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COPYRIGHT

This publication and the software described in it are copyright protected with all rights reserved.
Under the copyright laws, this publication or the software described herein may not be copied,
in whole or in part, without the express written consent of Valogix LLC. Under the law, copying
includes translating into another language or format.

© Copyright 2012 Valogix LLC. World rights reserved. No part of this publication may be stored
in a retrieval system, transmitted, or reproduced in any way, including but not limited to
photocopy, photograph, magnetic, or other record, without the prior agreement and written
permission of Valogix except as described above.

Although every precaution has been taken in the preparation of this publication, Valogix
assumes no responsibility for errors or omissions. Neither is liability assumed for damages
resulting from the use of the information contained herein.

Printed in the United States of America.
Valogix is a trademark of Valogix LLC in the United States.

This publication is the sole property of Valogix LLC, licensed for use by your company. This
publication is confidential and proprietary to Valogix LLC and MAY NOT BE COPIED OR
DISTRIBUTED. Any copying or distribution of this publication is a material breach of your
company’s license to use these materials and all other Valogix property. VALOGIX WILL TAKE ALL
ACTION AVAILABLE IN LAW OR EQUITY TO STOP COPYING OR DISTRIBUTION OF THIS MATERIAL,
INCLUDING INJUNCTION AND INCLUDING REVOCATION OF ANY OF YOUR COMPANY’S LICENSES
FOR VALOGIX PRODUCTS OR SERVICES, INCLUDING SOFTWARE. This paragraph in no way limits
the remedies available to Valogix.
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CHAPTER 1 — INVENTORY INTRODUCTION Galoglx\

In today’s economy, companies are focused on how they can reduce their investment in
inventory and associated costs, while improving their customer service. Signs of an improving
economy are slowly starting to show. Although companies have been dropping their inventory
levels at drastic rates, consumer confidence and spending are beginning to show signs of life.
Companies now have the opportunity to not only help our economy rebound but improve their
competitive advantage as long as they are well-prepared.

Customers will demand more of their suppliers to provide affordable products at the exact
moment they want them. How can you effectively insure you have what your customers need
when they need it? With the dramatic growth of e-Commerce companies have an even bigger
dilemma managing multiple sources of demand. Forecasting and demand planning applications
can do more than help provide visibility into what lies ahead. These solutions can increase value
propositions critical to thriving in a competitive industry in the short and longer term.

In any industry, compelling value propositions add up to hallmarks of success. In wholesale
distribution, leading value propositions include reliability, customer service and pricing. And as
markets fluctuate, retailers and manufacturers count on distributors to supply goods rapidly and
cost-effectively. But when they aren’t able to provide immediate value, distributors can find that
customer patience wears thin quickly.

So what gets in the way of providing value? Most frequently it’s the inability to balance stock
levels with service levels. Hold onto too much inventory, and you end up paying for items that
collect dust in the warehouse. Stock too little inventory and you won'’t be able to keep up with
customer requests. Sometimes wholesale distributors end up with both problems: holding
excess stock of items customers don’t need.

That’s where today’s advanced inventory planning & optimization solutions come in. With these
solutions, companies can more easily amplify value propositions—while cutting unnecessary
operational costs. Today, proper inventory management will literally turn current and future
inventory into cash by:

* Planning and optimizing all items at all locations, ultimately eliminating backorders
and over-stocks from the picture

* Reallocating employee labor from difficult spreadsheets and multi-channel inventory
software to increase productivity and further grow business
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CHAPTER 2 — BE PREPARED WITH GOOD INVENTORY PLANNING @Iloglxﬁ

You have survived one of the toughest economic periods in recent history. In some cases, you
survived by holding off investing in much needed hardware and software. Now is the time to
surpass surviving and start thriving in 2012 and beyond.

The economy is beginning to improve and customers are coming back. Yes, they may be
spending less and are lower in number, but they are coming back. Without question, your
customers are evaluating their current position and needs. Its’ your job to figure out how to
improve your inventory right at this moment. Ask yourself these questions:

e Are you ready to better manage your inventory to meet the new demand patterns?

e Isyourinventory in balance with the inevitable changes in demand?

e  What will happen if you don't invest in more modern tools to manage your inventory?
e How much money and sales will you lose if you don't forecast & plan accurately?

e Are you still manually planning your inventory with spreadsheets and reports?

Your greatest challenge is finding out how to grow and increase profitability while maintaining
or even reducing costs. This is where the power of companies such as Valogix can step in and
show you how a proven technology can pay for itself in a matter of months. Valogix offers some
of the most affordable true optimization products available and provides you with inventory
planning solutions that:

e are fast and easy-to-use, with a fast return on investment

e automate all your inventory forecasting, planning and replenishment processes

e optimize to drive costs down while improving your ability to meet more customer
orders the first time for less money than ever before

Need more proof? Here is what a current customer said about managing inventory today with
Valogix Inventory Planner:

"In today's markets, it is imperative that we monitor and control our inventories as tightly as
possible. If we don't, we'll miss major opportunities in the future. Valogix has helped us
significantly reduce our costs and improve our productivity, giving us the ability to prepare for
whatever comes our way."

Dave Richards, CIO Pacific Steel & Recycling
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CHAPTER 3 — WAITING TO INVEST IS COSTING YOU MONEY ﬁaloglx

Waiting to Invest in Inventory Planning Software is Costing You More Than You Think

Investing in smart solutions that improve your inventory planning is an important business
decision. Sometimes the concept of spending money to save money is very hard to accept.
There are no guarantees the investment will pay off, so there is some level of risk involved. But,
is it any riskier to do nothing? To maintain the status quo? Yes and even more so as you risk
losing customers and possibly your business.

We know you work hard every day. You may have other software or IT projects planned. You
may think your inventory is under control, but can you be sure? You may be waiting for the
economy to improve. It’s now been several years since the downturn how much longer can you
afford to wait?

By putting off using advanced inventory planning and optimization solutions, you are missing
out on the opportunity to free up CASH. Cash right now, that’s at hand sitting in your inventory.
As an example, based on an inventory value of $1,000,000 and an average inventory reduction
and productivity gains of approximately 20% - 30%, as much as $200,000 to $300,000 in positive
cash flow can be realized. That is anywhere from $16,666 to $25,000 per month.

If your inventory investment is $5,000,000 a 20% reduction means a $1,000,000 savings. When
you calculate the monthly savings it equates to 19% of the total inventory reduction. This is a
combination of reduced cost of money, insurance, warehouse cost, personnel, etc. That's
$15,833 every month and in the first year adds almost $190,000 to your bottom line.

Advanced inventory planning and optimization software not only automates the entire planning
process, it dramatically increases the positive cash flow of a company. By smartly reducing
inventory investment, reducing stockouts, decreasing expedited shipping costs, and reducing
planning time all contribute to more available cash. Add to that increased sales and productivity
and the gains will also lead to an improved competitive advantage.

Waiting costs you thousands of dollars every day, disrupts your business : \’),\

and antagonizes customers and employees. Review some of the i W £y
customer case studies which clearly demonstrate the power of advanced .9 B
planning and optimization. Why wait? It doesn’t get any easier or better Q g bs |
than this.
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CHAPTER 4 — INVENTORY SOFTWARE IS A GOOD INVESTMENT @Iloglxﬁ

Why Not to Invest in Inventory Management & Planning Software

Most small and midsize businesses that produce or distribute products have, at best,
rudimentary software for managing their role as supply chain participants. Robert Anderson,
SMB analyst and research director at Gartner, the leading resource for unbiased industry
analyses, views supply chain management as an area where a well-targeted solution scaled to
SMBs’ unique requirements can quickly provide returns that justify the investment.

Noting that few SMBs have embraced supply chain planning and optimization capabilities,
Anderson believes that as the economy improves and order rates increase, supply chains will
have to become much more competitive, doing a better overall job of meeting demand while
reducing waste and inefficiency. There are many reasons or excuses for not upgrading to a
modern, easy to use advanced inventory tool.

Which Category do you fall in?
e Internal effort to implement, meaning it will take too much time and effort
e We will be able to manage our inventory effectively without an advanced inventory
solution into the foreseeable future
e Cost of software and services
e We are too small
e Solutions are too complicated
o All of the above

Today’s flexible technology provides solutions that will work for any size business, are
automated and very easy to use. With Software-as-a-Service (SaaS) cost is ho longer an issue.
Or do you believe you have a good process in place using one or several or all of the following:

e Spreadsheets

e Accounting Applications

e  Multiple disparate applications

e Legacy applications

e Home-grown applications

e Forecasting stand-alone package

There is a saying “you don’t know what you don’t know.” So, how do you find out what’s right
for your business? You may think your inventory is under control, but can you be sure? By
putting off using an advanced inventory planning and optimization solution, you are missing out
on the opportunity to free up money and resources. Advanced inventory planning and
optimization software not only automates the entire planning process, it dramatically increases
the positive cash flow of a company.

By smartly reducing inventory investment, reducing stockouts, decreasing
expedited shipping costs, and reducing planning time all contribute to more
available cash. Add to that increased sales and productivity and the gains will also
lead to an improved competitive advantage.
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CHAPTER 5 — GENUINE INVENTORY OPTIMIZATION A MUST HAVE Galoglx

There are a lot of inventory planning solutions available from some basic, some more advanced.
Many are designed for large enterprise companies as they cost hundreds of thousands of dollars
and are highly complex. Some so complex a math or science degree is required just to operate
the system. Others at the low end may be just point solutions for just forecasting, as an
example, or offer individual modules you need to buy separately.

Many of these solutions include a forecasting capability either their own or from an included
third-party provider. They usually also offer min and max levels, safety stock and replenishment
calculations. Most require you to manually set replenishment levels and have you select the
appropriate forecast method. There is a lot of manual work and time to implement and maintain
them.

How many offer real genuine inventory optimization and why is this important? There are many
reasons why inventory optimization is critical for conducting business in today’s ever challenging
economic climate.

First is the cost of carrying, holding and managing an inventory. The costs for most items are
steadily increasing, real estate costs and taxes are up and shipping costs are through the roof.
Inventory optimization provides a great approach to a balanced inventory to meet expected
demand, while reducing costs and better controlling spend for purchases. Planning in a timelier
manner reduces the need for expediting orders in from vendors, which in-turn reduces the need
for expediting shipments to customers.

Secondly, optimization dramatically improves the financial performance of an inventory because
buying and stocking are more in-line with expected customer demand. It helps to reduce and
almost eliminate the future build-up of excess inventory and dead stock.

Third, there are too many known and unknown variables that can affect your inventory and
subsequent customer service levels to manage properly. Just forecasting and planning your
inventory leaves you wide-open to problems in meeting both your financial goals and customer
expectations. Trying to plan with spreadsheets is even a worse situation that will eventually lead
you to higher costs and lower service producing a higher level of customer dissatisfaction and
lost business.

e Setting the re-ordering parameters (e.g., Safety Stock or Min/Max levels) manually is an
extremely tedious activity. Hence, it tends to be done infrequently, and does not adjust
to changed demand factors. Valuable buyer/planner time should not be taken up by
such activity.

e Optimization of the re-ordering (replenishment) parameters can lead to dramatic cost
savings. Computers can do it frequently, so the results dynamically reflect demand
changes.
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Optimization Theory Overview Ga log IX |

Optimization techniques are used to find a set of design parameters, x = {X1,x,...,X,}, that can in
some way be defined as optimal. In a simple case this might be the minimization or
maximization of some system characteristic that is dependent on x. In a more advanced
formulation the objective function, f(x), to be minimized or maximized, might be subject to
constraints in the form of equality constraints, Gi(x) =0 (i = 1,...,m,); inequality constraints, G{( x)
<0(i=m.+1,..,m); and/or parameter bounds, x,, x,.

A General Problem (GP) description is stated as subject to where x is the vector of length n
design parameters, f(x) is the objective function, which returns a scalar value, and the vector
function G(x) returns a vector of length m containing the values of the equality and inequality
constraints evaluated at x.

An efficient and accurate solution to this problem depends not only on the size of the problem
in terms of the number of constraints and design variables but also on characteristics of the
objective function and constraints. When both the objective function and the constraints are
linear functions of the design variable, the problem is known as a Linear Programming (LP)
problem. Quadratic Programming (QP) concerns the minimization or maximization of a
guadratic objective function that is linearly constrained. For both the LP and QP problems,
reliable solution procedures are readily available. More difficult to solve is the Nonlinear
Programming (NP) problem in which the objective function and constraints can be nonlinear
functions of the design variables. A solution of the NP problem generally requires an iterative
procedure to establish a direction of search at each major iteration. This is usually achieved by
the solution of an LP, a QP, or an unconstrained sub-problem.

Basically, what inventory optimization does is balance the investment in an inventory with the
fill-rate (service level) goals of a company. There are also financial considerations, constraints
that can also be applied in the development of the algorithm. These highly complex algorithms
work behind the scene so as not to confuse the user or make them fearful of using optimization
to help manage their inventory.

We have determined that you can dramatically improve the effectiveness of the optimization
algorithms by adding heuristics into the overall process equation. Heuristic refers to experience-
based techniques for problem solving, learning, and discovery. Heuristic methods are used to
speed up the process of finding a satisfactory solution, where an exhaustive search is
impractical.

Valogix’ optimization process defines the optimal stocking quantity (SQ) for every item at every
location. Plus, it goes one step further and not only calculates the SQ to reach the service level
goal, but an enhanced algorithm actually calculates the full coverage SQ as well. This full
coverage SQ is based on the probability of stocking out and determines how best to avoid that
situation.
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How many solutions do you know that can do all this, forecasting, planning, replenishments and

optimization at an affordable price? Best of all, you can get these solutions for either on-site

deployment or in the Cloud in a SaaS model.

The customer results of using Valogix inventory planning show they achieve:

Reduced inventory by 20% to 40% or more usually within 6 months or less
Reduced expediting and emergency shipments by 35% or more

Improved productivity by reducing planning time by 60% to 80% or more
Controlled and reduced replenishment spending by 15% or more

Improved service levels by having the right items available when your customers
want them by 5% to 15% or greater

Reduced stockouts by 15% - 30% or higher

Increased sales of 15% to 15% or more

Reduction in cost of goods by 5% to 10% due to improved vendor relations

Make sure you review the inventory solutions carefully and find out if they include true

inventory optimization algorithms. You owe it to yourself, your company and your customers to

choose the right solution to help solve your inventory planning needs affordably.

Want to learn more? Contact Valogix today for your free inventory analysis to see how

much you could be saving.

Valogix LLC
27 Division Street, Suite 2
Saratoga Springs, NY 12866 USA
Tel: 518.450.0309 Fax: 518.450.0319 www.valogix.com
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