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About the Survey

Archstone Consulting conducted a survey, on behalf of the Medical Device Council, on

consignment inventory management practices.

Key Areas Reviewed

The survey was designed to provide insight into
key critical areas relative to consignment
inventory management for medical device

manufacturers

. How pervasive is consignment inventory in the
industry?

. What are the major issues facing manufacturers
in administering consignment inventory?

. How are companies responding to consignment
inventory management challenges?

. How do your company’s consignment inventory
practices (current and future) compare to other
medical device manufacturers?

" Planning
= Ordering
= Replenishment

= Consumption
Reporting

" Returns &
Shrinkage

" Reporting &
Auditing

= Collaboration

® Information
Technology
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Survey Methodology

B A web-based survey was conducted through the Medical Device Council website
to understand the consignment inventory issues and practices facing Medical Device
manufacturers.

W Areas of focus were based on input from Core Members of the Medical Device
Council.

m There were no direct interviews with respondents. The findings were based solely
on on-line responses, and interpretation of those responses.

W Every attempt was made to make the questions as clear and intuitive as possible, but
there may have been variation in the interpretation of the survey questions. This
cannot be validated without further interaction with the respondents.

m \While every attempt was made to gain as large a sample size as possible, the data
was limited to nine responses.

® While the participants provided a good cross-industry perspective (e.g., products,
markets), in some cases this sample size may have been too small to provide a
valid response to specific questions. In those cases, the findings from those
specific questions were removed from the survey findings.
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Participant Profiles

World Wide Business Unit Revenue ($MM) g I ; I !
$1,000 $5,000 $5,000+

Business Unit Revenue from U.S. (%) —o—] . .

20% 40% 60% 80%  100%

Survey Reponses are U.S Focused —ecooo0o | ®

U.S Focused Non-U.S Focused

Consignment Inventory Distribution Model ‘ ‘

Direct Combination Distributors

Finished Goods Inventory Managed by N ; | ¢ | o | | |

Consignment (%)

20% 40% 60% 80%  100%

Product Categories
mImplantables
mConsumables
mEquipment
mSupplies

mSpares

Therapeutic Areas
mCardiovascular
mDiabetes
mEndovascular
mOptical
mOrthopedic
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Consignment Inventory by Product Category

Percentage of finished goods in consignment inventory by product category

Implantables 1 .

Consumables l ‘ l

Equipment I .

Supplies —o—]

Spare Parts 1 1

. | | |

20% 40% 60% 80% 100%
-+

20% 40% 60% 80% 100%
-t

20% 40% 60% 80% 100%
] ] |
| | ]

20% 40% 60% 80%  100%
| | | | |
! ! |

20% 40% 60% 80% 100%

Consignment is being used, to varying degrees, across all product categories
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Consignment Inventory by Channel

Percentage of consignment inventory in each of the following channels by $$ volume

Provider: Point of Use : —o——8—+—8—
200  40%  60%  80%  100%

Provider: General Inventory —eo——o—| | —e—]
20%  40%  60%  80%  100%

Distributors | l l l |

20% 40% 60% 80%  100%

Retailer 58— | | | |
20%  40%  60%  80%  100%

The dominant requirement is with Providers at Point of Use,
and this appears to be an increasing trend
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Consignment Inventory Issues By Significance /

Perceived Importance

?

Most Significant Issues

Excessive Inventory / Overstock

Not an
Issue

Significant
Issue

New Product Introductions e

Not an
Issue

Significant
Issue

Timeliness of Consumption Data

Not an
Issue

Significant
Issue

8
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Obsolete Products e
Not an Significant
Issue Issue
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Consignment Inventory Issues

Moderately Significant Issues

Managing Recalls, Tracking & Traceability ! 8 3
Not an Significant
Issue Issue
Inventory Mgt. Capabilities of the Customer : @ s
Not an Significant
Issue Issue
Inventory Visibility e % ! ®
Not an Significant
Issue Issue
Poor Communication with the Customer e .f ;
e
Not an Significant
Issue Issue
Confidential

9 January 6, 2006

© Copyright 2005 Archstone Consulting LLC

l\Arch

stone

CONSULTING



Consignment Inventory Issues

10

Moderately Significant Issues
Inventory Mgt. Capabilities of Mfg’s Field Staff @ i *
Not an Significant
Issue Issue
g o
Inventory Accuracy 4 [
Not an Significant
Issue Issue
Returns $ 1 * e ®
Not an Significant
Issue Issue
Discrepancy between Inventory & Consumption Data .f ; @
Not an Significant
Issue Issue
Inadequate Lead Time / Expedited Deliveries i ! @
Not an Significant
Issue Issue
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Consignment Inventory Issues

Least Significant Issues
Stock Outs / Product Not Available 8 % ®
Not an Significant
Issue Issue
Shrinkage — Inventory Loss Leakage 8 s
Not an Significant
Issue Issue
Spoilage / Disposition ! 8
Not an Significant
Issue Issue
Damaged Products i @
ot an Significant
Issue Issue
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Findings Summary — Consignment is a business requirement
that is requiring additional operational focus

Perspectives

At one point the service was considered a differentiator.
Now it is often the “price of admission” due to customer
and competitive pressures.

Observation _ _ _ _
» Execution excellence in consignment inventory

management can provide a competitive advantage.

* As the volume of consignment inventory increases, so

Consignment inventory does the financial risk, product liability and administrative
management is a overhead.

requirement across all » Depending on the value of inventory in question, this can
products ‘_ind become a SOX exposure issue.

therapeutlc areas

surveyed » Complexity increases with SKU proliferation.

 Additional challenges are posed by “unique” situations
such as “loaners” and “trunk stock”.

» While there does not appear to be a consistent view that
the amount of inventory managed as consignment is
increasing, the point at which it is managed appears to
be shifting (e.g., from central locations to point-of-use).
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Findings Summary — Provider capabilities versus expectations

Observation

Perspectives

Inventory management
IS not a core
competency for
Providers

» Customers are using consignment to compensate for
their own inadequate capabilities and systems, as well
as their need to manage space and working capital. This
shifts the burden (resources and cost) from the customer
to the manufacturer.

* Visibility, timeliness and accuracy of inventory data are
viewed as inadequate.

 Potential for revenue leakage exists in how
discrepancies are resolved

» Systems and data collection vary greatly across
providers. While some are moving toward a more
integration information environment, financial and
resource limitations will slow the progression.

* In some cases, manufacturers and distributors are
providing consulting services and other capabilities to
help the providers improve performance and to increase
“brand loyalty.”
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Findings Summary — “Inventory covers all sins”

Observation

The primary
mechanism for
managing the
uncertainty in demand
and consumption is
through excessive
inventories

Perspectives

The Results:
» Excess inventory consuming working capital
» Excess or incorrect Par inventory levels

» Slow moving and obsolete inventory (in an industry
that generally manages to 2-3 turns) and associated
returns for short-dated or expired products

» Challenges in overall product life cycle management,
and managing new product introductions
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Findings Summary — Consignment inventory management is not a
core competency for the Sales organization

Observation

Consignment inventory
management
performance is directly
related to the amount
of collaboration both
internally (across
Supply Chain, Sales,
Finance) and externally
(with the Customer)

Perspectives

» Ownership and management of consignment
inventory and the related management process
varies by organization and products/markets

 Auditing and cycle counting responsibility, frequency
and performance vary significantly (e.g., monthly to
“never”)

» Operational performance relative to consignment
inventory management in general is the weakest
where primary ownership lies with the Sales
organization, although almost half of the surveys
identified Sales as the primary driver of setting
inventory levels and auditing inventory accuracy and
consumption.
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Findings Summary — An inordinate amount of effort for
the inventory involved

Observation

Consignment inventory
management, while
generally representing
less than 20% of the
overall inventory
investment, requires
and inordinate amount
of time and resources

Perspectives

» Highly manual administration and reconciliation
processes — more prone to issues regarding
timeliness and accuracy

* Primarily administered through “spreadsheet and
telephone,” with manual interfaces to core ERP
systems

* Loss of Sales capacity due to administrative
distraction
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Findings Summary — Technology, the great “enabler”?

Observation

Current information
technology capabilities
generally do not
improve the process

Perspectives

* “Newer” technologies such as portals and hand held
devices are helping to facilitate some processes.
Standards still remain an issue.

» ERP systems are the primary platform for managing
inventory, consumption and billing. Manual
processes are still significant to “manage” the data
and related information.

* There is a belief that RFID will aid the process, but
the question is how and when.
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Sample Activities/Initiatives ldentified to Improve
Consignment Inventory Management

Area Activity

 Creation of a “Consignment Manager” position

Organization « Increasing level of internal and external collaboration on both
planning and execution

* Increasing the structure and enforcement of consignment

inventory policies and processes

Process . . .
* A more frequent and systemic cycle counting and auditing

program

» Bar code scanners replacing spreadsheets

* Enhancements to ERP systems to facilitate uploading and
reconciliation; custom bolt-ons

* Increased information and data sharing between manufacturers
and customers ( “near” real time)

* Increase in point-of-use technology by providers, including RFID;
A longer term proposition - will only be as good as the overall
adoption rate

Information Technology
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