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Overall Efficiency

Good business practices come in all forms and are implemented throughout every 
level of an operation, by different personnel, and via diverse processes. The high 
level, gold standard in today’s business model is to house all good business 
practices under the umbrella of lean or streamlined practices. One streamlined 
effort often directly impacts the next, creating a cascade of overall efficiency to 
the operation. The downline consequence, of course, is to have it all impact your 
bottom line positively—a reward for all parties involved.

At the heart of any manufacturing operation is the products. Raw materials, parts, 
components, assemblies, sub-assemblies, kits—whatever the final product may be—
some or all of the previously stated items are needed to make it happen. It follows 
that if the most essential pieces of the manufacturing process are handled in the 
most streamlined manner possible, the heart of the operation pulses robustly, 
allowing for maximum efficiency throughout the entire operation. 

Kanban Inventory Control 

Enter Kanban inventory control. Kanban was originally introduced in Japan and 
used in the automotive industry. It has since permeated manufacturing facilities 
across the globe. This “just-in-time” inventory control system releases materials only 
when needed. When items are pulled for use on the production floor, a card system 
initiates an order for new replacement materials to fill that void, retaining exact 
consistency in the supply chain and eliminating inventory shortages or overages. 
Either way, the production house does not incur extra charges for rush orders due to 
falling short of materials, or carries costs from being overloaded with inventory. 

Long-Term Agreements

Most beneficial is that Kanban systems are calibrated to anticipate production 
needs well in advance. With forecasted materials accounted for, a properly tiered 
Kanban system allows for flexibility in long term agreements (LTAs) between 
suppliers and customers. A typical scenario is that a supplier has a month’s worth 
of finished goods on hand, releasing enough inventory to have the next production 
run in process, has a reserve on-hand, ready to be machined, with raw materials 
lined up for the next release. If a rush order comes in from a customer, the supplier 
is ready to go; if the demand for product has waned, the order can be pushed out. 
LTAs are optimized using this tiered Kanban blueprint for an effective just-in-time 
inventory control system. 



In the Absence of an LTA

There are some conditions under which an LTA works best, which is what we 
will explore in depth in this paper. Of course, LTAs have been used widely and 
successfully in manufacturing to avoid many of the problems incurred—for both 
customers and suppliers—when not using them. 

Some of the issues that occur in the absence of an LTA are: 

Spot-buys: these require multiple POs, and no promise of ability to keep pace  
with demands
Supply chain integrity: materials may be variable from one lot to another; on-
hand inventory quantities cannot always be guaranteed
Dynamic pricing: costs cannot be guaranteed from one PO to the next,  
compromising best pricing 
Longer lead times: materials must be ordered, tooling set up takes time,  
machining, and secondary processes all add to production cycle when not 
forecasted
Outside vendor processing: secondary or finishing processes may not coincide  
with the production cycle, holding up the overall production and delivery date 
Delivery impact: non-LTA orders are fit into existing production schedules, making  
for variable delivery dates (as opposed to consistent on-time delivery schedules  
of LTA orders) 
Quality assurance and consistency: when tooling and machining must be broken  
down and set up multiple times for the same end-product, tooling tolerances an  
fluctuate, causing deficits in consistency and compromising quality 
Lot traceability: non-LTA orders live outside the scope of lot quantities, resulting 
in multiple paper trails, which makes overarching traceability in documentation  
more cumbersome
Standardized packaging: planning for packaging can be compromised when not  
part of a Kanban LTA 
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Kanban/LTA Benefits to the Customer and Supplier

Better scheduling
This helps by allowing better scheduling for material purchasing and negotiating 
best pricing. Material orders can be placed as a “blanket order” for raw materials. 
This allows raw material suppliers to anticipate and have stock on the shelf when a 
Kanban release is initiated. 

Critical equipment or processing
A Kanban system allows for better/flexible scheduling into critical equipment or 
processes. Often, certain parts must be scheduled into specific machinery or 
processes. If an order is placed as a spot-buy, previously scheduled work may pose 
a problem in meeting the spot-buy order’s delivery requirement.

Outside vendors for critical processing
With Kanban, scheduling is optimized and more flexible with outside vendors for 
critical processing. Again, spot-buy orders can run into delays with outside vendors’ 
processing. Kanban planning allows scheduling to be more flexible to fit better with 
outside vendor workload throughout the year.

Quality benefits: lot traceability and consistency
A Kanban order (within and LTA) allows the supplier to establish “lot quantities.” 
All factors are taken into consideration: customer usage, material yield, outside 
processing, lot minimums. Lot size consistency allows for better planning for 
standardized packaging. As an example: if a bar or sheet of material yields X 
amount of pieces, it is best to establish lot quantities that divide equally into the 
yield; this creates less paperwork when multiple material lots are included in a 
shipment.

Lean repeat set-ups 
Dedicated fixturing and kitted tooling is in place for lean repeat set-ups, providing 
consistent quality. With a Kanban LTA order, it is possible for tooling and set-ups 
to be in place and ready at all times. This not only reduces lead time, but also 
assures better quality throughput because less or no set up time is required to run 
a Kanban Lot.

Better process planning
Consistent lot sizes provide improved material and process planning overall, 
creating more downline efficiency to the production cycle. 

Standardized packaging
Kanban lots allows better planning for standardized packaging with the 
implementation of specific packaging work instructions.
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Customer Pain Points

The issues above correlate directly to the common challenges and/or requirements 
that customers have when working with a manufacturing vendor or supplier. Some 
of the areas of concern that customers have when working with a supplier involve: 

Needing components when they need them—having some flexibility with  
fluctuating demand 
Wanting one part for the negotiated price for a PO 
Requiring on-time delivery—every time
Managing the inventory
Scheduling and assuring critical equipment availability and reliability
Procuring finishers and secondary processors
Assuring quality—with lots and tolerance consistency
Completing sub-assembly or kitting 
Receiving consistent, accurate documentation
Having standardized packaging

Collaboration for a Successful LTA

As in any solid, successful contract, each party brings a level of trust and 
commitment to the relationship. Indeed, the intention of it being a “long-term” 
agreement intimates that a perpetual collaboration is maintained, requiring 
sustained commitment. When entering an LTA in manufacturing, there are elements 
that both the customer and the supplier need to address and commit to for the 
LTA to work as intended. Keep in mind that when considering suppliers, not all 
have the mindset or capabilities to be a solid LTA partner. As you read the supplier 
responsibilities discussed below, determine if your present supplier can meet these 
requirements and is able to consistently provide these elements in the relationship. 

Customer: What You Need to Bring to the Relationship

Usage requirements
With an LTA, when customers place an order, it is viewed as a general forecast for 
the upcoming year (or quarter). When customers place orders from a supplier 
without an LTA and their demand quantities decrease from the original order, what 
commonly occurs is that they are forced to take the entire order, leaving them with 
surplus products. An LTA shifts that heavy burden off the customer. You need to 
forecast your usage requirements as accurately as you can when setting up the 
agreement, but the overall scope and spirit of the agreement is to provide you with 
flexibility when demands fluctuate.

•

•
•
•
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•
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Having an agreement in place eases the workload on the customer—arguably, one 
of the most daunting pain points. With a forecasted production schedule, the 
supplier orders all materials (and subsequent parts, if sub-assembling or kitting) 
on time, schedules the equipment (tooling and machine set-ups), coordinates 
any outside processes, and packages and delivers the end-products—parts, 
components, subassemblies, or kitted products. If lead times need to change within 
the scope of an LTA, the supplier can flex as needed. This is performed seamlessly, 
so the customer does not have to deal with ordering material or parts, submit 
multiple POs, and the many other details involved with guiding a product through 
the production cycle. Having an LTA with well-defined usage requirements acts as a 
cushion that allows the supplier to better prepare for cycle highs and lows.
 
An optimal time span for an LTA would be a year or more, but some suppliers work 
with customers one quarter at a time, especially if they have not quite calibrated 
what the usage requirement might be. In either instance, the LTA would be re-
assessed at its completion and either adjusted or continued. 

Simple list of part numbers that are consistent
When beginning an LTA with a supply partner, it’s advisable to pick some “plain 
vanilla” parts that are not complicated. This makes the push-pull of them in a 
Kanban system easier. The more complicated the parts are, the more care it 
requires to initiate a robust agreement. Once you have established a solid working 
relationship with the manufacturer, complicated parts are not a problem—but it is 
easier to start off with simpler parts. This applies even more so when this requires 
your new supply partner to take over an existing and complicated part from a 
current vendor.

The general advice here is this: talk to the potential supply partner about your pain 
points. You might discover that your existing relationship can keep you well supplied 
and provide good quality at good prices. If that’s your situation—you may do best to 
stay there. If you have a component that affects your on-time delivery and parts 
don’t meet specifications, that’s when you want to seek out a new supplier. 

Stable design 
Your design needs to be stable. Young designs that require iterative changes and 
revisions do not work well within LTAs. A mature design requires minimal changes; 
stable product design is important for Kanban to be successful. Remember that 
within a Kanban structure, to remain nimble for production fluctuations, a certain 
amount of build is ready to go at all times. Drastic or repetitive design changes 
effectively shift lead time, compromising the integrity of the LTA and the efficiency of 
the entire “just-in-time” inventory control that Kanban provides. You should discuss 
your design parameters and requirements with your potential manufacturing 
partner and, if you don’t anticipate design changes for at least six months, that may 
be a good place to start. 
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Determine scope
Obviously, if you are seeking out a supply partner, you have a sense of what you 
need help with. You may be surprised to find that your new partner is able to, not 
only manufacture one component or part, but produce an entire sub-assembly or 
complete a kit for you. Know what your needs are, determine what the supplier’s 
capabilities are, along with production capacity, and discuss the scope. When 
completing subassemblies under an LTA, a supplier receives one PO for the 
entire order. This will be entered as one part number, though it may involve sub-
assembly of 100 parts to complete it—all under that one PO for a single part. Your 
supply partner is responsible to manage all the other part numbers—and all that 
is required—to complete the subassembly and deliver your order on time. That’s a 
powerful LTA. 

Discuss your pain points
Here’s a take on the old adage: you never know until you ask. It’s important to talk 
with your supply partner—let them know what your pain points are. They can’t 
address them if they don’t know what they are.

Are you stuck on quality issues with your current supplier? 
Is on-time delivery a perpetual problem? 
Are costs too unpredictable? 
Is one part or secondary process causing a bottleneck with every production 
cycle? 
Is a single supplier unreliable? 

It could be these concerns, a combination of them, or any number of challenges 
you are having—but open the dialogue with your supply partner. If it is one part 
in a whole process that keeps holding you up, they should be able to find the 
solution. Often, even “small” component problems—with easy fixes—can create 
complicated messes. Chances are, there is a reasonable solution to an essentially 
uncomplicated part. 

Establish a payment schedule 
There isn’t much more to say about this one, other than the obvious. As we stated at 
the beginning, these agreements are built on trust and are successful because they 
benefit the bottom line of both the customer and manufacturer. You’re both in 
business to stay in business, so honoring the agreement works for everyone.

•
•
•
•

•
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Supplier: Responsibilities of the Supplier in an LTA 
Relationship

Annual usage
It is the responsibility of the supplier to be as accurate as they can in fulfilling 
the forecasted quantities. The caveat to this is that the supplier understands that 
forecasting is just that—a forecast—sometimes it’s accurate, sometimes not—and 
that’s where the strength (and flexibility) of the partnership comes into play. Some 
part numbers hit the mark, others don’t. Your supply partner shouldn’t make a year’s 
worth of components and require you to buy them. This type of behavior has 
created a climate where customers shy away from placing blanket or Kanban 
orders because the supplier has made all the parts, based on a PO without a 
forecast (effectively treating is as a PO, not a forecast). Once you communicate 
your needs and usage via the LTA, your supplier will adjust its on-demand 
production for the year. 

Keep in mind that some supplier operations do not work with blanket POs—this is an 
old mindset that doesn’t allow for flexibility. Consider this, what happens if you place 
a PO for a year’s forecast, and half-way through the year, there is a design change? 
Are you on the hook for the parts that may have been made already? (Is your 
supplier expected to eat the surplus?) Do you have a built-in margin for revisions 
with a spotbuy PO? By the nature of them—no. 

This is one of the sweet spots of having an LTA in place. Communication is a 
cornerstone of any successful LTA, and “rev” changes—and each company’s ability 
to handle them within a long-term arrangement—are easily dealt with and worked 
around. In the spirit of an LTA, the supplier is operating as an arm of your business—
truly partnering. Once the agreement is in place, the customer is promising that it 
will not look for another supplier for the duration of the contract. Within the stability 
of this agreement, the supplier also agrees to “take on” reasonable ebbs and flows 
within the production/design cycle. 

This is because the supplier can prepare the machine shop for each phase of the 
build. It can build out systems and operations: set up tools and machines for 
extended runs and purchase materials. Getting long-term POs makes the material 
vendor happy, and generally garners better pricing. As a contrast, if a supplier 
fulfilling your spot-buy makes 100 pieces, then sets up the next production run for 
another customer, and you come back with an additional PO, it will require another 
round of set up and repurchase of materials for your subsequent order. With spot-
buys, a PO needs to be placed every time; material may not be available and 
pricing cannot be locked in. 
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Consistency and quality
Consistency in the end-product is of paramount importance. Every good supplier 
should have processes in place that ensure consistency and quality. The two go 
hand-in-hand here. If your supplier has made big investments in versatile, 
automated equipment—you have a supplier that can deliver consistency, precision, 
and repeatability because it has control over these processes.

There is another variable that can compromise this, to a degree. If the supplier is 
constantly setting up for repeat POs (not under LTAs or spot-buys), it is spending 
more time putting together process documentation. This has its own process, too, 
which is reliable, but variation in machining can occur; the process is in place to 
monitor that and change course, if need be. This process control infrastructure 
involves having a data collection framework of inspection paperwork and charts 
to gauge consistency—generally seen after a run or two. It is an investment in time, 
resources, and expertise to ensure that the run is consistent, tools are not broken 
down, and tolerances remain intact. As you might imagine, if a shop has to run this 
distinct protocol constantly with multiple new orders (yours included!) not in an 
LTA, the impact will be felt on many levels. Secondary processes, such as plating, 
can also be effected and can impact consistency and quality. Within an LTA, if the 
production line and the plater see the same part every month, it will be finished with 
the same quality and consistency. 

Dependable delivery
On-time delivery is another vital piece of the contract that every supplier needs 
to meet. All of the pieces of an LTA work together to this end. When the supplier 
has the detailed documentation in place, it kicks off an entire process that runs 
smoothly. On a monthly basis, the right quantity of parts is produced consistently 
and dependably. An LTA is designed to replenish as-you-go. If the designation is for 
a 50-piece lot quantity, the supplier will have 50 finished parts; 50 on the shelf; 50 in 
set-up; and 50 in raw material. Being at this level of perpetual readiness allows for 
dependable, on-time delivery. 

What happens with a spot-buy? It can vary, and open the door for inconsistencies 
and time delays. The following is a breakdown of a typical scenario. The supplier 
watches to see if there is a PO for the customer—maybe it comes in time, often it 
does not. The customer forgets there is a lead time; it falls off the radar, forgetting 
the order needed to be submitted in January for a March delivery. This forces the 
supplier to start at the beginning of the process—buy raw materials, document 
processes, etc. This creates the potential for a host of inconsistent variables (as 
discussed above) that may, or may not, line up for a top-quality, on-time delivery. 

With an LTA in place that supports—depends on—the consistency that a Kanban 
inventory control system provides, all parties will be prepared. 
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Service 
With an LTA, a supplier is intrinsically more invested in the combined success of 
the relationship. A responsible supplier delivers service above all else. An important 
takeaway here is that “job shops” are not all the same. Look for one that has a 
stable customer base—that is a good indication that it provides the kind of service 
that engenders loyalty. Open communication is the best model for promoting 
flexibility, collaboration, and loyalty. For instance, if a supplier doesn’t provide 
product design, it may still give manufacturability feedback to help with cost 
reduction or make suggestions for better design for manufacturing. While an LTA is 
a binding contract, the good faith it fosters fuels a collaborative working relationship 
and provides enhanced service on all levels. 

Working Together with LTAs

Long-term agreements help provide predictability and consistency, while offering 
some flexibility, in what can be volatile production cycles. If any of the scenarios 
above strike a familiar nerve with your current operations, then you might consider 
exploring an LTA with your supplier.

We have extensive experience with LTAs, working with customers to find the optimal 
situation for their contract manufacturing needs. We would be happy to explore 
whether an LTA is the right direction for your company.

Click here to contact us now to see if an LTA is a good 
solution for your business needs.
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