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Business Logistics ReBusiness Logistics Re--engineering Processengineering ProcessBusiness Logistics ReBusiness Logistics Re engineering Processengineering Process

IntroductionIntroduction –– REM Associates, Inc.REM Associates, Inc.

Our agenda for today’s session includes . . . .

Introduction Introduction REM Associates, Inc.REM Associates, Inc.

Business logistics perspectiveBusiness logistics perspective

The reThe re--engineering processengineering process

A sample client business profileA sample client business profile

Analyzing business logistics Analyzing business logistics –– class participationclass participation
C t t tC t t t–– Current stateCurrent state

–– Key issuesKey issues
–– Findings and opportunitiesFindings and opportunities

“Wh t t d b t it”“Wh t t d b t it”–– “What to do about it”“What to do about it”
–– Management reportingManagement reporting
–– ImplementationImplementation
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Summary and key takeSummary and key take--aways.aways.



Profile of REM AssociatesProfile of REM AssociatesProfile of REM AssociatesProfile of REM Associates
REM Associates, started in 1984, is now in its twenty-fourth year serving 
business clients . . . .

Advice and counsel in Advice and counsel in “Business Logistics”“Business Logistics”
Consumer and industrial companies as well as governmental organizationsConsumer and industrial companies as well as governmental organizations

business clients . . . .

p g gp g g
Strategic, tactical, and contingency planningStrategic, tactical, and contingency planning

Operations evaluations directed at improvements:Operations evaluations directed at improvements:
Profit improvementProfit improvement–– Profit improvementProfit improvement

–– Facility operations analysis and planningFacility operations analysis and planning

–– Cost reduction and productivity improvementCost reduction and productivity improvement

ABC i i d l iABC i i d l i–– ABC inventory costing and evaluationABC inventory costing and evaluation

–– Functional outsourcingFunctional outsourcing

–– Customer serviceCustomer service

Copyright ® REM AssociatesCopyright ® REM Associates Page 3

–– Organization structure and performance.Organization structure and performance.



The REM Associates NetworkThe REM Associates NetworkThe REM Associates NetworkThe REM Associates Network
REM Associates provides virtually turn-key management . . . .

Policies,
Procedures

Setting
Goals and 
Obj i

OperationsProcedures,
and Practices

Objectives Assessment

Activity
Based

Costing

Organization
And

Staffing

Strategy
Planning Through
Implementation

Project
Management

Inventory
Strategy

Distribution
Network
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Management Strategy Design



Functional Areas of Business LogisticsFunctional Areas of Business LogisticsFunctional Areas of Business LogisticsFunctional Areas of Business Logistics
Specifically, business logistics and related functions, include . . . .

Business Logistics Management
Sourcing and Purchasing

Warehousing & Distribution Operations

Production and Inventory Management

Forecasting and Sales Planning

Transportation Operations and Management

g p

Facilities and Network Design

Copyright ® REM AssociatesCopyright ® REM Associates Page 5

Customer Service and Order Processing and Related Systems



Business Logistics PerspectiveBusiness Logistics PerspectiveBusiness Logistics PerspectiveBusiness Logistics Perspective
Today’s business management faces increasingly complex challenges from 
a variety of sources includinga variety of sources, including . . . .

Business technology issuesBusiness technology issues
Political, regulatory, and external controlsPolitical, regulatory, and external controls

In addition, increasing business pressures require management focus,

Sociological and cultural changeSociological and cultural change
Investment community emphasis on “real” earnings and growth.Investment community emphasis on “real” earnings and growth.

Intensified product, service, and market competitionIntensified product, service, and market competition
Innovative pricing strategiesInnovative pricing strategies

In addition, increasing business pressures require management focus, 
decision making, and action plans directed at . . . .

A constantly changing government regulatory environmentA constantly changing government regulatory environment
Greater emphasis on operational and working capital cost reductionGreater emphasis on operational and working capital cost reduction

Increasing the need for managing a company with in-depth 
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understanding, improved knowledge, and skills not previously required in 
business management.



Business Logistics PerspectiveBusiness Logistics PerspectiveBusiness Logistics PerspectiveBusiness Logistics Perspective
Recent assignments found that inefficiencies in business operations waste 
as much as 25% of an organization’s operating costs With profit marginsas much as 25% of an organization s operating costs.  With profit margins 
of 3 to 4%, even a 5% reduction in waste can double a company’s 
profitability.  Key drivers of this value creation include . . . .

Revenue Revenue -- capacity utilization, product speed to market, stockcapacity utilization, product speed to market, stock--outs, and outs, and 
service to customersservice to customers
ExpensesExpenses -- inventory carrying costs, production and distribution costs, inventory carrying costs, production and distribution costs, 
transportation costs, logistics productivity, outsourcing, and asset utilizationtransportation costs, logistics productivity, outsourcing, and asset utilization
Capital UtilizationCapital Utilization -- working capital (inventory turns, order cycle time) and working capital (inventory turns, order cycle time) and 
fixed assets (plants/DC locations, fleet utilization, strategic outsourcing)fixed assets (plants/DC locations, fleet utilization, strategic outsourcing)

By lowering costs and increasing asset utilization, business operations can  
free up cash.
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The Business Logistics ProcessThe Business Logistics Process

The logic of business operations relates directly to the flow of products, 
information and costs through the business and to the customer

gg

information, and costs through the business and to the customer . . . .

Manufacturing Sales & Distribution CustomerSourcing

Products

Flows:

Products

InformationInformation

Costs

R
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Revenue



The Business Logistics ProcessThe Business Logistics Process
There are several levels of business logistics between the product source 
and the customer . . . .

gg

CustomerPlant

Direct Distribution Large

Ch iChains

Small

Primary Secondary Tertiary
S i

Small

Independents
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Distribution Distribution DistributionSourcing



The Business Logistics ProcessThe Business Logistics Process

Strategic issues are generally of a broader scope than those of day-to-day 
operations issues . . . .
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The Business Logistics ProcessThe Business Logistics Process

The hierarchy of business logistics operations with customers and 
their service . . . .

The Business Logistics ProcessThe Business Logistics Process

their service . . . .
Customer 

Service    
Goals and 
Objectives

MIS 
Equipment 
Investment

Inventory 
Investment

Inventory Goals 
Deployment 

Strategies and 
Programs

Order 
Processing 

Strategies and 
Programs

Facilities

Investment

Transportation 
Equipment 
Investment

Programs

Warehousing 
Strategies and 

Programs

Transportation 
Strategies and 

Programs

Programs

Investment

MIS 
E i

Human 
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Organization 
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Equipment 
Investment

Resource 
Investment

Procedures 
Strategies and 

Programs

Strategies and 
Programs



The Business Logistics ProcessThe Business Logistics Process
A number of factors must be evaluated  to determine the best cost and 
service mix in a business logistics structure . . . .

gg

Number of warehousesNumber of warehouses
Location of warehousesLocation of warehouses

Order processing times
Customer service

COST: SERVICE:

Location of warehousesLocation of warehouses
Shipment modesShipment modes
Size of shipmentsSize of shipments
Frequency of shipmentsFrequency of shipments
Shipment consolidationShipment consolidation

Operations
Transportation

Inventory service
Stock vs. non-stock
In stock positionpp

Operating methodsOperating methods
Storage requirementsStorage requirements
Regulatory requirementsRegulatory requirements

In-stock position
Delivery reliability
Freight consolidation 
holding times
Information systems

Stock vs. non-stock
In-stock position

Frequency of replenishment
Transit times

INVENTORY:

Copyright ® REM AssociatesCopyright ® REM Associates Page 12

Variability of demand Inventory carrying costs



The Business Logistics ProcessThe Business Logistics Process
An effective business logistics strategy requires the balancing of 
conflicting management objectives . . . .

The Business Logistics ProcessThe Business Logistics Process

Logistics Objectives:

Impact of Objectives on:

Inventory:

Customer

Service: Costs:

High customer serviceHigh customer service

Low warehousing costsLow warehousing costs

Low transportation costsLow transportation costs

Reduced inventoriesReduced inventories

Fast deliveriesFast deliveries

Reduced labor costsReduced labor costs
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Desired resultsDesired results



Business Logistics ReBusiness Logistics Re engineering Processengineering ProcessBusiness Logistics ReBusiness Logistics Re--engineering Processengineering Process
Business strategy deals with planning the intermediate and longer-term 
direction of the business includingdirection of the business, including . . . .

Business missionBusiness mission
Key strategic thrustsKey strategic thrusts

Business re-engineering is directed at assessing and improving policies, 

Business goals and objectivesBusiness goals and objectives
Action plans aimed at strategy implementation.Action plans aimed at strategy implementation.

Operations and process assessmentsOperations and process assessments

g g g p g p
procedures, and practices to improve costs, customer service, and business 
effectiveness, including . . . .

p pp p
Data and information flows and linkagesData and information flows and linkages
Policies, procedures, and practices completeness, consistency, and Policies, procedures, and practices completeness, consistency, and 
effectivenesseffectiveness
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effectivenesseffectiveness
Organization structure and responsibilities Organization structure and responsibilities –– ownership.ownership.



A Sample Client Business ProfileA Sample Client Business ProfileA  Sample Client Business ProfileA  Sample Client Business Profile
Our client was a major West coast pharmaceutical manufacturer . . . .

Th l t U it d St t i tTh l t U it d St t i t l b l f t fl b l f t fThe largest United States privateThe largest United States private--label manufacturer of:label manufacturer of:
–– VitaminsVitamins
–– MineralsMinerals
–– Nutritional supplementsNutritional supplements
–– OTC pharmaceuticals in the United StatesOTC pharmaceuticals in the United States

4,000 stock keeping units 4,000 stock keeping units -- SKUsSKUs
27 billion pills annually27 billion pills annually
East coast and West coast plant locationsEast coast and West coast plant locations
Inventories turning at 2.5 times per yearInventories turning at 2.5 times per yearg p yg p y
Service levels were at about 70 percentService levels were at about 70 percent
Major customers included WalMajor customers included Wal--Mart, CVS, Costco, and SafewayMart, CVS, Costco, and Safeway
Retailers were reducing inventories and compressing leadRetailers were reducing inventories and compressing lead timestimes
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Retailers were reducing inventories and compressing leadRetailers were reducing inventories and compressing lead--times.times.



Analyzing Business LogisticsAnalyzing Business Logistics Current StateCurrent StateAnalyzing Business Logistics Analyzing Business Logistics –– Current StateCurrent State
For our pharmaceutical manufacturing client . . . .

O W kO W k A d b i ti tA d b i ti tOur Work:Our Work: Assessed business operations to:Assessed business operations to:
–– Improve product and customer demand forecasting, including Improve product and customer demand forecasting, including 

promotional activitypromotional activity
R d ti l t f f ti l ti itiR d ti l t f f ti l ti iti–– Reduce operational costs of functional activitiesReduce operational costs of functional activities

–– Improve service to all customers, including retail, wholesale, and militaryImprove service to all customers, including retail, wholesale, and military
–– Reduce inventories and related business investments at all levels, Reduce inventories and related business investments at all levels, 

including raw materials WIP and finished goodsincluding raw materials WIP and finished goodsincluding raw materials, WIP, and finished goodsincluding raw materials, WIP, and finished goods
The Results:The Results: Our work resulted in:Our work resulted in:
–– Inventory reduction of over 35%Inventory reduction of over 35%

Impro ed c stomer ser ice to o er 96%Impro ed c stomer ser ice to o er 96%–– Improved customer service to over 96%Improved customer service to over 96%
–– Increased major customer inIncreased major customer in--stock position to over 97%stock position to over 97%
–– Reorganized key management functions and responsibilities which Reorganized key management functions and responsibilities which 

significantly improved communications decision making and timelinesssignificantly improved communications decision making and timeliness
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significantly improved communications, decision making, and timeliness significantly improved communications, decision making, and timeliness 
of management actions.of management actions.



Analyzing Business LogisticsAnalyzing Business Logistics –– Key IssuesKey IssuesAnalyzing Business Logistics Analyzing Business Logistics Key IssuesKey Issues
There are two primary drivers to successful business logistics management.  
They are . . . .

Business logistics costs:Business logistics costs:
–– Operating costsOperating costs

»» PurchasingPurchasing

Customer Service:Customer Service:
–– Order cycleOrder cycle

»» Placement Placement 

»» WarehousingWarehousing

»» Production Production 

»» TransportationTransportation

»» Customer serviceCustomer service

»» Processing Processing 

–– Order deliveryOrder delivery

»» AssemblyAssembly

»» TransportationTransportation»» Customer serviceCustomer service

»» Systems and supportSystems and support

–– Capital costsCapital costs

»» Inventory Inventory –– working capitalworking capital

»» Transportation Transportation 

–– Order completeness Order completeness 

»» “What was wanted”“What was wanted”

»» “Useable condition.”“Useable condition.”yy g pg p
Raw materialsRaw materials

WIPWIP

Finished goods.Finished goods.
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Analyzing Business LogisticsAnalyzing Business Logistics –– FindingsFindingsAnalyzing Business Logistics Analyzing Business Logistics FindingsFindings

Customer service levels had plunged into the low 70% rangeCustomer service levels had plunged into the low 70% range

For our West coast pharmaceutical company, we found that . . . .

Customer service levels had plunged into the low 70% rangeCustomer service levels had plunged into the low 70% range
–– Their largest customer Their largest customer –– “Big W” was ready to drop them“Big W” was ready to drop them

–– Other key customers were chronically complaining about serviceOther key customers were chronically complaining about service

Inventory levels exceeded $140 million against annual sales volume Inventory levels exceeded $140 million against annual sales volume 
of approximately $70 millionof approximately $70 million
–– Inventory turns were about 5 per yearInventory turns were about 5 per yearInventory turns were about 5 per yearInventory turns were about 5 per year

–– Significant amount of obsolete stockSignificant amount of obsolete stock

–– Wrong product, wrong location, wrong timeWrong product, wrong location, wrong time

Lack of management focusLack of management focus
–– “Throw resources and dollars at the problem “Throw resources and dollars at the problem 

–– No root cause analysis and focusNo root cause analysis and focus
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No root cause analysis and focus.No root cause analysis and focus.



Analyzing Business LogisticsAnalyzing Business Logistics –– “What to do about it”“What to do about it”Analyzing Business Logistics Analyzing Business Logistics What to do about itWhat to do about it

Inventory segmentation:Inventory segmentation:

Two key areas of focus for our limited time today – 1) Inventory . . . .

Inventory segmentation:Inventory segmentation:
–– Pareto 80 Pareto 80 –– 20 rule20 rule

»» 20 percent of the SKUs account for 80 percent of the volume 20 percent of the SKUs account for 80 percent of the volume –– A itemsA items

–– 30 percent of the SKUs account for 15 percent of the volume 30 percent of the SKUs account for 15 percent of the volume –– B itemsB items

»» 50 percent of the SKUs account for 5 percent of the volume 50 percent of the SKUs account for 5 percent of the volume –– C itemsC items

»» 33--5 percent of the SKUs account for 405 percent of the SKUs account for 40--50 percent of the volume50 percent of the volume –– AAsAAs»» 33 5 percent of the SKUs account for 405 percent of the SKUs account for 40 50 percent of the volume 50 percent of the volume AAsAAs

–– D or dead inventory or items that have not moved in more than 1 yearD or dead inventory or items that have not moved in more than 1 year

Solution:Solution:
–– Segment inventory into the above categoriesSegment inventory into the above categories

–– Set rules for production and inventory by class of itemSet rules for production and inventory by class of item

–– Establish program to eliminate “D” itemsEstablish program to eliminate “D” items
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Establish program to eliminate D  itemsEstablish program to eliminate D  items

Result: Inventory levels went from $140 to less than $100 million.Result: Inventory levels went from $140 to less than $100 million.



Analyzing Business LogisticsAnalyzing Business Logistics –– “What to do about it”“What to do about it”Analyzing Business Logistics Analyzing Business Logistics What to do about itWhat to do about it

Customer segmentation:Customer segmentation:

Two key areas of focus for our limited time today – 2) Service levels . . . .

Customer segmentation:Customer segmentation:
–– Pareto 80 Pareto 80 –– 20 rule20 rule

–– The big three The big three –– “W,” “C,” & “SC”“W,” “C,” & “SC”

Solution:Solution:
–– Focus on “Big three” and other key customersFocus on “Big three” and other key customers

–– The “W” team and their meetingsThe “W” team and their meetings–– The W  team and their meetingsThe W  team and their meetings

–– Segment service levelsSegment service levels

»» Volume/priceVolume/price

»» DeliveryDelivery

»» Third partyThird party

Result: service levels rose to the mid 90s and over 95 for the “Big three ”Result: service levels rose to the mid 90s and over 95 for the “Big three ”
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Result: service levels rose to the mid 90s and over 95 for the Big three.Result: service levels rose to the mid 90s and over 95 for the Big three.



Analyzing Business LogisticsAnalyzing Business Logistics –– “What to do about it”“What to do about it”Analyzing Business Logistics Analyzing Business Logistics What to do about itWhat to do about it
Customer segmentation includes Marketing, Sales, Finance, and Logistics 
to effectively support the growth of the business . . . .

Customer classification into four primary groupsCustomer classification into four primary groups
–– New and emerging customersNew and emerging customers

»» Recently acquiredRecently acquired»» Recently acquiredRecently acquired

»» New programs and incentivesNew programs and incentives

–– Rapidly growing customersRapidly growing customers

–– Major or key accountsMajor or key accounts

»» Highest levels of serviceHighest levels of service

»» Focus of sales and logisticsFocus of sales and logistics»» Focus of sales and logisticsFocus of sales and logistics

–– Mature customersMature customers

All require different focus and management.All require different focus and management.
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Analyzing Business LogisticsAnalyzing Business Logistics –– ReportingReportingAnalyzing Business Logistics Analyzing Business Logistics ReportingReporting

Management reporting m st foc s on getting the “Right:”Management reporting m st foc s on getting the “Right:”

Management reporting needs to include sufficient information and level of 
detail for decision making . . . .

Management reporting must focus on getting the “Right:”Management reporting must focus on getting the “Right:”
–– Information Information –– data and level of detaildata and level of detail

–– People People –– levels of managementlevels of management

–– Effective decision making Effective decision making 

Focus on the 20 of the issue that will get 80% of the resultsFocus on the 20 of the issue that will get 80% of the results
O ti i ti dO ti i ti d–– Optimize time and resourcesOptimize time and resources

–– Expedite decision makingExpedite decision making

–– Example Example -- modelingmodeling

“The old industrial engineering principle”“The old industrial engineering principle”
–– “Get whatever you can” “Get whatever you can” –– how to eat an elephanthow to eat an elephant

“C b k i d i til “G t it ll ”“C b k i d i til “G t it ll ”
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–– “Come back again and again until you “Get it all.”“Come back again and again until you “Get it all.”



Analyzing Business LogisticsAnalyzing Business Logistics –– ImplementationImplementationAnalyzing Business Logistics Analyzing Business Logistics ImplementationImplementation

Clear definition of tasks and activitiesClear definition of tasks and activities

Implementation requires careful planning and management . . . .

Clear definition of tasks and activitiesClear definition of tasks and activities
–– What needs to be done What needs to be done –– be specificbe specific

–– Specific tasks to fully implementSpecific tasks to fully implement

Prioritization of tasksPrioritization of tasksPrioritization of tasksPrioritization of tasks
–– Biggest bang for the “buck”Biggest bang for the “buck”

–– Quickest result to demonstrate achievementsQuickest result to demonstrate achievements

Assignment of:Assignment of:gg
–– Roles and responsibilitiesRoles and responsibilities

–– Timing Timing 

–– Completion datesCompletion dates

Monitoring and reportingMonitoring and reporting
–– PeriodicPeriodic

–– Consistent Consistent 
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“Don’t confuse effort with results.” “Don’t confuse effort with results.” -- BAHBAH



Business Logistics ReBusiness Logistics Re--engineeringengineering -- SummarySummaryBusiness Logistics ReBusiness Logistics Re engineering engineering SummarySummary
In summary, today Business Logistics represents a key management 
component . . . .

Our West coast pharmaceutical company:Our West coast pharmaceutical company:

–– The company went into Chapter 11 The company went into Chapter 11 –– bankruptcybankruptcy

C f b k i hi j f hC f b k i hi j f h–– Came out of bankruptcy within just a few monthsCame out of bankruptcy within just a few months

–– One of the shortest bankruptcy/reorganizations in historyOne of the shortest bankruptcy/reorganizations in history

A significant contribution to this success was improvements in businessA significant contribution to this success was improvements in business–– A significant contribution to this success was improvements in business A significant contribution to this success was improvements in business 

logisticslogistics

»» $40 million contribution to capital$40 million contribution to capital»» $ 0 o co t but o to cap ta$ 0 o co t but o to cap ta

»» Retaining and improving service to key customersRetaining and improving service to key customers

Article “Logistics finally makes it to the Boardroom”Article “Logistics finally makes it to the Boardroom”
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Business Logistics ReBusiness Logistics Re--engineeringengineering -- SummarySummaryBusiness Logistics ReBusiness Logistics Re engineering engineering SummarySummary
In summary, today Business Logistics represents a key management 
component – Cont’d . . . .

Group Discussion:Group Discussion:

–– Clarification Clarification -- explanationexplanation

Q i dQ i d–– Question and answersQuestion and answers

–– DialogueDialogue

Free consultingFree consulting–– Free consulting……………………..Free consulting……………………..
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A S S O C I A T E S
MANAGEMENT CONSULTANTS

20 NASSAU STREET, SUITE 24420 NASSAU STREET, SUITE 244
PO BOX 7345

PRINCETON, NEW JERSEY  08543-7345
Phone: 609-275-4444

Fax: 609-228-1056
E M il REM M @REMA
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E-Mail:  REM.Murray@REMAssoc.com
web:  http://www.remassoc.com


