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Case Study:  Operational Effectiveness Assessment – Inventory 

 

BACKGROUND 

A $20M specialty chemical company was having difficulty scaling their business.  The business had strong 
product innovation with modest growth in their core chemicals business, but continuing to manage a 
legacy low-margin commodity product line was a headwind on the whole organization – sales, customer 
service, operations, etc.  With ownership ultimately planning to sell the business, completely shuttering 
the commodity lines would have resulted in an unacceptable dilution of top line sales. 

At the same time, the business was fully utilizing on-site warehouse space and was forced into a costly 
and complex leased warehousing model.  Expanding space was not an option on the current site due to 
regulatory restrictions. 

These issues needed to be addressed prior to selling the business. 

 

THE PROBLEM 

Inventory working capital of $3.2MM 

Positioning the company for sale. 

Low margin commodity product line with a heavy demand on working capital and significant space 
requirements caused by high minimum order quantities. 

On-site finished goods warehouse at capacity, plus 2 additional warehouses under lease requiring internal 
logistics to transport products to support shipments. 

High risk of product obsolescence. 

Excessing movement of slow-moving inventory to access items needed in production and shipping. 

 

APPROACH 

At the start of the project we took a broad approach on the issues impacting inventory, specifically supply 
chain constraints, demand planning processes, and sales channels. 

 Reviewed demand planning processes. 
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 Evaluated supply chain and sales channels for commodity business segment. 

 Comprehensive review of warehousing and production resources. 

 Interviewed key managers in the organization to understand pain points. 

 Applied time-to-depletion analytics with sales trending feature. 

 

ANALYTICS AND FINDINGS 

Inventory analytics confirmed the pain points from the management interviews, leading to the following 
areas that needed addressing – 

 Excessive inventory leading to the warehouse overcapacity issue. 

 Extensive level of activity associated with finished good inventory movements, including 

movements between warehouses which impacted on-time deliveries to customers. 

 No market driven demand planning process or tools in place.  Much of the purchasing and 

production planning activity was not adding value (waste). 

 All items were built to stock, leading to high finished good inventory ($3.2MM) supporting 

$20MM in sales. 

 15% of inventory (44% of all items) had no movement in more than six months. 

 37% of inventory ($1.2MM) would take more than one year to deplete. 

 Sales trending for slow moving items was in decline, further exposing the company to financial 

risk. 

 Space requirements and demand on working capital for commodity product line were not in line 

with financial performance of core chemical business. 
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DATA 

The graphic below shows the months to depletion for all inventory items, highlighting some of the 
findings from the analytics. 

 

1.1  Before Case – All Inventory 

 

The analytics highlighted several opportunities related to finished goods.  The graphic below shows the 
analysis without raw materials. 

 

1.2  Before Case – Finished Goods Only 
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The graphic below shows the sales trends was not going to solve the issue.  Product lines needed 
simplification.  In some cases, production was still making items identified by the analytics as high risk, 
confirming the need for a demand planning process tied to market demand. 

 

 

1.3 Before Case with Sales Trending Detail 

 

ACTIONS AND STRATEGIES 

The following strategies were deployed based on the findings from the analytics and process evaluations. 

PULL System for Demand Planning – 

Designed and implemented a PULL system with straightforward data-driven tools for production 
planning and purchasing to align the inventory with the market demands. 

BTS/BTO/MTO Discipline – 

Instituted a stocking and lead time discipline for finished goods – set criteria for Build to Stock, Build 
to Order and Make to Order. 

Make Buy/Outsourcing – 

Outsourced warehousing and order fulfilment of commodity product lines.  Ultimately divested the 
business of the product lines.  Buyer continued the simplified order fulfilment model we established. 
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Product Line Rationalization – 

Simplified product lines by consolidating like SKUs – eliminated SKUs with slow sales and small 
nuances in packaging.  Repacked materials into remaining SKUs. 

Perpetual Inventory Simplification – 

Moved several low value items from perpetual inventory and moved purchase responsibility to the 
product floor.  Freed up purchasing resources to concentrate on value-added raw materials 

 

AFTER CASE ANALYTICS 

The following charts show the same analytics performed on the inventory after implementation of the 
above strategies – 

 

 

2.1  After Case – All Inventory 
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2.2  After Case – Finished Goods 

 

This project also significantly reduced the obsolescence risk in inventory.  As the graphs below show, not 
only did the overall inventory reduce, but there is significant inventory in the riskier slow-moving 
categories.  Red represents high obsolescence risk, Yellow medium risk, and Green low risk. 

 

  

2.3 All Inventory – Risk Heat Chart Before and After 
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RESULTS SUMMARY 

 Overall inventory reduction of $1.4M ($3.2M to $1.8M).  (UPDATE:  Currently this business is 

running with $1.2M in inventory.) 

 Items reduced by 45% and significantly simplified perpetual inventory management. 

 Reduced stocked finished goods to less than 150.  

 Significantly reduced obsolescence risk by reducing inventory not used in six months from $471K 

to %85K 

 Ended both leases on outside warehousing and reduced utilization of on-site warehouse to 30%. 

 Eliminated commodity business allowing resources to focus on high margin markets. 

 Remaining high-value business growing at 4.2 CAGR with renewed focus, versus industry growth 

of 2.4%. 

 

CASE SUMMARY 

We freed up valuable resources – working capital, space, and people – that could be deployed to support 
high value market segments.  The organization welcomed these changes, and many of the decisions 
related to purchasing and production planning were driven down in the organization, empowering 
employees and making them a larger part of the operation. 

Since this project, has concentrated on higher value market segments and deployed the working capital 
savings toward new equipment and more customer-facing resources.  In the prior state, the business was 
unable to scale.  Since the project’s completion the business has grown with a CAGR of 4.2% over the next 
4 years. 

 


