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Twice in the last two weeks | was reminded of how the irorgrnih a warehouse
can expand to the space available. | use the “inwgnégra general term here to
include the materials or merchandise for customers, alathgnanagements’
personal items (boats, antique cars, tires, etc.), comparketing and sales
materials (banners, signs, show display booth matepiadgjotion materials, etc.),
sales and accounting records, materials held for fawaridors, and other items
stored in remote corners of the building or in the top levkfmllet rack, often
with signs on them that say “Do Not Count”. | think ath of these types of
material as part of the “inventory” because it takesalalkispace, as manager you
are responsible for it, and if you ever have a firgheft, or damage to the
warehouse you will need to have included it somewhetkd inventory records, if
you ever want to file an insurance claim.

While it would seem that the obvious first option to solvimg space issue is to
find another place to store some of the inventory, or to nedarger location,
these are good ideas and often they are not possible.oAdseption is to
investigate different ways to better utilize the av@dastorage space. | have
described some ways to do this in prior columns including bawdasure the
utilization of the storage capacity and simple chatigesnoving the load beams
to reduce “head space”, etc. (Serage Space Utilizaticemdlmproving Space
Utilization).

In this column we will look at a third approach to considethat a dynamic
business will continue to generate and therefore conttnneed to dispose of
dead or obsolete inventory.

Two companies | visited recently were wholesalers; &éachseveral branch
warehouses, serving different customers or geographiEas.a In both companies
warehouse management expressed frustration at thewaogtichallenge of
limited warehouse space, that daily they received nelsSand materials,
struggle to find places to put them, and the lack of a psdoegispose of obsolete
or dead inventory.

In both companies we recognized that we needed to try some#wngo try to
work together with others in the company to address thisesgat inventory level
problem: to manage both the growth and the disposal of obswidtdead
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merchandise inventory, to spread the responsibility aakent a part of the daily
work rather than only an exceptional event when the pnoblecomes extreme.

The Buying departments in these companies were not ignoringdblepr. They
were responsible for most of the inventory in the waredaunsl aggressively acted
to deal with slow moving and dead items. They moved slow mowatgrials
between branches to serve customers still wanted thdey noticed when
demand was declining they reduced purchase quantities or dtppphasing

them at all. They identified dead items in their systend often gave larger
commissions or other financial incentives to sales padipse of them. They
conducted occasional “tent” sales, and donated the rargaimaterials to worthy
organizations that could use them. And still the deadhtovg continued to grow,
measured in committed dollars and cubic volume, and asanef the total.

We thought about what more could be done, considered many oggomsd see
in other companies and the two below were new to theseschad perhaps they
will be new and might work for you.

The first approach involves a business strategy we lefrmecthe retail industry
that focuses on controlling the Buying function with a bu@detation of funds
per Buyer called “open-to-buy”. With this structure, eaclyd is given a fixed
total amount of money to spend. When merchandise is @agdithe goods go
into inventory. When the materials are sold the puekasue of the selling price
is returned to the buyers account and is available to purctdgmaal or new
merchandise. The Buyer does not have that money aleadlghin until the
materials are sold. In effect the buyer is responédolehe materials from the time
they are purchased until they are sold or disposed of. Olhyvidese is more to
this open-to-buy process than | have described here. Theipthat it works.

With this structure Buyers are responsible, their peréoce is measured and they
are motivated to optimize the turns on their money, aafitjmf their allocation of
funds. Consequently, they are much more aggressive inngatéwn slow

moving items, and the warehouse and stores do not get filtadheise obsolete
items.

The second option addresses the disposal of obsolete or deiitipveOur
recommendation recognizes that generally buyers, dakésasd customers are
not interested in dealing with obsolete inventory. Theyrdezested in the newer
SKUs that are easy to move, so it is easy to understamdlifficult it can be
dispose of this merchandise through the normal sales chaMielslso know that
aggressive business practices require Buyers to take rigksn@rchandise, both
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new items and occasionally large amounts of basic goods dibewunts are
offered. So we can expect that in the normal courdrisihess there will always
be new dead and obsolete merchandise. Consequentlypsomdarger clients
are considering a new idea, the creation of a permaakst gosition with primary
responsibility for the sale of obsolete and dead inventdhys Closeout Sales
person is eligible for pay and bonuses similar to the regudachandise sales staff
for outstanding work. We believe there are many benégttscome out of this
approach, financially for the company and operationallyfentarehouse.

While these options may not be appropriate for your comparmgpé that they
might stimulate you to consider looking at total company swisti The impact of
excess obsolete and dead inventory falls largely on thehease but it is a
problem for the whole company and others should participagelwng it. Please
let me know your thoughts about this column or other method$igive found to
be successful in handling obsolete or dead inventory. Yotee@h me at
coach@warehousecoach.coiook forward to talking with you.




