VENDOR MANAGED INVENTORY - VMI

Overview, Features & Benefits

Honeywell


Presenter
Presentation Notes
Emphasize these points: This is not just a HON or aerospace program.  This lowers overall costs for suppliers.  Growth suppliers that participate in VMI are rewarded with opportunities to win more business.   i.e. we consider participation in VMI when selecting suppliers. 


AGENDA

Program Overview
 Candidate Parts
 Two Forecasts
 Managing PO’s in HASP
* QVR’s — Quarterly VMI Reviews
* First Aid
« MIN review
* VMI Program OTTR (on time to requirement) Measurement & Results
» Supplier Feedback
« VSRA
* Program Highlights
* Process Timeline
 More information



WHY VENDOR MANAGED INVENTORY (VMI)?

INDUSTRY BEST DRIVES

GETS
PRACTICE

PERFORMANCE RESULTS

A proven best Responsiveness to our Ahre_spgn_swe SngléTD
practice in many customers chain = improve

: - for suppliers and
industries Enhance competitive Honeywell
Becoming the position

industry standard _ Improves Performance
Improve win rates
Lowers Cost

Additional Halo benefits More chances to win

Supplier reaped by entire new business on both
Opportunities supply chain sides!

VMI is a Competitive Differentiator for Both Supplier and Honeywell
Honeywell
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Presenter
Presentation Notes
Emphasize these points: 1) This is a Honeywell Corporate initiative that is being driven across all SBG’s not just an aerospace initiative or one being driven by a small team.  This program is being driven at the highest levels and is gaining more attention and traction as we continue to focus on inventory reduction.  2) Ultimately a successful VMI program results in Honeywell winning more business from our customers which in turn leads to us rewarding participating suppliers by giving them more opportunities to grow their business.


VMI PROCESS OUTLINE

Supplier maintains
minimum stock
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immediately riggered  and payment data is ransmitted to HASP best-in-class products o customers
SUPPLIER BEENEFITS
Applying lean methodologies to optimize end-to-end supply chain performance
Increase Administrative Improved
Sales

Optimize Inventory Electronically
On-Time Delivery Performance
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VM| Partners are Mo purchase
preferred when

Savings

Maintain minimum

Flexible Feal-time
order date stock level = replenishment inventory and
awarding new business changes 100% OTTR parameters consumption
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Presenter
Presentation Notes
MUST mention: 1) Suppliers do not receive push out or pull in messages on parts that are in VMI Flex.  2) Suppliers have access to the MPS (Manufacturing Planning Schedule) when participating in VMI Flex.  This is DIFFERENT than the long term forecast in that it represents orders from our customers NOT forecasted orders ACTUAL orders.  3) Suppliers can place PO’s for quantities that take advantage of their EOQ’s or lot sizes… whatever makes sense and reduces cost for them.


FOCUS ON THE RIGHT PARTS

EASY & FAST

A1-B2
Predictable, fast
movers, low costs to
revenue, risk is only
costs of capital

B4, C3-C4
Unpredictable, slow
movers, high costs to

revenue, +
obsolescence

Move 1-4 times per year
70% of SKU’s

5% of COGS

35% of inventory
Carrying Costs $

MOQ excess $

Freight inefficiency $
Obsolescence $

HARD & SLOW

v" Move 50 + time per year
v 12% of SKU’s

v 70%+ COGS

v" 30% of inventory

K/ K/ K/ K/ K/ K/ K/ K/
0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Low

Low Demand Volatility

Focus on Predictable, Fast Moving Parts = Dramatically Lower Risk for Supplier
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Presenter
Presentation Notes
Emphasize these points: Make sure suppliers know they can decide to place ALL their parts or some of their parts into the VMI Flex program based upon what makes sense for them.  We have some suppliers who have ALL of their parts in VMI as they love the fact they don’t have push out or pull in messages.  Plus they have access to the MPS.  They understand the risk of increased inventory carrying costs but, they justify it with eliminated push / pull messages.  Plus this helps them manage their manufacturing plant.


VMI - HASP FORECASTS

1. Planning Forecast - a 2 to 3 year time horizon

* Longer-term view

« Often buckets demand by month or quarter,
instead of week

« Suppliers are to use this forecast to build/ MRP

2. MPS Forecast - Honeywell’s consumption plan
+ Bucketed weekly and goes out 6 months
» Suppliers should use this forecast to ship to

 Can also be used to plan to build shorter LT parts
(<26 weeks lead time)

> These two forecasts tie out in aggregate

> 1 qtr of Planning Forecast and 1 qgtr of Buildplan will
generally align

» These forecasts will not tie out on a week-to-week
comparison

25

20

15

10

Planning Forecast vs MPS Forecast in
HASP

——Planning Forecast ——MPS Forecast (WKkly)

LNDDTTFOUOUNMNOOOTNOUOLNDDTOULUNDDTTMUONO v~ M
OO0« vv v v« ANNANNNOOOONITIITITIITOHDOO
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx

F T T T

Suppliers Should Use Both Forecasts to Plan & Ship Inventory
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Presenter
Presentation Notes
Emphasize these points:  1) The long term forecast is what you should use to plan against.  i.e. the purchase of raw materials, etc.  2) The MPS is what you should plan on shipping toward.  3) The 2 forecasts WILL NOT tie out week over week or month over month.  But, they GENERALLY tie out quarter over quarter.
The 2 “Forecasts” in HASP come from the same data source.  The difference is in how the underlying demand data is bucketed.
The demand is from ALL SOURCES.  So it includes independent as well as dependent demand from both FIRM and FORECAST Customer Orders (Not just “Actual Customer Orders”) 
The Planning Forecast is the HASP Planning Schedule (suppliers are already familiar with this view)
It is the SAP Supply plan, which is simply the demand FROM ALL SOURCES, bucketed by the part’s order policy grouping
The MPS Forecast is more appropriately called:  Consumption Plan
It is the SAP Demand plan, which is simply the demand FROM ALL SOURCES, bucketed by week



o
VENDOR RELEASED PURCHASE ORDER

Create a Purchase Order

1. Fill in the PO quantity in the ‘Suggested Order Qty’ field

2. The line is already highlighted or highlight the line if you move the cursor
3. Click the Submit button

a. PO will generate with a Delivery Date due per the Contract Replenishment Lead Time CRLT (i.e.
14 or < days)

VMI PO Results

Search Results

Select All || Deselect All a{:k \\

View: Yvonne v Export ,|| Delete Row \\
T Repl '\ HON HW
Plant Material Status Sc‘;rg dgjséeg Pgi’;’; {ET DelvDate  HON Stk . Stk ”g‘tt (;”; ”a‘:_'ifs‘g Total Stk Min Stk Max Stk Last PO %’:3 e Jﬂﬁég 19 | a7 J:jﬁ;[] 19 | |
Days) ISP Due
& 1014 fa¥ L 0000 474000 28 07-09-2019 2000 0000  24.000 0.000 26.000 22000  500.000 4208238789 520 35 13
[ ] 133.000 28 07-09-2019 0.000 0000  0.000 0.000 0.000 6000  250.000 4208233924 169 6 0
1014 [ ] 0.000 54000 28 07-09-2019 0.000 0000  0.000 0.000 0.000 13000  250.000 4208238977 307 13 0

~ *Open PO Qty was 138
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Presenter
Presentation Notes
Emphasize this point:  Triggering (NOT issuing) your own PO’s is VERY easy.  PLUS you can also issue your own change orders for quantities and delivery dates.


week 6 wks. 6 WKs.

S
QVR “LITE” (6 WKS POST IMPLEMENTATION) 710 10 days after ~ post post

Implmt. Imp{mt_ QVR Lite
| i
I | | \ [

L \

Go
Live

Implementation QVR

Questions:

1) Verify full implemented part portfolio is visible for supplier in HASP.

2) Do you see any part(s) settings that are incorrect? If so, which ones and what is incorrect?

3) Have you generated a PO?

4) Have you changed a delivery date or quantity on a PO? i.e. created your own change orders

5) Do you know how to generate the consumption report?

6) Do you know how to generate the settlement report?

7) Do you know how to tie them together so that you understand when you will be paid?

8) Do you know how to read the forecast and MPS in order to schedule your manufacturing to ensure on time
delivery?

9) Do you have any questions or need further training?

10)Is your Quarterly Vendor Review (QVR) scheduled?

11) Do you know how to use Case Management in HASP to resolve issues?

12) Is there any additional training or information needed?

Proactive engagement is critical to long term success
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Presenter
Presentation Notes
Emphasize this point:  HON is diligently working to enable your success throughout the implementation process by touching base to ensure the process is running smoothly and resolving any issues quickly.


“VMI QVR METRICS DASHBOARD

Safety Stock Changes.
SIGHED PARTE | IHFLEHEHTED [MSHISIHEFIERERTIN]  SHI:EEHOVE Cmurca.. <
SIGHIHG PEHETRATION IHFLEHEHTATIOH PEHETEATIOH
2.6 B5.E
SIGHIHSG OB FORTUHITY IHFLEHEHTATIOH OFFOETLHITY : iy
AP arts O Parts e e —_— RO CIARGE 18T RS DECEELSE

Mow

OTTR -

TOP PERFORMERS

HITS Forecast W5 Consumption - Parts for 13 Weelks
4,96 — =
HISSES

1

184622 -l

150
E [ 1597921 | -
ICeEGE-d 201 |m I I
. : 12 Lk |
IRIm?5-3 201
Forecast V5 Consumption - Categories ':""'I"““"
15 OTTR - TOP MISSES u Amaris

DemrCenmmn

[ 1 100% " =
i ] 4 l =S an
— 111M78-2 . ! ao
HLACK EED YELLOW GREEM ELUE | ) TO
| R Y | 1]~
- . 110MA14 ’ ’ I
Definition OTTR |, ] a0
Current Total Stock On Hand = 0, STOCK OUT MISS | ] ao
Current Total Stock On Hand > 0, But under MIN target MISS [ ] 2o
TEA 1452 —_— 10
Current Total Stock On Hand > MIN, But below GREEN Status HIT .

Green Current Total Stock On Hand > MIN and > 2wks MPS + 20% of PD HIT
Blue Current Total Stock On Hand > next 8 wks of MPS + 100% of PD HIT

FFF

¥

¥

¥

¥

¥
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Presenter
Presentation Notes
Emphasize this point:  We generally meet with suppliers once per quarter.  However, this is flexible should you want more or less frequent conversations.  Keeping in mind that as suppliers come up to speed and become more familiar with the program and the process to manage parts these meetings should generally only be held once per quarter.  Also review the bin health and what the different colors mean.  Just because this supplier has a lot of blue bins isn’t a bad thing.  They may want to carry a lot at the beginning of a quarter so we can burn it down.  i.e. sending us a quarter’s worth of inventory (nuts & bolts) is cheaper than sending it weekly.



FIRST AID

Short term (4 weeks) help for VMI suppliers in
chronic bin health distress

Triggers

1. Multiple black bins for 3 consecutive weeks
2. No line of sight to recovery
3. Limited / spotty communication

OR
1. Suppliers with < or =90% OTTR for any
month in the QVR timeline or a cumulative
OTTR for the quarter

Goals:
* I[dentify root cause
* Implement corrective action

:g Lfig ( D\:\ = \(\"»':hl:}

When a VMI supplier fails we'aII ail!



.

MIN REVIEW
VMI MINIMUM STOCK FOR DIFFERENT DEMAND

OEM OEM with Embedded R&O Distribution Center
APart:1 WOS OEM Aftermarket
Optimization
B Part: 2 WOS (based upon ABC code) P
+ Demand variation during lead time w/
CPart:4 WOS overall 95% service level.
Aftermarket Sites 1009, 1014, 4141, 5251 will experience
. = . auto MIN updates every quarter. This change is
Optlm |Zat|on temporary until the cadence for MIN updates is
o ) ) reduced from quarterly to 2x annually. Suppliers
(Demand variation during lead time w/ should create a case if they have concerns over
overall 95% service level.) adjusted Mins.

(ref. slide 5)

Appropriate adjustments keep the program current to future demand whether its an increase, decrease or no change.
1 Week of Supply (WOS) = SUM(PD + 13 week Demand) /13

VMI MIN inclusive of Aftermarket Demand variability



Presenter
Presentation Notes
Emphasize these points: 1) When min stock is set too low = stock outs, production commit misses, increase expedite costs, & poor customer delivery. 2) When min stock is set too high = low inventory turnover & high storage cost. 3) Describe how OTTR works:  We measure OTTR every day and take a snapshot.  You either have the Min in the bin or you don’t.  If you have the Min in the bin you get 100% OTTR.  If you don’t you get a Miss.  Its very black and white and NOT dependent upon dates. Go over the DC auto Min process – if suppliers disagree all they have to do is issue a Case in Case Mgmt and we will remove the part.  We cannot change Mins for DC’s.


B
VMI SUPPLIER OTTR -2020 PROGRAM RESULTS

2021 Goal 98%

97.5%
97.0% .
96.57% 96.6%
96.0%
95.5%
95.0%

94.5%

94.0%
93.5%
93.0%

92.5%
° Jan Feb Mar April May June July Aug Sept Oct Nov Dec

—o—Series1 94.1% 94.5% 94.8% 95.0% 95.3% 95.6% 95.8% 96.4% 96.6% 96.3% 96.4% 96.6%

Simplified VMI OTTR calculations and execution have:
Supplier must maintain DAILY inventory levels equal

to or greater than the established minimum level. 1. Improved supplier fill rates & enabled factory flow

2. Improved Customer delivery and satisfaction

In the event that a minimum quantity is not

i n aver
maintained, an OTTR impact will result. Parts implemented to VMI see an average

OTTR improvement of 16%
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Presenter
Presentation Notes
Emphasize this point: Suppliers generally see an average increase of 16% by part when transitioned into VMI Flex.  Mention again how OTTR works:  We measure OTTR every day and take a snapshot.  You either have the Min in the bin or you don’t.  If you do you get 100% OTTR.  If you don’t you get a Miss.  Its very black and white and NOT dependant upon dates.


SUPPLIER FEEDBACK

Doing Well

Do Different

SN

DN N N N

Greater transparency
Robust HASP Training
Improved collaboration & availability of
resources
Timely responses
Case Management
Ability to place / change PO’s
Implementation Cycle-time
HASP Portal Functionality
v" Manage MINs & MAXs (completed)

v" HASP Portal Functionality

v" Add / Remove parts (TBD)
v Alignment Planning & Procurement
v" VSRA - starting Jan 2021

VMI is a continuously improving program



Presenter
Presentation Notes
Emphasize these points: 1) Because this is a long term strategy we are always looking for ways to improve.  We don’t just sign parts, implement and walk away.  We need and want this to work for everyone.


“VMI SUPPLIER READINESS ASSESSMENT (VSRA) -
PURPOSE, PROCESS & BENEFITS

Purpose:

|[dentify suppliers capable of supporting the VMI Flex program .
Improve the implementation process after a part is signed

Focus efforts on suppliers that can support and sustain the VMI Flex
program long-term

Process:

Honeywell's VMI Team sends the VSRA link to suppliers after their
participation in a VMI Overview webinar

Suppliers complete the VSRA (10 — 12 minutes)

Completed assessments are scored using a Weighted Factor Average
(WFA) and categorized as follows:

— Green — VMI capable

— Not VMI capable but, has potential within 6 — 12 months with .
support from Supplier Development

— Red — Not VMI capable. Supplier cannot support the VMI program within the
foreseeable future

VSRA data is maintained for use by VMI & Strategic Sourcing teams

Supplier Benefits:

Suppliers are not encouraged
to participate if they cannot
support VMLI.

HON Supplier Development
works with suppliers to
address & resolve areas
needing improvement

Honeywell Benefits:

Suppliers unable to support
VMI are not encouraged to
participate allowing us to
focus on suppliers who can.

VSRA data allows us to make
better strategic decisions.

Implementation time
improves, and part removals
are reduced.

Honeywell Confidential - ©2019 by Honeywell International Inc. All rights reserved. 14


Presenter
Presentation Notes
Emphasize these points: 1) This survey ensures neither one of us wastes time by trying to implement a program that will be unsuccessful.  Our job is to work with you so you can experience success and grow your business. 


o
PROGRAM OVERVIEW

Ig:"\

Honeywell factory

Improved Cost for our Customers
» Reduce waste through Lean principles

Supplier

Working Capital and Delivery Performance
* Supplier raw materials available On-Site

Honeywell Aerospace Supplier Portal
» Electronically link VMI communications

Plug into Honeywell MOS

© Simplified replenishment signals + Develop stronger partnerships and increase collaboration

© Utilizes Supplier EOQ intelligence : '
© Simplified OTTR reqUirements !nCE?eaasrﬁ/iic?:r:’;an?wgSvyr‘rllvih and when Honeywell will use your parts
© Access to HON MPS

© Continuous program reviews

Designed for YOU and Honeywell
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Presenter
Presentation Notes
Emphasize these points: This is a partnership.  We want you to be successful.  Without you we can’t be successful.  Our mutual customers benefit from this program and WANT more parts in the program to ensure their products are delivered on time every time.  This is NOT a short term initiative.  It is a long term strategy to win business for us all.


week 6 wks. 6 wks.

wiin 2 w/in 1 after post t
d ~ pos
You are here ays 2 weeks week 7 to 10 days Impimt.  Impimt.  QVR Lite
A A A | A A A
[ ) | | | \ | | \
Introductory Negotiation Final - HASP Implementation Go EIN QVR
Presentation VSRA Kickoff Negotiations Signing Training g | Live Ll
_©O
sta NEXT STEPS
Complete VSRA — VMI Supplier Readiness Assessment
Negotiations:
Project Manager or Commodity Manager will provide:
1) Recommended parts list
2) VM| Addendum or amendment
3) Request for meeting
Required Supplier Attendee(s): VP / Director (someone with signature authority)

Potential Supplier Attendees: Operation Manager
Inventory Controller / Manager
Honeywell Account Manager

Honeywell Confidential - ©2019 by Honeywell International Inc. All rights reserved. 16



VMI FLEX - ADDITIONAL INFORMATION

Please visit Honeywell VMI Flex website

VMI Flex video
Aero VMI Overview
Implementation training
Supplier Testimonials
Aero VMI FAQ sheet
Aero VMI Fact Sheet

https://aerospace.honeywell.com/en/pages/vendor-managed-inventory-vmi-flex
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Presenter
Presentation Notes
This external facing website can only be seen with the hotlink.  It is not a searchable site.  It contains all the relevant information a supplier would ever want or need to know about the VMI Flex program.  It also contains testimonial videos from some of our VMI Flex suppliers as well as testimonials from HON leadership.  It is an invaluable tool when negotiating for suppliers to join the program.

https://aerospace.honeywell.com/en/pages/vendor-managed-inventory-vmi-flex
https://aerospace.honeywell.com/en/pages/vendor-managed-inventory-vmi-flex
https://aerospace.honeywell.com/en/pages/vendor-managed-inventory-vmi-flex
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