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CYCLE COUNTING: PENICILLIN FORDISTRIBUTORS
By Scott Stratman

For many distributors, controlling errorsis a never-ending problem. Errors cost distributors nightmares in terms of poor customer
sarvice, unpad recavables, lack of trugt in the computer syssem data and, mogt of dl, hard cash. | encourage dl digtributors to
calculae the cogt of an order (When processad correctly) the firgt time it comes through ther operation. In most cases, tha cost
runs between $35 and $45 per order. That indudes taking the order, picking, packing, shipping, billing and getting paid. Some
digributors cogts run higher and some lower; but over the years, | have found this range to be farly practicd. That is, if we did it
right the firgt time. When we do the same order again, due to error, another $40 is spent to get it right, eating into any potentid
gross margin anticipated in taking the order the first time.

Some distributors try to counteract errors by having every order checked before it is shipped out of the warehouse. Some even have
it checked twice. One of the most common causes of errors comesin the picking process— it should not be a scavenger hunt for the
picker. Good warehouse layouts— clearly marked aides, bins, racks and warehouse space— can help immensely. Beyond
that, trusting the data in the computer system is another major issue that can cause problems. This costs time and money, and error
rates seldom decline as rapidly as anticipated. Frequently, blame for the error gets bantered around the organization for days, weeks
and months before it is resolved. However, in mog cases, the error is fixed on the cusomer sde right avay -- we issue them a
credit and get them the right product.

Year-in, year-out one function tha seems to address the most common errors is cycle counting. It is arather Smple process that
takes time and dedication by the distributor. Cycle counting simply says that every Monday, Tuesday, Wednesday and Thursday you
will count afew productsin your warehouse. The goal isto determine what the computer system says you have in stock, actually is
in the warehouse. If doneright, it can also help you get products into the proper locations on avery regular basis. Think how nice
that would be!
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Cycle counting is awonderful way to expose errorsin the warehouse before they become errors to your customers. Cycle counting
isawonderful way to consistently inspect your overall warehouse operations. We always hope things are being done correctly back
there but, usudly never find out how wdl they are being done until we do that very painful annud physicd inventory. How many
times have you pulled your hair out trying to figure how all those things got there, how so many things are missing — or, just what is
this stuff anyway? Cycle counting can be donein avariety of ways. It is not something you decide to do haphazardly. Taketimeto
plan for the inception of cyde counting. Use your computer system to help plan and prepare daily count shegts. |f you are not
doing cycle counting now, look to your softwar e to determineif you already have some cycle counting functionality.

The best way, and the most time consuming way to do cycle counting, isto count everything in your warehouse, starting at point A
counting to point Z, a leest four timesayear. What you are doing is counting everything on a quarterly basis. You are dso tying
your counts to your computer database in such away that the system data and warehouse quantities are the same. Having this level
of data accuracy would be a huge benefit and wegpon in addressing error rates. Daa accuracy would dso prevent personnd from
having to go out and look at the inventory on every order, before giving the customer assurance that it isin stock. Just think of the
time saved — not to mention the overall gain in efficiency.

Counting everything in the warehouse four times a year might be overkill. How often do you think you should count dead stock? |
would argue counting deed stock four time a year is a waste of time, space and cash. Even the “C” items might not need to be
counted four times ayear. Cycle counting is by far the best method to address data accuracy issues -- the approach can be modified,
while till yielding desired results. 'Y ou know what you have, the shapeit isin and the location.

Another method of cycle counting isto count items with the highest dollarsinvested. For example, if you had diamond-tipped drill
bits costing $300 a piece, make sure records on those items are accurate. There is no magic in determining which items are counted
most often; however, looking & inventory records and costs can be your guide. You should still count everything in your
war ehouse at least twice a year, giving higher priority to those itemswith the highest dollar value.

Another modificetion to the four times a year count is to count the fastest moving items more often than the dow movers. This
again gives you a high degree of accuracy in your computer system, with emphasis on those items you order, receive, put away, pick
and ship most often. These are items that often comprise the greater portion of your sales activities. Y ou cannot afford to have an
order teker not trugting the system — going back time after time to see if these items are in stock. If you have not done cyde
counting before, | suggest taking time to talk to a distributor who has implemented it as part of the daily routine. Y ou will hear alist
of positive effects on the overall operation, aswell as some of the rules to be followed.

One of the most important rulesis getting al the paper flow to stop before counting. The goal is to determine an end-of-day/cutoff
time for teking orders filled that day. For example, you might say “end-of-day” is 4 P.M., for dl orders to be picked and shipped
that day. Orderstaken after 4 P.M. should be considered next day’s business and processed firgt thing in the morning. This gives
your personnd at least an hour to get al the orders taken before 4 P.M., picked and shipped before heading home. It also allows all
the paper flow associated with the orders to be handled properly and put into the computer system. Once all of the daily paperwork
has been handled properly, you can then think about cycle counting. Hopefully, when the paper flow stops, your system/warehouse
records should be close in accuracy.

Next, you need to find someone who is rdligble to do the counting. Use your mogt experienced person who possesses a wedth of
product knowledge; and, trust this person to do a good job, because he/she will be in the warehouse alone. Y our computer system
should automaticdly print out a cyde count sheet daily, based on the methods of cyde counting sdected. The counter takes the
sheet and counts from shelf to sheet, verifying the quantity printed on the cycle count sheet. Yes, you heard meright! | am giving
the counter the number tha should be in the warehouse. The resson is smple. Many digributors have a primary, secondary and
overflow location for products. When a product comes up for counting, all locations need to be counted. Start first at the primary
location, move to the secondary location and then dl overflow locations — the goal being to find all the products you are counting.
| suggest that a the primary location, place smple labds directing personnd to the secondary location. At the secondary location,
put smple labds indicating the overflow location. You get the picture? Remember, you must count it dl, no mater wherein the
warehouse it is physically located.




Many digributors use cyde counting as a method of restocking primary locations while counting. When the counter reaches the
primary location and sees the quantity is low, they restock it from the secondary location.  This works very effectively. Along with
restocking the primary location, the counter should be taking misplaced items and putting them where they bdong. They are, in
effect, cleaning up the bins and locations while counting. Our goal isto achieve 100% accuracy between our computer records
and our war ehouse stock quantities.

Once the counter verifies the actud stock count, move to the next item on the count sheet. | there are discrepancies dter looking
in every location, smply mark down what was found and move on. The next morning, work with others in determining if
something was missed, taking one more shot at getting it right. If everyoneis convinced all efforts have been exhausted, then adjust
your computer system data to reflect the actual stock quantities. Hopefully, the next time that item is counted, you will not have to
make other adjusments. If you find every time you count certain items you are making adjustments, | suggest the problem occurs
most often at receiving and shelving locations.

You have roughly 200 days per year to count. By taking the 200 days into the number of items, multiplied by the number of times
you want to count that item per year, you get adaily stock item count sheet. For example, for 10,000 items counted four times per
year, you are looking at 40,000 counts. The 40,000 counts, divided by 200 days of counting, yieldsa

daily item count of 200. That might sound high, but look at what is accomplished in terms of accuracy and related reduction in cost
of errors. The number of items counted is determined by the cycle counting method you have selected.

There are many ressons why digtributors don’t cycle count. Whatever the reason, | suggest you & lesst give cycle counting a shot.
You can dways continue with the panful annud physca inventory, but when cyde counting is done right, you can diminate this
painful experience entirely. Asyou can see, an orderly warehouse layout and locator system is needed. 'Y ou need to be dedicated to
enforcing an en-of-day cutoff time. Control who goes into the warehouse. Establish goals for cycle count accuracy. Most of all, at
least try it! Itisas powerful asagood shot of penicillinin attacking avirus. Thevirusin inventory management isidentified by
errors, lack of trust in the system data and monies spent to make customer s happy — the second time ar ound!




FIRING CUSTOMERS IS OFTEN REQUIRED
By Scott Stratman

Wholesde digtribution has come a long way since the heydays of the 1940°’s. Each decade has brought new chdlenges rdaive to
how digtributors operate and grow ther business. In the early years, it seemed like a “Fidd of Dreams;” with the byline of “build
and they will come” The country was experiencing pos-war boom years, followed by the surge of baby-boomers. Digtributors
gew a afarly rgpid pace, and meeting customer demands was the highest priority. There was even a period of years when the
dogan of many businesses, was “The Cugtomer is King” Higory has taught ustrying to live up to that dogan can be very codtly.
We opened new branches, brought on new products, added people, and increased our vaue-added servicesto meet our customers
needs. Then something happened in distribution that has a grip on most vertical markets.  Competition started to come from every
angle, and pressure on gross margins squeezed them to barely acceptable levels. We still wanted to serve our customers, but we had
to do it with some caution. We found out not every cusomer was a good customer in today’s overly competitive marketplace.
Some customers have been around for years and years, but like al businesses, they too have changed. While they might have been a
great customer a one time, now they struggle to pay our hills, or have taken most of their business to the lowest provider.

We need to andyze our cusomer base each and every year to determine where we are making money, and where we are spending
hard earned cash — regping little to no reward. It isafact dl of usin digtribution only have so many resources avalable to service
our customer base. We only have so much cagh, so many hours and so many people. We can't aford to have our inventory grow
through the roof and move from a “judt in time” inventory to a “just in casg” inventory. We need to dign our inventory and
purchasing strategies with those customers who are providing the largest impact to our bottom line profits. The trick is to find out
who those customers are, and what products and services they are requesting.

If you were to ask personnel to name your top five customers, you would probably get answers based on volume, hassle factor or
number of timesthey cal. If you ask them to name your top five most profitable customers, you would be surprised how many of
them would name the samefive. Unfortunately, many of us don’t know the mogt profitable cusomers, nor the that ones drag down
your overal financia performance. The best way to figure this out is to use a customer profitability analysis, or implement a detailed
activity-based, coging drategy tha drives down to a cusomer profitability andyss. Thee ae gredt methods, however,
implementing them can drain your resources. But, doing nothing is the wrong gpproach aswell! | suggest you take astab & trying
to figure out your most profiteble customers, using asimple goproach. It is not an exact science but it will give you some sense of
where your money comes from, and where it is foolishly spent. | want to emphasize this gpproach is meant to highlight your
“losers” -- But more importantly, to drive you to andyze invested dollarson inventory to service those “losers”  Sncedl of your
cash istied up in inventory and accounts receivable, quit spending money on “losers’ and gart dlocaing it on the winnersin your
customer base.

Step 1 — Determine the cost of processing an order in your business. What | am after here isthe cost of taking an order,

packing it, shipping it and getting your money. Each of these stages has internal costs you assume are being covered in your pricing
matrix schemes. For most distributors, the cost to process one order completely is around $40.00 per order. Notethat | amusing a
cost per order — not a cost per lineitem. If you can get to that detail with some accuracy, then go for it.

Step 2 — Determine on an annual basis the following information for every customer you have

1. Total sales 3. Gross Margin dollars

1. Tota Cost of Goods Sold dollars 4. Number of orders processed to achieve
the dollars mentioned in 1, 2, and 3.

Step 3 - Multiply the number of orders by the $40 per order cost. Y ou can use another number, if you have calculated it by some
other method. This cogt can change dragticaly based on the type of products sold and the services provided with each order.
However, for most hard-goods distributors, $40.00 would be a good place to start.

Sep 4 - Now tha you have multiplied the number of orders by the $40 per order cogt, subtract that resulting product from the
Gross Margin dollar figure for each customer. The result will be either a positive or negative number.




Sep 5-- Lig out customers in descending order, the largest contributor to net profit to the lowest contributor (or the biggest
loser, asyou will hit the negative numbers quicker than you might imagine). The result isan Excel type spreadsheet like this.
Surprisngly, youll get to zero and negative ater about 20% of your cusomers have been andyzed. 1t is the remaining 80% that
have some negaive drag on your bottom-line profits. While you could never fire dl those under the zero net profit ling, you
certainly need to anayze how you are doing business with them. | recommend you look at each customer with a negative net profit,
and determine how you can work with them to cregte a positive impact. What you will find is about 50% of those with a negative
net profit can be salvaged. But, the remaining 50% need a more stringent course of action.

Wiait, before you decide to fire any customer — add to the equation their accounts receivable baances and payment histories. What
you will often find is that not only are you not making any money on their orders, but you are dso banking them with youre A/ R.
Now you should be very upset, and moved to teke some or dl actions required to fire them. More importently, look a& wha
products they are buying from you and make sure you are not socking products jugt for them. If you are, you are wadting a great
deal of your valuable cash asset. Those with negative net profits should not get specia services, should only be allowed to buy from
your stock, and should not receive any special orders. Y ou might also not allow them to return merchandise. In addition, herearea
couple of other actions to consider:

1) Make them a cash-only customer; 4) Chargefor deliveries; and
2) Require immediate payment of past-due balances; 5) Do not alow them to use any of your
3) Change the pricing matrix such that they vaue-added services

pay ahigher price;

| strongly suggest you make it an annual event to fire some of your worst customers. Use any method you want — but, doit!  You
will see theimpact on your bottom line and your inventory. Y ou will also find many of your employees are glad you did. Their time
isvaluable, and their efforts should be spent on those customers yielding a profitable return.

Sample Report

Annual Report

Customer Sales COGS Gross  #Of C.O0.P.O #Orders Contr.
Name $ $ Margin , Orders times $40 to N.P.

Xyz 5000 3000 | 2000 10 $40 $400 $1,600

ABC | 4000 2000 | 2000 20 %40 $800 $1,200

HGS | 7000 4000 | 3000 50  $40 $2000  $1,000

TBS 5000 3800 1200 30 $40 $1,200 $0

VGT 8000 5400 2600 70  $40 $2,800 ($200)




COMPEN SATION PACKAGES REQUIRE
CREATIVE THINKING

By Scott Stratman

We are in a grange working environment today, as the motivation for employees to say on board, work hard and become team
players requires a diversified compensation package. It used to be a good sdary or hourly wage was atractive enough to keep
people; however, with the dynamics of the workforce changing, people are motivated by more than jus money. They are looking
for stock options, flexible hours, extended vacations, floating days off, insurance options and future earnings potential. As business
owners, we are chalenged to find ways to make the most mundane jobs &tractive enough for good people to stay with us.
Compensation is often the method we use, as many of us cannot offer stock option plans.

The trick to develop good compensation packages is to find key messurements in every role, so tha compensaion can then be
based on performance. There might well be two or three people with the same title and role earning different compensation due to
peformance. Higoricdly, we have been very cregtive with sdes personnd compensdtion plans, as they usudly require more
vaiables to be dtractive.  Mog of them are performance based, using saes, gross margin, net profit and cogt as factors. Often
there are various tiers or levels — each one having a different net result for the employee.

Now, take the same premise and try to design similar multi-tiered compensation plans for everyone dse in the organization. The
trick is always to have measurements. For example, if you look at accounts receivable personnel, what measurements are available to
pay for performance — what gatistics can we monitor and report back in a comfortable manner? Without some datistica
messurements, compensation plans tend to be more subjective. Purdly subjective plans cause unrest and sometimes dissention
among employees. Measurable tasks need to be identified and reviewed. In the accounts receivable area, there are things like: days
outstanding, amounts collected in a certain period of time, number of times customers are contacted, follow-up calls made, and bad
debt write-offs collected. These are dl gadidtics that can be measured in arather smple format. Being even more credtive, look to
accounts payable and determine how many times they take discounts offered, discounts forfeited, vendor deds, payment schedules
negotiated, etc.

In the warehouse (vault), many of us have difficulty keeping people motivated and chalenged to give superior performance on a
regular basis. Vault personnd are, in fact, cash managersin terms of working with our largest assets (inventory). They need to fully
understand the impact of tracking and managing the inventory (cash). Snce most of what is heard from customers relates to the
receipt and shipment of product, inherently there are a number of measurements. We could use: the number of shipments received
and put away within a specified time period; the number of shipments to customers per day; the number of orders picked per day;
or, cycle counting accuracy (require a high rate of around 95% and above). The vault needs to be cleaned nightly before going
home. Transfersto other branches need to become a priority, and we can easily measure how often those branch transfers are sent
on the day scheduled.

Purchasing personnd dso have various messurements tha can be used in performance-based compensation programs. For those
doing budgets, keeping on target or within a certain range of the purchasing budget is a measurement. Annud purchasing dollars
managed, the number of new items managed in a certain timeframe, the number of rebates negotiated, payment plans negotiated,
and favorable return options negotiated are dso messurable. New items creste a series of measurements for purchasing personnd.
What initial costs can be negotiated with the vendor? How often can unsold products be returned? Can you get restocking charges
negotiated before taking on the new item? New items need to be managed closely, because they are the number one source of dead
stock. Therefore, managing the dollarsinvested in new items becomes extremely critical.

In addition to managing new items, purchasing personnel have the best handle on replacement items, slow movers, dead stock items
and superceded items. Each of these categories of stock has cash impacts on the bottom line. Working in conjunction with the
Sales Manager, purchasing personnel can highlight replacement items and superceded items, so they are




not stuck with them in the future. Sow movers and dead stock items dso can be moved in conjunction with cregtive sdes
programs. Thetrick is to identify them early, and devdlop a program that sdes can implement. If early identification
happens (before theitem istotally dead and not moving), be creative in incentive programs. Develop teams of sales personnel and
purchasing personnd to atack these items. Bonuses or some incentives for the team can be hdpful in reducing average inventory
value — and, more importantly, our dying and dead stock.

Branch managers need compensation programs tha are both tough and flexible  Tough from the standpoint they should include
plenty of “wins and losses” If branch managers are in complete control of what they carry in inventory, there needs to be some
incentive (or disncentive) from keeping excess inventory on hand. Branch managers will kegp an abundance of stock on hand if
they can get away with it, because they never want to be out of anything. Most of them have a sales background, and therefore have
never been trained in good inventory practices. They want to service customers at the highest level, even if it means keeping lots of
slow movers and some dead stock on hand.

Good branch compensation programs have smilar foundations. Inventory is “pushed” out to the branch, based on current on-
hand quantities and sdes activities. A minimum and maximum inventory level is used to direct the replenishment process. This
keeps the inventory moving at afairly rapid pace, and prevents overstocked items from sitting out at the branches. If you do not use
the “push” method, monitor the inventory using other methods. A couple of ways to hdp manage cash (inventory) in branchesis
to have disncentives (“take-aways” from bonus) for excess inventory; on-hand dead stock, dow movers on-hand; and, specid
orderstill sitting on the shelf. These disncentives are designed to kegp the manager’s eyes on the totd picture and cash pot. If you
only pay on sdary and a yearly bonus, you are dlowing them to figure out methods to bea the sysem. Design your branch
compensation plans so that you give them numerous ways to increase personal compensation, as well as helping improve the overall
net profits. Incresses in sdes dollars, increases in sdes percentages, increases in redized gross margin, reduction in bad debts,
management of specid orders, collection of outstanding baances, maintaining average inventory vaues, and increases in net profit
are al possibilities for branch managers. Another one to track is the number of branch transfers. Branch transfers are usually used
to get sock for a customer when the requesting branch is out of stock. However, branch transfers in many cases are not prudent
net profit decisons, as we usudly end up paying for freight cods of the trandfer. If transfers are used often, track the number of
times the branch manager has been able to get customers to pay for freight, rather than having him just eat the cost.

Compensation plans are a chdlenge for every digtributor. How to keep good people is a man concern for many. Compensation
plans done will not provide the answer, however they are a great hep. In today’s work environment, employees are looking for
more than just money. Days off, extended weekends, flex time, insurance plans, 401(k) plans, profit sharing and stock options are
adl pat of themix. Snce everyone in your organiztion is somehow involved in cash management, being cregtive in compensation
programs usudly helps keep their eyes on the cash pot. Many digtributors have changed the way they pay over the years, because
they redize just an hourly rate or an annud sdary waan't working anymore. Cogt of living incresses become too subjective in many
cases — and, people end up leaving for wha gppears to be the amdlest of increases. Your god is to design programs tha create
excitement, create a“win-win” environment, and dlow personnd to be part of the game 365 daysayear. If they haveto wait for a
potentid “holiday or year-end” bonus, they will not focus as hard on the tasks a hand in June or July. They are just working for a
set amount, and the potential bonus seems to far off to mean anything in the heat of the summer.

Try very hard to be as credtive as possible when designing your next compensation programs — even bregking “old school” rules.
Give everyone in the organization the possbility of getting pad for performance. The trick is to use messurements that can be
tracked and compared. Get employee “buy-in” by having them sgn ther next compenstion program. Allow them to ask
questions to fully undersand the “wins and losses” or the incentives disncentives they are agresing to for the next year.
Remember, everyone in your organization is managing your cash (net profit); therefore, desgn your plans to keep them enthused
about their cash management roles everyday of the year.




THOUGHTS ON DEAD STOCK MANAGEMENT

By Scott Stratman

Over the pagt 20 years of presenting to digtributors, | dways ask audiences to show me the hands of those having dead stock on
hand. | am amazed tha dmogt everyone rases his/ her hand; and, I’'ve heard endless Sories of digtributors deding with dead stock.
Some are happy storiesin that they found it hidden in their warehouse and actually got rid of it. Some are sad stories of misfortune
and log money because the dead stock continued to grow and soon overtook the good stock in terms of warehouse space. Dead
stock isaproduct of purchasing, sales, accounts receivable and company philosophy. Thereisno one person or group of people
to blamefor dead stock.

Dead gock istoo often purchased because of lack of knowledge and communication between sdes and purchasing. It is sad how
many times distributors have actually bought dead stock, received dead stock and put away dead stock, without ever realizing that it
was dead on arivd (D.O.A). Oh! | know it sounds crazy, but it hgppens dl the time. It could be the edict of the company
president to bring in all kinds of stuff to enhance selling opportunities, not looking closely enough at the product mix to know some
of it isD.O.A. There are many ressons why dead stock Hill lives and bresthesin our businesses. Some of the reasons actudly do
make sense (well — not to everyone, but to at least afew in the organization).

Dead stock happens! It would be great if each day you could walk through your warehouse (vault), take a very deep breath, and just
find it by walking toward the foul odor. Yes, if dead stock began to stink onceit got close to being really dead (like fruit or veggies),
we would act more quickly to diminaeit from our vault. We'vedl had the experiencein our kitchens when we open the fridge and
afoul smel greats us while looking for a cool drink. It would be grest if that were the case in our warehouses — smply sniff,
investigate the source of the odor, and then deal with it.

Unfortunaely, dead sock does not smell bad and it is not essy to find. Therefore, you need some hound dogs in your business to
sniff it out. These hound dogs need more than a good nose; they need system-generated reports to point them in the right direction.
They need sdes reports by. product; product dass, region; sdes person; and daie. They need to use the “hits report” tdling them
how many times in the past year each product was sold, comparing it to the number currently on hand. They need to know the
dollarsinvested in the products on hand, to determine a selling price that helps move those items out of inventory. They need help
and support by everyone on the management team to move those products. Dead sock management requires action steps that
must be carefully planned and followed throughout the year.

Step 1-PREVENTION. Prevent dead stock from coming in as D.O.A. inventory; Prevent new
items from being loosely managed — it allows them to become dead stock instead of ridding yourself
of the investment; Prevent sales personnel from directing the purchasing department on what to buy,
instead of using good inventory practices to determine inventory levels; and, Prevent branch managers
from keeping excess, dow-moving and dead items in their inventory, without some disincentive in their
compensation plan.

Step 2—1DENTIFICATION. Identify those items with dying sales and/or no sales activity at al;

Use of aHITsreport isvery helpful to identify dying and dead inventory; Use of aHITs report alows
comparison of the on-hand quantities, the sales (or HITS) in the last 12 months and then calculate a
months supply on hand; Maintain inventory costs on this report; and, to give yet another figureto

focus, take the month’s supply quantity & multiply it by the carrying costs. Y ou quickly begin to see

how expensive it isto keep this inventory on hand. It might spur you to take action more quickly than

in the past. Once dead stock has been identified, it isa good idea to separateit from the good stuff.
Y ou might want to move it to a certain area of the vault, thus having it quarantined for ease of movement.
Y ou might do this by putting different colored stickers or labels on it, keeping it on the shelves. However,
if you moveitto aspecified areg, it is easier to see, identify and it creates more of afocus on the growing
challenges at hand. Once identified, go back into the system and freeze the purchasing controls for those
products. Freeze codes allow you to freeze purchasing parameters and not allow those items to be
reordered, unless done so on a specia order basis. Some distributors think that if a product is dead,

it cannot reproduce. Wrong! If it isnot quarantined in the software, it always has the possibility of




showing its ugly head again in your inventory.

Step 3— COORDINATION. Coordinate the efforts of management, sales and purchasing to keep
new itemsto aminimum, if possible; Coordinate the efforts of purchasing and sales personnel to keep
the dead stock items at the forefront in an effort to move them; Coordinate the efforts of all personnel
to understand what steps will be taken to move those items; and, Coordinate the timeframe for each
action step implemented, establishing goals and cutoffs for the action steps taken (disallowing plansto
run on and on).

Step 4—- DISPOSITION. Disposal of dead stock can take many forms. It can be givento: the sales
personnel for them to sell — even giving them incentives for moving blocks of it at atime. [However,

if it has’t sold in the padt, this usudly yields mild results]; Lower the pricejust to get it out of sock
usually yields some success; Donate it to a charitable organization, taking the tax write off; Re-package

it with “good items,” sdling it as part of apackage ded; Bundleit into groups and tak to your better
customers, asking them to take the entire bundle at a certain price; Hold a semi-annud or annud “gerage
sde” grouping dead stock with good items -- setting agod to sell it all during the one-day “garage sde”
Or, you could just throw it away!

Over the years, the mogt effective method | have implemented isto creste the postion of aDead Sock Manager. This person has
the regpongbility of taking dl dying and dead stock items and making them disgppeer. They are compensated on their success of
reducing the dead stock inventory — thus, you average inventory vaue. They dso can take any new items tha have not sold, and
coordinate their digpostion (remember, new items are the #1 source of dead sock). This person should report directly to the

President of the company, as tough decisions will have to be made. They are the SUpreme cash hunters. They should be
given an “inventory obituary,” & the end of every month (those items with no sdes, or dying sdesin the past 12 months). Thisis
their list from which to work for the next 30 days. It istheir job to make sure none of theitemslisted on the obituary are till in the
vault, by the time the next obituary is printed.

Undergand that this person will not be able to get full price — maybe not even hdf price or cost. Their job isto get something —
anything in terms of cash recovery. To pick up a huge gain on these itemsis not the goal here, but rather it istrying to cut losses and
reduce carrying costs. The Dead Sock Manager dso should handle dl returned merchandise — another pot of cash dtting in many
vaults. Many times | hear, “someone will handle that suff sometime” But, as mogt of us know, there is never enough time and
usudly no oneto ded with it. Often it dtsand Stsand buildd Then someone takes awhack & it every Sx months or every year.
With this specific management area, you have a person whose job it isto turn dl that back into cash. They process the returned
merchandise credits, and handle the disposition of the returned items. They determine if it should go back into stock, should be
returned to the vendor for credit, is covered by warranty, or should be thrown away.

Dead stock will be around as long as digribution exists. There are no essy or Smple answers; but, there are action seps tha help
eax the pain and cash burden. | dways ask those atending my seminars to share any credtive dead sock digpostion idess. | am
encouraged by the creative approaches used — creativity and dedication are key ingredients to success. | encourage you to make dead
sock management, using dl the seps mentioned as a priority. Hopefully, someday your dead stock manager will work his or her
way out of ajob. That would be the mark of ultimate success. Good Luck — and, please start now!
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