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FIGURE 2 
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SUPPLY CHAIN AND INVENTORY RISK 
MANAGEMENT SYSTEM 

CROSS-REFERENCE TO RELATED 
APPLICATIONS 

0001. This application is a divisional of U.S. application 
Ser. No. 10/256,652, filed Sep. 27, 2002, which is hereby 
incorporated herein in its entirety by reference. 

BACKGROUND OF THE INVENTION 

0002 1. Field of the Invention 
0003. The present invention is directed to the use of supply 
chain management system, and in particular, Supply chain 
management systems for high-risk inventory goods that are 
prone to damage, depreciation in value and obsolescence. 
0004 2. Description of Related Art 
0005. Manufacturing companies often must carry consid 
erable inventory when goods go unsold due to insufficient 
demand, or when goods are stockpiled in anticipation of 
future demand. Such excess inventory tends to tie up valuable 
capital and is expensive to store and manage. Excess inven 
tory can also have a negative effect on the manufacturing 
company's balance sheet which depresses its stock price and 
increases its borrowing costs. Further, the inventory itself 
may be subject to the risks of obsolescence and damage 
during handling. Manufacturing companies are also affected 
by carrying excessive accounts receivable. Accounts receiv 
able are unpaid bills for manufactured goods that have been 
shipped to and accepted by a customer. Obviously, unduly 
large accounts receivable can depress the cash flow necessary 
for the company to survive and will eventually erode com 
pany profits. 
0006 Factoring is a business method that has been devel 
oped to remove the accounts receivable from a manufactur 
er's balance sheet. Factors purchase accounts receivable at a 
discount to their present value. The discount serves as con 
sideration for assuming the risks associated with collection 
on the accounts. In one example, a farmerships a load of grain 
to a customer with an invoice and the customer accepts the 
delivery. The farmer then submits the invoice to the factor in 
return for an initial payment equal to a percentage of the 
invoice, such as 80%. The factor then undertakes collection 
on the invoice and once receiving payment from the customer 
forwards the balance of the invoice payment, minus factoring 
fees, to the farmer. 
0007 Securitization is a business method that has been 
developed to remove inventory from the balance sheet with 
out adding to accounts receivable. Securitization is the pro 
cess of separating inventory from a balance sheet by using the 
inventory as collateral for the issuance of securities. The 
securities are then rated and sold based upon the economic 
value of the underlying assets. The manufacturer receives the 
majority of the proceeds from the sale of the securities and is 
alleviated of the risks associated with its inventory of goods. 
Securitization has been used for Such goods as grain, steel and 
even champagne. 
0008 Securitization and factoring, however, have limited 
usefulness for high-risk inventory goods. One example of 
high-risk inventory goods are electronic components used to 
assemble computers and other electronic retail products. 
Electronic components are often specialized to the needs of a 
few customers and cannot be readily sold on open exchanges 
due to a lack of potential purchasers. In addition, electronic 
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components may quickly become obsolete due to constant 
improvements in competing products and/or changes in com 
patibility requirements of new electronic systems. Electronic 
components also have special handling requirements because 
the components are typically prone to damage from rough 
handling or adverse environmental conditions such as dust 
and heat. 
0009. In sum, high-risk inventory goods include goods 
that are not fungible, that are prone to obsolescence or that 
have special handling requirements. Goods that are prone to 
obsolescence, such as the above-described electronic compo 
nents, tend to depreciate rapidly leaving little time for a factor 
to arrange for financing, or for the valuation and issuance of 
securities. Also, the high inventory risks introduce uncer 
tainty as to the sale price that can be obtained for the goods. As 
a result of Such uncertain future value, factors and potential 
note purchasers will demand a much larger discount on the 
present value of the goods than they would for most com 
modities. A manufacturer faced with increasing discounts on 
the current value of its inventory is much less likely to resort 
to factoring or securitization. 
0010 Beyond problems associated specifically with high 
risk inventory goods, securitization transactions have been 
challenged during bankruptcy proceedings. The stock or 
bonds that are issued during securitization represent the 
inventory as an entity separate from the manufacturer which 
is sometimes referred to as a special purpose vehicle, or SPV. 
Ostensibly, the SPV is inaccessible during bankruptcy pro 
ceedings against the manufacturer. However, debtors may try 
to attack securitizations during bankruptcy proceedings 
under the theory that the transactions are not “true sales' of 
the inventory goods. Part of the reasoning of Such attacks is 
that the inventory goods are still under the physical control of 
the manufacturer, even after the securities have been issued. 
Doubt about the effectiveness of the SPV in isolating the 
inventory goods from bankruptcy proceedings can reduce the 
value of the SPV. 
0011. Therefore, it would be advantageous to have a sys 
tem that allows for the removal of high-risk inventory goods, 
Such as goods prone to obsolescence or having special han 
dling requirements, from the balance sheet of a manufacturer. 
It would be further advantageous if the goods were removed 
from the manufacturer's balance sheet using a true sale to a 
separate entity unlikely to be challenged during a bankruptcy 
proceeding. It would also be advantageous if the value of the 
inventory could be ensured for the manufacturer despite its 
high risk characteristics. 

BRIEF SUMMARY OF THE INVENTION 

0012. The present invention addresses the above needs 
and achieves other advantages by providing a system and 
method for Supply chain and inventory risk management that 
Supplies inventory manufactured by a manufacturing entity to 
a plurality of customers. The system includes an owner entity 
that is transferred a plurality of customer agreements which 
describe requirements for the distribution of the inventory to 
the customers in agreed-upon amounts in exchange for 
agreed-upon payments. Transfer of the customer agreements 
allows the owner entity to forecast the amount of inventory 
that will be needed by the customers and increases the cer 
tainty that inventory purchased by the owner will be sold to 
the customers. The owner entity may also include a logistics 
agent that is capable of providing customized shipping and 
handling services. The combination of customer agreements 
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and customized logistics services maximizes the value of the 
inventory, and particularly high-risk inventory Such as elec 
tronic components, that are non-fungible, fragile, environ 
mentally sensitive and prone to obsolescence, to both the 
owner entity and the manufacturer. 
0013. In one embodiment, the present invention includes a 
Supply chain and inventory risk management system for Sup 
plying inventory manufactured by a manufacturing entity to a 
plurality of customers. Included in the system are a plurality 
of customer agreements between the manufacturer and the 
customers. The customer agreements require distribution of 
the inventory to the customers in agreed-upon amounts for 
agreed-upon payments per inventory unit. An owner entity is 
also included in the management system and is capable of 
being transferred the customer agreements. Using the agreed 
upon amounts of inventory from the customer agreements, 
the owner entity forecasts the amounts of the inventory 
needed to Supply the customers. The owner entity is also 
capable of taking title to the forecasted amounts of inventory 
from the manufacturer in exchange for payment. Addition 
ally, the owner entity is capable of distributing the agreed 
upon amounts of the inventory in accordance with the cus 
tomer agreements and of receiving the agreed-upon payments 
from the customers in return for the inventory. 
0014. The customer agreements may also include terms 
defining the timing of the inventory distribution by requiring 
delivery at agreed-upon times. Such agreed-upon times are 
used by the owner entity to further forecast the timing of 
inventory purchases from the manufacturer. Typically, the 
forecasted timing of the purchases from the manufacturer will 
be less frequent than the agreed-upon purchase times by the 
customer. In addition, the forecasted purchase amounts of 
inventory are greater than the agreed-upon amounts as each 
forecasted purchase order includes a plurality of customer 
orders over a period of time. 
0015. In another aspect, the system may include a financ 
ing entity that creates the owner entity and funds the owner 
entity to provide it with funds for the purchase of the inven 
tory. For instance, the financing entity may create a Subsidiary 
corporation or company to which it directly lends funds or 
from which it purchases stock to supply it with funds. 
0016. In still another aspect, the owner entity may partner 
with, or create, a logistics agent as part of the management 
system. For instance, the logistics agent may be a commercial 
package carrier capable of managing distribution of the 
inventory to the customers. Other services may also be pro 
vided by the logistics agent beyond delivery, including freight 
forwarding, or import and export brokerage services. The 
shipping logistics agent may also facilitate visibility of the 
Supply chain by providing reporting or tracking services. 
0017. The management system may optionally include a 
hub in geographical proximity to the customer for the conve 
nience of the customer. At the hub, the owner entity takes 
physical possession of the inventory purchased from the 
manufacturer, Such as by receiving the inventory when deliv 
ered by the logistics agent. If necessary, the inventory may be 
stored at the hub for later distribution. Physical possession at 
the hub may be accompanied by transfer of title to the inven 
tory as defined by the agreements or standard course of deal 
ings between the manufacturer and owner. 
0018. The management system is most useful when 
employed to purchase and distribute high-risk inventory 
under the preexisting customer agreements. High-risk inven 
tory includes goods that are fragile and damage prone, prone 
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to obsolescence, perishable, sensitive to adverse environmen 
tal conditions or customized to the needs of specific custom 
ers. Electronic components are one example of inventory that 
has nearly all of these characteristics. 
0019. In yet another aspect, the customer agreements may 
include forecasts of customer sales and purchase orders Sub 
mitted by the customers. The owner entity uses the sales 
forecasts to forecast its purchases of inventory from the 
manufacturer over the long term, while the purchase orders 
can be used to forecast short-term purchases of inventory 
from the manufacturer. Further, the purchase orders may 
include cancelable purchase orders and non-cancelable pur 
chase orders. When determining short-term customer needs, 
the owner entity determines minimum fulfillment rates and 
periods using the non-cancelable purchase orders. 
0020 For the manufacturer, the inventory risks, the risks 
of non-performance of the agreements and non-payment by 
the customer, and the risks of short-term market price fluc 
tuation of the inventory are shifted to the owner. For the 
owner, certainty is added to the demand for inventory goods, 
and the prices paid for those goods, through the transfer of 
customer agreements to the owner. In this manner, the owner 
is able to manage the inventory and maximize its return on the 
inventory, thereby allowing the owner to pay higher prices for 
the inventory purchased from the manufacturer. This is espe 
cially true for high-risk inventory which may be non-fun 
gible, such as by being custom manufactured, and therefore 
not easily sold on open exchanges if not purchased by the 
customer. Instead, the customer is boundby the agreements to 
purchase the inventory goods, increasing the likelihood of 
purchase of the inventory and providing recourse to the owner 
if the goods are not purchased. The use of a proximity hub, 
and the logistics agent to manage the hub, ensures that the 
particular handling needs of the high-risk inventory are met to 
minimize breakage or obsolescence, further maximizing the 
amount and value of the inventory sold by the owner. 

BRIEF DESCRIPTION OF THE SEVERAL 
VIEWS OF THE DRAWING(S) 

0021 Having thus described the invention in general 
terms, reference will now be made to the accompanying 
drawings, which are not necessarily drawn to scale, and 
wherein: 
0022 FIG. 1 is a schematic of a supply chain and inventory 
risk management system of one embodiment of the present 
invention; 
0023 FIG. 2 is a flow diagram of a supply chain and 
inventory risk management method of another embodiment 
of the present invention; and 
0024 FIG.3 is a schematic of a supply chain and inventory 
risk management system of yet another embodiment of the 
present invention interconnected via a network. 

DETAILED DESCRIPTION OF THE INVENTION 

0025. The present inventions now will be described more 
fully hereinafter with reference to the accompanying draw 
ings, in which some, but not all embodiments of the invention 
are shown. Indeed, these inventions may be embodied in 
many different forms and should not be construed as limited 
to the embodiments set forth herein; rather, these embodi 
ments are provided so that this disclosure will satisfy appli 
cable legal requirements. Like numbers refer to like elements 
throughout. 
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0026. A supply chain and risk management system 10 of 
one embodiment of the present invention is shown in FIG. 1 
and includes an owner entity ("owner) 12 that takes title to 
inventory goods manufactured by a manufacturing entity 
(“manufacturer) 14 and Supplies the inventory goods to a 
customer 16. Optionally, the owner can employ a logistics 
agent 18 to facilitate Supply chain management and a financ 
ing entity 20 may provide funds for the purchase of the 
inventory goods from the manufacturer 14. 
0027. The term “entity” as used herein may refer to a 
partnership, corporation, limited liability company, sole pro 
prietorship, firm or some other real or fictional person, or a 
collection of Such real or fictional persons, capable of pos 
sessing title to the inventory. As used herein, the term “manu 
facturer can refer to one or a number of entities, corporate 
and otherwise, that are a source for the inventory goods pur 
chased and distributed by the owner 12. The manufacturer 14 
may add value to the inventory by production or assembly, or 
may merely be a distributor of the goods from an upstream 
manufacturer. However, in a preferred embodiment the 
manufacturer physically produces the goods from raw mate 
rials, or otherwise adds value to the goods, but wishes to avoid 
the expense and difficulties of Supply chain management, 
especially the expense and difficulties associated with high 
risk inventory goods. 
0028 High-risk inventory goods include goods that are 
not fungible, that are prone to obsolescence or that have 
special handling requirements. Preferably, the high-risk 
inventory managed and distributed by the owner 12 includes 
electronic components used to construct computers such as 
complex circuit boards, application specific integrated cir 
cuits, capacitors, resistors, plastics and system enclosures. As 
described in the background section, such electronic compo 
nents are often specialized to the needs of a few, specific 
customers 16 and cannot be readily sold on open exchanges 
due to a lack of potential purchasers. In addition, electronic 
components may quickly become obsolete due to constant 
improvements in competing products and/or changes in com 
patibility requirements of new electronic systems. Electronic 
components also have special handling requirements because 
the components are typically prone to damage from rough 
handling or adverse environmental conditions such as dust 
and heat. Other types of high-risk goods could also be dis 
tributed using the management system 10. Such as produce 
(which is perishable), or even regular goods such as automo 
tive parts. 
0029 Preferably, the manufacturer 14 of the goods has 
preexisting customer Supply agreements with the customer 
16. Optionally, the customer agreements may be formed 
between the manufacturer 14 and the customer 16 subsequent 
to formation of the owner 12. Such customer agreements 
include purchase orders, forecasts, contractual and non-con 
tractual agreements, and other relationships, with the cus 
tomer. Further, the manufacturer 14 should be able to identify 
additional, prospective customers and transfer Such informa 
tion as part of the customer agreements to the owner 12. Upon 
transfer, the owner is expected to continue to fulfill the 
responsibilities previously fulfilled by the manufacturer 14, 
including adhering to the pricing of the inventory units and 
other terms and conditions of the customer agreements. 
0030 The customer 16 is preferably a retailer or producer 
of consumer goods which it orders as bulk inventory from the 
manufacturer 14 originally, and then from the owner 12 once 
the agreements have been transferred. For instance, the cus 
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tomer 16 could be a computer retailer that sells computers or 
kits of spare parts using components partially Supplied by the 
manufacturer 14 via the owner 12. Alternatively, the customer 
16 could be another distributor that further distributes the 
inventory to other distributors or retailer. Further, the cus 
tomer could also be an individual consumer placing direct 
orders for the computer components over the Internet. 
0031. The owner 12, as illustrated in the embodiment of 
FIG. 1, is preferably an entity separate from the manufacturer 
14 that is created by the financing entity 20 for the express 
purpose of receiving transfer of the customer agreements and 
for purchasing and distributing the inventory goods. The 
financing entity 20 may be a bank, or capital investment arm 
of a corporation, or any entity with Sufficient capital to fund 
purchase of inventory by the owner 12. Preferably, the owner 
is a corporation that transfers stock to the financing entity 20 
in return for funds thereby becoming a subsidiary of the 
financing entity. In another alternative, the financing entity 20 
may extend credit to the owner 12 for the purchase of the 
goods. Other methods of funding may also be used and still 
accomplish the objective of enabling the owner to purchase 
the inventory, but are known to those of skill in the art and are 
therefore not discussed herein in further detail. 

0032. In addition to taking title to the inventory goods, the 
owner 12 is also responsible for managing the inventory 
Supply chain to ensure fulfillment of supply obligations under 
the customer agreements. For this purpose, the owner prefer 
ably partners, creates, or otherwise affiliates itself with the 
logistics agent 18, as shown in FIG. 1. The logistics agent 
must be capable of providing distributions services, includ 
ing, but not limited to, packaging, shipping, freight forward 
ing, brokerage services (import and export) and various other 
transportation services. As an example, the logistics agent 
may be a commercial carrier or package delivery service that 
has preexisting facilities (trucks, aircraft, warehouses, etc.) 
for handling, storing, packaging and delivering freight or 
packages. In such an example, the logistics agent would be 
responsible for securing, warehousing and all inventory man 
agement activities related to the owner 12's inventories. In 
another option, the logistics agent 18 preferably can provide 
supply chain visibility to the manufacturer 14 or customer 16 
through the use of reporting, inventory accounting and track 
ing services. In still other options, the logistics agent 18 may 
process returns by the customer, assemble and package kits of 
inventory, Such as kits of spare electronics parts, repair dam 
aged goods, and provide quality control services, such as 
diagnostic testing of electronic parts, for the customer. 
0033 Still another option, shown in the embodiment illus 
trated in FIG. 1, the owner 12 may also provide a proximity 
hub 22 to facilitate Supply chain management. For instance, 
the proximity hub may include awarehouse, or other storage, 
packing and delivery site at a location convenient for the 
customer for holding the inventory until customer orders 
must be fulfilled. The hub may be customized for the man 
agement of high-risk goods, such as containing clean rooms 
for the storage of electronics or refrigerators for storage of 
produce. In a particularly advantageous arrangement, the 
owner 12 could contract with the logistics agent 18 to use its 
preexisting facilities as the proximity hub 22. If the logistics 
agent 18 already maintains some inventory for the manufac 
turer 14 or customer 16 at the hub 22, such as for another 
owner, the logistics agent is responsible for physically sepa 
rating the inventories, such as by identifying, separating and 
holding the inventories behind locked fencing. Preferably, 
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title to the inventory passes from the manufacturer 14 to the 
owner 12 when physically delivered to the hub 22 by the 
logistics agent 18. In another alternative, the hub may not be 
in proximity to the manufacturer 14 but is selected for the 
convenience of the owner 12 or the customer 16. 
0034 Preferably, the customer agreements have specific 
cost provisions to lend additional certainty to the price paid 
for the inventory by the customer 16. For instance, the price 
paid may include a per unity product cost, a per unit packag 
ing fee, a per unit Screening fee, a hub service fee and a per 
unit holding fee. For kits of spare electronic parts, the per unit 
product cost is the average cost of the spares kits and the 
expense incurred to repair the products if damaged. The pack 
aging fee is the per unit fee for packaging materials. Screen 
ing fees are the costs attendant to ensuring that the electronic 
components are functioning properly. The hub service fee 
includes warehousing of the inventory, including any returns 
by the customer, and labor costs. Various labor costs include 
costs for kitting, inventory level maintenance, production 
scheduling and planning, product procurement, relationship 
management under OEM warranties and quality control Ser 
vices. The per unit holding fee includes interest rate calcula 
tions for the outstanding balance on borrowed funds for pur 
chasing the inventory. 
0035. During operation of the supply chain and inventory 
risk management system 10, illustrated as one preferred 
embodiment in FIG. 2, the financing entity 20 in step 101 
forms a subsidiary in the form of the owner 12. As discussed 
above, the owner could be formed as a corporation with a 
stock sale to the financing entity 20 so as to provide funds for 
purchases of inventory. 
0036. In step 102, the manufacturer 14 assigns the cus 
tomer agreements to the owner 12 and the customer 16 
assigns title to the current goods in its inventory in return for 
payment from the owner company 12. If not included in the 
original customer agreements, the owner forges a Supply 
chain management agreement with the customer. Included in 
the Supply chain management agreement are provisions to 
provide the logistics services and Support required to main 
tain the proximity hub 22 facility in a location desired by the 
customer. Other logistics services include freight forwarding, 
import/export brokerage and delivery services for moving the 
goods from the manufacturer to the hub and the hub to the 
CuStOmer. 

0037. The owner company 12 in step 103 forges an agree 
ment with the logistics agent 18 (or forms its own logistics 
agent) to manage the logistics services. The logistics agent is 
preferably a separate entity experienced in the delivery, stor 
age and other handling of goods, such as a package delivery 
company. The logistics agent further preferably provides 
reporting, tracking and inventory visibility of the goods. Once 
the relationships are established, the system is employed to 
Supply the customer 16 with the goods and to minimize inven 
tory costs on the customer and/or manufacturer's 14 balance 
sheet. 

0038. In step 104, the customer 16 places purchase orders 
directly with the owner 12. In step 105 the owner forecasts the 
customer's inventory needs based on the customer purchase 
orders, and other information Such as preexisting Supply 
agreements transferred from the manufacturer 14, and places 
procurement orders directly with the manufacturer. In step 
106, the ordered goods are picked up by the logistics agent 18 
from the manufacturer, are delivered to the proximity hub 22 
and are held at the proximity hub until needed. Upon reaching 
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the proximity hub, title to the goods passes to the owner 12, 
which then bears the inventory risks. In step 107, payment is 
made to the manufacturer 14 by the owner 12 for the goods 
received, removing the inventory as a liability from the manu 
facturer's balance sheet and producing immediate cash flow 
for the manufacturer. 

0039. After each customer purchase order, the logistics 
agent obtains the specific goods ordered and in step 108 
delivers the goods from the proximity hub to the customer 16. 
Preferably, title (and hence the risk) passes from the owner 12 
to the customer 16 once the goods physically leave the proX 
imity hub. In step 109, the cost of the inventory and the 
logistics services are billed to the customer 16 by the owner 
12 on a periodic basis, as per the prior agreements. Preferably, 
the cost of the inventory billed to the customer 16 is more than 
a discounted cost paid for the inventory to the manufacturer 
14. Note that the discount could also be expressed as a service 
fee paid to the owner 12 for its services under the system 10 
or bundled with the logistics services bill, or in some other 
benefit accrued to the owner. 

0040. With respect to the forecasting step 105, the timing 
and amount of the owner 12's purchase of the goods from the 
manufacturer 14 is based upon a combination of retail sales 
forecasts by the customer 16 and purchase orders from the 
customer. The product forecasts serve as long-term projec 
tions of the customer's goods requirements for periods 
greater than 90 days. Purchase orders, on the other hand, serve 
as short-term projections of goods requirements for periods 
less than 90 days. Cancelable and non-cancelable purchase 
orders are used to establish the timing of procurement orders. 
The requirements of the non-cancelable purchase orders are 
used to determine a minimum fulfillment rate and period, as 
well as pricing and payment terms for the goods. 
0041. In another embodiment of the present invention the 
owner 12, manufacturer 14, customer 16, logistics agent 18 
and financing entity 20 each includes an electronic system 
Such as a computer, server or Some combination of a process 
ing element and a database, or a collection or combination 
thereof, connected via a network50, such as over the Internet, 
as shown in FIG. 3. Such electronic interconnection between 
the entities allows for electronic execution of many of the 
functions necessary to implement the management system 
10. For instance, the customer agreements, in the form of 
electronic files, can be transmitted via the network 50 from 
the manufacturer 14's server to the owner 12's server, allow 
ing the owner to gain complete access to all of the terms and 
condition necessary that must be met to fulfill its obligations 
to the customer 16. Further, the owner 12 may negotiate 
additional Supply chain management agreements, or modify 
the preexisting customer agreements, through the exchange 
of agreement drafts between its server and the customer 16's 
SeVe. 

0042. Interconnection via the network 50 can also be used 
to facilitate the aspects of the system 10 dealing with specific 
inventory transactions. For instance, the customer 16's server 
may be used to generate and transmit the purchase order 
forms over the network 50 to the owner 12's server. Genera 
tion of the purchase order forms could include generation of 
graphical user interfaces, such as web pages, that prompt and 
record input of the amount and type of inventory goods being 
ordered by the customer 16. Alternatively, employees of the 
customer 16 could connect over the Internet directly to the 
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owner 12's server which generates the purchase order forms 
and records the order information via a browser on a personal 
computer. 
0043. The owner 12's server could also include software 
configured to collect a certain number of the purchase order 
forms and extract the information from the order forms 
needed to forecast an amount and timing of its next procure 
ment order. Once the owner 12's server generates the procure 
ment order, the procurement order is transmitted over the 
network 50 to the manufacturer 14's server for processing 
into specific work orders requesting manufacture of the 
inventory. Software could also be included on the owner 12’s 
server to perform more complex needs forecasting, Such as is 
described herein above, including short-term and long-term 
forecasting. 
0044) Exchange of title and payment funds could also be 
facilitated by the network connected embodiment of the sys 
tem 10. Electronic title to the inventory, such as an electronic 
form with a digital signature or a scanned copy of the bill-of 
lading that accompanies the physical goods, can be transmit 
ted from the manufacturer 14's server to the owner 12's server 
for storage on a database. When the inventory is distributed by 
the owner to the customer 16 the electronic title can be trans 
mitted again from the owner 12's server to the customer's 
server over the network 50. Funds transfer may also occur 
over the network 50, but the network would most likely be a 
separate network from that used for communication due to the 
need for security. For instance, the owner 12's server may be 
associated with an owner bank account from which it trans 
fers funds via wire over a secure banking network 50 to the 
manufacturer 14's account. The customer 16 may pay the 
owner 12 in similar manner after receiving an electronic 
consolidated bill sent over the network 50 to its server. 

0045. The logistics agent 18 has its own server on which is 
stored information relating to the tracking of the inventory 
shipments, and other Supply chain management information. 
The logistics agent 18's server can transmit the tracking, and 
other information related to physical holding, handling and 
delivery of the inventory goods, in reports to the manufacturer 
14 and customer 16 servers. This tracking information may 
also be used in determining when title to inventory has trans 
ferred, especially when transfer is based on physical location, 
such as arrival of the goods at the hub 22, or at the customer 
16's location. 

0046 FIGS. 1-3 are block diagrams, flowcharts and con 
trol flow illustrations of methods, systems and program prod 
ucts according to the invention. It will be understood that each 
block or step of the block diagram, flowchart and control flow 
illustration, and combinations of blocks in the block diagram, 
flowchart and control flow illustration, can be implemented 
by computer program instructions. These computer program 
instructions may be loaded onto a computer or other program 
mable apparatus to produce a machine, such that the instruc 
tions which execute on the computer or other programmable 
apparatus create means for implementing the functions speci 
fied in the block diagram, flowchart or control flow block(s) 
or step(s). These computer program instructions may also be 
stored in a computer-readable memory that can direct a com 
puter or other programmable apparatus to function in a par 
ticular manner. Such that the instructions stored in the com 
puter-readable memory produce an article of manufacture 
including instruction means which implement the function 
specified in the block diagram, flowchart or control flow 
block(s) or step(s). The computer program instructions may 
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also be loaded onto a computer or other programmable appa 
ratus to cause a series of operational steps to be performed on 
the computer or other programmable apparatus to produce a 
computer implemented process such that the instructions 
which execute on the computer or other programmable appa 
ratus provide steps for implementing the functions specified 
in the block diagram, flowchart or control flow block(s) or 
step(s). 
0047 Accordingly, blocks or steps of the block diagram, 
flowchart or control flow illustration support combinations of 
means for performing the specified functions, combinations 
of steps for performing the specified functions and program 
instruction means for performing the specified functions. It 
will also be understood that each block or step of the block 
diagram, flowchart or control flow illustration, and combina 
tions of blocks or steps in the block diagram, flowchart or 
control flow illustration, can be implemented by special pur 
pose hardware-based computer systems which perform the 
specified functions or steps, or combinations of special pur 
pose hardware and computer instructions. 
0048 Advantageously, the system 10 transfers much of 
the inventory risk from the manufacturer 14 and the customer 
16 to the owner 12. In the illustrated embodiment, the owner 
12 assumes the depreciation, obsolescence and other risks 
associated with the electronic components. Further, the 
owner 12 assumes the risk of failing to fulfill the transferred 
agreements or any Subsequent agreements or orders. In addi 
tion, the owner 12 is responsible for the credit risk if the 
customer 16 defaults on extended credit, or fails to pay for the 
inventory or services. The owner 12 is also transferred the 
risks of shrinkage, damage or destruction of the electronic 
components. In instances where the price paid for the com 
ponents is variable under the customer agreements, such as in 
relation to prevailing market prices, then the owner 12 
assumes some of the risk of market price fluctuations. Some 
risks remain with the manufacturer 14, however, such as the 
risk of non-performance of the electrical components as 
defined in various manufacturer and other warranties. Fur 
ther, product liability risk still adheres all of the parties in the 
supply chain based on various product liability laws. The 
distribution of risks, however, may be adjusted depending 
upon the type of inventory and the desires of the various 
parties to the transactions, such as by modifying the point at 
which title passes between the manufacturer 14, owner 12 and 
the customer 16 or by providing for indemnification under the 
agreements. 
0049 Beyond removing inventory from the manufacturer 
14 and customer 16 balance sheet the present invention has 
other advantages including, but not limited to, adding cer 
tainty to the demand for inventory goods, and the prices paid 
for those goods, through the transfer of customer agreements 
to the owner 12. In this manner, the owner is able to manage 
the inventory and maximize its return on the inventory, 
thereby allowing the owner to pay higher prices for the inven 
tory purchased from the manufacturer 14. This is especially 
true for high-risk inventory which may be non-fungible. Such 
as by being custom manufactured, and therefore not easily 
sold on open exchanges if not purchased by the customer 16. 
Instead, the customer is bound by the agreements to purchase 
the inventory goods, increasing the likelihood of purchase of 
the inventory and providing recourse to the owner 12 if the 
goods are not purchased. The use of a proximity hub 22, and 
the logistics agent 18 to manage the hub, ensures that the 
particular handling needs of the high-risk inventory are met to 
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minimize breakage or obsolescence, further maximizing the 
amount and value of the inventory sold by the owner 12. 
0050 Advantageously, the present system combines Sup 
ply chain management with risk arbitrage through a “true 
sale of the goods to a separate corporate entity. The owner 
takes physical possession of the inventory goods, as opposed 
to just the title, minimizing the risk that a bankruptcy court 
would rule the sale an invalid transaction. The inventory 
goods are purchased from the manufacturer at regular inter 
vals, and in predictable amounts, allowing the manufacturer 
to avoid a buildup of excess inventory on its balance sheet. 
0051. The present system is particularly applicable to 
high-risk inventory goods (such as electronic components) 
that are not fungible, that are prone to obsolescence or that 
have special handling requirements. The logistics agency 
and/or the presence of a proximity hub addresses the special 
handling needs of the goods. Tight Supply management 
through forecasting and logistics minimizes the amount of 
goods held in the owner's inventory and the length of time 
those goods are held. Reduction of the outstanding inventory, 
in turn, reduces the depreciation costs associated with obso 
lescence risks. In addition, the transfer of existing customer 
agreements imparts an increased degree of certainty to the 
value of non-fungible goods because the owner has a pur 
chaser for the goods and is aware of the range of prices which 
will be paid for the goods. In combination, these aspects 
increase the certainty that the owner will recapture its invest 
ment. Increased certainty of a return on investment makes the 
owner more willing to assume the risk of taking title to the 
high-risk inventory at prices attractive to the manufacturer. 
0052 Many modifications and other embodiments of the 
inventions set forth herein will come to mind to one skilled in 
the art to which these inventions pertain having the benefit of 
the teachings presented in the foregoing descriptions and the 
associated drawings. Therefore, it is to be understood that the 
inventions are not to be limited to the specific embodiments 
disclosed and that modifications and other embodiments are 
intended to be included within the scope of the appended 
claims. Although specific terms are employed herein, they are 
used in a generic and descriptive sense only and not for 
purposes of limitation. 

That which is claimed: 
1. A Supply chain and inventory risk management system 

for Supplying inventory manufactured by a manufacturing 
entity to a plurality of customers, said management system 
comprising: 

a plurality of customer agreements between the manufac 
turer and the customers, said customer agreements 
requiring distribution of the inventory to the customers 
in agreed-upon amounts in exchange for agreed-upon 
payments; and 

an owner entity capable of being transferred the customer 
agreements and of forecasting amounts of the inventory 
needed to supply the customers using the agreed-upon 
amounts defined in the customer agreements and further 
capable taking title to the forecasted amounts of inven 
tory from the manufacturer at the forecasted times as the 
owner entity purchases and takes title to the forecasted 
amounts of inventory from the manufacturer at the fore 
casted times; and 

said owner entity additionally capable of distributing the 
agreed-upon amounts of inventory to the customers in 
accordance with the customer agreements and also 
capable of receiving the agreed-upon payments from the 
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customers in exchange for the inventory wherein trans 
fer of the customer agreements facilitates purchase of 
the agreed-upon amounts of inventory by the customers 
at the agreed-upon payment. 

2. A management system of claim 1, wherein the fore 
casted amounts are larger than the agreed-upon amounts to be 
Supplied to any one of the customers. 

3. A management system of claim 1, wherein the customer 
agreements further require distribution of the inventory to the 
customers at agreed-upon times and wherein the owner entity 
is further capable of forecasting timing of purchases from the 
manufacturer using the agreed-upon times of the customer 
agreements. 

4. A management system of claim 3, wherein the fore 
casted purchase times are more frequent than the agreed-upon 
times. 

5. A management system of claim 3, wherein the fore 
casted purchase times are less frequent than the agreed-upon 
times. 

6. A management system of claim 1, further comprising a 
financing entity capable of creating the owner entity and 
further capable of financing purchase of the inventory by the 
owner entity. 

7. A management system of claim 1, wherein the owner 
entity further includes a logistics agent capable of managing 
distribution of the inventory to the customers. 

8. A management system of claim 1, wherein the owner 
entity further includes a hub in geographical proximity to the 
customer and at which the owner entity is capable of taking 
physical possession of the inventory purchased from the 
manufacturer. 

9. A management system of claim 1, wherein the agreed 
upon payments are more per inventory unit than payments to 
the manufacturer facilitating profitable sale of the inventory 
by the owner entity to the customer. 

10. A management system of claim 9, wherein the owner 
entity is further capable of taking physical possession to the 
inventory purchased from the manufacturer concurrent with 
taking title to the inventory. 

11. A management system of claim 1, wherein the inven 
tory is a high-risk inventory. 

12. A management system of claim 14, wherein the high 
risk inventory has any one of a plurality of high-risk charac 
teristics including being damage prone, prone to obsoles 
cence, perishable, fragile, sensitive to adverse environmental 
conditions or customized to Suit the customers. 

13. A management system of claim 1, wherein the cus 
tomer agreements include any one of purchase orders, con 
tractual agreements, non-contractual agreements and fore 
casts of customer sales. 

14. A management system of claim 1, wherein the cus 
tomer agreements include a Supply chain management agree 
ment which describes logistical requirements for storage and 
handling of the inventory. 

15. A method of managing inventory in a Supply chain and 
risks associated with the inventory, said method comprising: 

receiving transfer of a plurality of customer agreements 
between a manufacturer and a plurality of customers 
from the manufacturer by an owner computer system, 
said customer agreements requiring distribution of the 
inventory to the customers in agreed-upon amounts in 
exchange for agreed-upon payments per inventory unit; 
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forecasting amounts of the inventory needed to Supply the 
customers using the agreed-upon amounts defined in the 
customer agreements using the owner computer system; 

purchasing the forecasted amounts of inventory by taking 
title to the forecasted amounts of inventory from the 
manufacturer, 

distributing the agreed-upon amounts of inventory to the 
customers in accordance with the customer agreements; 
and 

receiving the agreed-upon payments from the customers in 
exchange for distributing the inventory to the customers 
by the owner computer system. 

16. A management method of claim 15, wherein distribut 
ing the inventory further includes distributing the inventory at 
times agreed upon in the customer agreements. 

17. A management method of claim 16, whereinforecast 
ing further includes forecasting timing of purchases from the 
manufacturer using the agreed-upon times of the customer 
agreements. 

18. A management method of claim 15, further comprising 
storing the inventory after purchase from the manufacturer 
and before distribution to the customers. 

19. A management method of claim 15, wherein the cus 
tomer agreements include customer sales forecasts and pur 
chase orders. 

20. A management method of claim 19, whereinforecast 
ing includes projecting long-term customer needs using the 
customer sales forecasts and projecting short-term customer 
needs using the purchase orders. 

21. A management method of claim 20, wherein the pur 
chase orders include cancelable and non-cancelable purchase 
orders and wherein projecting short-term customer needs 
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includes determining minimum fulfillment rates and periods 
using the non-cancelable purchase orders. 

22. A method of managing inventory in a Supply chain and 
risks associated with the inventory, said method comprising: 

receiving transfer of a plurality of customer agreements 
between a manufacturer and a plurality of customers 
from the manufacturer, said customer agreements 
requiring distribution of the inventory to the customers 
in agreed-upon amounts in exchange for agreed-upon 
payments per inventory unit; 

forecasting amounts of the inventory needed to Supply the 
customers using the agreed-upon amounts defined in the 
customer agreements; 

purchasing the forecasted amounts of inventory by trans 
ferring funds to the manufacturer and by receiving title 
to the forecasted amounts of inventory from the manu 
facturer; 

engaging a logistics agent to pick up the inventory at the 
owner and distribute the agreed-upon amounts of inven 
tory to the customers in accordance with the customer 
agreements; and 

receiving the agreed-upon payments from the customers 
for the inventory after distributing the inventory to the 
CuStOmerS. 

23. A management method of claim 22, wherein title to the 
inventory passes to the owner concurrent with delivery of the 
goods to the owner by the logistics agent. 

24. A management method of claim 22, wherein title to the 
inventory passes to the customer concurrent with receipt of 
the goods from the logistics agent. 
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