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Ken Koenemann, Managing DirectorKen Koenemann, Managing Director

TBM Consulting Group, Inc.TBM Consulting Group, Inc.

MYTHMYTH::
Lean is Only for ManufacturingLean is Only for Manufacturing

FACT:FACT:
Lean Applies to all Processes across Lean Applies to all Processes across 
the Value Chainthe Value Chain
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AgendaAgenda

�� Who is TBMWho is TBM

�� Today’s challengesToday’s challenges

�� How you can reduce inventory & improve How you can reduce inventory & improve 
service levelsservice levels

�� Case study Case study –– lean inventory managementlean inventory management
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About TBMAbout TBM

�� Founded in 1991Founded in 1991

�� Global leader in business Global leader in business 
performance improvementperformance improvement

�� We provide a framework We provide a framework 
and structure for our clients and structure for our clients 
to create and sustain resultsto create and sustain results

�� Industries servedIndustries served
�� ManufacturingManufacturing
�� DistributionDistribution
�� Service sectorService sector
�� GovernmentGovernment
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Today’s Business ChallengesToday’s Business Challenges

�� New economic environmentNew economic environment

�� Tight cash flow / restricted Tight cash flow / restricted 
lines of creditlines of credit

�� Difficult to understand true Difficult to understand true 
customer demandcustomer demand

�� Large fluctuations in order Large fluctuations in order 
patternspatterns

�� Demanding service level Demanding service level 
expectations expectations 

How to balance the new economic reality with business considerations & capabilities
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Balancing the Economy &Balancing the Economy & Key ConsiderationsKey Considerations

�� Business StrategyBusiness Strategy
�� Service level vs. priceService level vs. price
�� OneOne--stopstop--shop vs. strategic shop vs. strategic 

product offeringproduct offering

�� Customer ExpectationsCustomer Expectations
�� Service level commitmentsService level commitments
�� Value providedValue provided
�� PricePrice

�� Value Chain CapabilitiesValue Chain Capabilities
�� Lead timesLead times
�� Replenishment methodologiesReplenishment methodologies

A lean inventory management A lean inventory management 
approach will help meet new approach will help meet new 

economic and business economic and business 
considerationsconsiderations
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What does Lean REALLY mean?What does Lean REALLY mean?

�� Lead times ¼ to ½ the Lead times ¼ to ½ the 
industry averageindustry average

�� Inventory turns greater Inventory turns greater 
than 24x per yearthan 24x per year

�� Productivity up 1% or Productivity up 1% or 
more per monthmore per month

�� Growth rates 3Growth rates 3--5 times the 5 times the 
industry averageindustry average

The Ultimate Prize:  Competitive Advantage
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What What ISIS Lean?Lean?

The compression of lead time across your business The compression of lead time across your business 
through the relentless elimination of WASTE!through the relentless elimination of WASTE!

Operational Lead Time

Operational Lead Time

Order
Entry

Production
Planning

Suppliers Distribution Logistics Customers Accounts
Receivable

O-E Prod
Plan

Supp MFG Dist Cust A/R

Admin Admin

Business Process Kaizen Business Process Kaizen

Shop floor Kaizen

Up to 99 percent of any process is wasted time or activity

© TBM Consulting Group, Inc. | www.tbmcg.com© TBM Consulting Group, Inc. | www.tbmcg.com

Lean Capability Improves Lean Capability Improves 
Inventory ManagementInventory Management

Lean SigmaLean Sigma®® Value ChainValue Chain

SupplySupply
ManagementManagement

Commodity 
Management
Sourcing / Contracts
Supplier Management
Receiving & 
Warehousing
Material Ordering / 
Replenishment

Customer Replenishment

DemandDemand
ManagementManagement
Forecast
Customer Replenishment
Demand Segmentation
Demand Shaping
SKU Management

Order Order 
FulfillmentFulfillment

Order entry / processing
Warehouse design & 
operations
Packaging
Distribution network design
Logistics management

Business Planning and Scheduling Business Planning and Scheduling 
Sales & Operations Planning, Supply Planning, Distribution Planning, Production Smoothing, Daily Sequencing

Information SystemsInformation Systems

ManufactureManufacture

Just-in-Time
Cycle Time / Takt Time
Standard Work
One-piece flow
Jidoka – Quality
Production Smoothing C
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Today’s Focus: Inventory ManagementToday’s Focus: Inventory Management

=

Should we manage products Should we manage products 
(A,B,C,&D) the same way?(A,B,C,&D) the same way?

© TBM Consulting Group, Inc. | www.tbmcg.com© TBM Consulting Group, Inc. | www.tbmcg.com

Demand SegmentationDemand Segmentation
A new approach to inventory managementA new approach to inventory management

Unique demand segments should be managed differently

Pull Replenishment
Reorder Point

Pull Replenishment

Rationalize
Special Order
Re-price

Reorder Point
Special Order based 
on Lead Time
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Key metrics by quadrantKey metrics by quadrant
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Why Use Demand Segmentation?Why Use Demand Segmentation?

�� Understand volume and variabilityUnderstand volume and variability——its impact its impact 
on operationson operations

�� For each segmentFor each segment
�� Take appropriate actions to optimize sourcing and Take appropriate actions to optimize sourcing and 

distributiondistribution

�� Understand control systems options (pull, MRP, Understand control systems options (pull, MRP, 
special order)special order)

�� Identify opportunities for demand shaping and Identify opportunities for demand shaping and 
product portfolio managementproduct portfolio management

© TBM Consulting Group, Inc. | www.tbmcg.com© TBM Consulting Group, Inc. | www.tbmcg.com

Temperature / Pressure Gauge Temperature / Pressure Gauge 
Manufacturer / DistributorManufacturer / Distributor

SituationSituation

�� Relatively good service levelsRelatively good service levels

�� Never seemed to have all the Never seemed to have all the 
right productright product

�� Low inventory turnsLow inventory turns

�� All demand segments All demand segments 
managed using traditional managed using traditional 
MRPMRP
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Temperature / Pressure Gauge Temperature / Pressure Gauge 
Manufacturer / DistributorManufacturer / Distributor

What They Did…What They Did…

�� Used demand segmentation to drive an inventory Used demand segmentation to drive an inventory 
strategystrategy

�� Created policy by demand segmentCreated policy by demand segment
�� Inventory turn targetsInventory turn targets

�� Replenishment methodsReplenishment methods

�� Typical order quantitiesTypical order quantities
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Temperature / Pressure Gauge Temperature / Pressure Gauge 
Manufacturer / DistributorManufacturer / Distributor

ResultsResults

�� Reduced inventory by 25% (<$1MM)Reduced inventory by 25% (<$1MM)

�� Improved service from high 80s to mid 90sImproved service from high 80s to mid 90s

�� Implemented pull replenishment for high volume / low Implemented pull replenishment for high volume / low 
volatility SKUsvolatility SKUs
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Residential / Commercial CeilingsResidential / Commercial Ceilings

SituationSituation

�� Proliferation of productsProliferation of products

�� Low inventory turnsLow inventory turns

�� Service levels on all items were Service levels on all items were 
the samethe same

�� High volume product was losing High volume product was losing 
moneymoney

�� Low volume product not priced Low volume product not priced 
appropriatelyappropriately

�� All demand segments managed All demand segments managed 
using traditional MRPusing traditional MRP
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Residential / Commercial CeilingsResidential / Commercial Ceilings

What They DidWhat They Did

�� Used demand segmentation Used demand segmentation 
to identifyto identify
�� Rationalization & substitution of Rationalization & substitution of 

85 specific items85 specific items

�� Converted another 100 items to Converted another 100 items to 
special order status & increased special order status & increased 
priceprice

�� Inventory policies by country and Inventory policies by country and 
SKUSKU
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Residential / Commercial CeilingsResidential / Commercial Ceilings

�� Reduced inventory by 26% Reduced inventory by 26% 
(<$1.9MM)(<$1.9MM)

�� Improved gross margin of Improved gross margin of 
product portfolio by 15 basis product portfolio by 15 basis 
pointspoints
�� ReRe--priced negative / low gross priced negative / low gross 

margin productmargin product
�� Converted 100 items to special Converted 100 items to special 

order statusorder status
�� Rationalized 85 items Rationalized 85 items –– direct direct 

volume to another itemvolume to another item

�� Implemented pull Implemented pull 
replenishment for high volume / replenishment for high volume / 
low volatility productslow volatility products
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SummarySummary

�� Lean offers a viable solution for improving Lean offers a viable solution for improving 
inventory managementinventory management

�� Demand segments should be managed Demand segments should be managed 
differentlydifferently

�� Demand segmentation is the starting point for Demand segmentation is the starting point for 
identifying and addressing inventory identifying and addressing inventory 
managementmanagement

�� A structured approach can drive significant A structured approach can drive significant 
improvement in working capital, service and improvement in working capital, service and 
profitabilityprofitability
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Questions & AnswersQuestions & Answers

Thank you!Thank you!
Ken KoenemannKen Koenemann
800.438.5535800.438.5535
kkoenemann@tbmcg.comkkoenemann@tbmcg.com


