dollar amount moving through the inventory for each item.  Any item that sells less than $10 at cost will be taken off the top of the calculation and considered class 13 or “D” for dead.  For all others, they will be classified based on the chart below.

· Top 7.5% = Class 1;
12 Turns per year

· Next 7.5% = Class 2; 
6 Turns per year

· Next 10% = Class 3; 
4 Turns per year

· Next 10% = Class 4; 
3 Turns per year

· Next 8% = Class 5; 
2.4Turns per year

· Next 8% = Class 6; 
2 Turns per year

· Next 8% = Class 7;
1.7 Turns per year

· Next 8% = Class 8;
1.5 Turns per year

· Next 8% = Class 9;
1.3 Turns per year

· Next 8% = Class 10;
1.2 Turns per year

· Next 8% = Class 11;
1.1 Turns per year

· Next 9% = Class 12;
1 Turn per year

· Any item that sells less than $10 at cost per year is Class 13; 0 Turns

· Rev Cycle- The review cycle is only relevant when you are purchasing items that must meet stringent minimums in order to qualify for extra discounts or to meet minimum order standards with your vendor.  If this is not relevant to this item, leave it blank.

g. Rev Date- Currently this field is updated manually but upon request, a custom can be put in place to update based on the date of the most recent PO.

h. Reorder Mth- “5” for Class

a. Lin point- For most items, Order Point is probably sufficient.  This field works in conjunction with the review cycle on those items that must meet minimum levels before being eligible to order from your vendor.   This is the outer limit below which an item must drop before triggering a reorder flag.  If your Rev Cycle is left blank, this will equal the Order point.  Must contain an initial value.  Either use the same qty as your Order point if you have one and if not, use “1”.  Class 13 items should have 0 here.

b. Ord point- The level that must be hit before triggering the reorder flag.  The system calculates QOH + qty on order to compare against the order point.  This field must contain an initial value.  “1” is recommended if you don’t have an initial value to load.  Class 13 items should have 0 here.

i. Ord Qty- Leave blank.  The order quantity is based on a computation that the computer will perform when it is determining what quantity to reorder.

j. Use Rate-  This is the average monthly usage for your item based on the number of months you enter in the I-2-7 control file at the field called “Usage Rate Months”.  This figure is used in determining your order point, line point, economic order quantity, and safety stock.  This is the most important variable of all.  This will be the figure that the system uses to determine your reorder quantity, using this formula:  use rate x item class.  As unscientific as it appears, it is reliable and endorsed by Gordon Graham as a simplified way to calculate order quantities.

k. Safe All%- This is the % of safety stock that the system will calculate to include in the order point of the item.  50% is the recommended value based on the Gordon Graham system.

4. Once you have all the warehouse codes set up properly, it’s time to classify your items into one of the 13 known categories of inventory.  You do this by running the ABC analysis report, I-4-6 for all relevant warehouses and items (Figure 7).  In order for this function to work, you will have had to import sales and cost history from your previous system or have some history already accumulated in DBS to begin with.  After the initial run, you need to continue doing this on a quarterly basis to insure that the items remain in the appropriate category.  .If you wish to change the expected # of turns for each class, you can modify the default turn quotients in I-2-7.  

1. After you classify your inventory, it’s time to run the Monthly Replenishment Calc, I-4-19-8 (Figure 8).  Answer yes to update your LP/OP/EOQ.  This function ensures that the items contain the appropriate LP, OP, and EOQ when the system performs its reorder calculations.  As the name implies, this function should be run monthly.

2. You are now ready to run I-4-19-4 to determine those items that need to be replenished (Figure 9).  Remember, for this reorder method, the system will not use the EOQ to determine the reorder quantity.  Instead it will use the simpler formula of  (12 / Turn Quotient of item) x Monthly Usage Rate.  This function builds the tables that can be viewed and updated in I-4-19-5.  The table is where the system stores it’s suggestions and allows you to update or delete lines prior to creating the PO’s and Transfers.  Each table can be given a unique name enabling you have several created at any given point in time.

3. Once you have run the Recommended Replenishment Action report for those warehouses and those items you are interested in, you can view the recommendations and make changes via I-4-19-5 (Figures 10-12).  Once you are satisfied with your replenishment actions, you can hit “OK” to auto-generate the picks and purchase orders if there are any.
Line Point/Order Point Method
The Line Point/Order Point method employs all the theories behind the Gordon Graham principles.  It is proven to be a successful means to manage your inventory but it also takes the most attention and understanding for all the variables that make the method as effective as it can be.  Without this attention, it’s no more effective than any of the subjective means to managing your inventory. 

Line Point/Order Point setup and operation

1. Before you can begin utilizing the pre-built formulas within DBS for line point/order point you must first define some initial values in the I-2-7 control file (Figure 1).

a. Usage Rate Months- How many months the computer will use to determine your average usage.  The standard is “6”.

b. K Factor (EOQ)-  Used in determining your economic order quantity.  The K factor is your cost for carrying inventory expressed as a % of every dollar.  You can figure out the complicated equation or use the shortcut method.  Simply add 20% to the current prime rate for borrowing money.

c. R Factor (EOQ)-  Used in determining your economic order quantity.  The R factor is the cost of a replenishment cycle expressed as a $ amount per item per purchase order.  This too can be figured out using a formula, however, Gordon Graham recommends using $5.

d. Min Dollar- Enter the dollar amount below which class 13 begins.

2. For each item you wish to use the line point/order point method with, you must set up the following field in all corresponding warehouses (Figure 3).

c. Lead Time- This is the total amount of time between the date you recognize the need to reorder an item and the date the replenishment merchandise is on the shelf, recorded in the computer and available for sale.  For most companies, this involves far too much work to be worthwhile.  As a rule of thumb, for most goods an industry average can be used.  The value has to be expressed in months.  .5 can be used as a starting point for most items.

d. EOQ- Based on the Gordon Graham calculation.  If you know it, put it in, otherwise the system will calculate it for you once it has enough information.

e. Buyer- Enter the buyer’s name who will be responsible for ordering this item.  If a single buyer does all the ordering, you can leave this field blank.  It’s only necessary if you want different people to be responsible for ordering different items

f. Cost- When creating an item the first time, this is the same as last cost.

g. Last Cost

h. ReplnPath- “V” for vendor if it’s a main warehouse or  “xx” for the main warehouse that this satellite warehouse receives stock from.  (xx denotes the main warehouse code)

i. Class Code- Similar to the old version of classifying inventory- A,B,C, or D.  In this system you have 13 classifications.  The system will fill this in for you based on the sales history or you can put in an initial value based on the following analysis of your inventory:

i. For every item, multiply the annual usage in units by the unit cost to determine the annual dollar amount moving through the inventory for each item.  Any item that sells less than $10 at cost will be taken off the top of the calculation and considered class 13 or “D” for dead.  For all others, they will be classified based on the chart below.

1. Top 7.5% of items – Class 1

2. Next 7.5% of items – Class 2  (1&2 = old A 65% of $$’s)

3. Next 10% of items – Class 3

4. Next 10% of items – Class 4  (3&4 = old B 25% of $$’s)

5. Next 8% of items – Class 5

6. Next 8% of items – Class 6

7. Next 8% of items – Class 7

8. Next 8% of items – Class 8

9. Next 8% of items – Class 9

10. Next 8% of items – Class 10

11. Next 8% of items – Class 11

12. Next 9% of items – Class 12  (5-12 = old C 10% of $$’s)

j. Rev Cycle- The review cycle is only relevant when you are purchasing items that must meet stringent minimums in order to qualify for extra discounts or to meet minimum order standards with your vendor.  If this is not relevant to this item, leave it blank.

k. Rev Date- Currently this field is updated manually but upon request, a custom can be put in place to update based on the date of the most recent PO.

l. Reorder Mth- “2” for Line Point/Order Point

m. Lin point- For most items, Order Point is probably sufficient.  This field works in conjunction with the review cycle on those items that must meet minimum levels before being eligible to order from your vendor.   This is the outer limit below which an item must drop before triggering a reorder flag.  If your Rev Cycle is left blank, this will equal the Ord point.  This field must contain an initial value.  Either use the same qty as your Ord point if you have one and if not, use “1”.  Class 13 items should have 0 here.

n. Ord point- The level that must be hit before triggering the reorder flag. The system will calculate QOH + qty on order to compare against the order point.  This field must contain an initial value.  “1” is recommended if you don’t have an initial value to load.  Class 13 items should have 0 here.

o. Ord Qty- Leave blank.  The order quantity is based on a computation that the computer will perform when it is determining what quantity to reorder.

p. Use Rate- This is the average monthly usage for your item based on the number of months you enter in the I-2-7 control file at the field called “Usage Rate Months”.  This figure is used in determining your order point, line point, economic order quantity, and safety stock.  This is the most important variable of all.

q. Safe All%- This is the % of safety stock that the system will calculate to include in the order point of the item.  50% is the recommended value based on the Gordon Graham system.

3. Once you have all the warehouse codes set up properly, it’s time to classify your items into one of the 13 known categories of inventory.  You do this by running the ABC analysis report, I-4-6 for all relevant warehouses and items (Figure 7).  In order for this function to work, you will have had to import sales and cost history from your previous system or have some history already accumulated in DBS to begin with After the initial run, you need to continue doing this on a quarterly basis to insure that the items remain in the appropriate category

4. After you classify your inventory, it’s time to run the Monthly Replenishment Calc, I-4-19-8 (Figure 8).  Answer yes to update your LP/OP/EOQ.  This function ensures that the items contain the appropriate LP, OP, and EOQ when the system performs its reorder calculations.  As the name implies, this function should be run monthly.

5. You are now ready to run I-4-19-4 to determine those items that need to be replenished (Figure 9).  Remember, for this reorder method, the system will base it’s recommended reorder quantity on the EOQ that has been established for the item.  This function builds the tables that can be viewed and updated in I-4-19-5.  The table is where the system stores it’s suggestions and allows you to update or delete lines prior to creating the PO’s and Transfers.  Each table can be given a unique name enabling you have several created at any given point in time.

6. Once you have run the Recommended Replenishment Action report for those warehouses and those items you are interested in, you can view the recommendations and make changes via I-4-19-5 (Figures 10-12).  Once you are satisfied with your replenishment actions, you can hit “OK” to auto-generate the picks and purchase orders if there are any.
Reorder Level Method
The Reorder Level method is similar to min/max, in that it is subjective in terms of how the reorder level and quantity are determined. It offers a couple additional options that min/max does not.  First it allows the user to establish an unscientific EOQ based on quantity breaks or minimum standards that your vendor sets.  The reorder level acts as the trigger point for determining when reorder an item.  Once QOH - qty on order reach the desired reorder level, the system puts that item on the report suggesting that it be reordered.   You then can use that EOQ in conjunction with the reorder level you establish for each part.  By doing so, the system will either suggest to: 1-reorder the quantity needed to reach the reorder level or 2- reorder the EOQ based on whichever is greater.  So for instance, if you only need to order 5 to reach your reorder level, but you have designated case quantity of 12 as your EOQ, then the system will suggest to reorder 12.  If you do not put a value in the EOQ field, the system will not use it in it’s calculations.  This offers some additional assistance to the purchaser if taking advantage of special discounts is of importance.  Additionally, you have 4 levels of stock that can be stored as reorder levels for each item.  The user picks which level to evaluate against when running their report.  This method would not be used for replenishing stock to satellite warehouses that receive their replenishment from other warehouses.  It’s reorder report only looks at the vendor code in the I-2-2 screen and recommends reordering everything from the vendor.  This method is also the only method that does not use the tools located on the I-4-19 menu.  Instead, this method utilizes the I-4-5 report to determine what to reorder as well as to auto-generate PO’s if desired.

Reorder Level setup and operation

1. For each item that you wish to use the min/max reorder method with, you must set-up the following fields in all corresponding warehouse screens (Figure 4).

a. EOQ- Not based on any mathematical formula.  If you have a order quantity (i.e. case quantity) that you desire to be met each time a PO is cut, put it in here.  If not, leave this blank.

b. Cost- When creating an item the first time, this is the same as last cost

c. Last Cost

d. Reorder-Lev (1-4)- These are the levels you want to set based on the quantity you want the system to suggest in its reorder report.  Remember, the system will always take the greater value between the EOQ or the Reorder Level.

e. ReplnPath- “V” for vendor if it’s a main warehouse.  You would not use this method for replenishing stock to satellite warehouses that receive their stock from within the company.

f. Reord Mth- “3” for reorder level.

2. Once everything has been entered, you can run the Item Reorder List,[Inventory Management System – IM Reports Menu – Item Reorder List].  This list shows all items with this reorder method along with the quantities stored at each reorder level.  It is not mandatory to run this report.  It is just for informational purposes.

3. Now you are ready to run the Inventory Reorder Report, [Inventory Management System – IM Reports Menu – Inventory Reorder Report] (Figure 6).  This function is almost always run in report format first.  Proof the output to verify the stock situation.

4. Once the user proofs it, it can be re-run in part or in full with the question “Create Auto PO” set to yes (Figure 6).  By doing this and establishing a receiving warehouse, you can auto-generate your PO’s.  Remember, this report does not generate transfers for satellite warehouses who receive their stock from other warehouses.  Those warehouses would have to be set up with min/max or some other reorder method.

Non-stock Items

The final reorder method that hasn’t been discussed is option 4, Non Stk.  This option would only used for those items that are class 13 in your inventory and/or those items you have decided not to stock regardless of what their classification should be.  It’s important to note however, that it is not mandatory to assign class 13 items this reorder method, it’s simply an option.  Any item which is a RM 4 part will not be included in the ABC analysis report, Monthly Replenishment Recalc, or the Recommended Replenishment Action report.  Because of this, many people choose not to change their reorder method for class 13 parts- they leave it where it is.  This way, if sales do pick up on that item, it will be detected during the subsequent running of the ABC report and the class will be adjusted accordingly. RM 4 items will also prompt a user to cut a PO “on the fly” during order entry.  These are the only items that will do this by default.  Additionally, if the potential for one of these items becomes a negative value, indicating that demand exists and there is not stock to cover it, it will print out on the Recommended Replenishment Action report.  That is the only exception to the rule stated above.  Some users elect to order them “on-the-fly” and others elect to do the ordering at the same time other stock is being ordered.  Either way, the system will let you know when one of these items has demand that must be satisfied- from there, it’s up to the user to decide what to do next.
[image: image1.png]N Control

le Maintenance

Sunmay | Ssem Paaneies |

[_[C1x]

e = e
Warehause Code: 01 KFactor:] 030 | Tuni:[ 120 Tun? 77 || Pice Label1: [t Prce Price Label7: [Fice 7
ey e — (I — I — | - — -
LM, Code: [EA Miinum Doler:| 1000 | | Tun3 W0 Tuns T3 || PiceLabel3: [ Makup | PriceLabel9: [Pices
Covibon FIFT =] tnepeksion - R | o = P
ot o [t ] Femteebet [3 ey — e | —
P om0t L1 by — ey — | —
Usage Rate Morifs [ Flseser s
et .
= (POR, -
e P - e e o EE - e N
rzR e e e e — - —
rzR reg e el o -
e s e D - —
eg = s e i
e oA e B e — e —
e —
( e [l G

User Id : karen, Div. Code : DBS. Logged in date : 01/06/10

|2 e





Figure 1 – The IM Control File [Inventory Management System – IM Setup – IM Control File Maintenance] showing the required fields for setup.
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Figure 2 – The item warehouse screen showing the required setup if using the Min/Max reorder method.
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Figure 3 – The item warehouse screen showing the required setup if using the Line Point/Order Point reorder method.
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Figure 4 – The item warehouse screen showing the required setup if using the Reorder Level method.
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Figure 5 – The item warehouse screen showing the required setup if using the Class reorder method.
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Figure 6 – The Inventory Reorder Report [Inventory Management System – Inventory Reports Menu – Inventory Reorder Report].  This report is only used for items that have been setup with reorder method 3- Reorder Level.
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Figure 7 – Monthly Replenishment Recalc,[Inventory Management System – IM Reports Menu – Additional Reporting Menu – Monthly Replenishment Calc] selection criteria.  This function should be run on a monthly basis.  This will ensure that items are updated to reflect their proper LP/OP/EOQ values.
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Figure 8 – The Recommended Replenishment Action [Inventory Management System – IM Reports Menu – Additional Reporting Menu – Recommended Replenishment Action] selection criteria and report.  This report is used for all other items except those setup as reorder method 3.  They include, Min/Max (1), Line/Order (2), and Class (5).

[image: image10.png][Replenishment Action

tem No. [Trans. Los. | ToWhs. | ROQ | Action A/D/TT U [Order Qty]__ Unit Cost]_Extend Cost Sel S
20105 o o A T a0 a6 4
030102 o o = £ 2300 ss000 v
5050004 o o 28 2 msw  te1sem v
1000500 o o 2a 2 1.5000 30000 4
0320611 o o 1A 1 tesu0  1ess0 v
200253 o o 204 20 1m0 391520000 4
4030008 o il 1 128450 12284500 v
00012 o o i 1 wam 22w 4
300020 o o A 1 95300 95300 v
s30.0080 o o 1A 1 om0 225000 4
‘UNFORMMOD 01 o A 1 00000 00000 v
CUNFORMNEW 01 o 1A 1 00000 00000 4
s50.0051 o o 13A el 00000 00000 v
sE00052 o o 3a 3 00000 00000 4
s00022 o o e * 00000 00000 v
se0.0020 v o ik 1 00000 00000 v
s0.0070 o o 1A 1 oo 25000 4

- Vendor Information

Hem Descipton uom StgyP0:0] _ Sa
VendorName Amaurt ey
~Operations
Fo-Find | AM_ | Fe-Add | F3oru-Edt | iy | Moy | Save | FB-0K | SekctAl | Deselectal | F3-Repon | Eso-Clse |

Total mumber of records : 58

User Id : root, Div. Code : DBS, Logged in date : 01/06/10 |2 e





Figure 9 – The Replenishment Action screen [Inventory Mangement System – IM Reports Menu – Additional Reporting Menu – Replenishment Action Entry].  This is the table that is created after running Recommended Replenishment Action.  From this screen, you can manually adjust or delete each line.  Once you have each item showing the proper action, you hit <OK> to auto-generate you PO’s and Transfers.
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Figure 10 – Another option within the Recommended Replenishment Action is <RM>.  By moving your highlight bar to a specific line and selecting that option, you can edit an items reorder method, order point, line point, min qty, or max qty without having to go back into that item’s warehouse screen.
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Figure 11 – Another view of the Recommended Replenishment Action table shows the <Update> option which is what you would select in order to edit the values of a specific line.  From this screen, you can determine if you will order or transfer more stock; what quantity to order; and what vendor or transfer warehouse to use.
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	Information compiled from Gordon Graham, Distribution Inventory Management (Colorado Springs: The Distribution Team, 1987, 1997), various pages. 








