IDEA

Why Fight Reality with Complexity when you can Change Reality?

Consumer goods companies look at their businesses through a lens of complexity. What choice do they
have, with so many locations in their supply chains, suppliers often twelve time zones away, DCs that are
clogged with inventory, shortages, promotional discounting models, organic growth, acquisitions to digest,
lots of debt and slim net margins. Unless that reality is changed, there is no reason to expect hard work will
produce a better result. IDEA’s business is based on a simple concept. IDEA changes reality to the point
that simplicity works better than complexity. The following parable provides a base for an explanation of
how we multiply profits.

There is no such place as Utopia. Still, wouldn’t it be nice to move closer to perfection? IDEA helps its
clients move to such a simple and elegant world that it may be hard to recognize from your current reality.
To understand, appreciate and implement the inherent simplicity of IDEA’s approach to distribution and
replenishment, it is easier to begin from an imaginary reality. The utopian story | relate below will help you
see things without the clutter of your current perspective. Once you carefully think through the scenario,
you will be ready to add back only what is necessary to get to a new reality. The IDEA reality has been
implemented and proven. Your gut feelings or common sense will scream to you that this is wholesome
and good, even if your head resists — for a while.

Imagine the perfect store. Everything nicely displayed one deep on shallow racks, cases and bins. When a
shopper walks up to an item they want and takes it from the shelf, another exactly like it appears in its place.
If the shopper wants more than one, they keep taking them until they are satisfied. All through the store,
anything anyone picks is replaced by an exact copy the following second.

What is the replenishment model? Nothing more than simple one-to-one pull replacement. It is like there
is an invisible string between the one on the shelf and the next one elsewhere. When the first one is taken,
it pulls the next one onto the shelf.

No Shortages

There are no shortages in the stores. So, sales go up. How much do shortages rob the cash registers of a
typical retailer? It is different from store to store but is seldom less than 10%. If sales increase, say, 20%,
what does that mean financially? Well, no expenses of significance increased. The extra products sold had
to be purchased, of course. If mark up is 100%, then half of the 20% sales increase is gross margin. To
calculate the net profit impact, we subtract the operating expense associated with the extra sales.
Therefore, since there aren’t any expenses worth mentioning, the net profit impact is 10% of the old sales.
There are very few retailers who consistently earn a 10% return on sales. What would adding 10% of your
current sales to your net profits mean in your company?



What else is different?

It will be useful to further imagine the consequences of this splendid store. Conventional stores, hold
multiples of the faster moving items. In a grocery, gallons of 2% milk may have 12 facings, five deep. When
you go to buy blue jeans, shelves often hold multiples of the same style, color and size. In the utopian store
it would be a waste to have more than one of each item. When there is no more need for 60 gallons of 2%
milk, the case looks empty. It only needs to be as deep as the deepest single item. Where there were ten
refrigerated cases, two will now suffice. There are more aisles, because the depth of the shelves is less. In
fact, a store’s footprint would shrink to a fraction of its previous size.

Broader Line

Hold on. Before we minimize the store, would something else change? Yes. In this new world, store
managers and merchandisers would be emboldened to carry many more products | a broader selection.
They don’t have to worry about surpluses.

Think of fashion apparel. Today merchandisers pick from hundreds of manufacturers, each with thousands
of designs in many colors in a dozen different sizes. Shoppers only see a small part of what is available. The
merchandisers are paid to guess what will sell well and not to guess wrong. They don’t take too many
chances, because the last time they did, inventory clogged the stores and DCs. Inventory turns plummeted.
Open-to-buy dollars dried up. The store was forced to discount heavily and maybe even use the best in-
store real estate to promote those dogs. Perhaps, a person was blamed and fired. Once burned, twice shy.
In a retail utopia, they show much more of the potential selection. If a product doesn’t sell fast enough to
suit the retailer, they just promote one in each store. Once it sells, a different product is picked to replace it.

Less Discounting

Discounts virtually become a thing of the past. Outlet stores disappear from the face of the Earth. (Ifyou
work for a liquidator you are sick to your stomach by now 1 lucky this is just a fantasy. Or is it?) What is the cost
of discounting? Obviously, it is vastly different depending on what is sold. Shelf life or market life is limited
for most consumer goods. Fish merchants say sell it or smell it. Leading edge consumer electronics aren’t
always much better. Fads come and go. Even staples like salt or sugar can absorb enough moisture to go
bad over time. Broadly, the damage from discounting is less than the damage from shortages. However, it
may be much worse in a specific case.

Assuming discounting reduces sales by 5% today, the impact to the bottom line of not discounting in the
utopian retail world is to add a further 5% of sales to the bottom line. So we don’t lose track, sales have
gone up by 25% and net profits are up by 15% of today’s sales on top of what was already being earned.
We have gone to no extra trouble or expense. Actually, since we no longer worry or expedite, life is much
easier.

Unclogged Stores

Don't forget that one of the problems with slow movers was that they clogged up shelves and consumed
open-to-buy funds. Also, they often required the use of superior in-store real estate, the end caps that every
shopper passes. In a utopian store, this prime space has the products that are most in demand and
generate the most gross profit dollars. Count this factor for another 10% sales increase and 5% to net
profits.

The benefits of a broader line also mean another huge impact on sales, much bigger than what we have



