OLIVETTI

Olivetti is an Italian multinational company, which is renowned worldwide for its computers, monitors, printers, and other peripheral devices. In The Netherlands, its sales head office is located at Leiden while the after-sales- service office is based at Nieuwegein. The service office controls the Olivetti service activities of the whole country and plays an important role in the management of the spare-parts inventory required for the service operations, The Nieuwegein facility stores inventories of repairable service parts (called modules) and irreparable components separately. There are inventories of about 11,000 different components out of which almost 50 per cent of the components have a positive inventory status at any given time. The components occupy about 25 per cent of the inventory space. Olivetti has developed an inventory management system for these components called
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Siger C. SigerC is based upon forecasting the requirement of components using double-exponential smoothing and generating orders using the classical EOQ model. Over a period of time, SigerC has proved to be reliable enough.      
Apart from components, the Nieuwegein facility stocks inventories of around 2,500 different types of repairable modules, out of which around 1,500 are frequently demanded. SigerC is not used for the inventory of these repairable modules. The inventory of modules utilizes the remaining 75 per cent of the inventory space and is worth about 100 times the inventory of the components, thus warranting good inventory control of modules.

Olivetti has two repair facilities for modules—one is located in The Netherlands and the other at Paris, France. Usually, a repair is performed locally, but more complex repairs or large batches of repairable modules are sent to the Paris facility. The non-Olivetti

parts are sent to external repair facilities. Around 90 per cent of the repairable modules are required by customers who have a service contract with Olivetti. The figure shows the logistics of the spare-parts inventory.

When a customer complaint is received in the form of a phone call at the Nieuwegein facility, a rough diagnosis of the problem is done and a service engineer is assigned. The service response time mentioned in the service contract has to be fulfilled under any Circumstance. The service has to be provided within two, four, or eight hours after receipt of a phone call as mentioned in the service contract. Therefore, a small portion of the modules inventory lies for a maximum of one day with the service engineers to meet such short response-time service contracts.

Suppose a number of modules are given to a service engineer on Monday evening according to the nature of complaints received from customers. The engineer services the customer complaint on Tuesday by replacing the modules, if required/ with new ones. The remaining modules will stay with him until Wednesday evening and, if not required for the day after, will be returned to Nieuwegein along with the defective modules on Thursday morning. Thus it takes around three days in all to re-book the correct modules in inventory at Nieuwegein.

The defective modules are either repaired locally or sent to Paris. A safety stock of four days is kept at Nieuwegein, keeping in view the re-booking time of correct modules by service engineers, and the possible delays by the repair facility at Paris. When an inventory of repaired modules exists at the repair facility in Paris, it exchanges the defective modules

with good ones on the same day (exchange option). Otherwise, the facility repairs these modules and returns them to Nieuwegein in about ten days (pure repair option).

Olivetti maintains a database of the flow of logistics using its software called Olivetti Board Repair Decentral (OLBORD). According to the nature of complaint made by a customer, a specialist uses his past experience and the back-order list to decide which defective module should be sent to which; repair facility, as the real defect is not known. An estimate of the repair time can then be made. A fraction of the defective modules is considered to be scrap and, hence, from time to time, new modules have to be procured (Ashayeri et al. 1996).

1. Olivetti faces problems in deciding how many modules should be sent to the repair facilities and when. What .measures should the management of Olivetti take in this regard?

2. Advise Olivetti about how many new modules should be purchased by its Nieuwegein service facility and when.

3. Suggest an inventory control system to Olivetti for managing the inventory of repairable modules.
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