Inventory and Replenishment Planning Article — Fall 2004

Better Service for Very Seasonal Products Using Safety Time

By Nathan Boyd, Forparco
Forparco@aol.com

Do you have products with very
significant seasonality? Do you
have too much safety stock in the
low season and not enough when
the demand peaks?
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If your products are toys, will
your customers accept alower
service level at the peak of the
Christmas season? In the middle
of July will an HVAC customer in
need of anew air conditioning
unit accept a backorder or call
your competition? If you sell
sweatshirts (see Figure 1), do
your customers care more about
your service in the spring or fall?

FGS users sometimes observe that forecast error is greater in the peak months of the seasonal cycle than in
the low months (See Figure 2) for SKUs with significant seasonality. A fixed statistical safety stock meets
the service target on the average for the year, but fails to do so during the peak. There are small changesto
the safety stock over time asthe
forecast revision process applies Figure 2

exponential smoothing to the error Forecast Error is Greater in the Peaks of the Season
(and therefore the safety stock), 12345 - Sweatshirt

but these are gradua changes and 250
not intended to accommodate
significant abrupt changes to the
error.
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In such cases the FGS Safety Time
facility can be helpful. Inthe

Inventory Planning module, V u‘\ // M
Safety Time enables the statistical \/
safety stock to rise and fall with .
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maintaining the same average
inventory over the course of a
year. Thisadjustment to the safety stock takes place with each revision. If you are aso running the FGS
Replenishment Planning module, it uses the Safety Time to compute a time-phased safety stock by week.
The resulting replenishment plan reflects these varying targets, which means the timing and/or quantities
(aswell as need dates) of the planned orders adjust accordingly.
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