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Suppliers

Central 
warehouse

Retail 
chain

… at Central Warehouse or in shops?
-CW – easier, closer, less amount of SKUs etc.

-Shops, because they give you chaotic flow from CW

Happy 
customer ☺

Case #1
Where to start implementation from?
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Case #2
Choosing the “right” supplier

• The same SKU could be supplied from few different 

suppliers.

• How to choose where to buy if conditions are similar?

– Simple logic: check all and buy at lowest price.

• Would you do the same way?

• But look what the supplier sees:

– Customer buys irregularly. Sometimes he buys, sometimes he 

doesn’t;

– Every time he asks and stress you for lower price;

– It doesn’t matter what conditions you give, next time he will 

start all over again or won’t come at all; 

• Would you cherish such a customer?
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• What we recommend to customers:

– There are two “kinds” of suppliers. The cheap and the fast 

ones.

– Agree with cheap supplier and buy regularly.

– In emergency cases buy from fast supplier.

• What customers like to say:

– It is impossible, supplier will cheat;

– I am very small customer and supplier won’t talk to me.

• Only in rare cases such customer initiates meeting and 

starts discussion with supplier.
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TLBB – supplies electronics from Far East

• TLBB buys electronic devices from China. Those 

devices are quite expensive and have a relatively short 

shelf life.

• We had many meetings and spent long time discussing 

about importance to shorten order lead time.

• As the devices are expensive and small, TLBB delivers 

them by plane.

• Transportation costs increase devices price up to ~30%.

• The actual lead time from order placement until it can be 

sold in Russia takes more than 50 days(!).
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TLBB order procedure

• TLBB manager asks two forwarders for price and delivery time;

• Forwarders answer in 3 days;

• TLBB chooses better offer and confirms it in 1 day. At the same time 
he tells manufacturer to prepare order for pick up;

• Manufacturer prepares an order in 2 days;

• Forwarder picks up the order in 3-5 days after confirmation was 
received;

• Forwarder delivers order to plane in 1-2 days;

• Planes take off for departures in 1-2 days;

• <…>

• The time from order was placed till plane takes off is 10-13 days:

• Final order lead time to Russia 50 days;

• Final order lead time to Lithuania 35 days.
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Meeting with forwarder

• After short introduction almost the first words which 

forwarder said were:

• “If you give me your orders regularly, I could prepare and 

make them faster at the same price”.

• TLBB also improved other things: established CW, 

refused forecasting etc. 
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• StockM creates an order on Monday;

• Manufacturer prepares order on Tuesday;

• Forwarder knows the order will be ready on Tuesday and picks it up on 
the same day;

• Monday is chosen according to plane schedule, so plane with order 
takes off on Thursday…

• Now the time from order was placed untill plane takes off is 3 days:

• Final order lead time to Russia 30 days.

• Final order lead time to Lithuania 15 days.

TLBB order procedure now



www.tocpractice.com Fourth International TOCPA Conference                       

9-10 February, 2013, Tallinn, Estonia

Theory Of Constraints Practitioners Alliance ●●●● TOCPA

Case #3
Some orders optimization issues

This simplified formula is used to calculate usual SKU order 

amount:

Order_amount = Buffer – Qnty_Stock – Qnty_transit 

•In real life most SKUs have Minimal Order Quantity (MOQ) 

which depends on package size, transportation size (pallet) 

etc.

– Of course we should strive to break all those limits, but not all 

suppliers are familiar with TOC;

•Hence calculated order amount must be rounded to MOQ.

– This is still Ok. Usually it doesn’t affect final result that much.
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• But often we have cases, when transportation batch makes 

a full truck or even sea container.

• If transportation costs take significant part of final SKU price 

we have to change order to fulfill a truck:

– When order is bigger than a truck, we simply cut those SKUs 

which are very “green” (minimal penetration to buffer);

– When the order is less than a truck, we have to add quantities 

which are not needed, but… we hope we’ll sell them fast;

– To do so we built Optimization feature and added “load 

threshold” value in StockM.  When value is reached system 

increases order to fulfill a truck or container.

• We only recommended to managers to set threshold to  60-

70% of truck load.
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And…
after some time we noticed inventory growth ����.
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• This was hard lesson for us:

– “Never believe, always check”.

• Later on we added one more system setting which 

allows project manager to limit minimal threshold.
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Case #4
System stability indicator

That happened spontaneously.

On the second year of common work one customer asked 

us for advice:

“Giedrius, few weeks ago one of two purchasing managers 

quit his job unexpectedly. The second one will get married 

in a month and he is preparing for honeymoon trip to 

somewhere. What to do? There is too little time to hire and 

teach new manager”.
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Few moments later she asked me again:

”You said that anyone can work with StockM under 

procedures we wrote together. If you are so sure, ask your 

project manager to replace my manager for one month 

during his honeymoon trip”.

It happened.

And nothing bad has been noted in results.

Now we like to say: “When StockM is implemented, we can 

replace your manager for some time. This is true sign 

indicating system stability and clarity”.
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Case #5
painful belief in supplier’s goodwill and mutual 
cooperation

• You are supplier of largest home appliances retail chain PCTT.

• PCTT gives all necessary sales data to its suppliers to achieve 

daily replenishment.

• You just need to ensure your goods’ availability on PCTT shelves.

• PCTT trusts you and never buys neither substitutes nor your 

products from other suppliers.

• Would you like to supply to PCTT?

• Do you agree, this is true win-win solution for both?

• Should PCTT expect minimal lost sales and no overstocks?

• Should PCTT check supplier’s reliability when it gives such 
conditions?
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The PCTT reality we’ve found:

• 30% SKU are absent; �

• Almost half of suppliers tend to push bigger amounts than 

PCTT recommends;

• Almost half of suppliers send their orders less than once a 

week (PCTT expected daily replenishment!).

• The main reason:

– there was core difference in PCTT and supplier’s 
understanding how to manage inventory;

– Or in other words: PCTT moved from “push” to “pull”, 
but not all the suppliers understood that and kept 
“pushing” their goods.
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Case #6
Supplier Workers’ Strike

• You are grocery retail 

chain. Summer. Hot.

• Your beer supplier delivers 

the goods once in a week 

to each store.

• Midsummer. Demand is 

steady. Shops have stable 

buffers.

• From time to time articles 

appear in the media about 

the forthcoming supplier's 

staff strike ...
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• One day you receive a message from supplier:

• “Place an urgent order. It is high probability we will be on 

Strike all next week.”

– Shops have not spacious warehouses;

– There is no central warehouse – all orders from suppliers 

come directly to shops;

– You have to order right amount. Not too much, not too 

little.
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How to prepare if Strike happens?

•The supplier won’t supply for one week;

•The order frequency will change from one week to two;

•So you need two times more beer than usual;

•Hence you should act like awaiting seasonal fluctuation or simple
marketing campaign.

SOLUTION:

•Increase supplier’s SKUs buffers by 2;

•Create and send order to suplier;

•Restore buffers.

Easy mathematics, but huge emotional pressure to manager ☺☺☺☺.
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How it looked in StockM
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Case #7
Supplier forces to keep safety stock

• Supplier FBB “recommends” you to keep safe stock of 

his products. This way he wants to achieve higher 

availability;

• Based on a large area average sales, FBB regularly 

calculates exacts amounts for each SKU you have to 

keep and gives numbers to you;

• If you don’t keep this stock – you’ll lose FBB’s bonuses.

– Bonuses make up to 70% of your throughput with FBB.

• You pay to FBB much later than goods are sold. But if 

they stuck in your wareouse – it is your problem.  
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We set FBB recommended amounts to StockM 
as safety buffers.
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Quantities never dropped lower than amount we set
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After reasonable period of time we met FBB again 

• We showed to FBB the results for each SKU;

• FBB agreed, there is no further necessity to keep additional 

safety stock and let us ensure availability in TOC way;

• And we set Safety buffers to zero ☺.
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THANK YOU!
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