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Introduction

The ANSWERS Distribution Management System has a number of features to assist buyers in automating the repetitive task of replenishing their stock inventory.  These features provide a lot of flexibility and allow control all the way down to the individual item level if desired.  This seminar guide is intended to educate users on these features by first providing an understanding of what the system can do and then secondly by providing a step-by-step approach to implementing the desired features on their system.

In order to attempt to meet these two primary objectives, we will:

· Fully explain the purchasing parameters available in Inventory and describe their impact upon the replenishment of items

· Demonstrate the use of these parameters with concrete, detailed examples

· Explain how to set up these parameters using Inventory Maintenance and Mass Inventory Maintenance (covered in more detail in Appendix “A”)

· Explain the operation and purpose of the Inventory Review Reports/Programs

· Demonstrate the use and many features available in the Suggested P.O. Review program

· Review other programs that can assist with the managing of inventory, such as Inventory Classification Reports, Inactive Inventory Reports, Expediting Reports, and other related topics

· Provide a check list to follow in order to implement the automated purchasing features on your system

The seminar is structured to follow the basic buying process shown below:



We feel this practical approach will make the information presented much more useful to attendees. We also believe this approach will provide a better understanding of the relationship between the purchasing parameters and system calculations and of their impact on events “down-stream” in the buying process.

Our ultimate goal is to have attendees leave the seminar with a through understanding of how the automated purchasing features work and be able to return to their organizations ready to implement them.

Inventory Master File Purchasing Parameters and Calculations

Sales Review Method (Average Monthly Usage)

Average Monthly Usage represents the average number of units being sold or used of an item each month.  These unit sales are updated in the Order Processing module as sales orders are processed.  It is the basis for other purchasing related calculations such as Order Point, Action Level, etc.  There are three methods that can be used to arrive at this average usage.  These methods can be chosen at the item level by entering the appropriate method code on each Inventory Item, but can also be changed on a wide-scale basis using the Mass inventory Maintenance program (covered in detail in Appendix “A” of this manual).  Remember that Mass Inventory Maintenance would allow setting all items in your inventory, all items for a vendor, all items within a product code, etc. with specified purchasing parameters.  A default (which will affect new inventory items being added) can be established in Inventory Default Maintenance.

Sales Review Method = 1 (Prior Months Sales History)
This method is the default and the most commonly used.  It emphasizes prior months history as the basis for the calculation.  The exact number of months of history that is reviewed for this calculation is based on the "Days of Sales to Review" field also set up on inventory items.  The system first divides the "Days of Sales to Review" by 30 to arrive at the number of equivalent months.  It then adds up the monthly sales for the number of whole months requested.  If the number of days results in a fraction of the last month, then only that fraction of the month's sales are included.  Then this total is divided by the number of months to arrive at the average.  Depending upon how your system is configured, it can also include Month-to-Date sales, in which case the oldest month may be prorated in order to reach the number of days specified by the “Days of Sales to Review” field.

Sales Review Method = 2 (Look Ahead)
This method is best suited to items that fluctuate substantially over the course of the year, but that are not entirely seasonal (in the sense that they are never sold out of season).  It is commonly referred to as "Look-Ahead".  It works by "looking ahead" into the upcoming months in last year's history.  The number of days it “looks ahead” is controlled by the "Days of Sales to Review" field.  Its advantage is that it will raise purchasing levels when you are entering the peak selling period, and will drop them when the selling period slacks off or is over.  For example, if an item sells mostly in the spring, then its levels will rise before spring, and then fall after spring.  Of course the fluctuation in its level is affected directly by the number of days it is told to look ahead.  

Sales Review Method = 3 (Seasonal)
This method is usually only suited to items that are strictly seasonal, meaning that practically all of their sales can be attributed to a specific group of months within the year.  Seasonal items can have both a Selling Season to define in which months they are sold and a Buying Season to define in which months they are purchased.  These items are not reviewed outside of their Buying Season for possible replenishment.  The Selling Season controls which months in the last year's history are looked at to add up total sales, before dividing by the number of months in the Selling Season. This method does not use the Days of Sales to Review field.

Example 1 – Sales Review Method 1 (Prior Months Usage)
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(Character users please refer to Appendix “B”, Figure 1)

This item is set up to review 180 days (6 months) of prior months history to calculate the Average Monthly Usage.  The Actual Monthly History for the item appears on the following screen snapshot taken from Inventory Inquiry.
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(Character users please refer to Appendix “B”, Figure 2)
First the system will determine how many months of history to review with the following formula:

Days of Sales to Review ( 30 = # months

Substituting the numbers from this item, we have:

180 ( 30 = 6

Then the sales for the prior 6 months are averaged:

(87 + 89 + 85 + 80 + 84 + 87) ( 6 = 85

· Note that if your system is configured to include Month-To-Date sales in the Average Monthly Usage calculations, then the MTD Units would be added into the formula as well, however an off-setting number of days worth of sales would be subtracted from the oldest month (April in this case) before it was added in.  For example if you were on the 10th of the month, and you had configured MTD sales to be included in this calculation, then the MTD Units would be added in, but the oldest month (April) would be multiplied by .67 (20 days left in the month ( 30 days per month) before being added in.  The purpose of this option is to make the Average Monthly Usage even more “up-to-date” and responsive to changing selling patterns.  This configuration option to include MTD sales only applies to Sales Review Method 1 (Prior Months Usage).

Example 2 – Sales Review Method 2 (Look Ahead)
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(Character users please refer to Appendix “B”, Figure 3)
This item is configured to review history on a “look-ahead” basis. That is, when calculating Average Monthly Usage, the system will look at the upcoming months in last year’s history.  In this example, we are currently in October.  The next upcoming month is November, so the system will start here in last year’s history and look ahead the number of months specified in the Days of Sales to Review field.  The Actual Monthly History for this item (which shows an example of how an item might be higher in the winter months and lower in the summer months) appears on the following screen snapshot taken from Inventory Inquiry.
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(Character users please refer to Appendix “B”, Figure 4)
First the system will determine how many months of history to review with the following formula:

Days of Sales to Review ( 30 = # months

Substituting the numbers from this item, we have:

90 ( 30 = 3

Assuming we are in October, the sales for the upcoming 3 months (November, December, and January) in the prior year are averaged:

(10 + 12 + 14) ( 3 = 12

However, note what will happen when we get to January of next year.  The program will then be “looking ahead” into the months of February, March, and April.

 (7 + 4 + 2) ( 3 = 4 (rounded)
Therefore your purchasing requirements will decrease to reflect the expected decrease in sales in the upcoming months.  Compare this figure to the above figure when you were approaching the months in which you sale the most of this item.

Example 3 – Sales Review Method 3 (Seasonal)
This is the least common method as it is used only on items that are strictly seasonal.  This method is for items that are only or mostly sold during specific months of the year.  Seasonal items can have both a selling season and purchasing season established.  The Average Monthly Usage is only based on an average of sales during the selling season.  Any sales that occur during months outside of the selling season are ignored.  The item is only reviewed for possible replenishment during the purchasing season, and not at other times.
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(Character users please refer to Appendix “B”, Figure 5)
This item is configured to review sales only during the months of April through August (4-8).  It is configured to only be reviewed for possible replenishment during the months of March through July, basically meaning you start purchasing it one month prior to your selling season and stop one month before your selling season tapers off.

We will skip the math on this example, however the system would simply add up the monthly unit sales during the months of April through August and then divide by 5 since there are five months in the selling season (April, May, June, July, and August) to arrive at the Average Monthly Usage.

However, it is also important to remember that this item would only be reviewed during its buying season (March through July).  Even if you would drop below Order Point in months outside of the buying season, it will not appear on the Inventory Review Reports or in Suggested P/O Review.

Disqualification for Unusual Sales or Stock Outages

The monthly unit sales of an item may be disqualified if the system thinks that the unit sales for a month is “out of line” for one of two reasons.  The purpose of disqualifying a month's sales is to keep an unusually high or low month from affecting the Average Monthly Usage calculation.  Since Average Monthly Usage effects Order Point, an unusually high month could cause you to keep more stock than necessary while an unusually low month could cause you not to keep enough stock.  This disqualification occurs in the Inventory Month End Processing program. An item's monthly unit sales will be disqualified if either of these two circumstances arises:

1)
If the current month's sales is equal to or greater than the previous 5 months, and the current month had 5 or more units, and the unit cost is equal to or greater than the amount specified in the Inventory configuration.  Items disqualified for this reason will have a "U" placed in the monthly sales flag (beside the appropriate month's sales).

2)
If the item was out of stock for more than 2 weeks (14 days) during the month.  Items disqualified for this reason will have an "O" placed in the monthly sales flag.

An audit of items whose monthly sales have been disqualified can be optionally printed during the Inventory Month End Processing program. This audit can then serve as a guide for buyers to review the items to determine if the disqualification should remain, be removed, or an adjusted history figure entered instead.

· If the flag remains without any adjusted history being entered, then that month will be excluded from any future Average Monthly Usage calculations.

· If the flag is removed (either through Inventory Maintenance or Suggested P/O Review), then the month will be treated the same as other months and the sales will be considered valid.

· If the disqualification flag is left in place, but an adjusted history figure is entered for that month, then the adjusted figure will be included in all future Average Monthly Usage calculations in lieu of the actual sales.

Example 4 – Disqualification of Monthly Unit Sales

The following item has a month that has been disqualified due to unusually high sales.  Lets assume that this item is setup in the same manner as the item in Example 1 where Average Monthly Usage is calculated based on 180 days (6 months) of prior sales history.
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(Character users please refer to Appendix “B”, Figure 6)
· As you can see a buyer has properly reviewed the item and has entered an adjusted figure of what he or she believes they would have sold had they not had such unusually high sales in the month of July.  In this case the program would add in the adjusted units of 41 instead of the actual units of 225 for July and still divide by 6.

· If the buyer were instead to remove the unusual sale flag, then the program would behave as normal and would add in the actual sales for July of 225.  This could be appropriate, for example, if you had acquired a new large account that was going to be purchasing this item.
· If the buyer had done nothing in this case, then the program would have added nothing in for the month of July, and would have divided by 5 months instead of 6 months.
Order Point and Related Calculations

Other Calculations Affecting Order Point

As explained in the previous section on Average Monthly Usage, it is the foundation for Order Point and other purchasing related calculations.  However, depending upon which method(s) for calculating Order Point you choose, there may also be other calculated fields that affect it.  Order Point Method 1, which is based on Average Monthly Usage and Average Lead Time uses lead times and a Safety Allowance to increase or decrease order point depending upon the length of time required to replenish your inventory from the vendor.  The Safety Allowance then allows compensating for variances in both sales and lead times.  These are reviewed next so that these can be understood before reviewing the two different Order Point methods.

Average Lead Time

The Average Lead Time (in days) is calculated based on the Last Lead Time and the Next to Last Lead Time.  It will be converted to months internally for use in all calculations.  The calculation is a simple average of the two [i.e. (Last Lead Time + Next-to-Last Lead Time) / 2].  However, if either of the following two conditions is encountered, the Average Lead Time will not be calculated as above and the Last Lead Time will be used instead.  This calculation is performed in the Stock Receipts Entry and Journal programs.

· If the Next‑to‑Last‑Lead‑Time is over 1 year old.

· If the newly calculated Average Lead Time varies by more than +/‑ 50% from the previous Average Lead Time.

Safety Allowance

The Safety Allowance Percentage is used in computing a Safety Allowance in Units.  This percentage can be set in the Inventory Default Maintenance so that it will default onto new items.  It can also be changed in Inventory Maintenance and Mass Inventory Maintenance.  Before setting this percentage, it is important to understand that the Safety Allowance is computed differently and serves a totally different purpose depending upon which Order Point Method an item uses.

Order Point Method = 1 (Average Monthly Usage and Average Lead Time)
The Safety Allowance (in Units) is used to increase Order Point (when using Order Point Method = 1, which is based on Average Monthly Usage and Average Lead Time).  If the Order Point Method is set to 1, then the Safety Allowance (in Units) is re-calculated any time that Order Point is re-calculated. 

Safety Allowance Units = (Avg. Monthly Usage X Avg. Lead Time/30) X (Safety Allowance % / 100)

If we plug in the numbers from the item shown in Example 1, we could calculate its Safety Allowance (in Units) as follows:

(85 * (22 ( 30)) * (10 ( 100) = 6 (rounded)

Items with lower Average Monthly Usages or shorter lead times will have lower safety allowances while items with higher Average Monthly Usages or a longer lead times will have higher safety allowances.

Order Point Method = 2 (Average Monthly Usage and Days Supply on Hand)
The Safety Allowance (in Units) is used to increase Suggested P/O Quantity (when using Order Point Method = 2, which is based on Average Monthly Usage and Days Supply on Hand).  If the Order Point Method is 2, then the Safety Allowance (in Units) is only re-calculated at the time an item is suggested for replenishment and the system is calculating a Suggested P/O Quantity.  How the system calculates the Suggested P/O Quantity is also controlled by the buyer and is covered in detail in the next section.  Note that the Safety Allowance in this example does not affect Order Point, but we will go ahead and review this method as well since we are on the subject.

Safety Allowance Units = Suggested P/O Qty. (before adding safety stock) X (Safety Allowance % / 100)

If we plug in the numbers from the item shown in Example 2 and 8, we could calculate its Safety Allowance (in Units) as follows:

18 * (20 ( 100) = 4 (rounded)

Order Point Method

Order Point represents the minimum quantity at which replenishment of an item should occur.  The Daily Inventory Review compares the current stock level to this field to determine if an item should be placed on the optional report and sent to the Suggested P/O Review screen.  Items that are equal to or below their Order Point will be suggested for possible replenishment.  This is computed several places throughout the system including Inventory Month-End Processing, all Inventory Review reports, Inventory Maintenance, and Suggested P/O Review.  Order Point can be computed using one of the following alternatives.

Order Point Method = 1 (Average Monthly Usage and Average Lead Time)
This method is the default and bases Order Point on both Average Monthly Usage (sales) and Average Lead Time (how long it takes to get it once ordered from a vendor).  It can also include a Safety Allowance to allow for fluctuations in sales and lead times.   Since this formula does include Average Lead Time, it can also be updated in the Stock Receipts programs.

Order Point Method = 2 (Average Monthly Usage and Days Supply on Hand)     

This optional method is based solely on Average Monthly Usage and a desired number of days supply on hand that is set up on each item by the buyer. Of course buyers can control this field through Inventory Default Maintenance and Mass Inventory Maintenance to make changing it easier. Lead Times and Safety Allowance do not affect the Order Point when this formula is used.

Example 5 – Order Point Method 1 (Usage and Lead Time)

If we refer back to Example 1, we will see that this item is configured to base order point on Average Monthly Usage and Average Lead Time plus a Safety Allowance.  The formula used with this method is:

(Average Monthly Usage X Average Lead Time/30) + Safety Allowance = Order Point

The Average Monthly Usage for this item was calculated to be 85 units.  The Average Lead Time on this item was calculated to be 22 days.  The Safety Allowance on this item was calculated to be 6.

Substituting these numbers, the formula becomes:

(85 * (22 ( 30)) + 6 = 68 (rounded)

When the item in Example 1 reaches 68 units or less in available, the Daily Review will suggest it for purchasing.

Realize that if an item had a lower Average Monthly Usage or a lower Average Lead Time, then it’s Order Point would drop accordingly.  For items that can be ordered and received from a vendor within a matter of a few days (for example 4 days), then you will notice your Order Points will be drastically lower since the item can be replenished rather quickly and the chance for “running out” of it during the lead time becomes much lower.  And remember, that the purpose of the Safety Allowance is to compensate for fluctuations in usages and lead times, however it will also be less on items that have lower usages and/or shorter lead times.

Example 6 – Order Point Method 2 (Usage and Days Supply On Hand)

If we refer back to Example 2 we will see that this item is configured to base Order Point on Average Monthly Usage and a Days Supply On Hand.  It is important to remember that with this method “Days Supply on Hand “ is a user maintained field.  This can be advantageous in that a buyer has more control over the Order Point, however it also means that the buyer must take responsibility for monitoring the value to insure that if sales and especially lead times change, that the number of days is adjusted accordingly.  The formula used with this method is:

(Average Monthly Usage X Days Supply On Hand/30) = Order Point

The Average Monthly Usage for this item was calculated to be 12 units.  The user specified that this item keep 30 days supply on hand.  Substituting these numbers, the formula becomes:

(12 * (30 ( 30)) = 12

When this item reaches 12 units or less in available, the Daily Inventory Review will suggest the item for purchase.  As you can see from this formula, the buyer can raise Order Points by specifying more Days Supply or lower it by specifying less Days Supply.  This approach to calculating Order Points requires the user to identify the number of days supply the system should keep on hand.  This number of days is not updated automatically by the system.  Of course, the system will still adjust Order Points automatically as Average Monthly Usage changes.  The key point to remember about this method is that the user must monitor this number of days for any changes that would require modifying the Days Supply On Hand value.  These would most likely be changes in sales or even more importantly lead times.

Quantity to Purchase Method (Suggested P.O. Quantity)

This is the quantity that is the suggested quantity to order in the Suggested P/O Review program.  It is computed when any of the Review reports determine that an item needs replenishment.  It is intended only as a guide for the buyer and should not be unconditionally accepted and approved for a P/O without being reviewed by a buyer knowledgeable of the products.  There are three alternatives for calculating this quantity.  This can be defaulted through Inventory Default Maintenance, and changed through Inventory Maintenance or Mass Inventory Maintenance.

Quantity to Purchase Method = 1
This method uses the Inventory Classification field to determine how much to purchase.  This method assumes that the inventory classification directly relates to the number of months supply to be purchased.  This method was developed by a well-known inventory expert and is based on the assumption that the inventory class can act as a simpler, easier-to-understand replacement for the complicated Economic Order Quantity formula.  It generally buys a longer supply (not necessarily a higher quantity) of slower moving and/or less expensive items and a shorter supply of faster moving and/or more expensive items.  We have found this method to be the least desirable of the three choices amongst our customers.

Quantity to Purchase Method = 2
This method uses the "Days Supply to Purchase" field to determine how much to purchase.  The "Days Supply to Purchase" field is maintained by the buyer.  It can be set up in Inventory Default Maintenance, Inventory Maintenance, and Mass Inventory Maintenance.  For example, a buyer could enter a 30 to instruct the computer to suggest buying a 30 days supply.  This is the easiest to understand method but does rely on the buyer to tell the system how much supply of an item to purchase.

The Suggested P/O Quantity is also incremented by the Safety Allowance in units if the Order Point Method was a 2 (based on Average Monthly Usage and Days Supply on Hand), since there was no safety stock included in the Order Point itself.

Quantity to Purchase Method = 3
This method is based on the theory that you purchase enough to get your stock level back to Order Point (and ideally above).  For that reason, the system already has all of the fields needed to make this calculation and does not depend on the buyer to tell it how much to buy as with method 2 above, nor is it based on an additional field like the inventory classification as with method 1 (that may not work well in some types of organizations).

The Suggested P/O Quantity is also incremented by the Safety Allowance in units if the Order Point Method was a 2 (based on Average Monthly Usage and Days Supply on Hand), since there was no safety stock included in the Order Point itself.

Sales Review Method = 4 (Maximum Stock Quantity)

This method is used for “manual” purchase items, where it is desired to set a “minimum” stock level (Order Point) and a “maximum” stock level for the item.  Both of these parameters must be established manually on the Purchasing Controls tab in Inventory Maintenance.  The user must define the Order Point as the minimum and the Maximum Stock Quantity as the maximum level.  There is no method for automatically calculating or updating either of these fields when Sales Review Method 4 is used with Manual Purchasing.
Example 7 – Quantity to Purchase Method 1 (Inventory Classification)
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(Character users please refer to Appendix “B”, Figure 7)
If we refer back to Example 1, we will see that this item is configured to calculate the Quantity to Purchase based on the item’s Inventory Class. The basic formula for this calculation is:

(Inventory Class X Average Monthly Usage) + B/O's = Suggested P.O. Quantity

The Inventory Classification Report has classified this item as Class 1 (which translates to purchasing a 1 month’s supply).  From Example 7 above, this item’s Average Monthly Usage is 85.  Checking Inventory Inquiry shows that this item currently has no back orders.  Therefore, inserting these numbers into the formula results in the following calculation:

(1 * 85) + 0 = 85

The Daily Review Report then shows that this item needs to be purchased and suggests that the buyer order 85 units (which in this case translates to about a one month’s supply).  Many may agree that this example makes a lot of sense, however it is important to realize that there will also be items with classes of 2, 3, 4, etc. depending upon the classification scheme you use.  And remember the default classification scheme uses 12 classes for active items and class 13 for “dead” items.  Therefore realize you will end up purchasing a 12 months supply of some items as well.  If these work out to be small inexpensive items, then that may be satisfactory, however, if they happen to be more expensive items that are just moving very slowly, then it is our opinion that this method becomes much less usable in many organizations.  Of course, one idea that will make this method more useable is to use a classification scheme with fewer classes.

Example 8 – Quantity to Purchase Method 2 (Days Supply to Purchase)
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(Character users please refer to Appendix “B”, Figure 8)
If we refer back to Example 2, we will see that this item is configured to calculate the Quantity to Purchase based on the Days Supply to Purchase field to determine how many units of the item need to be ordered on a P/O.  The Suggested Quantity to Purchase for this item is calculated using the following formula:

(Days Supply to Buy/30 X Average Monthly Usage) + B/O's = Suggested P.O. Qty.

From the purchasing parameters we can see that the buyer specified the system should purchase a 45 day supply of this item when it becomes time to reorder it.  From Example 8 above, this item’s Average Monthly Usage is 12.  Checking Inventory Inquiry shows that this item currently has no back orders.  Therefore, inserting these numbers into the formula results in the following calculation:

((45 ( 30) * 12) + 0 = 18

Additionally, this item will have a safety allowance calculated to be 4 units. Since this item is configured to use Order Point Method 2 (based on Days Supply on Hand), the Safety Allowance is added to the Suggested P.O. Quantity. Therefore, the Inventory Review Report will suggest the buyer purchase 22 units.

Example 9 – Quantity to Purchase Method 3 (Order Point/Stock Levels)
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(Character users please refer to Appendix “B”, Figure 9)
If we refer back to Example 3, we will see that this item is configured to calculate the Quantity to Purchase based on Order Point and Current Stock Levels to determine how many units of the item need to be ordered on a P/O.  This will effectively suggest purchasing enough to raise the available inventory back to Order Point.  The Suggested Quantity to Purchase for this item is calculated using the following formula:

Order Point - Available - On Order + B/O's + (Average Monthly Usage X Average Lead Time/30) = Suggested P.O. Quantity

From Example 9 above, we see that Order Point for this item is 16 units, Average Monthly Usage is 28 units, and Average Lead Time is 14 days.  Checking Inventory Inquiry shows that this item has 0 units Available, 0 units On Order, and 4 units on Back Order.  Substituting these number into the formula result in the following calculation:

16 – 0 – 0 + 4 + (28 * (14 ( 30)) = 33 (rounded)
This may be easiest concept to use and understand for calculating Suggested P/O Quantity as it does not depend upon your inventory being set up in a manner to have the Inventory Classification be valid for purchasing, nor does it depend upon the buyer to monitor and maintain a “Days Supply to Purchase” field.  In fact, if you use it in conjunction with Order Point Method 1 (which is based on usage and lead times), then the only field that must be considered and assigned manually (in Inventory Default Maintenance, Inventory Item Maintenance, and/or Mass Maintenance) by the buyer is the Safety Allowance Percentage.

Example 10 – Quantity to Purchase Method 4 (Maximum Stock Quantity)

This method is only recommended for items on manual purchasing.  Users will define the “minimum” stock level, which is the level they wish to be notified to purchase this item.  Once stock levels are either equal to or below the minimum stock level, the item will be suggested for purchasing in Suggested PO Review.  Users will also establish a “maximum” level of stock with is the quantity of the item they wish to maintain.
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This item is set for “Manual Purchasing”.  It has been set to manual purchasing for 99 months.  Realize that by default, once the number of months for manual purchasing has been exceeded, Answers will automatically convert items to automatic purchasing.  If it is desired to set items to manual purchasing and leave them on manual purchasing indefinitely, you will want to set to the number of months to either 98 or 99.  This will keep Answers from changing them to automatic purchasing at some point in the future.  If you use Inventory Mass Maintenance to change items, you will need to set the number of months to 98 months, because in the Mass Inventory Maintenance program, 99 is used to keep numeric fields from being modified (it is a no change value).
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The “minimum” stock level is put into the Order Point field.

The “maximum” stock level is put into the Maximum Stock Quantity field.

Answers will use the following formula to calculate the Suggested Quantity to purchase:

Maximum Stock Quantity – On-Hand – Showroom – On Order + BackOrder

So, for this item, once we have reached an available inventory quantity of 10 or less the item will go into the Suggested PO Review screen.  Assuming we had 9 available, 0 on backorder, 0 in the showroom, and 0 on other purchase orders, Answers will calculate:

22 – 9 – 0 – 0 + 0 = 13

Answers would suggest buying 13 which would put us back to the maximum number we want to keep in stock.
There is no mechanism to automatically calculate or update the maximum stock level.  It is a manually updated field.  The Order Point (minimum) level can be updated automatically for items on automatic purchasing, but this could result in an undesirable situation where the Order Point is either increasing or decreasing based on sales history, but the Maximum Stock Quantity is not changing automatically.  Therefore, it is recommended that you use the Sales Review Method on manual purchase items only, where you manually maintain the Order Point (minimum) and the Maximum Stock Quantity.
While our examples have shown items that use a certain combination of a Sales Review Method, Order Point Method, and Quantity to Purchase Method, you are in no way limited to using a certain method for one field with a certain method for another field.  The choice for each different calculation can be set up independently of the other calculations based solely on your preferences.  For example, we showed a normal item with sales being reviewed based on prior history being purchased based on the inventory classification field.  There is no reason that you have to use these two methods on the same items.  You could just as easily set up an item with sales being reviewed based on prior history to compute the quantity to purchase based on Order Point and current stocking levels.

In fact we have found that most customers use a:

· Sales Review Method of 1 (based on prior history),

· Order Point Method of 2 (based on average monthly usage and lead time),

· Quantity to Purchase Method of 3 (based on order point and stock levels).

You can easily remember this combination since the:

· First calculation (Sales Review Method) is a 1,

· Second calculation (Order Point) is a 2,

· Third calculation (Quantity to Purchase) is a 3.

Using this easy-to-remember combination, all you need to do is to determine how many days history to go back and review for sales (the suggested default is 180 days – 6 months), and what your safety allowance percentage should be.

Other Calculations
Purchasing Cycle

The Purchasing Cycle can be automatically computed for each Vendor or it can be entered manually on the vendor record or set up manually by inventory item.  It will then be used in calculating the Action Level of inventory items for the Inventory Cycle Review Report.  The Purchasing Cycle is an entirely optional field and may not be needed in your business.  In fact in the majority of organizations it is not needed.  It can be helpful however when dealing with vendors who require large minimums or that offer incentives to purchase in larger quantities at selected times.  Below are two examples of how the Purchasing Cycle can be used and calculated.  

This example is for a vendor that might have a large minimum so you can only purchase from them at selected intervals.  Or it might be that there is some incentive to only purchase from them when their minimum can be met. When this field is calculated automatically, it is done in the Inventory Month-End Processing program.  This program updates it onto the Vendor File and Inventory File.

Purchasing Cycle (in days) = 360 ÷ (Purchases in last 12 months ÷ Minimum Reorder Amount) 

Another example could be a vendor that allows purchasing at any time or with real low minimums.  However, suppose they offer an enticing discount to buy most of your needs on "stocking" orders once a month.  In this case, you know that you will be ordering from them at least once a month to take advantage of this discount.  In this example, you might just want to leave out the Vendor's minimums, and set the Purchasing Cycle (in days) yourself to a value such as 30.  This can also be done in Inventory Maintenance, Inventory Default Maintenance, and Mass Inventory Maintenance.  In this example you are basically telling the system that ideally you would like to purchase everything you need from this vendor once a month.

Action Level

Action Level for inventory items is computed based on the above explained Purchasing Cycle and Order Point.  It is then used in the Inventory Cycle Review to determine which items are below their Action Level.  In many ways, it acts just like an Order Point.  However, it is intended to allow you to buy at the desired intervals (of the Purchasing Cycle) if there is a need or incentive for you to do so.  Therefore if an item is above its Action Level and sales are consistent, then there should be sufficient stock to carry it through to the next time you will purchase from this vendor.  Of course, this will not always work as you intend or hope, but that is the purpose of Order Point and still doing Daily Reviews to "catch" items which have dropped too low during the course of the Purchasing Cycle.  This field (like the Purchasing Cycle) is entirely optional and may not be needed in your organization.  If used it is re-calculated any time Order Point is re-calculated since it is the basis for this field.

Action Level = Order Point + Usage during Purchasing Cycle 

[where “Usage during Purchasing Cycle” = Avg. Monthly Usage X  (Purchasing Cycle Days ÷ 30)]

Average Quantity on Hand

This field represents the number of units that you have had on hand of an item on the average.  It is provided for your information and for use in calculating the Inventory Turns of an item. It is calculated and updated on the Inventory Master File (based on available history) during the Inventory Month-End Processing program.   

Average Quantity on Hand = (Total of Start-of-Month quantities on the Inventory Transaction History File for current fiscal year) ÷ (# of months of history present in the current Fiscal Year)

Inventory Turns

This field represents the number of times the item has "turned over" this year.  It is based on the previous Average Quantity on Hand field and several other automatically updated inventory fields.  This is calculated and updated on the Inventory Master File during the Inventory Month-End Processing program.

Inventory Turns = (YTD C.O.G.S. + YTD Transfers) ÷ (Average Quantity on Hand X Average Unit Cost)

Service Level

Service Level of Inventory is a percentage calculated based on the number of times an item was ordered in comparison with the number of times it was shipped complete.  This is calculated and updated in the O/P Daily Registers.  

Service Level % = (Times Shipped Complete ÷ Times Ordered) X 100 

Surplus Stock

The system computes Surplus Stock to determine quantities on hand at other warehouses that it considers "in excess" of what it needs.  It becomes useful in multiple warehouse environments, since the Inventory Review Reports and Suggested P/O Review programs will check for surplus stock in other warehouses before suggesting that an item be purchased from a vendor. If surplus stock is found in another warehouse, these programs will suggest a warehouse transfer instead.  This calculation is performed by the Inventory Review Reports.

Surplus Stock = (On Hand + Showroom) - (Action Level + Ordering Qty)

· If you do not have a showroom, then it will have no affect on the calculation.

· If you do not use Purchasing Cycles and Action Levels, then Action Level will be the same as Order Point, so the calculation will effectively be based on Order Point instead.

Automated Review of Inventory

Cycle Review and Daily Review Report calculations

These two reports are in fact the same format and do basically the same task.  They both can produce a hard-copy printed report of items to be reviewed and they both update these same items into the Suggested P/O Review. There are two major differences between the two reviews, however, as listed below. 

The Cycle Review Report reviews only items due to be reviewed based on the number of days in the Purchasing Cycle compared to the number of days since the last review, and it only suggests items to be purchased that are at or below action level.

In contrast the Daily Review Report reviews all items and only suggests items to be purchased that are at or below order point.
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(Character users please refer to Appendix “B”, Figure 10)
Both reports perform as follows:

· Discontinued items (Stocking Status = "D") and Kit items (Kit Flag = "K") are not reviewed.

· Items set up as "Seasonal" (using Sales Review Method = 3) will be reviewed only during the buying season.

· Available Quantity is computed as follows and is used for comparison to Order Point (in the Daily Review) or Action Level (in the Cycle Review) to determine if an item should be suggested for replenishment.

[On Hand + Showroom + On Order ‑ Back Orders]

· The available quantity can optionally be reduced by any pre-season orders or bookings if your system is configured in this manner and you elect to include them when starting this report.  If used, these are entered using the Quote Entry program.

· Available Quantity is compared to either Action Level (Cycle Review) or Order Point (Daily Review) depending on which report is run, as a criteria for which items to review.

· If an item is on Non-Automatic purchasing control, then the Ordering Quantity field must be entered manually, unless you configure your system to compute this quantity for items on Manual Purchasing based on Order Point.  This Ordering Quantity is then printed on the review reports as the suggested ordering quantity for items on "non-automatic" purchasing control.  This quantity also is updated to the Suggested P/O Review file as the Suggested P/O Quantity.

· If an item is on automatic purchasing control, the Average Monthly Usage must be 0 or greater and the item must be between classifications 1 - 12 to appear on the Review reports.  This excludes class 13, which is normally the “dead” class.  Then the suggested quantity would be computed based on the "Quantity to Purchase Method" set up on the inventory item.  The Ordering Quantity on the inventory master file is updated as a record of what the computer suggested that you order.  The system then adjusts the quantity to insure that a multiple of complete cartons or packages are ordered, that you meet the vendor's minimum quantity for this item, and for any outstanding customer backorders for this item.

· If the item has a valid Purchasing/Stock Keeping Conversion Method and Factor entered, then the suggested quantity will be multiplied by the conversion factor (method=1) or divided by the conversion factor (method=2).

· If enough Surplus Stock is found in another warehouse to satisfy the suggested quantity for this item, a warehouse transfer will be created and updated to the suggested purchase order file.  The program searches the warehouses in the order of entry on the display screen.  If no surplus is found, the suggested quantity is put in the suggested P.O. file and the buyer's summary is updated. Surplus Stock was defined previously in this manual.

· Non-stocking inventory items (Stocking Status = "N") are only included in the review process if the requirements for the item (i.e. back orders) exceed the quantity available and on order.

Comprehensive Review 

This is the same program as the Daily and Cycle Review Reports and functions virtually the same except that it reviews all items (not just those in their Purchasing Cycle) and prints all items (not just those at or below Action Level or Order Point).  This report gives the buyer a list of all items within a particular product code and vendor range regardless of quantities on-hand or on-order.  Selection criteria can also be entered to only review selected inventory classes and catalog codes.  Non-stocking status items can also be optionally included provided they meet minimum sales criteria entered by the user.  The buyer can then use it to decide what to buy rather than letting the computer exclude certain items that are not below Action Level or Order Point like the previous two reports.   
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(Character users please refer to Appendix “B”, Figure 11)
· The program will still check items that are set up as seasonal to see if they are in their buying season before it includes them in this review.
· The program will not exclude items based on inventory class (unless the range you enter does so), non-automatic purchasing flags, or the suggested purchasing quantity.
· The program will not compare an item’s quantities to Action Level or Order Point to see if it should be included.  All items regardless of the current stocking level will be included.

· This version of the review prompts for a range of inventory classes to be reviewed.  You can enter classes from 0 - 13 in both the "from" and "to" fields.  If entered, only inventory items with classes within the range specified will be updated to the Suggested P/O Review.  This is a useful way to pull in just your faster moving items.

· This version of the program also prompts for catalog codes to be reviewed.  By entering one or more catalog codes, the program will only update items to the Suggested P/O Review that contain at least one or more of the catalog codes entered.  Leaving the catalog codes field blank will have no effect on which items are retrieved.

· An option also allows including non-stocking status items provided they have sales of at least a minimum that you specify over a previous number of months.  By default non-stocking status items are not retrieved by this report.  However, you may elect to include them, in which case you can enter the minimum sales quantity to include and the number of prior months in which to look for sales or usage of the item.  This feature provides a good way to bring in items that were previously flagged as non-stocking but which may have picked up in sales recently.  For example, you could ask to include any non-stocking items that had sold over 4 units in the past 12 months.

· Another feature that we did not discuss in the Cycle and Daily Reviews (primarily because it does not seem to be used as often in those) is the capability to run the review with different parameters than those which are set up on inventory items.  Changing these does not change the settings on the inventory item, it simply uses the parameters entered here as the basis for this particular run.  As you can see you can alter many of the purchasing parameters which will in turn affect the information defaulted into Suggested P/O Review for the included items.
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(Character users please refer to Appendix “B”, Figure 12)
Additional Purchases Review

This report (when given enough information) will calculate if it is advantageous to purchase additional quantities over and above your normal requirements before a cost increase from your vendor becomes effective assuming you have prior notification of it.  If it determines that it is beneficial, then it will calculate the number of additional months supply that you should purchase prior to the price increase.
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(Character users please refer to Appendix “B”, Figure 13)
Additional Months Supply to Purchase =  (24 X Cost Increase Percentage) ÷ (R.O.A.I % + Carrying Cost %)

· The additional months supply to purchase will always be reduced to 12 if it computes it to be greater than 12 months.

· Discontinued items (Stocking Status = "D") and Kit items (Kit Flag = "K") are excluded from consideration.

· Seasonal items (Sales Review Method = 3) will be considered only during the buying season.

· Items on automatic purchasing control must have an Average Monthly Usage of more than 0 and have an inventory classification from 1 - 12.

· Items which are not in need of replenishment (i.e. Available Quantity is greater than Action Level) will have their "suggested additional months supply to purchase" reduced so that the possible quantity on hand of the item does not exceed the Additional Months Supply to Purchase (calculation listed above).

· The suggested additional quantity to purchase will be based on the "additional months supply to purchase" multiplied by the average monthly usage rate.  The quantity will then be adjusted if necessary to insure that complete cartons are purchased.

· These calculations are performed and the items deserving consideration are printed on a report generated by the Additional Purchases Review program.  The Cost Increase %, R.O.A.I.% (Return on Additional Investment), and Carrying Cost % are entered at the time this program is started.  It can be run for a selected range of warehouses, departments, and vendors.

Suggested P/O Review

Using Suggested P/O Review

While the Daily, Cycle, and Comprehensive Review Reports all have the option of providing a hard-copy report of items that may be helpful, their primary function is to update these same items to the Suggested P/O Review files that can then be reviewed in this program.  From this program, a buyer can see which vendors need to be reviewed and a list of the items with their suggested quantities that can be approved, changed, placed on hold, or deleted.  The final result is that the buyer can approve which items and quantities he or she wants to order on a P/O and then update the suggestions to a purchase order without having to manually key in each stock number and quantity.  The buyer does not have to accept everything the computer suggests.  Items can be deleted or suggested order quantities changed.  This program can save the buyer a lot of time in entering purchase orders when the automated purchasing features are set up properly.

Upon first entering the program, the buyer can easily see which vendors need to be reviewed, their dollar amounts, and the number of items for each.
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(Character users please refer to Appendix “B”, Figure 14)
Vendors can also be added manually to Suggested PO Review.  The [image: image17.bmp] icon will allow the user to manually add vendors that might not have been picked up during the review reports.  
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Once a vendor is chosen, the buyer can then see a list of items that the system has suggested for purchasing.

[image: image19.png]File Review Edit Vendor Inventory Soles Purchasing Help

(XY

B AES

Y-

Mirimum Amourt $1.00000
Mirimum Weight

Mirimum Cubic Feet

Mirimum Cases

‘Approved Amount
Approved Weight
‘Appioved Cubic Fest
Approved Cases

$607.70232
11132800

Avail  B/O  On Action Order P/O nit
[WH/Stock #/Description Gy Oty Order Level Point Qty Cost

T G156 VISE REIP LOICK NG FLIERS B LN il R BEGE
07012631 TTPIECE HOLE Saw KT ] I 785 h
01 013477 RIGHT ANGLE DRILL ATTACHMENT 3 M@ 26 504 24%BA -
01 06111 118 PC TITANIUM DRILL BIT SET 8 08 B 19 48ma
01 016231 12" BANDSAW 3/4 HP. 14" TABLE 8 18 7 %A
01 06711 ADJUSTABLE CIRCLE CUTTER 2 7 BB 24 4938
01 017531 VISE-GRIP LOCKING PLIERS 10" STF 8 @ B % 6934
01 02002 GRODVE JOINT PLIERS 167X 4174 7 6 27 % 18394
01 024004 GROOVE JOINT PLIERS 10°K 2" 6 s 3y e 1188A
01 026025 29 PIECE HIGH SPEED DRILL BIT SE 8 7 B 118 993 8
01 026875 &PC 12" CARBIDE-TIP MASONARY B 7 50 a1 2% 4 993 4
01 02931 6 MILWALKEE 7174 HD CIRCULAR 5, 17 5 ® 51 13394 g
01 04232 MAKITA 8V BATTERY 7 4 46 B 99a
01 057397 GRINDER PEDESTAL 4 P ) 7394
01 083535 BOSCH 1/2" VSR HAMMER DRILL 11 86 3 6 152394
01 066740 CHICAGD H.D. 41/2" DISC GRINDER 2 8 =B W 677 1988A

01 076016 MAKITA /2" 36 CORDLESS DRILL 10 1811 11 128394 o
01311356 GRINDING WHEEL 4172 1/4 MET: 17 % 5 9 893 4
01 311366 GRINDING WHEEL 4172 X1/4 MAST 15 8% 4% 3934

Ceate | Esit





(Character users please refer to Appendix “B”, Figure 15)

From this screen the buyer can obtain a wealth of information about each item such as monthly unit sales, which customers are buying the items, open back orders, open purchase orders, lead times, other warehouse quantities, receipts history, and alternate vendors.  All of this information is designed to assist the buyer in determining if the quantity suggested by the computer should be approved as is or changed.
Each item can then be approved, changed, deleted from the suggested P/O.  Items with surplus quantities in another warehouse can be transferred from there on a warehouse transfer, or placed on the suggested P/O.  Items can even be moved to a different vendor or buyer.

As changes are made the suggested totals are constantly updated at the top of the screen to assist the buyer in comparing the P/O to any minimums the vendor may have.
Options are also available to add items to the suggested P/O that are within a specified percentage of Order Point.  This neat feature allows pulling in items that are close to the point where they will need to be replenished to assist in meeting vendor minimums.  When using this feature, the buyer can choose which departments’ items to include.
Another option allows increasing the quantities on the line items already on the suggested screen by a specified percentage to assist in raising the amount of the P/O to meet vendor minimums.  The buyer can even specify that only certain classes of items (such as faster moving classes) be increased, and have the process stop if the vendor’s minimum is reached.  The [image: image20.bmp] icon will allow the user to add items based on being with a percentage of Order Point.
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Items can also be added manually to the Suggested PO Review for any vendor.  This will allow the buyer to add items here so that they can view the complete Purchase Order total as opposed to having to wait until they are in Purchase Order Entry to add items to their purchase order.  The [image: image22.bmp] on the toolbar will give the user the option for adding additional items.  
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When the buyer is satisfied with the suggested P/O (i.e. the approved items, and their P/O quantities), he or she can update it to a purchase order without having to re-key any item information.
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(Character users please refer to Appendix “B”, Figure 16)
From the review, the buyer can create both the purchase order and a warehouse transfer (if there were any items to be transferred from another warehouse), or in the case of the P/O, have the approved items added to an existing P/O.  The buyer can also be taken directly to the P/O Entry/Maintenance program in the event he or she needs to enter any additional information on the P/O, such as shipping methods, etc.  If not, it is possible to have the P/O created and then printed, faxed, or printed and faxed immediately without any further intervention from the buyer.

Related Issues

Inventory Month-End Processing

This program must be run once (and only once) after all invoices have been updated for the month to allow the inventory module to track sales properly.
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(Character users please refer to Appendix “B”, Figure 17)
Following is a summary of the major end-of-month calculations performed by this program for inventory:

· The system checks for the Non-Automatic Purchasing flag.  If it is set, the month and year it was put into effect and the number of months it is set to last are checked.  If the desired time period has expired, the Non-Automatic Purchasing is disabled, and the item is then processed as normal.

· An item will be reviewed and disqualified for either unusual sales or a lengthy out-of-stock condition, if appropriate, according to the rules defined previously in this manual.  If an item is disqualified, it can optionally be printed on an audit for review by the buyer.

· The Average Monthly Usage, Order Point, Safety Allowance (for some Order Point Methods), Purchasing Cycle, and Action Level, are calculated for use with the Inventory Review and Suggested P/O Review programs.

· The Average Quantity on hand and Inventory Turns are calculated for reference in Inventory Inquiry and related reports.

· Discontinued items (Stocking Status = "D") that have all of their quantities down to 0 (in all warehouses) are deleted.  An optional audit can be printed of any discontinued items purged by the system.  If you have a discontinued item set up in multiple warehouses, then all warehouses must have quantities of the item down to 0, before it will be purged.

· An optional variance report of most purchasing related calculations can be printed.  The user can request to see all variances that are plus or minus a specified percentage.

· A record will be sent to the Inventory Transaction History File listing the quantities in each category (i.e. available, Committed, On Order, Back Order, Hold, etc.) as of the start of the new month, unless there was no activity for the past month (meaning the quantities should be the same as the prior month’s “Start-of-Month” record).

Analysis of “Dead” or Slow Moving Inventory

Inventory Classification Reports
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(Character users please refer to Appendix “B”, Figure 18)

The inventory items are first sorted by warehouse, department, or product code.  The system then adds up the total COGS and total units sold for each group (with the group being the sort method chosen).  Then each item's COGS (if you are ranking by dollars) or each item's unit sales (if ranking by units) is computed as a percentage of the total in it’s group.  The option to base your ranking on dollars or units is a run-time option in the Classification Detail Report. You can also choose to review sales history from prior months or by looking ahead into the upcoming months based on history for the same periods in last year.  Finally, the number of months of history to review is also controlled by the user at run-time.  Next items are sorted out to a file from highest percentage to lowest. The system then classifies each item working its way from highest percentage to lowest.  The class assigned to each item is determined by what classification scheme is entered by the user unless they accept the default listed here.  Up to 12 classes of active items can be set up with a 13th for dead items (which are not moving at all or moving very slowly).

The inventory classification report shows a % of each item’s COGS or units compared to its group's total COGS or units.  It also prints a % of each item's investment compared to its group's total investment.  It also shows the cumulative % of each item's COGS or units to that item's cumulative current inventory investment.  The net result is to show what % of your sales comes from what % of your inventory investment.  The Inventory Class field is updated on the inventory master record (if enabled in your configuration).  This can then be optionally used in the Review reports to determine how many months supply to purchase when it comes time to replenish an item, however this is the least popular method.  It is often considered a modern-day, easier-to-understand replacement/substitute for E.O.Q. (economic order quantity). Classes can also be manually entered if it is not desired to let the system assign the classes for you, or you can compute the quantity to purchase using other available methods, and use the classification for information only, which is what most buyers do.
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(Character users please refer to Appendix “B”, Figure 19)
In addition to setting up the classification scheme you want to use, you can also define to the system what constitutes a "dead" item.  By default, items with less than $10.00 COGS (if ranking based on dollars) or 1 unit sold (if ranking based on units) for the history periods being reviewed are considered "dead" items and will not be considered by the inventory review reports provided you use class 13 as your "dead" class.  An optional separate audit can be printed by the Classification report that will list items re-classified from an active class to the dead class on the current report.

The default distribution of classes to the number of items within each warehouse, department, or product code is listed in the following table. If you want to set up a scheme of your own, simply respond to the appropriate question in the Detail Classification Report by WH/Dept/Prod, and you will be provided with a pop-up window in which you can enter your own percentages for each class as well as what constitutes a dead item and which class is your dead class.  Regardless of how many classes you decide to use, it is still recommended that you use class 13 for dead items as class 13 is treated specially by the Review Reports, in that it is ignored for replenishment.

	Class
	Number of stock items by %

	1
	Top ranking 7.5 % of inventory items

	2
	Next 7.5 %

	3
	Next 10 %

	4
	Next 10 %

	5
	Next 8 %

	6
	Next 8 %

	7
	Next 8 %

	8
	Next 8 %

	9
	Next 8 %

	10
	Next 8 %

	11
	Next 8 %

	12
	Last 9 % (or number of items remaining)


This may not always work out exactly due to the rounding of the number of items within each group, (where group is a warehouse, department, or product code).  Ranking by warehouse where large numbers of items are involved tend to be more exact as far as the number of items assigned to each class.  If you rank by department and especially product code, and there are relatively few items in that department or product code, you may not get all classes used.  This is of course also dependent upon whether you use the default classification scheme or you enter one of your own.

In general assigning departments that contain many items and using the sub-department to breakdown items by product code will make the Inventory Classification Report much more useful and the class calculations more accurate.  A group must have at least 12 items in order to have all classes assigned.  A group must have at least 7 items, or some classes will be skipped in the assigning process (classes 1,2, and 5-11).  A group must have at least 20 items to have two items assigned to classes 1-10, however, this instance would leave no items in class 11 and 12.  A group of 24 items would have two items in each class.  These are just a few examples of how the class calculation works, and how it can be confusing if your sorting method does not contain enough items to obtain a good sample.  Departments or Product Codes of at least 200 or more items will provide a very usable report and make the classification field more meaningful and useful.  If you elect to enter your own classification scheme with one that is simpler and has fewer active classes, then this guide of 200 items will drop and you will still be able to get a useful ranking with less items.

Here is just one example of another scheme that is simpler and has fewer classes.

	Class
	% of Items

	1
	50.0

	2
	30.0

	3
	10.0

	4
	10.0


In this example, classes 5 through 12 would have no percentage assigned to them.  You would likely still assign 13 as the "Dead" class, if you wanted "dead" items ignored by the Inventory Review programs for purchasing purposes.

Following is a sample print-out of a very small department just for illustrative purposes:
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Inactive Inventory Report

The Inventory Classification Report described on the previous pages is a very useful report for analyzing how items are “moving” in contrast to other items.  It can also provide some very interesting information in that it allows anyone to easily see what percentage of your dollars invested in inventory are accounting for what percentage of your sales.  However, another report outlined here known as the “Inactive Inventory Report” may be just as helpful, if not more so in locating inactive or slow moving items.
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(Character users please refer to Appendix “B”, Figure 20)
This program allows specifying which items you want to review by entering parameters such as:

· Include Items Not Sold in xxx Days – This is the primary criteria for the report and is a simple concept.  The report checks the date of last sale on an inventory item and if this date is over the number of days entered here, it will be printed.

· Include Items With Quantity On-Hand Over xxx Days – This field does not have to be used, but if desired, it can be used to also include items that may be selling (therefore the date of last sale is getting updated and it would not otherwise appear on this report), however you have had a quantity of this item on hand for longer than the number of days specified here.

· Exclude Items Received in the Past xxx Days – This field is also optional, but is useful for excluding items from the report that would otherwise be included simply because they are new items that have not yet been sold.  Since new items have no sale date, these would be included on the report.  You may not want this to occur on items that have only been in inventory for a short period of time.

· Exclude Items With Zero Quantity On-Hand – This option allows excluding items that would otherwise be included if there is no quantity of the item on hand.  If you are trying to “clean up” your inventory master file on the computer, then you may want to include these as well.  However, if you like keeping items in inventory (such as “non-stocking”) for reference, history, or pricing purposes, then it may be helpful to exclude items from the report for which you do not have a quantity on hand.

P/O Expediting

This report can be used to print items that have reached what the computer determines to be a "critical" situation due to current stock levels, outstanding back orders, past due purchase orders, etc.  For each item printed, it lists the stock number, description, quantity on hand, safety allowance, back ordered quantity, and the number of days the item has been out of stock.  If there are any outstanding purchase orders for the item, it also prints them listing, P.O.#, vendor number and name, the quantity ordered, quantity received to date, and quantity still open.      

Listed below are the criteria that will cause an item to appear on the P/O Expediting report:

· The On Hand quantity is less than or equal to the Safety Allowance and the Safety Allowance is 5 or greater.                

· An open purchase order for this item is 10 or more days past due based upon the "required date" that was entered or defaulted on the purchase order when it was originally entered.  In order for this aspect to function, you may need to insure that a “required date” is entered on purchase orders if one is not defaulted, or that the one defaulted is reasonable.  Normally the Purchase Order Entry program will compute this date if one is not entered based on the P/O entry date and the average lead time for an item (if one is on file).

· A “stock outage” situation has existed for 30 or more days.  "Stock Outages" are a result of you being out of stock on the item, and a customer ordering it, thereby resulting in a back order.

· Back Orders for this item exceed the On-Hand quantity.  This is almost always the case on back ordered items, since if there is a quantity on hand of an item, the automatic back order filling routines will try to fill these back orders with available stock.

Non-Automatic Item Listing

This report will print a list of all inventory items that have been placed on "Non-Automatic" (frozen) control for purchasing.  For each item, it lists all purchasing related purchasing fields, such as inventory class, average monthly usage, order point, action level, safety allowance, purchasing cycle, last date reviewed, and normal ordering quantity.  If the item's stocking status is set to “Non-stocking”, it will not be printed on this report.

The purpose of this report is to list items that are on manual purchasing control so that they can be reviewed for possible changes.  Normally new items added to inventory are placed on manual purchasing control for 6-12 months depending upon the type of item and how Average Monthly Usage is computed for it.  Also, items that need to be handled manually for various reasons, can also be placed on manual purchasing control for extended periods of time or even indefinitely (by entering 98 months).  This report provides a monitoring tool for both types.

Items placed on manual purchasing control can still be reviewed by the Review Reports and can still be updated to Suggested P/O Review.  So, in some ways they benefit from many of the same features.  However, most of their purchasing related variables (such as Average Monthly Usage, Order Point, etc.) are not re-calculated automatically, so reviewing them periodically on screen or with a report such as this is prudent as there will often be fluctuations in sales or lead times, even with new items.

Non-stock Item Sales Analysis Report
This report is designed to be a tool for analyzing the unit sales and profits for non-stocked items.  This report will only print inventory items that are coded with a stocking status of "Non-stocking”.  This report will ask the user to enter the number of months to look at for purposes of printing this report.  The report will print the item, description, unit sales, YTD sales, YTD gross margin, date of last sale, vendor number, and product code.  This report does no updating and can be printed at any time to determine which non-stock items set up in inventory should be considered for stocking.  This report does not look at history for items that were sold as non-stock (categories “N”, “M”, “O”, or “P”) in Order Processing and that were not set up in inventory.

Non-stock Sales History Report
This report shows all activity for items sold as non-stock through Order Processing within the ranges selected.  It will print items sold with categories of "N" or "M" (or back order releases of these [i.e. “O” and “P”]).  These are normally items that are not set up in the Inventory Master File.  Note that this is different from the report above in that this does not look at items set up in inventory with a stocking status of “Non-stocking”.  However, its general purpose is the same – to allow reviewing items that you have been selling as non-stocked through Order Entry to see if you should consider stocking them in inventory.

Managing Open Purchase Orders

Several tools are available in Answers to assist with managing open purchase orders.  These tools also help in keeping the “expected” receipt dates updated in order to provide more accurate and helpful customer service.  Users will be able to utilize the “Open Back Orders” review in Customer Inquiry or the Salesman’s Work Center and see the expected receipt dates for items their customers may be waiting on and expecting to arrive soon.

Estimated, Required, and Promise Dates

When you enter a purchase order, you have the option of entering a “Required Date” of when you would like to receive the merchandise, or are requesting the shipment be received.  You can also enter a “Promised Date”, which is the date the vendor has said or acknowledged they will ship you the merchandise.  These two dates are then updated onto each detail line of the purchase order.  They can be overridden on the detail lines, if there are different required or promised dates for each line.  Additionally, the detail line items also maintain an “Estimated Date” which is calculated for each line by Answers based on the lead time of the item.  So for stock items (that have been purchased before) that are entered on a P/O, you will always get at least an “Estimated Date” even if you do not need nor enter the “Required” or “Promise” date.
Additionally, purchase orders also have an “Acknowledgement Received” flag, which indicates that the “Promise Date” is the actually date that has been given by the vendor for shipping. 

When reviewing purchase orders in Customer Inquiry, Vendor Inquiry, Inventory Inquiry and the Salesman’s Work Center, users will see one of the three above dates, if any of them exist.

If the purchase order has a “Promise Date”, the promise date will be shown along with an “Ack” indication.  This indicates that the acknowledgment has been received and the promise date entered into Answers.

If there is no “Promise Date” yet acknowledged by the vendor, then the “Required Date” field will be checked to see if the buyer indicated to the vendor the date they would like to have the shipment.  If this date is present, then the “Required Date” will be shown, along with the “Req” indicator.

If there is no “Promise Date” and no “Required Date”, then the “Estimated Date” will be checked and the date, based on lead time data will be displayed along with the “Est” indicator.  This would allow you to inform the customer that while the vendor has not yet indicated the actual shipping date, based on how long it typically takes to receive that item, this date is when you expect to receive it.
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The screen above is from the open Purchase Orders display in Vendor Inquiry and shows an example of the different dates.

PO # 970090 is showing the “Est” indicator meaning that a required date was not entered for this P/O, and the Expected Shipping Dates are being based on the lead time history the items.

PO # 970091 is showing the “Req” indicator meaning that the buyer did enter a required date or requested shipping date and that date is being indicated because we assume and hope the vendor will make every effort to ship so that we can receive it on that date.

PO # 970092 is showing the “Ack” indicator meaning that the ship date has been acknowledged by the vendor and updated onto the purchase order and this is the expected shipping date based on the vendor’s acknowledgement.

Purchase Order Reports

Answers provides three detail purchase order reports as well as a summary purchase order report.  All of these reports can be found on the Purchasing Management > Reporting menu.

When running the detail reports, by stock #, vendor, or by customer, the user will have an option to pin-point the purchase orders with items still open that have not yet been acknowledged, based on the “Acknowledgement Received” flag.  They can also flag purchase orders that have passed up their expected date.  So, for example, if the buyer entered a “Required Date” and the purchase order has not yet been received, only purchase orders falling into that category would be printed.
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There is also a Purchase Order Summary report to show the open purchase orders in the system to help the buyers in managing their open p/o’s.

Sending and Logging Purchasing Order Acknowledgements

If desired, users can request the vendor to acknowledge the expected shipping date.  Answers provides a form, that is not the purchase order form, that indicates the original purchase order number and date, the stock #  and quantity, and the expected ship date (if entered or calculated based on lead time), and asks the vendor to advise the actual ship date of the item.

The Ship Date Acknowledgement Request can be sent in various places throughout the system.  It can be sent from the Purchasing Management > Reporting menu.  It can be sent in the Purchase Order displays that are found in Vendor Inquiry and Inventory Inquiry.  Users can “View” a purchase order and send an acknowledgement for that P/O.   It can also be sent from the Back Order Review screens found in Customer Inquiry and the Salesman’s Work Center on the Open Orders tabs.  In these screens, users can either view a purchase order to send the acknowledgement, or they can “check off” lines they wish to acknowledge and then send requests for those items, even if they go to multiple vendors.  Answers will sort and compile the lists for each vendor and send acknowledgements for each vendor.  
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This screen snapshot shows the Back Order Status screen from Customer Inquiry Open Orders.  Here, there are two items “checked” for acknowledgements from two different vendors.  Answers will send each vendor a separate request for their respective items when the user clicks on “Send List”.

When Acknowledgements are printed, users are given a screen to indicate whether the acknowledgement request should be “logged”.  Emails and faxes are logged automatically.  “Logging” means that the P/O Ack. Request Log Viewer can be used to indicate the shipping date once it is received from the vendor.  The P/O Ack. Request Log Viewer is covered in the next section.

P/O Hot List Expediter

Instead of reviewing open purchase orders by vendor, item, or even for a customer, Answers provides a way to review all “hot list” purchase orders, or those that need following up on at one time.

The P/O Hot List Expediter is available on the Purchasing Management > Inquiry menu.  This program allows Answers to report/build a work list on purchase orders that have passed up their “expected” ship date, or are within a certain number of days from going over.  It can also specifically pick up drop-ship purchase orders and those that are tied to customer sales orders, even if they are not over their expected shipping date yet.
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The user will choose which date(s) they want to check and the “within ____ Days Past Due” indicates to pick up purchase orders that might not yet have gone past their expected date, but are getting close.

The program will then build a work screen for the user to make further choices.
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Here the user will see the purchase orders that fell into the criteria requested.  The screen displays the PO#, the Vendor # and Name, the purchase order date and the dates indicated for shipping.  The “Ack” column indicates that an acknowledgement request has been sent and “logged” so that it is waiting in the P/O Acknowledgement Request Log Viewer.  

From this screen, users can perform a variety of functions.  Users can view the purchase order, modify the purchase order, or edit vendor notes.  They can generate Ship Date Acknowledgement Requests individually for purchase orders, or for all purchase orders that do not have a request pending.  Users can jump into Vendor Inquiry, or view Contacts if they need to get a phone or fax number for the vendor.  And, they can view the Fax Log to be sure their fax or email request was sent successfully.

P/O Acknowledgement Request Log Viewer

This program tracks the Ship Date Acknowledgement Requests that have been sent and whether a response has been received.  The “Request History” tab indicates those purchase orders that have received a response, and had their “Promise Dates” updated onto the purchase order.

Once a response is received, the user can highlight the p/o line and double-click on the Advised field.  They can then enter the date provided by the vendor.  If the purchase order contains multiple lines that do not have a promised date already, they will be prompted to update all lines, only lines with no dates or estimated dates only, or update any previously entered dates to the current date.  They can also choose to manually edit the purchase order lines, if they want to update the dates themselves.  This option might also be a handy option if the vendor provided different dates for each line item, or if they also provided updated costs.
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In this case, Answers will update the Promise Date on the purchase order header for reference, as well as update the promise date to the line items on the purchase order and mark the purchase order with the “Acknowledgement Received” flag.

Implementation Check List

The following consolidated checklist is provided as a reminder of the steps necessary to begin using the automated purchasing features within ANSWERS on your system.  This list assumes that you have an understanding of the theories and methods behind these features and are prepared to determine how best to configure your system and inventory items.  First you will find a summarized outline of the steps to take followed by a detailed explanation of each on the following pages.

Implementation Summary

____ 1) Set related configuration options to the desired values.

____ 2) Use Inventory Default Maintenance to control how new items added are added to inventory.

____ 3) Use Mass Inventory Maintenance to change the purchasing parameters on your existing inventory items to the desired values.

____ 4) Run the Daily Inventory Review to check for items that need to be replenished and to update the Suggested P/O files.

____ 5) Use Suggested P/O Review to approve, delete, or change items suggested for replenishment.

The following lists each of the implementation steps in more detail.

1) Set related configuration options to the desired values.  Go to System Management(ANSWERS Software Maintenance(ANSWERS Configuration to check and change these options as desired.  For more detailed information on a particular option, from a Windows P/C, simply click on the desired option to highlight it in the list box, and then click on the help button at the bottom of the window.  Character users should refer to their Answers System Administrators manual.  The option numbers listed below are for Windows.
a. Inventory options

i. Default Status of Suggested P/O Lines to Approved or Held (Windows Standard Option # 23, Character Option # 34)
ii. Minimum Amount for Disqualifying Items for Unusual Sales (Windows Standard Option # 24, Character Option # 41)
iii. Include Month-to-Date Sales in Average Monthly Usage Calculations (Windows Advanced Option # 13, Character Option # 24)
iv. Compute Suggested P/O Quantity for Manual Purchase Items based on Order Point (Windows Advanced Option # 14, Character Option # 44)
v. Include Item in Sugg PO Review if at Least ____ Have Been Sold in Review Period. (Windows Advanced Option #15)
b. Purchase Order options

i. Display Stock # or Description in Character Suggested P/O Review (N/A for Windows, Character Option # 22)
ii. Display Stock # and Description on Current Line in Character Suggested P/O Review (N/A for Windows, Character Option # 22))
2) Use Inventory Default Maintenance to control how new items added are setup.  This will not affect any existing items, only items that are added to inventory from this point on.  This is important since once you establish how your items are to be setup and change your existing items, you will more than likely want to use this program to make sure any new items being added through Inventory Maintenance, Order Entry, or Purchase Order Entry are setup with the same criteria.  The fields that will affect automated purchasing in this program are all conveniently located on the Purchasing tab in Windows (or in the second column in the character program), and of course the Vendor # and Buyer # found on the General tab in Windows (or in the first column in the character program).
3) Use Mass Inventory Maintenance to change the purchasing parameters on your existing inventory items to the desired values.  While you can modify the purchasing parameters by individual item, it is not practical to do so.  The realistic approach is to use the Mass Maintenance Input and Update to change all or groups of your inventory items to the desired purchasing parameters.  Mass Inventory Maintenance is explained in step-by-step detail in Appendix “A” of this manual.
a. If it is practical to set all items to the same purchasing parameters, then you may only need to enter one mass maintenance request and have it run for all items.
b. If it is not practical to have all items set up the same, then you may need to enter multiple mass maintenance requests.  These could be based on vendor, product code, buyer, or any of the selection criteria (or combination thereof) allowed by the program.
c. Then, if after using Mass Maintenance, you need to set some individual items to unique parameters due to unusual circumstances on just those items, use Inventory Maintenance to change them.  This might also be a good time to place any items on manual purchasing that don’t seem to fit into the automated purchasing concepts.  And remember that items can be placed on manual purchasing for specified periods of time (such as to accumulate sufficient history) or indefinitely (by entering a length of 98 months).
4) Run the Daily Inventory Review to check for items that need to be replenished and to update the Suggested P/O files.  This is the program that will review each inventory item and compare the Order Point (that has been computed based on the purchasing parameters entered) to the current availability and decide if the item needs to be considered for re-ordering or not.  If so, it will place the item into the buyer’s Suggested P/O files.  This review program is normally run automatically each night during the automated end-of-day routines, therefore you may not need to run it manually.  Simply wait until the day following your changes and your Suggested P/O Review program should be up to date.  Note:  If your Suggested P/O Review files contain a lot of items or information that appear to be out-of-date, then it may be necessary to remove these files and re-run the Daily Inventory Review.  Have your system administrator (via Windows Explorer or a Unix command prompt) remove files named POFBUYER, POFSUGGD, POFSUGGT in your “datafiles” directory before re-running the Daily Inventory Review.
5) Use Suggested P/O Review to approve, delete, or change items suggested for replenishment.  This program is where the automated purchasing process culminates.  The end result is that it can provide the buyer with a wealth of information on each item such as monthly sales, customers purchasing the item, back orders, other open P/O’s, etc. to assist them in their decision making process on each one.  Once items have been approved, had their P/O quantity changed, or deleted, then a P/O (and/or Warehouse Transfer) can be automatically created (or added to) from the approved items thus eliminating the need for a buyer to enter each item and its quantity on a P/O manually one line at a time.

Appendix “A” – Mass Maintenance

Mass Inventory Maintenance allows you to make changes to one or more fields on numerous inventory items with a single pass.  These changes can be applied to all inventory items, or groups of inventory items at one time, such as all items within a vendor, product code, etc.  It is a program that warrants discussion here even though it is not directly related to purchasing, because of the power if provides in easily changing purchasing parameters on numerous items.  For example, it could be used to change the method in which you are computing Average Monthly Usage on all items in the system.  Or, it could be used to change the number of days supply you want to keep of items for all items within a vendor.  The following examples show just a couple of tasks this program could do to hopefully convey the concept and make users comfortable with using it.

There are actually two programs used in this feature, an input, and an update.  Change “requests” are entered into the “input” program.  Then the “update” is run to scan your inventory items and find the requested items and make any needed changes.  An audit of changed items can be optionally printed if desired.

Upon first entering the “Mass Maintenance Input” program, you will see an empty looking window like the following.  If there are already entries in here, then that indicates a user has entered a “request”, but not yet updated it.  If so, they need to be contacted to see if the request is still valid, or if it should be deleted, before you update yours.  Realize the update program will process all requests on file.
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(Character systems do not have a screen similar to this – Refer to appendix “B”, Figure 21 instead)
We want to add a new request to change some fields on inventory items, so we need to do as we always do in this style of program, and click on the “blank sheet of paper” icon.  This will provide us with a window in which we can add our “request” which will look like the following.
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(Character users please refer to Appendix “B”, Figure 21)
First, the program needs each request to have a unique “Request ID”, so it is not really important what we use, just something that is logical to you.  In this example, we entered the user’s initials and a number on the end.  By entering a numeric number on the end, you can then enter multiple requests and then have them all updated at once by running the update program.  This allows you to control what order the requests are processed.  This is handy in situations where you may set all items in a larger group (like Vendor) with certain values, and then come back through with a second request for a smaller group (like by Product Code) to set the items with a different value.

Secondly, we need to decide if we want the changes applied to all items or only certain items.  If we want the changes made to all items, then we do not need to enter any other parameters on the first tab (Select Items to Change).  If we want to only apply our changes to a specific group of items, then we need to try to use one or more of the ranges provided to control which items are updated.  For example, we could have the changes applied to all items for a single vendor, by entering that vendor’s number in both the “From” and “Thru” fields in the Vendor # Range.  By combining multiple criteria, you could even further narrow down the items that are to be changed.  For example, we could specify changing items within a specific product code for a particular vendor, by entering both a vendor number and a product code.

Now, once we have told the program which items to change, we must tell it which fields on each item to change.  This is done on the second tab (Select Fields to Change).  It will initially list all fields on the left and none on the right.
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(Character users please refer to Appendix “B”, Figure 22)
The fields are listed in alphabetical order in both list boxes.  We need to find the field to change in the list box on the left, click it to high-light it, and then click on the “Change” button.  Once we do this you will be able to enter or select the replacement value you want used for this field in the lower-right section of the screen.
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(Character users please refer to Appendix “B”, Figure 22)
Once we have done this, the replacement field and the new value will be listed in the list box on the right.  We can then proceed to specify as many fields to change, as we need, as long as they all are to be applied to the same range of items.  The following example illustrates setting the items for this vendor up to: (1) have their Average Monthly Usage computed based on the previous 6 months of sales history, (2) to have their Order Point computed based on usage and lead times with a 20% safety allowance, and (3) to have their Suggested Quantity to Purchase computed based upon Order Point and the current stock levels.
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(Character users please refer to Appendix “B”, Figure 22)
Finally, after selecting all of the fields to change and selecting/entering the corresponding replacement values, we can click on the “OK” button to save this request.  It will then be listed in the “requests” list box as shown in the following screen capture.  
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(Character users do not have a screen similar to this, but can sequence through or inquire on their requests)
We could then add another request (by clicking on the blank sheet of paper icon), or proceed to run the update (by clicking on the diskette with a red arrow pointing to a piece of paper icon).  Alternatively the update program can be run directly off of the menu.  The update program will search for inventory items that match all of the ranges specified.  When one is found it will check to see if any of the replacement fields specified need to be updated.  If so, it will update them and write the item to an audit that can be printed or viewed at the conclusion of the update.

Appendix “B” – Character Screen Snapshots

Figure 1 - Sales Review Method 1 (Prior Months Usage)
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Figure 2 – Units History as shown by Inventory Inquiry
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Figure 3 - Sales Review Method 2 (Look Ahead)
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Figure 4 – Units History as shown by Inventory Inquiry

[image: image45.png]SCO TermLite [_ o] x]
Comnect  Edit Configure Help

Inventory Haster & Detail Inquiry
81 Stock #: 165912 Page 3
2760 WATT SHP 128U 28 AHP GENERATOR

w
Desy

HISTORY INFORHATION

HTD Units Sold 5 fctual Honthly History Adjusted
Last Honth Units 3 fugust 3
¥ID Units Sold July 2
Y10 Units Returned dune 2
¥TD Units Received Hay 1
Y10 Units Damaged fpril 2
Y10 Units Lost Harch 2
¥ID $'s Lost February a
Y10 $ Sales January ?
¥ID $ C.0.6.5. Decewber 14
Y10 $ Transfers Novewber 12
Y10 Stock Outages [] October 18
September ?
(6)raph Unit Sales Total Year 66
(Motal Sales-All WH's (PIrior Year Unit Sales

<ESC>-End  <F1>-Pagel <F2>-Purchasing <F3>-Unit Hst <F4>-Hold <F5>-B/D's
<F6>-Ordrs <F>-P/0's  <FB>-History <FP>-Qty Dt <F18>-Prev <F11>-Mxt_





Figure 5 – Sales Review Method 3 (Seasonal)
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Figure 6 – Disqualification of Monthly Unit Sales
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Figure 7 – Quantity to Purchase Method 1 (Inventory Classification)
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Figure 8 – Quantity to Purchase Method 2 (Days Supply to Purchase)
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Figure 9 – Quantity to Purchase Method 3 (Order Point and Stock Levels)
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Figure 10 – Daily and Cycle Inventory Reviews
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Figure 11 – Comprehensive Inventory Review
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Figure 12 – Inventory Review Purchasing Parameters
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Figure 13 - Additional Purchases Review 
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Figure 14 – Suggested P/O Review (a buyer’s list of vendors to review)
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Figure 15 – Suggested P/O Review (a vendor’s list of items to review)
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Figure 16 – Suggested P/O Review (creating a P/O and/or Transfer)
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Figure 17 – Inventory Month-End Processing
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Figure 18 – Inventory Classification Report
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Figure 19 – Modifying/Viewing your Classification Scheme
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Figure 20 – Inactive Inventory Report
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Figure 21 – Mass Inventory Maintenance Input (Ranges)
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Figure 22 – Mass Inventory Maintenance Input (Fields Screen 1)
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