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Arvato Uses Analytics to Reduce Out-of-Stock Exposure

Gareth Herschel

Arvato Services has created a business intelligence (Bl) system that links retailers and
media companies to optimize their product distribution networks. Companies that follow
Arvato's example can use analytics applications to combine data from multiple partners
to benefit everyone in the supply chain.

Key Findings

e Working through a neutral third party can enable competitors to work together for mutual
benefit.

¢ Phased deployments that address the easiest problem first, rather than the most
important problem, establish the concept of the project and build return on investment.

¢ Creating a new role in the organization produces champions for the initiative.
Recommendations

e Evaluate which other organizations in your value chain have data that could be used to
capture opportunities or reduce waste and inefficiency.

o Determine whether your organization is in a good position to play a role as a trusted,
neutral third party to create and share insights up and down the value chain.

e Focus on improving, rather than buffering, communication between buyers and suppliers
in the value chain.
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WHAT YOU NEED TO KNOW

In conjunction with one of its key retailers, Arvato has developed a vendor-managed inventory
(VMI) system to provide all members of the supply chain with a clear view of which products are
selling well and which are struggling. Arvato succeeded because it focused on how data can
change the dynamics of relationships among the partners in a supply chain. By viewing Bl as a
value-added service that complements the operational aspects of its business, Arvato established
a stronger position in its value chain and added a new line of services.

CASE STUDY

Introduction

Stores need to manage complex supply chains to keep their shelves stocked and their goods
moving. If consumers don't find what they want, then they'll look elsewhere, and the store will lose
sales. This is a critical issue in the home entertainment sector, where new DVDs and CDs surge
into the market with lots of marketing, and stores have to keep significant back catalogs in stock.
At the same time, retailers don't want to overstock inventory of DVDs and CDs that are not in
demand. As a major distributor in this sector, Arvato estimates that out-of-stock items can cost
almost 10% of potential sales. This company has developed a system for supply chain
management (SCM) that enables the retailers it supplies to decrease out-of-stock items by 90%
and increase sales. Distributors in other sectors can improve their results if they follow Arvato's
approach.

The Challenge

Arvato (see www.arvato-services.com/en/ ) is a subsidiary of the Germany-based media giant
Bertelsmann. Arvato distributes products and services via a network of subsidiaries, initially for
the media industry, but now also for the automotive, banking and insurance, telecommunications,
IT and pharmaceutical markets. Arvato's services include all aspects of SCM — production,
procurement, warehousing, order receipt and distribution — and a comprehensive range of
financial services. Arvato's annual revenue exceeds €2 billion.

In 2002, Universum Film, a Bertelsmann company that offers DVDs and provides other home
entertainment services, asked Arvato for help enabling Universum's clients to improve customer
service and growth by better managing store inventories. This effort required:

e Analyzing sales and return quantities, top-selling lists, available stock and customer
trends

e Analyzing sales performance data to respond rapidly to market changes

¢ Providing the right products in the right amount at the right time at the point of sale
(POS)

e Optimizing sales from the limited space on store shelves

Universum and Arvato chose to build a custom VMI, because there were no off-the-shelf
applications for entertainment products. By building a VMI, Arvato got the specific solution it
needed, and the customization has enabled the Cognos Bl platform to be extended into other
areas by Arvato and Bertelsmann.
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Approach

Arvato has developed a retail inventory management system called r.i.m. This is a custom VMI
tool that enables vendors to manage their own product stock levels. Stores transmit about 2.5
million data records per day to Arvato. These transmissions involve daily volumes of sales by
stock-keeping unit (SKU) and inventory via electronic data interchange (EDI), which enable
manufacturers to manage their own products in the stores.

For each product, vendors can maintain safety stocks, as well as maximum capacities. Based on
historical sales and in accordance with the expected life cycles of the products, r.i.m. dynamically
calculates the optimal inventory level for each store and product. When inventory levels fall below
specifications, r.i.m. triggers a replenishment process based on current sales volumes. Products
ship immediately, and r.i.m. replenishes out-of-stock items in stores within 48 hours.

In 2005, Arvato developed a system for enterprise-level reporting and analysis to manage
retailers' back catalog business (subsequently, it expanded to the more dynamic new-release and
campaign business). Arvato selected best-of-breed applications, as well as some based on
established systems:

e A Sybase relational database records all POS data from the ERP systems used at
connected retail outlets.

e Communications between outlets and the system occur via the EDI 96.A standard,
which enables the interchange of business documents.

e A Seeburger Business Integration Server handles transactions.

e Cognos Data Manager (formerly DecisionStream) loads data from customers' ERP
systems to the Sybase data warehouse.

To ensure that the production environment is available at all times with no restrictions on
performance, the master data is separate from the data warehouse. Cognos generates
multidimensional online analytical processing (OLAP) structures (data cubes) overnight. It then
creates reports according to defined criteria. Graphs and diagrams provide rapid, concise
analysis of extensive data volumes.

Users can analyze business requirements. Companies can quickly determine sales and returns,
the best-selling products at each store and inventory trends. They can also access statistical and
ad hoc reports online, and enter keywords and criteria to generate custom reports. The r.i.m.
system identifies variations in volumes or requirements and escalates the information to someone
who can take action. Reports that map inventory at different stores help users plan brand actions.
Reports containing current sales figures and inventory levels for each assortment can be
downloaded to Microsoft Excel, revised and then reloaded into r.i.m. as a new assortment.

A 25-member team handled the initial implementation, which had a budget of €180,000 for
software and services. Twenty-five people (not all of them full-time) support the initiative, with an
annual budget for software, services and personnel of €750,000, including costs for the Bl and
VMI team, license fees, and runtime costs. Arvato charges customers based on the scope of
services provided. It charges a maintenance fee for daily support and development. Arvato sets a
price per unit ordered, plus transaction fees for processing POS data. In addition, Arvato offers
VMI consulting, analysts and customer services.
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Results

Adoption has exceeded expectations. Approximately 100 users at 15 retailers, with more than
6,000 outlets across Europe, use r.i.m. They include chains such as Karstadt, Media
Markt/Saturn and Woolworth (in Germany). The r.i.m. system manages more than 125,000 SKUs
and 38,000 products from such major suppliers as Microsoft, Paramount and Sony BMG. Arvato's
clients have achieved:

A 90% improvement in stock availability

A 95% improvement in on-time delivery

Almost a 20% increase in sales by avoiding out-of-stock challenges
A 15% decrease in returns by reducing inventory levels

Less stock retained in the warehouse through more-effective SCM

In addition, the system delivers some valuable insights:

Timely response to market changes — The rapid availability of sales information
enables manufacturers' product managers to react quickly to market changes and to
replace products as required.

Pricing and sales analysis — POS data enables retailers to see the price of a specific
product in a particular store. This information is more efficient than checking scheduling
lists.

Arvato has ambitious plans for r.i.m.:

Continued international expansion and data warehouse optimization — The system now
covers the Benelux countries, France, Germany, Italy and the U.K., and will continue to
expand internationally. Optimization of the data warehouse will continue.

Expansion into other markets — r.i.m. has recently succeeded in hardware markets (for
Xbox and PC peripherals), and Arvato is looking to expand into other markets as well.

Event-triggered alerts — CDs and DVDs have short (two- to three-day) lead times.
Product managers and sales managers use the Bl part of r.i.m. mainly on Saturday,
Sunday and Monday — they look at POS data from Friday and Saturday to ensure that
warehouses and stores have enough stock. If there isn't enough stock in the warehouse,
they place a second production order. In the future, based on stock figures in the
warehouse and sales in stores, r.i.m. should be able to generate a direct purchase order
automatically.

Critical Success Factors

The initiative benefited everyone involved, so adoption by partners was easy. Retailers
and producers saw increased sales through reduced out-of-stock items; retailers had the
appropriate product mix on their shelves, and producers reduced inventory levels and
over-production of weak products.

The creation of specific roles to manage the process created a dedicated team of
advocates in client organizations. For example, VMI managers handle the use of the
r.i.m. system and data analysis. VMI managers are responsible for replenishing all
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products in the outlet, and they usually reside between the product management and
sales layers of the organization.

Data quality is critical. An efficient product replenishment process needs real-time,
accurate data about product inventories. If inventory data, sales transaction data and in-
delivery information are inaccurate or are reported too slowly, suppliers and retail outlets
risk empty shelves or overstocked inventories.

Lessons Learned

Communications — Arvato acts an intermediary between its manufacturer customers
(that is, home entertainment studios) and its retail clients. Arvato had to improve, rather
than buffer, communication between these groups.

Data quality — The accuracy and timing of the transmission of the POS data by the
retailers was a major obstacle. At the beginning, the retailers sent the data several
times, but not within the agreed-on timelines. Arvato subsequently added checks and
balances into the program to avoid double or triple shipments and replenishment orders
to the retailers.

Acronym Key and Glossary Terms

2] business intelligence

EDI electronic data interchange

OLAP online analytical processing

POS point of sale

SCM  supply chain management

SKU  stock-keeping unit

VMI vendor-managed inventory

Publication Date: 16 July 2008/ID Number: G00159040 Page 5 of 6

© 2008 Gartner, Inc. and/or its Affiliates. All Rights Reserved. Gartner



REGIONAL HEADQUARTERS

Corporate Headquarters
56 Top Gallant Road
Stamford, CT 06902-7700
U.S.A.

+1 203 964 0096

European Headquarters
Tamesis

The Glanty

Egham

Surrey, TW20 9AW
UNITED KINGDOM

+44 1784 431611

Asia/Pacific Headquarters
Gartner Australasia Pty. Ltd.
Level 9, 141 Walker Street
North Sydney

New South Wales 2060
AUSTRALIA

+61 2 9459 4600

Japan Headquarters
Gartner Japan Ltd.

Aobadai Hills, 6F

7-7, Aobadai, 4-chome
Meguro-ku, Tokyo 153-0042
JAPAN

+81 3 3481 3670

Latin America Headquarters
Gartner do Brazil

Av. das Nagdes Unidas, 12551
9° andar—World Trade Center
04578-903—Sa0 Paulo SP
BRAZIL

+55 11 3443 1509

Publication Date: 16 July 2008/ID Number: G00159040

Page 6 of 6

© 2008 Gartner, Inc. and/or its Affiliates. All Rights Reserved.

Gartner




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


