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Key Facts

Many distribution industry enterprises are seeking improved ways to manage their inventory.
Traditional inventory management practices have been rendered obsolete by increasing global
supply chains, more dynamic product life cycles, and multi-channel distribution. This Sector
Insight provides key research findings for distribution companies to consider while making
inventory management technology decisions.

v" The majority of companies are looking at inventory as a cost-related item, but 25% of
companies are thinking of inventory as a way of gaining market share through superior
service and product availability

v 50% of companies are still not managing at a network level but instead at a location level

v Only 6% of distribution companies have created a single owner for inventory across the
supply chain.

v" 40% of distribution companies are looking at their network design only once every two to
five years

Inventory has been and continues to be the lifeblood of the distribution marketplace. While many
companies are slow to adopt new strategies and technology, a growing number of distributors are
able to leverage inventory practices to improve key metrics like customer retention, gross margins
and inventory turns.

Inventory Management Trends in Distribution

Aberdeen conducted a research survey on inventory management technology adoption and ROI
in January and February 2007 across 55 distribution companies. This study confirmed that
inventory management processes and technologies are being actively re-evaluated by companies
today. 69% of respondents indicated they have made or been asked to provide recommendations
in the past six months to management on how to improve their inventory management
technology. An overwhelming 88% of companies say they have made or been asked to make
inventory process recommendations within the past six months.

The majority of companies are looking at inventory as a cost-related item, but 25% of companies
are perceiving inventory as a way of gaining market share through superior service and product
availability (Figure 1).

The truly visionary companies are leveraging their inventory as a competitive weapon and have
moved to network-based inventory management versus doing it at a facility or company level.
They use inventory to optimally position supply when and where it is most needed and most
profitable. By segmenting their customer channels and products, these companies are able to
attain a significantly higher return on assets than their competitors because their supply is
effectively positioned.
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Figure 1. Primary Goal for Improving Inventory Management Among Distributors
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Distribution Industry Improvement Opportunities
As Figure 2 shows, the top reasons that distribution companies are rethinking their inventory
practices are to improve return on invested capital and ease challenges in demand forecasting.

Figure 2. Top Pressures for Improving Inventory Processes
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A majority of distribution-intensive companies are also seeking to revamp inventory practices to
improve customer service levels and collapse order to delivery times. An emerging pressure for
improving inventory processes is the complexity caused by increased global sourcing and selling.

Figure 3 shows the strategic actions that distribution companies are taking to improve their
inventory management practices. Companies are prioritizing their approach with the intention to
optimize how much and where to hold inventory across the network. Six out of 10 companies are
also focusing on improving forecasting accuracy in order to reduce safety stock requirements.

Figure 3. Strategic Inventory Actions Being Taken by Distribution Companies
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Inventory Management Organization Strategy

An important result from the survey is that 50% of companies are still not managing inventory at
a network level, but instead determine stocking quantities and policies at a location level
(Figure 4).

Customer service levels are higher for those companies that manage inventory through cross-
functional teams or have a single owner of end-to-end inventory (Figure 5 — shows the customer
service levels versus % of respondents — based on a 2006 cross-industry benchmark by
Aberdeen). Companies that have cross-functional teams are able to collectively identify
innovative ways to reduce customer lead times and inventory carrying costs rather than focusing
on how to slash inventory within their own functions, which can create undesirable side effects
for other parts of the organization. Renewed interest in another cross-functional process — sales
and operations planning — is also helping to drive increased process innovations in the inventory
management area.
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Figure 4. How Distribution Companies Manage Their Inventory
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Figure 5. How Inventory Organizational Strategy Impacts Customer Service Levels K;}
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Other Key Process Findings

Frequency of Network Design Evaluation

Best In Class companies are increasingly using network design beyond identifying where to
build facilities and warehouses. They have started thinking about where and how much inventory
to place along with how to redesign distribution networks to mitigate transportation time, cost,
and capacity constraints.

Nevertheless, given globalization and dynamic customer requirements, it is concerning that 40%
of distribution companies are looking at their network design only once every two to five years.
One reason is the lack of adoption or slow movement toward tools in this area.

What Are Distribution Companies Doing Within Network Design?
Distribution companies are focusing on the following priorities associated with network design:

e Rethinking inventory placement (67% of distribution companies)

e Evaluating the impact of network changes on customer service levels (60% of distribution
companies)

e Undertaking warehouse consolidation projects (60% of distribution companies)

Inventory Policy Revision/Review Frequencies

Another drain on financial performance is that companies’ inventory strategies rarely keep up to
date with real-life conditions. Nearly 81% of companies say they update their inventory
strategies on a quarterly or less frequent basis. Such infrequency of analysis is not sufficient
given today’s global sourcing strategies that create more supply and lead time variability.
Aberdeen benchmark results show that above-average inventory performers are more than
2.5 times as likely as other companies to update their inventory strategies and policies
multiple times a year.

The Critical Role of Technology in Inventory Management

Improving inventory practices calls for a high degree of collaboration and visibility across the
supply chain, as well as more sophisticated optimization. Companies that do not use technology
to enable their supply chain inventory initiatives will not achieve the same level of performance.
Spreadsheet methods are not sufficient in today’s demanding environment because they are
incapable of evaluating all of the trade-offs.

o Companies using MRP/DRP system (which meet service or cost objectives at one level of
supply chain and are then propagated to the other levels) were two times more likely to have
customer service levels above industry average than those companies planning to use inventory
policies with general rules (e.g., hold eight weeks of supply for all products).

o  Companies using a visibility or supply chain event management system were three times as
likely to have faster order to delivery times as those companies that had no plans to adopt such
a solution

Key supply chain inventory technologies are used by just 10% to 30% of companies today.
Future adoption plans, if executed, would raise that to 50% or more of companies.
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A large number of companies are using either spreadsheets or homegrown custom applications for
inventory management. For instance, 47% of distribution companies report they are utilizing
spreadsheets for inventory functions. These fragmented applications are not capable of effectively
modeling and managing inventory across a network of locations.

Table 1 shows the technology adoption intentions within distribution industries. The top three areas
where companies have existing or budgeted technology solutions are:

a) Supply chain visibility
b) Forecasting system that supports some form of customer-level forecasting
¢) Distributed order management system.

The top three areas where distribution companies are intending to invest in terms of new
technology areas are:

a) Inventory optimization
b) Forecasting system that supports some form of customer-level forecasting

¢) B2B collaboration platform

Table 1. Technology Adoption Intentions of Distribution Companies

Have Today or Future Plans No Plans to

Budgeted Adopt

B2B collaboration platform 21% 43% 36%

Tool that optimizes inventory policies at 27% 47% 27%

SKU location level

Distributed order management system 31% 38% 31%

Forecasting system that supports 33% 47% 20%

customer-level forecasting

Supply chain visibility system 40% 40% 20%

Source: Aberdeen , February 2007
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Recommendations for Action

1)

2)

3)

4)

S)

Appoint a single end-to-end owner of inventory

Only 6% of distribution companies have created a single owner for inventory across the
supply chain. Without this level of accountability, local inventory reduction and service
level programs will thrive. Locally optimized programs, despite their good intentions,
almost always lead to higher working capital costs and service level challenges

Actively manage in-transit inventory through supply chain visibility

Distribution enterprises with long transit times should investigate the different ways to use
in-transit inventory as a virtual inventory bin to lower safety stock levels, reduce total
delivered costs, and maximize revenue opportunities.

Start doing customer level forecasting for the key customers

Evolve your current forecasting systems to enable customer-level forecasts that increase
the ability to match customer service levels and reduce overall inventories. This may
involve extensive process changes in some cases, but may be more of an incremental shift
in other cases.

Move toward supplier inventory collaboration

Look to carry out supplier inventory collaboration, which includes sharing more inventory
and forecast data with key suppliers. Sharing this and other data will help shipments move
more quickly and easily, and improve performance.

Leverage existing investments in APS/ERP systems to make sure that inventory
management capabilities are being utilized within the solution. For many, inventory
management is still being done as a general rule-based system in spite of more functional
capabilities available in a company’s ERP/APS system.

© 2007 Aberdeen , Inc. Telephone: 617 723 7890
260 Franklin Street Fax: 617 723 7897
Boston, Massachusetts 02110-3112 www.aberdeen.com



Inventory Management Technology Strategies for Distribution

Enterprise Strategies Page

Related Research

* Supply Chain_Inventory Strategies o Technology Strategies for Integrated

Benchmark Report; December 2004 Business Planning, July 2006
o Technology Strategies for Inventory o Inventory Manaseniei i EE
Management, September 2006 Strategies for Mid Size Companies, Nov
2006

Author: Nari Viswanathan, Research Director, Supply Chain and Logistics,
nari.viswanathan@aberdeen.com

Founded in 1988, Aberdeen is the technology- driven research destination of choice for the global business executive.
Aberdeen has over 100,000 research members in over 36 countries around the world that both participate in and direct the most
comprehensive technology-driven value chain research in the market. Through its continued fact-based research, benchmarking, and
actionable analysis, Aberdeen offers global business and technology executives a unique mix of actionable research, KPIs, tools,
and services.

This document is the result of research performed by Aberdeen . Aberdeen believes its findings are objective and represent
the best analysis available at the time of publication. Unless otherwise noted, the entire contents of this publication are copyrighted by
Aberdeen , Inc. and may not be reproduced, stored in a retrieval system, or transmitted in any form or by any means without prior
written consent by Aberdeen , Inc.


http://www.aberdeen.com/summary/report/benchmark/SCInventory122704_BE.asp
http://www.aberdeen.com/summary/report/benchmark/SCInventory122704_BE.asp
http://www.aberdeen.com/summary/report/benchmark/RA_INVMAN_NV_3495.asp
http://www.aberdeen.com/summary/report/benchmark/RA_INVMAN_NV_3495.asp
http://www.aberdeen.com/summary/report/benchmark/RA_INVMAN_NV_3495.asp
http://www.aberdeen.com/summary/report/benchmark/RA_IntegratedBusinessPlanning_NV_3298.asp
http://www.aberdeen.com/summary/report/benchmark/RA_IntegratedBusinessPlanning_NV_3298.asp
http://www.aberdeen.com/summary/report/enterprise_strategies/Inventory_MidMarket_3669.asp
http://www.aberdeen.com/summary/report/enterprise_strategies/Inventory_MidMarket_3669.asp
http://www.aberdeen.com/summary/report/enterprise_strategies/Inventory_MidMarket_3669.asp
mailto:nari.viswanathan@aberdeen.com

	Key Facts
	Inventory Management Trends in Distribution
	Figure 1. Primary Goal for Improving Inventory Management Am

	Distribution Industry Improvement Opportunities
	Figure 2. Top Pressures for Improving Inventory Processes
	Figure 3. Strategic Inventory Actions Being Taken by Distrib

	Inventory Management Organization Strategy
	Figure 4. How Distribution Companies Manage Their Inventory
	Figure 5. How Inventory Organizational Strategy Impacts Cust

	Other Key Process Findings
	Frequency of Network Design Evaluation
	What Are Distribution Companies Doing Within Network Design?
	Inventory Policy Revision/Review Frequencies

	The Critical Role of Technology in Inventory Management
	Table 1. Technology Adoption Intentions of Distribution Comp

	Recommendations for Action
	Related Research


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


