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Business Results of
Vendor Managed
Inventory

TWO YEAR CUMULATIVE STUDY

\

MANAGEMENT SUMMARY

To analyze the business benefits of VMI, we looked at the key business
metrics of sales, inventory turns, and out of stocks before and after
VMI for locations that have been using VMI for two years. All three
of the business metrics realized an initial improvement in year one
and continued to improve in year two, posting substantial cumulative
improvement across all of the metrics for the full two year period. In
year one, VMI’s greatest impact was in inventory management. By
having the right products available, at the right time, inventory turns
increased and out of stocks decreased. Predictably, in year two, sales
increased as VMI helped suppliers and distributors with a more
effective product mix, better fill rates, more items to sell, efficient
product introductions and improved pricing and promotion strategies.
Our sample set contained 65 location relationships spread across 12
distributors representing over 20,000 stock keeping units.

Summary results for key business metrics after two years of using VMI:

Year 1 Year 2 Cumulative

Average INCREASE in Sales 13% 30% 47%
Average INCREASE in Inventory Turns  22% 13% 38%
Average REDUCTION in Stock-outs 1% 6% 45%

VMI has proven to be an effective tool to improve sales, increase
inventory turns, and enhance customer service. The analysis concludes
that sales, inventory turns, and out of stocks, all improve in the first
year of using VMI. More significantly, the analysis shows that these
improvements are not a one-time benefit. Rather, the business results
continue to improve in all three of these critical business metrics in the
second year of VMI.



BUSINESS RESULTS OF VMI

Increased Sales

The data shows a 13% increase in sales at the average location in

year one and an additional 30% increase in year two. The cumulative
improvement in sales over the full two-year period of using VMI was 47%.
The results were wide spread with 72% of the locations improving sales
by greater than the industry norm of 5%.

Why the increase in sales? Distributors are rewarding suppliers that utilize
VMI with increased business. VMI makes trading partnerships easier, less
expensive and therefore more profitable. Additionally, distributors realize
that VMI helps them carry less inventory and provide better customer ser-
vice.

This increased profitability and efficiency is a result of several additional
factors that go beyond the numbers.

e The VMI process increases the amount of items available to sell and
improves inventory fill rates.

e Suppliers are able to improve their product mix and optimize new
product introductions.

e Distributors enhance their promotion and pricing strategies.

Improved Inventory Turns

After one year of using VMI, our sample set had increased inventory turns
by 22%. Following the second year of VMI, these same locations realized
an additional improvement of 13% in inventory turns for a cumulative
improvement over the two-year period of 38%.

In our sample set, the average location was turning their inventory

4.9 times per year before VMI. This rate is already faster than industry
averages. At the conclusion of the study period, these same locations
were turning their inventory 6.8 times per year.

Inventory carrying costs is the second largest expenditure for a distributor
after employee compensation. The VMI process reduces this financial
burden and therefore facilitates growth in profit. After the second year of
VM, distributors experienced a 38% reduction in inventory carrying cost.
This dramatic decrease in inventory investment is another reason for such
expanded profits.
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Cumulative
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Cumulative

Improved Inventory



ENHANCED CUSTOMER SERVICE

Before VMI, the typical location in our sample set was out of stock on 5%
of the items they intended to have on the shelf. For the industries in our
sample, these out of stock levels are viewed as acceptable. Out of stock
improvements occurred with items that sell both frequently and infrequently,
although most of the items analyzed were inventory items that sell
uncommonly. Our customers report that although these are the most
difficult items to manage, they present the greatest opportunity to enhance
customer service. More specifically, the results show a 41% reduction

in out of stocks after using VMI for one year. In year two, the same
locations realized an additional 6% reduction in stock-outs for a cumulative
reduction of 45% over the two-year period.

To see if this data was an anomaly, we looked across all locations and saw
that 72% of the locations improved out of stocks in year one and 60%
realized additional improvement in year two. Keep in mind that some of
the locations had NO out of stocks in the period of time before we started
VMI. Additionally, 3% more items were being stocked after VMI was
implemented.

Together, the increase in items on the shelf and the decrease of out of
stocks result in a 6% increase in the number of items available. This is a
significant increase in service levels to the end user, as well as in potential
sales for both the distributors and suppliers.

CONCLUSION

Sales, inventory turns, and out of stocks all improved with VMI after one
year and continued to improve in year two. On a cumulative basis, sales
increased 47 %, inventory turns improved 38%, and out of stocks
improved 45%. In year one, 65% of the locations improved in two out
of the three business metrics, and in year two, 69% of the locations
continued to improve in two out of three of business metrics measured.
VMI can help deliver immediate business benefits and sustain ongoing
improvement creating competitive advantage for suppliers and their
distributor customers.

The VMI Process

45%

Cumulative

Enhanced Customer
Service

With VMI, suppliers generate orders based on mutually agreed upon objectives for inventory levels, fill rates and transaction costs, and
demand information sent by their distributor customers. In this process, the buying function moves from the distributor back to the

supplier, who takes over responsibility for placing orders.

The distributor sends sales and inventory data to the supplier on a pre-arranged schedule---typically, daily---and the VIVl system
determines what should be ordered based on the criteria the supplier and distributor established. The supplier monitors the inventory
status information to make sure that the distributor always has the appropriate amount of stock on hand when needed. The distributor
can override the system when necessary, for example, if they anticipate an increased demand in the market.



ABOUT DATALLIANCE

To achieve real cost savings, the entire supply chain needs to work together.
Datalliance is uniquely qualified to deliver solutions that transform customers and
suppliers into collaborative trading partners. We are a Software as a Service (SaaS)
provider with more than 15 years of experience designing, developing, and executing
mission-critical supply chain systems for Fortune 500 companies. The Datalliance VMI
service is a comprehensive VMI-based e-commerce service and is the product of our
extensive industry and technology experience. Datalliance VMI enables suppliers and
their customers to quickly and easily establish effective VMI relationships and facilitates
collaboration across the Internet. Privately held and employee owned, Datalliance was
established in 1991 by Carl Hall, President. The company is based in Cincinnati, Ohio.

o
A5 datalliance

9916 Carver Road
Suite 500

Cincinnati, OH 45242
1-888-364-3361

www.datalliance.com




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /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 /Error
  /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 <<
    /ENU (Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


