IS VMI RIGHT
FOR YOU?

Four electrical distributors find that
vendor-managed inventory is the
answer to their replenishment needs.
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a distributor maintains its own inventory and re-

plenishment plan and is in total control of the timing and size of the orders placed:
When it’s time to replenish inventory for a particular product, an order is placed
with the manufacturer. And then there’s vendor-managed inventory (VMI).
Developed in the 1990s as a way to decrease supply chain costs, VMI may be less

common than the process described above, but it’s growing in popularity.

Under the VMI model, the manufacturer receives data elec- order. (Note that VMI is just a method to facilitate planning;
tronically from the distributor (usually via the Internet or elec-  ownership of the inventory does not change.)

tronic data interchange) and is responsible for creating and “The idea is to share information and access to improve
maintaining the inventory plan and generating the purchase collaboration,” explained David Aquino, a research director for
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AMR Research, a Boston-based provider of subscription advi-
sory services and peer networking opportunities to supply
chain, sustainability, and IT executives. “It enables manufac-
turers and distributors to track actual performance against
objectives and offers the opportunity to identify where im-
provements can be made.”

DISTRIBUTORS USING VMI

Revere Electric Supply in Chicago began using VMI in 1998
with a single vendor; today more than 50% of the company’s
inventory is managed through the model. “We began using
VMI in an effort to improve the collaborative communication
between us and Rockwell Automation,” said Paul McCool,
president and CEO.

In the VMI model, the manufacturer chooses the com-
munication system to be used. Three of Revere’s vendors
use Datalliance, four supply VMI services through Pan-Pro,
and Sylvania has its own proprietary system, according to
McCool. “Each has its strengths and weaknesses, but over-
all, the process is based on sending data daily to the manu-
facturers electronically,” he said. “The manufacturers use
that data to generate orders and ship product based on
demand.”

In 1995, North Coast Electric, Seattle, approached VMI as
an experiment. “We were challenged by a couple of our part-
ner vendors to see if VMI would enhance fills, turns, and
communication and productivity,” said Rick Bumpus, COO
and executive vice president. Today, the company engages in
VMI with about 15 of its vendors, which translates into about
one-third of its business. The company’s vendors primarily
use Pan-Pro or Datalliance for their VMI needs.

The story is similar for Werner Electric Supply in Neenah,
Wis., and Kirby Risk Electrical Supply in Lafayette, Ind.

“We began using VMI in 2005, primarily at the request of
Rockwell Automation,” recalled Mike Ales, Werner Electric’s
vice president of purchasing and operations. Four years later,
Werner’s VMI transactions represent about 50% of the com-
pany’s volume.

Rockwell Automation also requested Kirby Risk’s partici-
pation in VMI, and the company began using it in 2002. Ac-
cording to Joe Hart, director of purchasing and material man-
agement, “Today, about 80% of our inventory is being man-
aged through VML.”

Aquino believes that VMI can help distributors receive bet-
ter service from manufacturers. “With the improved inventory
maintenance and reduced costs provided by the use of VMI,
distributors can focus on improving other aspects of their
businesses,” he noted, adding that VMI also helps manufac-
turers build stronger foundations with their distributors
through a tighter grasp on real supply chain demand. “De-
pending on the model employed, VMI helps the manufacturer
improve its own operational efficiencies through controlling
what gets shipped to the distributor.”

VMI'’s automated procedures have helped Revere Electric
reduce costs, ensure clean data in a consistent format, and in
most cases, receive improved return policies and lower, or

Five steps to success

According to Shailesh Mishra, a Pittsburgh-based software
consultant and VendorManagedinventory.com contributor,
implementing a successful VMI system entails:

1. All parties’ expectations must be communicated, includ-
ing everyone's financial and other responsibilities, and all hard-
ware and software requirements must be identified.

2. The distributor must commit to sharing precise informa-
tion with the manufacturer.

3. The manufacturers must ensure reliable transmission,
receipt, and use of the information provided.

4. All the new systems must be sufficiently tested before
being used.

5. Because most successful VMI systems take about two
years to put into complete operation, all parties must be will-
ing to spend sufficient time and money to make it work.
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even eliminate, minimum orders. “In
addition, VMI enables us to achieve bet-
ter fill rates and higher turns because
the real-time data enable manufacturers
to respond quickly and accurately to our
product needs,” McCool noted.

North Coast has found that, in gen-
eral, it gets more reasonable terms from
manufacturers using VMI based on the
understanding that the key to good per-
formance is constant product flow. In
addition, “The improved efficiencies of-
fered by VMI's data synchronization
allow our inventory managers to focus
on long-term visions and strategies
rather than on the day-to-day genera-
tion of purchase orders,” said Bumpus.

At Werner Electric, Ales has noticed

that since implementing VMI, returns
are easier. “The required forms are auto-
matically generated by the system,” he
said, adding that turns are also higher,
and customer service has improved.
“With VMI, we have been able to in-
crease both our in-stock percentages
and fill rates.”

Hart added that VMI helps stream-
line getting new products to market
faster. “By the time a new product is
launched, the distributor already has it
on its shelves and available immediately
to customers,” he noted.

Of course, VMI is not a perfect solu-
tion to inventory problems, and Aquino
explained that control is often the issue
that determines whether a distributor

will accept VMI. “VMI definitely re-
quires that the distributor change its
perspective,” he said. “Some may find it
difficult to transfer authority over what
is shopped to the manufacturer.”

“Initially, the distribution industry
was distrustful of VMI,” added Hart.
“However, I believe the industry has
learned that, over time, manufacturers’
data are more accurate and their control
of inventory is cleaner and more stream-
lined. With VMI in place, distributors
can focus more on sales.” m

Bremer is a freelance writer based in Sol-
omons, Md., and a frequent contributor to
“tED” magazine. She can be reached at
darbremer@comcast.net.
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A conversation with Herb Shields, president, HCS Consulting. by /im Romeo

INVENTORY CONTROL FOR NONEXPERTS

Q: What about inventory control should concern electri-
cal distributors now that may have been less of a con-
cern in the past?

A: Inventory control is a vital function in making sure that a dis-
tributor has the right products and the right quantities in stock.
Product sourcing has become more global, and lead times and
inventory costs have increased. Improving the inventory control
process will allow a distributor to manage such issues without
carrying more inventories.

Q: What are some precepts of inventory control that
managers of electrical distributorships should know?

A: There are two fundamentals: inventory accuracy and inven-
tory turnover. Accuracy is critical to ensure that the right items
and quantities are in stock and should be measured with a
cycle-count program. If the accuracy level is less than 95%, the
distributor cannot expect its people and systems to deliver
proper customer service. Inventory turns should be measured
at the product line and item level, and inventory decisions made
at those levels rather than on a total company basis. Another
principle to keep in mind: Inventory will fill available space.
Building another warehouse or renting temporary storage
should be the very last option. It is much better to find a way to
maintain service levels without adding inventory.

Q: How has technology improved inventory control? What
role will it play in the future of inventory control?

A_: While technology has been a key enabler of improvements
in inventory management, it's people who make the critical
inventory decisions, so they must be well trained in whatever

technology the company employs. Enterprise resource planning
systems are available and cost-effective even for small distribu-
tors and, if properly utilized, can improve the results achieved
in inventory control. One of the big technology opportunities for
the future is improvement in demand planning, which should re-
sult in carrying fewer inventories while maintaining service lev-
els. In general, technology improvements should help a distribu-
tor lower its operating expenses and improve the visibility of
supply and demand throughout the entire supplier-to-customer
process. However, the financial payback should be identified
before investing in any new technology.

Q: Looking forward, what will be some of the greatest
concerns of inventory control, and what can be done
now to prepare ?

A: At least for the next few years, inventory managers should
be aware of the viability of major suppliers and work with pur-
chasing and finance to mitigate any risks. Customer expecta-
tions will continue to increase, so improvement in the inventory
control process will be fundamental to maintain competitive-
ness. Lowering the total acquisition costs for products, which in-
cludes transportation and inventory carrying costs, will be more
important than just the lowest unit price. Finally, people need
the proper skills and training to deal with technology and the
e-business environment.

Romeo, a freelance writer in Chesapeake, Va., can be reached at
JimRomeo.net. Shields, president of HCS Consulting (hshields
consulting.com) and a principal with the Distributors Advisory
Board, can be reached at 847-498-9510 or hcsconsnb@aol.com.
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