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(The Company becomes an ever-flourishing company )

Viable Vision is realized in 4 years or less.

For the Company  to realize the VV its T must grow (and continue to grow) 

much faster than OE.

Exhausting the Company 's resources and/or taking too high risks severely 

endangers the chance of reaching the VV.

Build a decisive competitive edge and the capabilities to capitalize on it, on 

big enough markets without exhausting the Company 's resources and 

without taking real risks.

The way to have a decisive competitive edge is to satisfy a client’s 

significant need to an extent that no significant competitor can.

Viable Vision

Sufficiency 

assumption

Strategy

Parallel 

assumptions

Tactic

1



Building a decisive competitive edge is not easy; building the capabilities 

to capitalize on it is not less difficult.  But, sustaining these two elements 

is the real challenge.

When most cash is tied up in inventory and availability is still an issue, 

improving inventory turns is a client’s significant need.

Inventory Turns Comp. Edge

A decisive competitive edge is gained by providing a "partnership" that 

delivers superior inventory turns (better availability coupled with substantially 

reduced inventories), when all other parameters remain the same.

Switching from a forecast driven mode of operation to a consumption driven 

mode of operation increases dramatically inventory turns (reduces shortages 

while reducing inventories).

The Company develops the capabilities to successfully implement with 

enough clients a “partnership” that is based on supply according to 

consumption. 
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When display is limited and has a major impact on sales, Throughput Per 

Shelf (TPS) is important to the extent that ensuring an acceptable TPS and 

increasing TPS are both clients' significant needs. To rapidly achieve the VV 

it behooves the Company to capitalize on that fact. 

When the increase in TPS is guaranteed to be higher (by e.g. 10%) it is 

relatively easy to create and sustain win-win partnerships.

A decisive competitive edge is gained by providing a partnership that secures 

the clients an increase in TPS and provides a realistic chance of sharing in a 

much higher increase.  

When the portfolio of products offered is dictated solely according to actual 

demand, TPS increases significantly.

The Company develops the capabilities to successfully implement with 

enough clients a partnership that is based on managing the shelves solely 

according to demand, guaranteeing a minimum increase in TPS and sharing 

the upside.

TPS Comp. Edge

Necessary 
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Tactic
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Aligning the supply chain

The company always has, in its warehouses, enough inventory to satisfy 

immediately any reasonable demand.

When operations are guided by actual daily consumption rather than batched orders, S-

DBR* with Pull Distribution (accompanied by their respective Buffer Management) 

enables operations to provide high availability with relatively low finished goods 

inventories (while exposing substantial excess capacity). 
*The S-DBR version which is appropriate for MTA environments is detailed in the lower levels of this tree.

The company implements the Make-To-Availability (MTA) mode of operations 

(implements the appropriate version of S-DBR and pull distribution and maintains 

appropriate inventories in the warehouses).

Necessary 

assumption

Strategy

Parallel 

assumptions

Tactic

Sufficiency

assumption

3:1

Supplying according to recent (daily) consumption requires production and 

distribution capabilities which most companies do not have  - being able to respond 

immediately and reliably, to demand which is composed mainly of very small 

quantities. 

To ensure an outstanding start of a major project it is vital to ensure that each of the 

first substantial actions will result in immediate substantial benefits.



Inventory turns selling

Necessary 
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Strategy

Parallel 

assumptions

Tactic

3:2

Sales generated by the inventory turns “partnerships” are increasingly growing.

� The knowledge to effectively capitalize on the inventory turns competitive edge exists 

(knowledge about selecting market sectors, prioritizing prospects, designing offers 

and selling them).

� The full exploitation of the new marketing approach takes time (could be long/ 

composed of several steps/covering many clients).

The Company aligns its marketing and sales approach to capitalize on the 

inventory turns offer.

(The sales and marketing core team makes sure a pre-launch will be done properly and 
promptly.  However, the green light for a full scale offering is given only after operations are 

ready.)

Sufficiency 

assumption

Having a competitive edge that is based on service is a paradigm shift for sales 

and marketing people who are used to competing on technology / design / product 

/ price.

The required changes in the Company’s approach to capitalize on remarkably better 

service (the inventory turns offer) is different in nature from the changes the company 

made in the past (new products or new markets).    



�In make for availability environments, having sufficient protective capacity is essential 

for securing good service . Because: 1.  There is no flexibility in time of delivery (delivery 

is immediate upon demand) and quantities required may go up without warning.  2. When 

protective capacity falls below 10%, replenishment lead time (sharply) increases, which 

necessitate increasing the inventories targets, which further reduces the protective 

capacity.   A devastating spiral may occur. 

�When sales continuously grow, the load on the plant continuously grows. If no 

preventative measures are taken, protective capacity will be eroded to a dangerous level.

Capacity Control

�When operations are run according to MTA, the few work centers that have the lowest 

protective capacity are well known and it’s not too difficult to know how much protective 

capacity each has.

� Even though it’s easy to economically justify adding capacity to support increase in 

sales, many times there are better alternatives than acquiring more capacity.

The Company's growth never endangers service levels. 

The Company institutes mechanisms to protect its protective capacity while fully 

supporting its sales growth.

Necessary 

assumptions

Strategy

Parallel 

assumptions

Tactic

Sufficiency 

assumption

Too often companies’ capacity expansions resemble playing Russian roulette 

(making large, long-term commitments based on vague knowledge of probability, 

amount, and timing of need).

3:3



Guaranteeing minimum TPS and not reaching it may bring the Company to 

its knees.

Ensure High TPS

The Company enters a TPS partnership only when the chances to lose 

are slim to none.

The resulting increase in TPS of the improved replenishment can be 

checked in replenishment “partnerships” and the parameters that impact 

the change in TPS can be identified.

The negative impact on TPS of keeping slow movers is significant.

The Company develops the capabilities to alter the product portfolio according 

to the daily data consumption obtained from the client (removal of products) 

and the data obtained from all shops in the region (addition of products), and is 

careful to sign a TPS partnership agreement only when the guaranteed level is 

expected without it. 

Necessary 

assumption

Strategy

Parallel 

assumptions

Tactic

Sufficiency 

assumption

There are no external obstacles standing in the way of preparing for a 

TPS based business.
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Even when a person knows how to sell a “business deal” s/he will fail when 

s/he is unfamiliar with the details of the deal.

TPS Selling

The Company’s sales force is proficient at selling the TPS partnership 

offer.

The sales force is trained and monitored in how and when (not) to present the 

TPS partnership offer.

It is (barely) possible to restrain a sales force from over-using a 

winning sales offer.

Necessary 

assumptions

Strategy

Parallel 

assumptions

Tactic

Sufficiency 

assumption

To ensure that a complicated, large task can be performed on “mass 

production” scale, art should be turned into robust processes.
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The impact on profit of increased TPS is so big that the Company should not 

waste any real opportunity to increase TPS.

TPS Enhancement

For many TPS partnerships the Company has the ability to increase

traffic in the shop (department) due to new collections it offers frequently.

The number of SKUs which are displayed in a shop is small compared to 

the number available in the Company’s plant warehouse (SKUs which are 

contractually dedicated to a particular chain are not available) .

The Company develops the ability to prudently introduce new collections 

in the shops of its TPS partners. 

Necessary 

assumption

Strategy

Parallel 

assumption

Tactic
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Necessary 

assumptions

Strategy

Parallel 

assumptions

� Per SKU, the target level of inventory that ensures high availability is equal to the 

amount expected to be consumed within the replenishment time factored for 

variability in demand and supply.

� The replenishment time to the plant warehouse is equal to the production lead time.

� In conventionally run plants the eagerness to reach full activation of resources 

populates the shop floor with too many orders.  The resulting traffic jams inflate the 

production lead times and mask capacity.  In cases where the touch time is a very 

small fraction (<10%) of the lead time, vast experience shows* that abolishing the 

mentality of striving for high local efficiencies, reduces the lead time (to be less than 

50% of the historical lead-times) and exposes ample excess capacity (~50%). 
* Except for environments which are dominated by heavily dependent set-up matrixes.

Aligning production to actual Demand4:11

� Having too much inventory in the warehouse reduces the Company’s ROI, puts 

pressure on the sale-force to offer damaging deals and in some cases endangers 

the Company’s cash.*  Having too little inventory in the warehouse guarantees bad 

service to clients (ruining the competitive edge).
* For background see “How are prices determined?”

�Most MTS companies have much too much inventory of some SKUs while not 

having any inventory of others.

The Company holds, in its Plant Warehouse(s) (CDC), relatively small amounts of 

inventories which are appropriate to service the “partnerships.”



4:11 Aligning production to actual Demand

Trying to be more accurate than the noise is useless, distracting, and definitely 

delays results.

Tactic
The Company switches from a mode of operation of producing to stock into the mode 

of producing to availability (produce onlyto the inventory targets that ensure 
availability).

Sufficiency 

assumption



Necessary 

assumptions

Strategy

Parallel 

assumptions

Tactic

In traditionally run distribution systems most inventories are channeled 

downstream based on Min-Max systems (leading to heavy reliance on forecast 

and to infrequent deliveries per SKU). As a result, downstream links are filled 

with surpluses of many SKUs and still suffer shortages of others (which many 

times are held elsewhere in the system).

Replenishing to RDC

� Inventory targets in the downstream links should be equal to the demand 

during the replenishment time factored for variability.

� When replenishing to daily consumption the replenishment time to a RDC is 

reduced to practically just the transportation time from the CDC. As a result the 

inventory levels in RDCs are significantly decreased. 

� To reduce costs, the timing of replenishment may be delayed by a day or two 

to ensure almost full truck/container loads.

RDCs hold relatively small amounts of inventories which are appropriate to 

provide superior service.

4:12

See next page…



Tactic
� Initial inventory targets are set for each SKU at the RDCs to be equal to its 

average daily demand (based on last month’s demand) plus three sigma* 

multiplied by the transportation lead time from the CDC.

* Protection against variability of 3 sigma is required because initially while some clients are 
promised high availability service, other clients are still ordering according to Min-Max 

creating high variability in the RDC demand.

� A mechanism is established to input the system with daily information of the 

consumption from the RDCs.

� The consumption from an RDC is replenished daily from the CDC(modified

according to full truck / container considerations). 

Note!!! Once all clients are replenished based on recent demand - the variability in 

consumption from the RDC reduces dramatically.  Implementing Dynamic Buffer 

Management is a necessity to reduce the excess inventory (step 5:13:1).

Replenishing to RDC4:12



Necessary 

assumption

Strategy

Parallel 

assumptions

Tactic

The target levels of inventories held at the various locations are 

continuously monitored and when needed are suitably modified.

“Buffer Management in Distribution” is a robust mechanism that enables 

adjustment of inventory targets, according to the actual level of availability, 

ensuring relatively low levels of inventory coupled with high availability. 

With time consumption rates are changing (even Murphy and replenishment 

times may change).  The initial inventory targets may not be suitable.

Keeping correct inventory levels

Buffer Management in Distribution is the system used to monitor and modify 

the target levels of inventory in the various locations (and for expediting 

decisions).  An increase in target inventory triggers the same chain of 

actions as consumption.

4:13



Necessary 

assumptions

Strategy

Parallel 

assumptions

Better flow is regarded by production as the most important element, under their 

control, to improve availability.

� An accumulation of WIP before a work center is a clear indication that the work 

center contains a source of disruption to flow.  

�When the source of disruption effects several work centers, accumulation of WIP 

cannot be used as a guide to the source of the disruption.  A more elaborate 

mechanism is needed.

Dealing with Disruptions to Flow4:14

�When surplus inventory does not populate the queues, any improvement in flow 

translates into shorter replenishment time.

� Shorter replenishment lead time (better flow) enables the system to hold lower 

levels of inventory, while increasing the flexibility to react to changes in demand.

� Considering that the (constantly generated) increase in demand reduces flow and 

the high price of the alternative (adding capacity) it is imperative to continuously 

improve flow.

Tactic Disruptions to flow are identified and effectively removed.

When a “quick and dirty” technique can yield significant results it should be used 

before the better, but longer to implement, technique is put in place.
Sufficiency 

assumption



Necessary 

assumption

Strategy

Parallel 

assumptions

Tactic A team is empowered to identify and prioritize prospects looking at:

� The number of relevant SKUs the retailers are dealing with;

� The markup;

� The current inventory turns;

� The geographical spread of the client’s service points;

� The willingness to replenish directly to the shops;

� Business conditions (throughput for the Company; type of products/ payment 

terms/etc…)

Pursuing wrong prospects is not just a waste of valuable resources (money, sales 

capacity, time...) it can lead to the "conclusion" that the direction is invalid.

Target Market Definition

� The higher the number of relevant SKUs (the greater the surpluses of slower-movers 

and shortages of faster-movers) the more attractive the Company’s offer.

� The higher the prospect’s markup the higher their gains.

� The lower the current inventory turns the more room for improvement.

� The higher the correlation between the geographic spread of retail and the area the 

Company already serves, the lower the additional efforts to provide the service.

� Supplying directly to the shops (which hold smaller range of products and are exposed 

more  to variability) provides the highest benefits to the client. It also provides the base for 

the next jump in performance (if applicable) – the TPS offer and enables much higher 

inventory turns (but increases efforts to service).

Sales people know which prospects are most suitable for the inventory turns offer. 

4:21



Necessary 

assumptions

Strategy

Parallel 

assumptions

Tactic

The Company has a detailed inventory turns offer that provides exceptional benefits to 

its clients while ensuring that the Company significantly increases its profits.

When…

� there is an understanding that the offer will increase, substantially, the  

clients’ inventory turns (and with it the ROI).  And…

� the benefits the Company is asking in return - increasing the range of products - are 

also working in the favor of the client. And…

� implementing the offer does not involve much hassle

Then…

the clients will embrace a Win-Win deal. 

When the details of an offer are not clearly laid out, it is easy to turn even the best sales 

offer into a mess.

When the details of the offer are not constructed to mitigate risks and ensure benefits 

(to both clients and the Company) the outcome may be losing many good sales 

opportunities and/or losing profit margins.

Detailed Offer Design

A team is empowered to construct the details of the Inventory Turns offer:

�Clarifying the expected impact on the ROI of the client (inventory reduction coupled 

with increased sales).

� Defining the benefits for the Company – increased range.

� Making sure the offer is simple to follow up on and implement.

4:22



Sales Execution

Proper time and training is invested to re-train the sales force.

Necessary 

assumption

Strategy

Parallel 

assumptions

Tactic

To ensure that a complicated, large task can be performed on “mass 

production” scale, art should be turned into robust processes.
Sufficiency 

assumption

4:23

Not just the sales force but also the client is not used to an offer which is not 

a conventional offer (based on remarkable increase in Inventory Turns).

The sales force is successful at selling the inventory turns offer.

When the target market is properly defined and the offer is clearly laid 

out, it is possible to switch most sales people from the conventional 

mode of selling products to the very different mode of selling a service 

solution.



Providing superior service to clients

The company sets up the sales support function that is responsible to relentlessly 

enroll clients to be replenished according to recent (daily) demand (implementing 

steps 4:12 and 4:13 to the client’s sites).

Necessary 

assumption

Strategy

Parallel 

assumptions

Tactic

4:24

Promising to deliver superior inventory turns (ROI) and failing to do so is a crime!

Clients who accept the Company’s offer improve dramatically their inventory turns 

(ROI).

� To effectively improve inventory turns (ROI) inventory levels should dramatically 

reduce while availability should dramatically improve.

� The same replenishment model that dramatically improves inventory turns at the 

RDCs applies when delivering to a client’s site. The only adjustment is that when the 

replenishment is done to a point of sale, additional inventory may be needed to 

ensure proper visual display. 

� As long as the company is determined to capitalize on its competitive edge, all 

barriers to obtain daily sales data (consumption of each SKU) from clients are 

removed (creating a coding file to translate the different export files provided by 

clients, providing the computer/cell phone system to the retail to report sales, etc.)



Expanding business

Necessary 

assumptions

Strategy

Parallel 

assumptions

4:25

When the Company delivers superior inventory turns (ROI) to its clients, opportunities 

are open to expand the Company’s business in a win-win manner (by means such as 

increasing the range of products, increasing retail points coverage, adding new 

clients, etc.).

It is imprudent to wait until clients come to realize this on their own.

The Company actively capitalizes on the superior inventory turns service given 

to its clients.

� All the data needed to calculate the inventory turns benefits for the client (sales, 

inventory levels, shortages levels, inventory turns, ROI) is available. 

�When the client is making much higher ROI on the products the Company delivers 

actions such as increasing further the range of products, providing better display space, 

introducing the Company’s products in more retail points, are a win-win deal.

�When the Company runs its supply chain with much higher inventory turns expanding 

the client base yields much higher returns for the efforts.

� The shops are the point in the supply chain where the levels of surpluses and shortages 

are the highest.  In cases where the Company supplies a DC of a retailer (or a 

distributor) linking the retail shops to the replenishment model (through the distributor) 

boosts the inventory turns even more.



Expanding business (Cont.)

Tactic

4:25

� The Company constantly measures the benefits, for the client, stemming from the new 

model. Periodically the Company holds meetings with its clients where the benefits 

achieved are presented.

�When the benefits are evident, the Company takes actions to expand its share by 

means such as asking for wider product range / better display location or facing / having 

its products sold through more retail points. etc.  

� The Company identifies new clients to expand the service to, following target market 

analysis (step 4:21).

� In cases the service given thus far was to a DC of a client and not to shops, once 

benefits are apparent, the Company convinces the client to further boost ROI by 

implementing the model with the next link in the supply chain – the shops.



Necessary 

assumptions

Strategy

Parallel 

assumptions

Maintaining sufficient protective capacity is the Company’s prime concern.  

It is relatively easy to monitor the load placed by all orders (excluding orders to build 

new inventory buffers, see step 4:42) and deduce the amount of available protective 

capacity.

The relentless pursuit for growth in demand (unavoidably achieved when 

capitalizing on a competitive edge) eventually would erode protective capacity to 

be below 10%.

Monitoring capacity4:31

Tactic The Company constantly monitors the amount of protective capacity available.

When it drops below 20% the red flag is raised.  When it drops to almost 10% any new 

expansion is frozen.



Necessary 

assumptions

Strategy

Parallel 

assumptions

The ongoing service is not endangered by new expansions.

Supporting new expansion

� The dramatic reduction of replenishment time throughout the supply chain and the 

ability to take advantage of the power of aggregation requires much lower initial 

inventories to accommodate the future expected consumption when launching new 

“partnerships” or new products.

�When launching a new business (new SKUs, new client) there is flexibility to 

determine the starting date of the service based on the capabilities of the system to 

built the relevant inventories using only its excess capacity.

4:32

When there is a need to build bulks of inventories (e.g. to service new clients, expand 

business with existing clients or when launching new products) protective capacity 

may fall below 10%.

When bulks of initial inventories need to be built to support new services 

(e.g. service new clients, expand business with existing clients or when 

launching new products) production orders are created with due dates 

based only on the excess capacity making sure 10% protective capacity is 

always maintained. Based on those dates, Sales informs the client when the 

service is expected to start. 

Tactic



Necessary 

assumptions

Strategy

Parallel 

assumptions

Tactic

Capacity expansions are timely done.

� The knowledge of what type and amount of capacity is needed for the  

next expansion step is available when operations are run by MTA.

� The time and needed preparations to add capacity depend on the 

type of resource/s needed.

�When proper preparations are done, the time from decision to having  

the additional capacity available is well known.

The Company builds the section that is in charge of the 

capacity elevation program. 

Expanding capacity

�Not knowing how much time it will take to have additional capacity leads 

to increasing expenses/investments too early or (even worse) too late.

�The time from making the decision to open capacity until the additional 

capacity is available is heavily dependent on the level of preparations  

(actions that can be taken without any final commitment).

4:33



Necessary 

assumptions

Strategy

Parallel 

assumptions

Tactic

Salespeople know the lower limit of TPS generated by the replenishment model 

in the various retail scenarios.

-The retail price is public knowledge and the quantities sold by each store 

are known as the Company supply to actual demand.  Therefore, without 

asking the clients for information that they regard as confidential, it is 

possible to monitor the change in TPS resulting from the replenishment 

service.

- Having enough replenishment “partnerships” enables the company to 

identified and quantify the parameters impacting the differences in TPS 

levels.

The Company puts special effort to measures, from the outset, the TPS 

generated in the various retail scenarios “partnerships” and to identify 

the parameters impacting the changes (type of products, retail location, 

display area etc…)

TPS parameters

The TPS generated by the replenishment model will vary across various 

retail scenarios. Not knowing the TPS level the company can safely 

guarantee may lead to assume high risk of not meeting the target.

4:41



4:52

Necessary 

assumptions

Strategy

Parallel 

assumptions

Tactic

The company has an exchange mechanism of slow movers with fast 

movers.

When the client supplies the daily consumption data, it is relatively easy to 

track the slow movers.

Different retailers hold (some) different SKUs.  When there are many 

retailers the company gains rapidly the knowledge of what are the better 

moving SKUs.

The Company develops the exchange mechanism of slow movers with 

fast movers (which type of products can be swapped, when to make the 

exchange, to which point in the supply chain the slow movers should be 

taken back, setting up the financial procedures etc…)

Exchange mechanism

One of the major causes for considerable lost sales is slow movers’

surpluses taking away display area and sales-force attention from the fast 

movers and (when cash is tied) delaying replenishment of fast movers to 

the retail.

The cost of taking back slow movers is dwarfed by the increase in sales 

generated by having the faster movers on the shelf.

4:42



Necessary 

assumptions

Strategy

Parallel 

assumptions

Tactic

The salespeople focus on closing TPS deals with high T generating 

prospects.

Having enough replenishment “partnerships” enables the company to 

identified and quantify the parameters impacting the differences in TPS 

levels (type of products, retail location, display area etc …)

Based on the information gathered, high TPS prospects are identified. The 

sales managers are coached to direct salespeople efforts to the best fitting 

cases.

TPS target prospects

TPS offer is easy to sell – not controlling the roll out of an easy to sell offer 

may lead to commit capacity to lower TPS generating prospects (or worse –

may lead the company to take real risks).

4:51



Necessary 

assumptions

Strategy

Parallel 

assumptions

Tactic

The Company has a detailed TPS offer that guarantees exceptional benefits to its 

clients while ensuring that the Company is not taking any real risk.

To construct a good offer four elements must be thoroughly understood:

� The net benefit for the client relative to a standard offer.

� The benefits to the Company.

� The risk for the client (relative to risk the client takes in a standard offer).  

� The risk to the Company (relative to the existing risk the Company  

experiences in a standard offer).

Ensuring the benefits provides the detailed backbone of the offer. Mitigating the above 

risks provides important details of the offer.

A team is empowered to construct the details of the TPS offer (Guaranteed 

level, share of the upside, exchange SKUs procedure, and Terms &

Conditions), maximizing the benefits (to both the clients and the Company) 

and minimizing the risks (to both the clients and the Company).

When the details of an offer are not clearly laid out, it is easy to turn even the best sales 

offer into a mess (especially in real partnership deals).

When the details of the offer are not constructed to mitigate risks and ensuring benefits 

(to both clients and the Company) the outcome may be losing many good sales 

opportunities and/or losing profit margins.

TPS offer design4:52



Necessary 

assumptions

Strategy

Parallel 

assumptions

Tactic

Sales people are highly successful at selling TPS deals.

"The more you sweat the less you bleed --

difficult in preparation, easy in battle"

Train, coach and handhold the salespeople in selling the TPS 

offer.

Constantly review and improve the processes and their 

execution.

Even the best solutions do not sell themselves.

TPS Sales Execution4:53



Necessary 

assumptions

Strategy

Parallel 

assumptions

The inventory targets for each SKU in the warehouse are set in accordance with the 

actual needs and capabilities of the Company.

Determining inventory targets5:11:1

In conventional MTS plants the inventory targets reflect the inflated lead times.  

Moreover, the targets and the actual inventories are greatly influenced by local 

efficiency considerations (e.g. supplying work to otherwise partially idle departments, 

set-up saving considerations). 

� To ensure high availability coupled with relatively low inventories, inventory targets at 

the plant warehouse should be equal to the demand during the replenishment time 

(production lead times*) factored for variability in supply and in demand.

* Order lead time should be reduced to one day.

� Since demand, replenishment time and variability are subject to non-statistical 

changes, such changes should not be dealt with by adding additional safeties but 

rather by instituting a mechanism that is able to recognize such changes and adjust the 

inventory targets in accordance (see 4:13).

� Abolishing local efficiencies …

� reduces the production lead time to less than half, and

� dramatically improves production reliability.

Therefore determining inventory targets according to half the historical replenishment 

lead times provides enough protection against variability in production.

�Until the next link (e.g. regional warehouses) pulls inventory based on recent demand 

the plant warehouse is still exposed to too high variability in demand. 



Determining inventory targets5:11:1

Tactic
The initial inventory target for each SKU is set to be equal to its average daily demand 

plus two sigma (based on last month’s demand) multiplied by half the historical 

replenishment lead time. 

These inventory targets will be enough to provide about 90% availability.  When the mode of 

operation of the regional warehouses will be changed to demand based on daily consumption the 

same inventory targets will be enough for 98+%.



�Open production orders are frozen (or adjusted down) for SKUs for which the existing 

inventory is above the new target (or for which the quantity will bring it to be much above 

the target).

�Orders are released for SKUs for which the existing inventory is below the target.

� A production order is launched immediately upon a consumption from the               plant 

warehouse that brings inventory to be below the target (quantity adjusted to 

minimum batch if required).

Necessary 

assumptions

Strategy

Parallel 

assumptions

Production orders exist only to support good availability of products.

Sorting the production orders5:11:2

The current open production orders were initiated according to the traditional MTS 

mode of operation.  Therefore it is likely that many orders on the floor are for SKUs 

whose inventory is (much) above the new target, while for other SKUs there are no 

open production orders even though their inventory levels are (much) below the target.

Tactic

� Continuing to produce already released orders for SKUs whose inventory is above 

the target jeopardizes the reaction time for SKUs whose inventory is (or is about to 

be) below the target.

� Continuing to produce quantities that bring the inventory above the target (unless 

there are relevant batch size dictations) jeopardizes the reaction time for SKUs 

whose inventory is (or is about to be) below the target.

� The impact of freezing orders/quantities on the capacity is not just the direct 

impact, much more capacity is revealed due the reduction of traffic jams on the 

shop floor.  Due to the revealed excess capacity, the situation of too low 

inventories of many SKUs, is quickly improved.



Necessary 

assumptions

Strategy

Parallel 

assumptions

� The priority of a production order should be in accordance with the urgency to have 

more inventory of that product.  

� Assuming that the inventory target of a product is set correctly, the need for more 

units of that product is reflected by the level of inventory relative to the inventory target.  

If the inventory level is very low compared to the target level there is an urgent need to 

have more inventory.  If the inventory level is very close to the target level there is no 

pressing urgency to have more inventory. 

� The convention of “Buffer management of Distribution” is to assign a color to an SKU 

according to its level of inventory relative to its inventory target: 

Green when its inventory level is above 2/3 of the target.  Yellow when the levels drop 

below 2/3 but higher than 1/3 of the target.  Red when the inventory levels are below 

1/3 and black when the inventory is zero.

The demand for SKUs is, usually, not stable and can abruptly spike. A short while 

after a replenishment order for an SKU was released to the floor, a spike demand can 

drastically reduce its finished goods inventory, risking stock outs. 

Hectic priorities (hot, red-hot and do-it-NOW) cause chaos on the floor. 

Managing production priorities5:11:3

There is an effective, simple yet robust, priority system on the shop floor.



A mechanism is set to ensure that an order’s priority color constantly follows the color of 

the corresponding inventory in the plant warehouse (taking into account other already 

released orders for the same SKU).

The three color code system of the Buffer Management (BM) is the ONLY priority 

system used on the shop floor.

Tactic

Managing production priorities (cont.)5:11:3

Therefore, a simple yet robust, priority system on the shop floor reflecting the current 

need for the product is achieved by determining, at any given moment, the priority of 

a production order according to the current color of the SKU in the plant warehouse.  

Green indicates lowest priority, then yellow, then red.  Black is the highest priority.  If 

there is more than one production order the priority is set taking into account the 

quantities of the earlier released orders. 

Parallel 

assumptions 

(cont.)



Managing production priorities5:11:3
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Click to go back to 5:11:3



Necessary 

assumption

Strategy

Parallel 

assumptions

The Company has an automated mechanism that quickly and suitably adjusts inventory 

targets. 

� When replenishing to actual consumption, the inventory on the way plus the inventory 

on-hand (at the site) are equal to the inventory target (except for a period of time after 

a target decrease).

� There is variability in consumption (and other factors such as Murphy or replenishment 

time) over time.  As long as the variability is within the noise, adjustments do not help, 

but rather cause damage (the fundamental concept of TQM). 

� The inventory target (buffer) is divided into three equal zones, in which the red zone is 

the lowest inventory level, while the green zone is the highest level. 

� If for too long* the on-hand inventory is in the red or green zone, adjustment to the 

inventory target is needed.
* “Too long” is determined by the desired service level.  The default is the replenishment time.

� Changing the inventory target by too little necessitates a long time until the system is 

adjusted to the new situation.  Changing the inventory target too much causes the 

system to oscillate. Experience shows that changing the target by the size of one zone 

is effective.

(Cont’d)

Buffer management system

� If the targets are not adjusted in accordance with changes in demand, sales will be lost 

or inventories will be too high.

� It is impractical to manually adjust the inventory targets of a very large number of 

SKUs. 

5:13:1



Tactics

Buffer management system (Cont’d)5:13:1

The Company implements Buffer Management  - the automated system that adjusts the 

inventory targets (the buffers) at the CDC, RDCs (and shops) based on actual 

consumption: 

� If the inventory on hand spends too much time in the red (default - one 

replenishment time) the inventory target is increased by the size of one zone 

(1/3rd) of the current inventory target. If it is too long in the green, the target is 

decreased by the size of one zone.

� When the target is increased, the corresponding shipment includes what was just 

sold plus the amount of the target increase. The system waits for the shipment 

that includes the target increase to arrive, before starting to monitor for additional 

adjustment.

� Once the inventory target has been decreased, the system waits until the on-

hand inventory decreases to be again in the green zone before starting to 

monitor for additional adjustment.

Parallel 

assumptions

(Cont’d)

� The impact of an adjustment starts only when the adjustment was completed.  

There is no point in contemplating an additional adjustment before the previous 

adjustment starts to have an impact.  When the inventory target was increased, the 

adjustment is completed only when the additional inventory has arrived on site.  

When the inventory target was decreased, the adjustment is completed only when 

the inventory on hand has decreased to be in the green zone. 



Necessary 

assumption

Strategy

Parallel 

assumptions

The Company reacts quickly and effectively in handling indications of a need for 

more inventory.

Expediting

Many times there is a possibility to get the goods much faster but at a much 

higher cost.  It behooves the Company to PRUDENTLY take advantage of that 

optional flexibility.

5:13:2

� The method that is used to increase inventory targets is based on statistics 

and as such it might be that sometimes it increases the target not due to an 

assignable/special cause but due to a (bigger than usual) statistical 

fluctuation (common cause).

� Increasing unnecessarily the inventory target (even when it is corrected after 

a while) has its price.

� In environments where the cost of expediting is considerably lower than the 

damage caused by losing a sale, it is also cheaper compared to taking the 

risk of losing sales when the on-hand inventory is in the red zone for too 

long. In such environments the difference between the on-hand inventory 

and the top of the red zone should be expedited.

� It is also cheaper to expedite than to suffer the damage of increasing the 

inventory target unnecessarily.

(Cont’d)



Tactics When an expediting option is viable:

� Each time the system suggests that the target should be increased, the 

system replenishes the missing inventory (the gap between the on-hand 

inventory and the top of the red zone) using the more expensive option rather 

than increasing the inventory target.  To prevent an increase in the inventory 

target, future consumption equivalent to the amount expedited is not ordered. 

� If after one replenishment time since the expedited order is received the 

target should be increased, the system increases the target using the 

conventional route and orders the missing inventory using the expedited 

option.

Expediting (Cont’d)5:13:2

Parallel 

assumptions

(Cont’d)

� If there is an assignable/special cause, even when the missing stock was 

expedited, the system will soon reach again the on-hand inventory being too 

long in the red zone. Raising the inventory level is much cheaper than to 

constantly expedite.



Necessary 

assumption

Strategy

Parallel 

assumptions

Tactic

The Buffer Management system is able to effectively cope with significant peaks 

in demand that are expected to occur.

The Company provides the Buffer Management system with relevant 

changes in demand.

Adjusting for peak demand

� It is not rare to have cases where there are known changes in demand, and 

the duration of some of the known peaks is less than two replenishment 

intervals (promotions, weekends, etc.).

� The reaction time of the Buffer Management system is limited to two 

replenishment intervals (one replenishment interval for monitoring and the 

other to react).  

5:13:3

� The Buffer Management system will be able to react faster to known 

changes in demand if the relevant information is input into the system (the 

time and magnitude of the change).

� If the demand increase is less than 30% of the inventory target the 

improvement due to the additional information is insignificant.



Necessary 

assumptions

Strategy

Parallel 

assumptions

Where relevant, hidden capacity is exposed.

The source of the disruption is not necessarily lack of capacity, typically it is a 

mistake that prevents the exposure of the existing capacity.  In most cases 

additional capacity can be exposed by simple means like: 

� Ensuring that the identified equipment is not idle during lunch or shift change 

breaks,

� Offloading work from the identified resources to less “effective” work centers that 

have ample excess capacity, 

� Using LEAN techniques to shrink the set-up time on the loaded resources,

� Etc. (see The Goal).

Dealing with Localized Disruptions5:14:1

� The longer WIP is waiting in the queue - the bigger is the disruption to flow (the size 

of a queue should not be judged according to amount of inventory but according to the 

length of time the inventory waits).

� A queue before a work center can be reduced by increasing the effective capacity of 

that work center.

� The conventional mode of operation (dominated by local optima) masks opportunities 

to economically and rapidly expose more effective capacity from the existing 

resources.

Tactic The work centers that have chronic queues are identified and ranked.

Improvement teams are guided to take prudent actions to expose additional 

capacity for those work centers.



Necessary 

assumptions

Strategy

Parallel 

assumptions

Major sources for disruptions are identified and prudently dealt with.

Dealing with disruptions5:14:2

� Definitions: 

� A disruption is a delay in the flow. 

� Per each work order, delays accumulate.  

� In conventional environments (where the touch time is a very small fraction 

(<10%) of the average lead time) a non-trivial disruption is defined as one that 

causes a delay longer than one tenth of the average lead time. 

� A disruption that endangers high availability is a disruption that causes the 

finished goods inventory to reach (or stay in) the red zone. 

� “A major source of disruptions” is a source that systematically creates 

disruptions that endanger high availability.

� Most non-trivial disruptions are not, and do not contribute to, disruptions that 

endanger availability.

� A work order having a high priority (red) might not point to a major source of 

disruption since it is common that the red priority is a result of a spike in demand.

When the source of disruption affects several work centers, accumulation of WIP 

cannot be used as an effective guide to the source of the disruption.  



� The cause for each non-trivial disruption (what the work order is waiting for?) is 

reported and stored in the general bank of disruptions.

� Per work order, the time from its release is tracked.

�When the time since the release of a work order is longer than 2/3 of the 

(corresponding) average lead time and the color of the work order is red all 

corresponding disruptions to that work order are pulled from the general bank and 

are placed in the relevant bank of disruptions.

�Once a period (a week?) Pareto on the relevant bank provides the data needed to 

pinpoint the major sources of disruptions.

�Cross functional improvement teams are guided to take prudent actions         to 

eliminate the major sources of disruptions.

Parallel 

assumptions

(Cont.)

Dealing with disruptions (cont.)5:14:2

Tactic

� In conventional environments, as long as there is enough capacity (>10%) most 

work orders (>90%) are expected to be completed in less than 2/3rds of the 

average lead time.  Still a work order that took longer to finish might not point to 

a source of disruption since at that time its color might still be green (there is still 

plenty of inventory in the PW).

Therefore only a work order that is not finished in 2/3rds of the average lead time 

and whose color is red is a valid indication of a major source of  disruption. 



Necessary 

assumption

Strategy

Parallel 

assumptions

Tactic

Suitable Sales Force5:23:1

The Company has a suitable sale force focusing on selling the 

decisive competitive edge offer. 

When selling a non-trivial offer is the prime responsibility of a salesperson, 

s/he would overcome more quickly the temptation to revert to conventional 

sales. 

For a conventional sale, the sales force must know well the pluses (and 

minuses) of their products. For a business deal sale, a salesperson must also 

know well the cause and effects underlying the prospect's environment. 

Almost every salesperson that feels comfortable with cause and effect logic 

can be trained to sell a business deal.

The Company dedicates (if need be hires) salespeople primarily 

responsible to sell the decisive competitive edge offer.

Not providing the appropriate selling attention may delay results (regardless 

how powerful an offer is, it does not sell itself) and worse, may lead to the 

conclusion that the direction is invalid.



Necessary 

assumptions

Strategy

Parallel 

assumptions

Tactic

The sales process is detailed to the right steps.

Acquaintance with the clients’ decision process together with the 

experience of selling a decisive competitive edge offer (gained in VV 

implementations) can be used to generate a tailored, powerful sales 

process.

Define the sales process - what the Company should do, at which stage,  

how (using standard tools), with whom and by whom in order to bring an 

identified prospect from “ignorance” to closing a deal.

Not having a detailed sales process may lead to suggesting the wrong next 

step or, even worse, trying to push a prospect to close the deal too soon, 

which typically results in losing the deal.

Sales Process Design5:23:2



Necessary 

assumptions

Strategy

Parallel 

assumptions

Tactic

Sales people are highly successful at selling the inventory turns deals.

� When the offer’s presentation clearly shows the ROI benefits to the 

client – the sale is almost guaranteed.

� "The more you sweat the less you bleed --difficult in preparation, easy 

in battle“

� Successful experience with an “unrealistic” offer turns it into an “of 

course” offer.

� The salespeople are coached (extensive role play) and handheld until 

they personally achieve successful sales.

� The salespeople follow the prospects priority list – step 4:21

� The core team constantly review and improve the processes and sales 

force execution.

Defining a sales process and mastering its execution are not synonymous.

Sales roll out5:23:3



Necessary 

assumptions

Strategy

Parallel 

assumptions

Tactic

Opportunities are not lost due to improper attention. 

When a resource handles too many opportunities, "Bad Multi Tasking" is 

unavoidable.

Develop and apply a (DBR-BM based) mechanism to:

� Choke the release of opportunities from the buffer to the sales

pipeline;

� Monitor and prioritize opportunities according to the duration of 

the opportunities in the sales pipeline (duration in each step and  

overall duration);

� Identify major causes for delays/drop-outs and take corrective

actions (many times engineering is THE major cause of delay);

� Monitor the effectiveness of the offer in the various market   

segments / product categories to redirect marketing/sales.

An organization that is used to dealing with only a few prospects at a time, is 

not set to deal with a quantum leap in numbers of opportunities.

Wasting, due to lack of proper attention, a prospect that had already 

expressed a genuine interest, is a crime.

Pipeline Management5:23:4


