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Introduction:  One very core decision for any organization is to determine how much of an item to 

order or produce as well as how much inventory of an item to keep on hand.  This seemingly simple 

task is at the foundation of daily operational decisions, yet when it comes to Inventory 

aŀƴŀƎŜƳŜƴǘΣ ǘƻŘŀȅΩǎ ǎƻŦǘǿŀǊŜ ǇŀŎƪŀƎŜǎ ŀǊŜ ǳǎƛƴƎ ƳŜǘƘƻŘǎ ŘŜǾŜƭƻǇŜŘ ƛƴ мфмоΦ Lǘ ƛǎ ǘƛƳŜ ǘƻ 

upgrade to an Inventory Management system that maximizes performance usƛƴƎ ǘƻŘŀȅΩǎ ŦƛƴŀƴŎƛŀƭ 

and customer service objectives. ¢ƻŘŀȅΩǎ maestros in supply chain management are fine tuning 

their inventory management methods in order to maximize their financial performance.  

Market Drivers:  According to a survey 

conducted by Microsoft4, the top supply chain 

objectives include lower costs, improved 

customer service, and faster deliveries. TƻŘŀȅΩǎ 

business leaders struggle with balancing these 

objectives there has been no supply chain 

management tool to permit decisions that 

optimize financial performance with customer 

service and speed of delivery objectives.  

Problems: When it comes to inventory 

ƳŀƴŀƎŜƳŜƴǘΣ Ƴŀƴȅ άŘƻ ƛǘέ ƳƻƴǘƘƭȅΣ Ƴƻǎǘ άŘƻ 

ƛǘέ ǘƻ ƳƛƴƛƳƛȊŜ ŎƻǎǘΣ ŀƴŘ ǎƻƳŜ άŘƻ ƛǘέ ŦƻǊ 

service.  According to Aberdeen2,  the top 

inventory management policies are:  a general 

frequency, including 21% which use a monthly 

frequency, service and cost objectives, ABCD 

categories based on product throughput 

speed, and a combination of cost and ABCD 

categories.  

Generic Solution:  Traditional methods focus on total cost and, in some cases, attaining customer 

service level objectives. ²ƛǘƘ ǘƻŘŀȅΩs pressures for financial performance, a replenishment scheme 

that maximizes economic profit is preferred.  Economic profit is often referred to as ECONOMIC 

VALUE ADDED or EVATM (Trademarked by Stern Stewart & Co.).  According to Stern1, companies 

using EVA have outperformed their competition by an average of 49%.   

How it works: Each enterprise exhibits a fundamental frequency or pitch relative to inventory level 

with time. This sound comprises the following: 

order size (amplitude), time between orders 

(wavelength), and inventory on hand 

(displacement). 

 In the example to the right, the enterprise is 

tuned to order smaller quantities more 

frequently at a lower base stock by using the 

Economic Profit Quantity (EPQ) and the 

Economic Profit Safety Stock (EPSS). The 

business is making a sound that balances operational efficiency with and customer service.  
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ePhiǇƘƻƴȅΩǎ ǇŀǘŜƴǘ ǇŜƴŘƛƴƎ ǇǊƻŘǳŎǘ ǎǳƛǘŜΣ Phitch, works by pulling available information from 

existing ERP systems and maintaining a database of additional information to automatically 

maintain the optimum inventory level (EPSS) and to order at the optimum order quantity (EPQ).   

Phitch provides the following: 

1. Process to automatically respond to changes in business conditions and tune. 

2. Visibility of data and analysis to optimize business performance in a common language .  

3. Performance based metric based on the maximizing the economic value created.  

4. Organization to orchestrate the supply chain from a common performance based metric. 

5. Technology platform to link day to day operations to a common strategic objective.  

Specific Solution:  The projected benefits are substantial and readily revealed by a change in 

mindset from a cost perspective or from a 

general frequency perspective to an economic 

profit perspective. The benefit for a typical 

manufacturer with annual revenue of $25 

million is shown to the right.  

In addition to Lean Inventory Management, 

Phitch provides an excellent tool to select the 

best supplier, transportation route, quantity 

discounts, and doing business globally. 

Call to Action: ePhiphony can work with you to assess your current inventory and present the 

optimum inventory policies required to meet your financial and customer service objectives.  

Contact us for a free analysis at www.ephiphony.com or 1-877-TRU-SOUND (877-878-7686). 

About the Author: John Krech is the President and Founder of ePhiphony Incorporated and the 

inventor of Phitch (johnkrech@ephiphony.com). John is an acknowledged expert in the fields of 

Manufacturing, Lean Thinking, Six Sigma, Materials Management, and implementation of Inventory 

Management systems.   

About ePhiphony Incorporated: ePhiphony provides enterprises the platform, capabilities, and 

insight they need to link strategic performance management with tactical operations planning, 

enabling the goal of increasing business wealth.  
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