


An analysis of the sales history, price and projected volume of each of the
company’s approximately 2,500 SKUs revealed their revenue contribution
indices. The products were then classified into categories using breakpoints
on the revenue contribution index. Approximately 15 percent of the SKUSs,
representing 80 percent of the revenue contribution, were classified as the
top-selling “A” category; nearly 21 percent of the SKUs, representing

15 percent of the revenue contribution, were classified as the second-tier
“B” category products; and the remaining 64 percent of SKUs, representing
5 percent of the revenue contribution, were classified as low-contribution
“C” category products.

Further analysis by UPS Supply Chain Solutions showed by reducing
production SKUs and rationalizing others, the company could save an
estimated $1.5 million in working capital and year-one carrying costs.

UPS Supply Chain Solutions developed a tool that enabled the company
to set unique SKU-level inventory targets based on desired service level
expectations. The company now has the means to regulate its inventory
to achieve desired service levels by category. UPS Supply Chain Solutions
developed several scenarios to demonstrate to the company the impact
that each service level would have on the inventory. Using typical service
expectations of 98.5 percent service level for the “A” category, 97 percent
for the “B” category and 93 percent for the “C” category, UPS Supply
Chain Solutions determined that this system of inventory management
could improve the company’s overall service level while generating a
potential $6.5 million in savings.

To address the forecasting issue, UPS Supply Chain Solutions reviewed

the company’s planning processes and performance metrics. The company
employed one person part-time to forecast product demand and the
employee primarily used the recommendations of sales people instead of
statistical models. UPS Supply Chain Solutions recommended that the
company expand the position to full-time and use well-defined, fact-based
processes in all of its planning and forecasting functions. By improving the
forecasting accuracy by just 10 percent and eliminating the bias, UPS Supply
Chain Solutions estimated the company could save $1.5 million in inventory
costs while further enhancing manufacturing efficiency and service.

Shortly after implementing UPS Supply Chain Solutions’ recommendations,
the company reduced its inventory levels by 25 percent and increased its
overall fill rates from 95 percent to 98 percent. The company projects sales
of its top product line to grow by 16 percent in the coming year, and is now
confident that it can fulfill customer requirements with a lower inventory
level than the previous year.

UPS Supply Chain Solutions provided the company with a detailed road
map to move from an inexact style of planning and forecasting, and
inventory management to a systematic approach that can efficiently serve
both retail and wholesale distribution models. The company is how
well-positioned to build on its success and expand its market share even
further in the coming years.
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