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Foreword

By Colleen “Coco” Crum

This series of thought leadership articles have been carefully selected to help
assess the value of your demand management process. It helps answer the
question: How well is Demand Management delivering the results you and
your leadership team expect?

If your company thinks in terms of forecasting, you will learn why this mindset
should be broadened into a demand planning and demand management
process. It improves financial performance.

The articles also show how to improve the trust and credibility of the demand
plan. You will also learn how to make the case for improving the demand
management processes. Templates are provided to show you how.

Oliver Wight has been the preeminent thought leader in demand management
for more than five decades. These articles are written by Oliver Wight principals
— all who gained hands-on, real-world demand management experience in
industry before joining Oliver Wight. They now focus on guiding Oliver Wight
clients to design, implement, and sustain demand management processes
successiully.

An Oliver Wight principal intfroduces each article. They add their insights
into the importance of the article’s concepts to gain the most from
demand management.

The biographies of each Oliver Wight principal are at the end of this publication
as well as additional resources for more information on demand management.

We hope this series of articles will help guide your thinking and create
excitement about the power of demand management to transform your
business performance — what it is and is not, and the value of the process in
connecting strategy to execution.
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What is Demand Management”?

“ Influence the level, timing
and composition of demand
In order to accomplish
a company's business
objectives and goals.”

— Philip Kotler
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Principle: Demand Doesn't Just Happen
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What is demand?

Demand is customers
buying your products
and services

What causes customers
and consumers to buy your
products and services?
Marketing and selling activities

DEMAND
DOESN'T JUST

Therefore, the
demand plan numbers
are the result of
planned marketing
and sales efforts

HAPPEN

Because marketing and
selling activities create
demand, the demand plan
should be a reflection of
marketing and selling activities

Marketing and selling activities drive the forecast or demand plan
numbers, not the other way around
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Want to Execute Your Strategy and
Improve Financial Performance?
Focus on Demand Management

QLIVER WIGHT

Want to Execute Your Strategy and

8

DENAND

Todd Ferguson - Principal, Oliver Wight Americas
Imagine the possibilities, realize the potential.

INntroduction

By Jimmy Dixon

There's often a lack of understanding around how to
drive strategy into the organization to be able to
implement, execute and achieve their strategy. When
everyone's so focused on meeting the budget vear,
they're not looking out far enough and they aren't able
to visualize their strategy over the horizon. The marketing
strategy is operationalized into volume and value plans
supported by investments using key strategies and
tactics over the planning horizon.

In this white paper, Todd Ferguson mentions extending
the planning horizon to cover strategy. Whether it reaches
out three 1o five years or more, a best practice is to start
extending your vision over that horizon. If you haven't
thought that far ahead, it means you don't have a plan.

Then it comes down to documenting your assumptions
that drive revenue and margin profitability, so an executive
can see what it takes to be able to achieve the targets
they've set. That will create a valuable conversation
around investments, strategy, and growth. Additionally,
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Improve Financial Performance”?
Focus on Demand Management

Author: Todd Ferguson

it allows business leaders to think through the key
channels, customer segments, geographic regions,
and products that are going to drive growth. Targeting
and market research ensure that you're playing in
growing channels where you have a right to win.

Keep in mind that developing the strategy is just

the starting point; it's essential to have a strategy
dashboard to monitor performance against the targets
that you've been able to set. It's important to be clear
in terms of the outcomes you're looking for and follow
a routine process that tells you if you're on track.

Focusing on demand management is increasingly
vital as market requirements continue to shift. Your
team should be paying close attention to financial
performance, operational performance, customer
satisfaction, market dominance, and business
growth. Quite simply, it's about having a plan to
deliver your strategy.
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OVERVIEW

Times were tough for a large consumer goods company. A review of its monthly business
performance reflected difficult operating conditions. Volume, gross revenue, and market share were
all behind expectations year to date, with the projected outlook beyond 12 months even less certain.
For employees, ensuing actions rang familiar. A series of prolonged and exhaustive activities were
mandated to dig deeper into why revenue targets were being missed. In the back of people’s minds
was the grim reality that incentive rewards based upon performance were likely not to materialize for
a second straight year.

In the executive office, the president grew increasingly agitated at the inability of his team to identify
and resolve issues. Frustration tumed to finger-pointing. Eventually finger-pointing and animosity
reached a crisis point at the monthly executive review meeting, when it became apparent that
another year of “missing the numbers” was about to transpire.

During this combative review, no viable options were presented and discussed on how to close
projected gaps in meeting the current year's plan and budget. Most of the time was spent arguing
about the current year's revenue projection. Aimost no time was spent reviewing actions to meet
strategic objectives. One lone chart highlighting company initiatives was buried in the appendix of
the review documentation.

The executives in the review felt pressured to respond to shareholder demands that the company
return to profitability. With few answers, many in the room became exasperated. Some expressed
that there had to be a better way to get hold of, and grow, the iconic business.

Contrast the preceding example with that of a business that took a very proactive approach
toward managing its destiny. This company also faced significant business challenges; however,
this leadership team chose a much different path. The executives responded to the challenges by
collaborating rather than pointing fingers at one another.

This company utilized Integrated Business Planning to review the latest projections against the stated
annual plan and goals as well as longer-term strategy (see Chart 1). The review was conducted
using a routine, systematic cadence. The executives wanted to identify “bad news early” rather than
be surprised by “bad news late.” They also wanted to review various scenarios by which changes

in assumptions, risks, and opportunities could be monitored and decisions made. They expected to
review the scenarios every month as business conditions changed.
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By employing Integrated Business Planning (IBP), this
company not only developed plans to improve long-term
business performance; the executives also subjected
the plans to a rigorous monthly review. For example,
discussions centered on the progress of tactical efforts
around key categories, particularly how investment
decisions were faring in terms of meeting stated market
share objectives. The commercial organization (sales,
marketing, and product management) focused on
addressing marketplace needs and aligning on plans
when marketplace dynamics changed. Measures

were also put in place to monitor execution against key
strategic objectives.

The end result: The company leadership team had the
information needed to ensure the business focused

on financial performance, operational performance,
customer satisfaction, market dominance, and business
growth. Instead of falling victim to the changing tides of
the retail environment, the leadership team understood
the importance of aligning current plans to key objectives
that spanned a planning horizon of 24 months.

Review of the longer-term projections of the business
each month afforded the leadership team more time

to anticipate and respond to change — and re-plan as
necessary. The company leaders had a good grasp of
how and when they could influence demand. Instead of
wishful thinking, the leadership team made decisions with
confidence and credibility.

Getting the Most From Demand Management

QLIVER WIGHT

CHART 1:
IBP bridges longer-term strategy with
shorter-term tactics and execution.

Two different companies, and two different outcomes.
One company developed a track record for executing
and achieving its business strategy. The other

company struggled to do so and often disappointed

its shareholders. The more successful company
recognized the importance of linking strategy to its
demand management and Integrated Business Planning
processes. The company leaders understood that
effective execution of strategy requires a focus and
competence in the following three areas:

® Developing a continuous communication culture
® Driving decisions to the right level

Telling the story -- quickly

DEVELOPING A CONTINUOUS
COMMUNICATION CULTURE

"Demand drives a business.
Without dermand, there Is no business.”

One of the best ways to ensure a continuous
communications culture is to develop a robust demand
review as part of the Integrated Business Planning
process. The demand review should focus on the
plans and assumptions for influencing the timing, level,
and composition of demand in order to accomplish a
company'’s business objectives and goals (see Chart 2).
(For more information on demand management and the
Demand Review, see Additional reading at the end of
this paper.)
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When changes occur that potentially impact achieving the business goals and strategies, sales and marketing
managers should communicate to those who will need to adapt to the change. The output of a Demand Review
is communicated to more than the sales and marketing organizations. It is also communicated to the finance
and supply chain organizations (see Chart 3).

During the Management Business Review (the executives’ monthly business review), the leadership team
compares performance and projected performance to the strategic objectives. The executive team also

makes decisions on recommended actions for ensuring that strategies and business goals will be achieved.
“Continuous” communication is spurred by a robust Demand Review that focuses beyond short-term sales
execution. The most effective Demand Reviews focus on achieving business and strategic objectives over at
least the next 24 months or longer. People are not afraid to communicate when problems may be developing
that threaten the organization’s ability to achieve business goals and strategies. Case in point: A client company
in the food business began to lose market share. An analysis showed that consumer preferences had changed,
and the company had not perceived the significance of the change in preferences.

Getting the Most From Demand Management




Continuous communication was helpful in this case.

It armed both leadership and the managers of the
business with the freshest set of assumptions upon
which to base decisions. It also helped ensure efficient
and effective execution of plans and strategies.

The concern was communicated, and it triggered

the company to conduct a “brutally honest” review of
strategy and consumer insights. New strategies were put
in place in response.

The experience also motivated the sales and marketing
leaders to reorient the agenda for the Demand Review.
The focus of the monthly Demand Review shifted from
the near term to the longer term. The Demand Review
now starts with a review of the outer year (next year and
beyond), rather than the near term. Emphasis on the
longer term caused discussion to focus on changes to
assumptions, risks, and opportunities that impacted the
execution of strategies.

Another change that was implemented in the structure

of the demand review: Ensuring leadership consensus
and alignment on actions to execute strategic objectives.
The Demand Review is now utilized to validate that the
sales and marketing teams agree upon the targeted
activities for influencing customer and consumer demand
in pursuit of business strategy.

DRNING DECISIONS TO THE RIGHT LEVEL

When the type of structure described above is in

place, the sales, marketing, and product management
organizations (as well as finance and supply chain
organizations) become collaborators rather than
competitors. As teamwork strengthens, communications
are more likely to occur whenever communications are
needed — monthly, weekly, and even daily. With this type
of communication culture, the decision-making process
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also changes. One client company uses discussion at
the Demand Review to integrate assumptions as part of
its strategic planning process.

Here’s an example of how it works:

A steadily increasing growth rate was initially assumed
for a particular category. In reality, the category had

been in decline for several years. As part of the monthly
Demand Review, the business began reviewing how all
categories were aligned to the overall business strategy.
The category reviews revealed that trade spend could be
more productive in some specific categories with greater
potential for higher margins and more sustained growth.

The review of assumptions in the Demand Review also
helped drive discussions about strategic objectives.

It provided valuable information about how and when
to realign to these objectives as market conditions
changed. The decision-making roles were clearly defined
and agreed upon in this company. The managers knew
the types of decisions they were empowered to make
and then inform the leadership team of the decisions.
The managers were also accountable for making
recommendations for decisions that have been defined
as executive decisions to be made.

TELLING THE STORY QUICKLY

When information, understanding, and decision making
is needed, it is fruitless if managers and executives
“fiddle while Rome burns.” There can be a tendency to
develop too much raw information, which can paralyze
decision making. Having the ability to distill information to
its essence is critical to making more sound decisions in
a timely manner.
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If you were given the opportunity to explain how well the business is executing strategy, which form of
communication would you employ? A handout? A PowerPoint presentation? An array of freshly minted charts
that look fabulous but leave executives scratching their heads and wondering (and debating): What does this
information mean”? How is this information going to drive decisions?

We have observed that executives prefer scorecards and dashboards that enable them to quickly draw
conclusions and spur decision making. We advocate finding a way to keep information that is conveyed to
executives simple and actionable!

Dashboards are not the only means by which strategy can be communicated. We recommend developing
concise visuals targeted for specific levels in the organization. These visuals should quickly tell the story of
whether the business is on track to achieve a specific objective or strategy. If not on track, the visuals should
simply convey what actions are being taken or are recommended to attain the objective or strategy.

Below are examples of dashboards and visuals used by some of our clients (Charts 4-7).

Some executives print out these visuals and carry them during the month. The visuals aid in discussion and
provide clarification when there may be misunderstanding or confusion. (This practice also helps to perpetuate
continuous communication and is useful in keeping people “on the same page”).

CHART 4:
This chart is an example of quickly showing the status of strategic initiatives.

Key Supporting Strategies

Grow by x% Customer Retention Penetrate New Region

One Per Initiative

Impact / Goal

Summary of Initiative On-Time On-Scope On Budget Impact / Goal | Changes? Yes /
No

Name of Strategic Initiative (for example, Grow by x%)

Resources Original Due

Available Date New Due Date

Critical Path / Milestone
List
List

List
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CHART 5&:
This chart tracks the results of strategic initiatives. Red means the initiative is not achieving the target. Green
means the inftiative is on target. Typically, an initiative that is labeled red is discussed in the Demand Review.

Strategic Goals Measures Targets Actuals KPI Activities

Financial

What do we have to do
in the financial sector to safisfy our
shareholders and investors?

Increase
profitability to
15% by 2016

Profitability Ratios

$2.5b improvement
in cash flow

Profit Increase of $1

$2.7B

OGN

IBP, Inventory
Management & Control,
Network Optimization

billion $1.18 New market entry
Customer Customer Fill Rate 98.5% Fill Rate 97.2% Customer Segmentation
Gustomer satisfaction
X Implementation of
What do we wish to achieve with ;;T“sz\?ztgu . Integrated Business
our customers in order to fulfill our Planning
vision? ) )
Improve order Order Lead Time Order leadtime: 2 Order Lean Team
lead time by 15% days
Busi p s Schedule U Master Schedule Lean
usiness Frocesses Improve Adherence Schedule Adherence: Team
H operatin, 95%
Which processes and sub processes efficienciges Demand Accuracy . 2 Demand Planning
do we need to improve to achieve & Bias 85% Demand B O Initiative

our Vision?

Learning & Growth

Improve Baseline
Measures 10% by
2014

Learning
Development

Accuracy, 2% Bias
Education complete

Turnover reduced 5%

Best Practices
Education

i . Turnover
How can we increase our potential Employee
to achieve the vision with our Employee satisfaction trending
Satisfaction up

valued people and infrastructure?

|

Y

o CXTum—

Off Track with
Actions to Resolve

Determine which of these initiatives should be addressed in the Demand Review

© Oliver Wight International

Term Definition . Examples
Governing | “What we’re trying to achieve” *To double the value of the business
Objective every 4 years.
1l
strat “Strategic themes derived . eProfitable growth driven by innovation and
rateey from current strategy” :increased market penetration
! e :
strategc “Something quantifiable which : *Achieve at least 25% of revenue from

products developed in the last 3 years

Goals we need to get right in order : .
. eIncrease market share in key channels by 10%

ﬂ to achieve our Strategy.”

CHART 6:
This chart shows
how performance

eRevenue from products of last 3 years
: eMarket share trends by channel over the last 3
years measures can be

derived and linked to
business strategy.

“Specific, measurable,
achievable, relevant, targeted
measures which support one
or more of the Strategic Goals.”

Measures

Performance measures are derived from, and linked to, the business strategy

© Oliver Wight International
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CHART 7:

Enterprise Metrics

QLIVER WIGHT

« Achievement of strategies and business goals

« Fit to strategy

« Fit to value proposition

« Time-to-profitability trends by category and new
introductions

(IBP) « Sales and marketing investment as percent of revenue
« Customer retention
« Revenue from new products
« Overall business performance (revenue and margin)
Market « Market segment and/or category performance (market
Metrics share, revenue, margin, customer retention and
(Sales and Marketing strategic objectives)
Leadership) « Sales region performance (revenue, margin, customer
satisfaction, and strategic objectives)
Productivity » Trade promotion investment vs revenue generated
Metrics « Sales costs vs revenue generated
. * Product launch investment vs revenue generated
(Sales and Marketing « Achievement of revenue and margin goals
Managers) « Activities fit to strategy and value proposition

Execution Metrics
(Marketing and Sales)

Execution of marketing and branding activities (on-time,
on-cost, and per specifications)

Sales revenue and margin by account

Achievement of category and market segment goals

This chart summarizes the metrics for different levels in the company. The Enterprise Metrics are typically
reviewed in the Management Business Review. The Market Metrics and Productivity Metrics are reviewed in the
Demand Review and other sales and marketing meetings. Execution Metrics are reviewed in sales and marketing
meetings and with individuals responsible for the execution. The Market, Productivity, and Execution Metrics may
be elevated to the Demand Review on an exception basis when decisions for getting back on track need to be

made by the sales and marketing leadership team.

IMPROVED FINANCIAL AND BUSINESS RESULTS

Linking strategy to demand management, in our experience, improves financial and business performance. One
client company made a concerted effort to link strategy to demand management and its Integrated Business
Planning process. This was a shift from past practices. The company leaders communicated, in company town
hall-style meetings, that Integrated Business Planning was the process being utilized to help the business deliver its
strategy and financial commitments. This expectation was reinforced during the various review meetings as part of

the Integrated Business Planning process.

Linking strategy to demand management and the Integrated Business Planning process created greater focus
throughout the business on the strategic priorities. Better investment decisions were made on trade spend,
innovation, and inventory. Actions were taken when current projections showed gaps in achieving the strategies

and business goals.
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In less than one year, the company significantly reduced
days-on-hand inventory and working capital. For the
first ime in many years, the company was on track to
achieve all of its financial metrics and to exceed the
revenue and profit plan. Another client company began
to aggressively seek out gaps in projected performance
against its business objectives and strategic plan.
Through the Demand Review as part of the Integrated
Business Planning process, a profit gap of more than
$30 million was identified.

This gap was known by some managers and suspected
by others, but they had been hesitant to communicate
their concems to the leadership team. The leadership
team used the Integrated Business Planning process
and the monthly Management Business Review to insist
that the truth would not be buried. When the projected
profit gap was communicated, the leadership team
assigned actions to re-examine (and challenge) the
business drivers and priorities.

The evaluation revealed a tendency by the sales and
marketing organizations to aggressively seek to grow
demand volume at the expense of generating more
profitable revenue from other customers and channels.
Sales and marketing priorities were changed to better
match the business strategies. As a result, the sales
and marketing organizations made better decisions on
what business to pursue.

Additional reading

QLIVER WIGHT

These actions, with a focus on strategy and demand
management, improved the financial health of the
business. What's more, the leadership team and
shareholders became confident that the business
would deliver reliable, repeatable results. Less time
was consumed in second-guessing the plans and
financial numbers. More time was spent on making the
strategies and business objectives happen.

Some clients, including the companies described
above, tell us that linking strategy to demand
management through the Integrated Business Planning
process was not as difficult as they originally feared. The
key is developing a continuous communications culture
that facilitates communicating pertinent information
simply and quickly.

It is paramount to separate out the “noise” from what
is truly pertinent and actionable. So, too, is driving
decision making to the right level, which requires
empowering people to make decisions.

Equally important; The leadership team must make the
decisions that are theirs to make. The leadership team
also must expect — and support — what an executive of
one of the companies mentioned above described as
“orutal honesty and transparency.”

The following white papers are available on oliverwight-americas.com:

How to Leverage Longer Planning Horizons in Integrated Business Planning (Advanced S&OP)

by George Palmatier and Colleen Crum

Why Annual Planning Should be a Significant Non-Event
by George Palmatier and Robert Hirschey

Demand Review: Tell the Story
by Colleen Crum

Strategic Planning: An Executive’s Aid for Strategic Thinking, Development, and Deployment

by George Palmatier
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Perils of Detail Dysfunction

QLIVER WIGHT

Aggregate Planning:

How to Overcome the Mindset

Robert Hirschey - Principal, Oliver Wight Americas

INtroduction

By Leon Dixon

There’s an old saying at Oliver Wight: “No amount of
hard work in the detail will make up for an error in the
aggregate.” In other words, being too detail-oriented can
be a team’s downfall.

Think of a business as a submarine: If members of the
crew take their eyes off the periscope and stop paying
attention to the radar and sonar because they're too busy
inspecting the engine, they might end up piloting into the
wall of the canyon. Leadership that stays too close to the
execution can — and likely will — get lost.

Unfortunately, it's all too easy to get lost in the details. But
leadership’s role is to be at the helm. If they're down in the
engine room, they're missing the big picture they're being
paid to see and navigate.

A phrase we use a lot with clients is “pull the camera back”
— because taking that big picture view has value. If you

14 = Getting the Most From Demand Management

and Perils of Detail Dysfunction

Author: Robert Hirschey

walk across the street and look at your house from the
neighbor's porch, you'll see things you can't see from
the inside. But if you don't get that big picture correct
— if you can't step far back enough to set the right
course — no amount of over-supervising the engine
room is going to get you where you want to go.

It's all about changing behaviors. Taking the occasional
deep dive is okay — even great when it shows a
leader's passion. But if you express a passion for
certain details, consider what your organization is going
to think about you as a result.

In this piece, Bob drives home one point extremely
well: Don't over-complicate life with senseless detall;
find the right level of detail. With that approach, you can
push decision-making down your organization without
losing contral.
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OVERVIEW

Today's businesses are inundated with data —

internal, external, relevant, and irrelevant. Thanks to

technology, it is easier than ever before to capture
and categorize data (“big data”) and utilize technology
systems to analyze ("data analytics”) and report
("dashboarding”). Use of “big data” technology allows
for robust prediction of and reaction to near-term
changes in the business environment. That's the
advantage of the use of big data analytical tools. On
the flip side, reliance on these tools alone can cause
a myopic view of the business. The abundance of
detailed, executional data fosters a planning mindset
that is predominantly short term, based solely on
bottom-up details (e.g. “real-time” information).

A consequence of this mindset: The importance of strategic deployment as a critical aspect of
a company’s planning and management system atrophies. Strategy becomes only an annual
refresh exercise that is often divorced from the nearer-term reality of business performance
and competitive/marketplace dynamics. Strategic plans and execution plans become
disconnected or, worse, are in conflict.

This gap between strategy and execution can significantly reduce effective strategic response
in an ever changing, global business environment. It also hamstrings corporate performance
and can be, in the author's experience, a primary reason that companies fail to meet their
strategic and financial objectives.

A case in point: An Oliver Wight client consistently missed their numbers. Despite several
attempts at “corrective action,” performance did not improve.

Finally, a newly installed company president called a “time-out.” The company had lots of
execution data showing which customers, which products, which categories, and which
market segments were underperforming. But no one could explain why the company
repeatedly failed to attain its strategic and business goals. Even more telling, no one in
leadership appeared to have a good grasp on the market and consumers.

15 | Getting the Most From Demand Management




QLIVER WIGHT

The company president decided to ignore the execution and transactional data (for the
moment). He tasked his executive team and key managers to observe consumers in stores
buying their types of products. His team’s observations revealed that the company was out of
sync with consumer preferences and behaviors. The company’s products no longer resonated
with consumers, who had developed a different mindset based on functionality rather than
brand awareness. The company management had never before consciously tied strategy and
execution together and reviewed the alignment of the two regularly and routinely. When they
did, company performance improved dramatically.

How did management close the gap between
strategy and execution? They implemented a
reliable process for aggregate planning, and
the mindset that goes with it. As someone

who has worked at both the strategic planning
and operational planning levels, | learned the
importance of aggregated planning and its
profound effect on results. Aggregate planning
is vital to ensuring that strategy and execution
are aligned and synchronized to deliver the best
business performance. Aggregate planning is a
skill that must be developed by the managers and
leaders of a company. It also creates a mindset
about planning and communicating that should
not be neglected.

WHAT IS AGGREGATE PLANNING

Aggregate planning is sometimes construed as a “big-picture” approach. It Iooks forward well
into the future (months and years rather than weeks). Rather than being paralyzed by massive
amounts of data, this forward-looking process rises above the focus on individual products or
services. Instead, aggregate planning is based upon groupings of similar products or services.
Aggregate planning also looks beyond the current budget year to assess multi-year perfor-
mance issues, risks, and opportunities.

Effective planning and decision making at the aggregate level requires the use of a planning
hierarchy that aggregates items (also referred to as stock keeping units or SKUs) into mutually
exclusive groupings.

16 = Getting the Most From Demand Management
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These groupings are often referred to as families, which can be further subdivided into sub-
families. One or more families can also be grouped into strategic business units (SBUs).

Creation of SBUs is often done along the divisions or lines of business within a company.
(Figure 1 provides an illustration of the planning hierarchy used for aggregate planning).

FIGURE 1: PLANNING HERARCHIES

AGGREGATE —
PLANNING FAMILIES .,

SUB-FAMILIES

PRODUCTS

_ /
r ame I

ITEMS/CUSTOMERS/PACKAGE/SIZE

With aggregate planning, discussions pivot around the behavior, performance, and
prospects at the aggregate SBU, Family, and/or Subfamily levels. Each aggregation
certainly must map or tie to the detailed levels of products, items, and SKUs; but the
discussion is naturally more strategic at the higher levels (Subfamilies, Families, and
SBUSs). For example, with aggregate planning, the deliberation is about the strategic
market position (growth, penetration, share, life cycle, etc.) versus the detailed product
performance (sell in, sell through, rotation, point of sale, etc.).

The current leading practice for aggregate planning is a process referred to as Integrated
Business Planning (IBP). In brief, IBP is a monthly process led by senior management that
evaluates and revises time-phased projections for product development, demand, supply,
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strategic initiatives and the associated financials. These time-phased projections are
represented in volume, revenue, and margin to aid in better understanding, problem
solving, and decision making. Integrated Business Planning deploys strategy and
business decision making down into the company to ensure alignment and execution.

Integrated Business Planning is an advanced form of the process
commonly known as Sales and Operations Planning (S&OP). Sales
and Operations Planning typically focuses on balancing the volume
projections of demand and supply, often at a much more detailed
level and looking only at the short term. While IBP is clearly the
best practice for aggregate planning, S&OP is still widely used for
nearer-term balancing of demand forecasts and production plans.

THE “DETAIL DYSFUNCTION”

The use of aggregate planning via Integrated Business Planning
helps companies overcome what some people call “detail
dysfunction.” Detailed performance data across the business has
been increasingly leveraged as the primary means of running the
business. That is, detailed performance data is the primary source
for identifying issues or opportunities and taking corrective or
proactive action.

The conseqguence is a short-term focus at a very granular level, usually at the individual
SKU, customer, distribution point, etc. While addressing immediate issues at that level
is desirable, it is suboptimal for mid- to long-term planning. Trade-offs through time are
often not visible and, therefore, not considered.

The adage, “losing the forest for the trees,” is akin to “detail dysfunction.” Just as when
one becomes so engrossed in looking at the individual trees and loses sight of the
forest, a myopic focus on the business details results in executives and managers losing
sight of the big picture. This big picture should be the alignment of current business
priorities and activities with longer-term strategic objectives.

Getting the Most From Demand Management
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The focus on near-term details is the result of several factors; among them:

*  The availability of almost instantaneous data on both internal and external
performance provided by increasingly integrated systems

*  The accessibility of the data by ever widening data capture mechanisms

*  The application of technology to enable availability and accessibility, as well as
analysis of the data

As the ability to delve into the details has become
‘easier,” it has also become the path of least
resistance in developing plans and tracking results.
It becomes very convenient to shorten the planning
horizon and focus on optimizing immediate, obvious
trade-offs at the expense of creating longer-term,
sustainable value. Aggregate planning over a longer
horizon allows one to step back and look at the
business as a collection of SKUs, customers, etc.,
and evaluate its vitality and sustainability.

That's exactly why the executive team in the opening
case example implemented aggregate planning
using Integrated Business Planning. No amount

of adjustment at the detall level would enable the
company to regain the hearts of consumers. The
problems they faced were not execution issues. The
primary problem was the shift in consumer buying
preferences that the company had not previously recognized. The company needed
to reformulate its products and market strategy. This reformulation would take several
years to accomplish. Hence the need to plan over a longer-term planning horizon
(three plus years) and utilize aggregate planning to do so. In its most advanced form,
“detail dysfunction” embeds a set of work practices and behaviors that are self-
reinforcing. Meetings focus on reporting out what happened, late breaking news, and
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FIGURE 2: PLANNING LEVELS
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the activities to *hit the number” for the month or quarter, etc. People come prepared to
explain the past rather than re-plan the future. It is easier that way. The details are readily
available to support the explanation. It takes more work to translate the details into future
implications, especially beyond the current month or quarter. It becomes too easy to neglect
asking questions about implications for next quarter or next year, much less come prepared
with the analysis to even have the discussion if it happened to wander there.

MULTIPLE-LEVEL PLANNING TO
\ COMBAT “DETAIL DYSFUNCTION”
R In reality, a company needs planning
and performance assessment at
multiple levels — from longer-term
strategic planning and performance

Fraquency:  Yearly (quarbary)
Buckats Yaars (quarten)
Larvml Talal Company or SBU or Segment

7 A
' G
Frasqusncy: Manthly h ! R . .
Bickats Manthly ; r £ tracking to execution of schedules
Ll Farmily | Sub-Famil i .
- s L L / E {I’: and results for today, this week, and
"@""' . this month. It is crucial to tie these
[ — multiple levels of planning together.
Buckeds Weeks
| Ll iem [ SEL
: ' At least four planning levels should
i be considered (see Figure 2). The

Frequency: = Dally
Buckets Diays or Less
Lenel ltern / SKLU

level associated with aggregate
planning, and the focus of IBP,
is highlighted.

Consciously defining the level of granularity for each planning level is very important. When
the amount of detail expected is not defined or is not appropriate, it can be a source of
misunderstanding and frustration. It would be impossible (at least impractical) to have a
strategic discussion and make strategic decisions one SKU at a time. Conversely, it would
be impossible to determine production and shipping schedules at the detailed level by
talking about prospects for the business divisions or segments.

The discussion when planning at the short-term scheduling and execution levels is different
than planning at the mid-term and long-term levels. The people involved in the discussions
at each level are also different.
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Following are distinguishing characteristics of each planning level:

The period covered, ranging from three or more years for the long-term
(strategic) level to less than eight weeks for the detailed scheduling and
execution level. The planning horizon for aggregate planning should be
24 months and beyond.

Horizon

The rate at which the plan is reviewed and/or changed. Strategy is
reviewed and refreshed at least annually while the detailed schedule is
revisited at least daily. At the aggregate level, plans are reviewed and
revised each month.

Frequency

The time intervals that comprise the plan. Strategic plans are most often
delineated in years (with perhaps the first one to two years broken down
by quarters). The detailed schedule is delineated into days (or shifts or
hours within the days).

Buckets

The level of detailed information in the plan (sometimes also referred

to as granularity). The longer-term plan is best dimensioned at the total
company and its primary building blocks, such as divisions or segments.
The detailed execution schedule is based on items or SKUs. Aggregate
planning follows the planning hierarchy described earlier (see Figure 1).
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The discussion at the short-term scheduling and execution levels focuses on the
things that companies make (or services they provide) and the things customers buy.
What the company is making, providing, and selling becomes almost intuitive over
time and can lead to a certain amount of “comfort” in the discussion.

Getting the Most From Demand Management

The discussion at the aggregate planning level and
above (mid-term and long-term levels) is more abstract.
Companies don't make “families” or “subfamilies,” and
customers don't buy them. The discussion is more
strategic and tactical than executional. Conceptual
discussions frequently are based upon assumptions,
goals, and vision. Ultimately the decisions made at the
strategic and tactical levels should drive what is made
and sold at the execution level, Execution should not drive
strategy and tactics. Strategy and tactics should drive
execution, but all three need to be tied together.

Information needs to be integrated top-down and bottom-
up. This integration must recognize that the people
making decisions at the short-term scheduling and
planning levels are typically different from those making
decisions at mid-term and long-term levels.

An example of top-down integration is the strategic
decision to grow, hold, or shrink market position in a
product line. That decision should drive the executional
plans for marketing, sales, production, and distribution.
Likewise, the executional performance of SKUSs,
customers, distribution points, etc. should be fed bottom-
up to inform of strategic performance and decisions on
course correction for the associated product line.

The people involved naturally follow the nature of the
discussion at each planning level. Company leaders are
involved in long-term and mid-term planning because the
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outcome of the deliberation is strategic direction and
multi-year resourcing priorities. Operations managers,
sales managers, controllers, etc., are involved in
executional and short-term planning because the
outcome of the deliberation is production schedules,
shift requirements, sales plans, etc.

Multiple-level planning combats “detail dysfunction”
by appropriately aligning the type of information and
the nature of the discussion so that the right people
make decisions at the right levels. This structure
‘gets leaders out of the weeds” by focusing their
perspective and efforts at the strategic and aggregate
levels. This structure, in turn, empowers and entrusts
the organization below them to execute within the
established strategic direction and boundaries.

In this way, aggregate planning acts as the
“translator” of strategy to direct executional plans.
Integrated Business Planning becomes the “strategic
deployment” process for the company.

BENEFITS OF AGGREGATE PLANNING

Aggregate planning is based on the simple notion
that a plan that does not “work” or “deliver” in

the aggregate cannot be overcome through
manipulations at the detall level. An “error” at the
aggregate level cannot be fixed by detailed planning.
Stated another way, working harder at the executional
level cannot make up for a flawed aggregate plan.

When plans are not achieved, focusing attention first on detailed planning is usually

a waste of time and effort. It is unlikely that the aggregation of the detailed plans will
accomplish strategic objectives. When they do not accomplish the strategic objectives, it is
also wasteful to mandate another round of detailed planning to make up any differences.
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The iterative approach to using detailed planning activities
to formulate aggregate plans is tremendously inefficient.
Worse vet, this approach usually ends up delivering the
‘answer” that leadership wants to hear regardless of
whether the plan is truly realistic and achievable. The focus
should be on creating valid plans that are congruent with
strategy and making efficient use of time and resources in
doing so.

The focus of aggregate planning should also be the proper
“sizing of the business.” This is important as it enables
executives to approve the right type and level of resources
to achieve the business scale driven by strategy.

For example, a company may determine the best strategic
outcome is growing one segment of its business by 25
percent while shrinking its position in another segment

by 10 percent. Based on these strategic objectives,
aggregate planning is used to determine the right level

of resource prioritization and allocation between the
segments. These resources can be capital, personnel,
suppliers, innovation spending, etc. The right sizing of the
business and supporting resources increases the reliability
of achieving strategic objectives.

Closely associated with the proper sizing of the business is matching the level of detail
required for decision making to the time frame of the decisions. Reliable details are hard
to gather for longer horizons. This is especially true for planning demand.

It is one thing to determine the number of turkeys to raise for the next two Thanksgivings.
It is quite another thing to reliably determine how many turkeys to offer fresh versus
frozen, or at the local versus regional versus national distribution networks.

Strategic decisions impacting the next two to five years do not benefit from unreliable
SKU forecasts that far out. Likewise, decisions to replenish stocks at particular
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distribution centers do not benefit from assumptions about
aggregate level growth and market position.

Aggregation of information also helps manage the uncertainty
associated with decisions impacting periods well into the
future. Documentation of assumptions, uncertainties, and
potential opportunities enables making better decisions

at the aggregate level. Details carry a lot of uncertainty,

and aggregation reduces variability. (See the Oliver Wight
white paper: How to Leverage Longer Planning Horizons in
Integrated Business Planning).

Aggregate planning also ensures that the various operational
plans are integrated to deliver the targeted results in the
two+-year horizon. Alignment and synchronization of product
innovation, demand generation, supply fulfillment, and financial
plans is critical for the effective and efficient use of resources.

Aggregate planning helps create the intermal consistency and
harmony among those key operational plans. As mentioned
previously, an error in the aggregate is virtually impossible

to make up in the details, so this harmonization ensures a
holistically valid aggregate solution,

Since aggregate planning is the “translator” of strategy

to direct executional plans, performance tracking at the
aggregate provides an early warning of potential gaps to
strategic attainment. Many key performance indicators can be
projected in an aggregate planning process to ascertain if the
trajectory of the plan is on track to deliver the desired strategic
outcomes.

A review of performance each month at the aggregate level
helps mitigate against the “hockey stick” plan where gaps
to strategy are miraculously filed during the final months of
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the planning horizon. The early warning of potential problems in attaining the
strategy and goals has another advantage. It allows executives and managers
to focus on the issues well in advance. There is time to develop alternatives or
corrective actions before the situation becomes a crisis.

A review of performance at the aggregate level also focuses typically scarce
analytical resources from considering everything to, instead, focusing on what
matters. Again, this is done at the aggregate SBU, Family, and Subfamily levels
and not at individual SKUs, customers, and distribution points. The latter would
be virtually impossible in a timely manner, and reliability of the plan at that level
of detail along the entire two- to three-year horizon would be suspect at best.

Finally, aggregate planning enables the right decisions to be made

Summary of the Benefits of at the right time. Deciding too early invites unnecessary risk, as

Aggregate Planning additional or more timely information will come to light and usually
improve the quality of the decision. Deciding too late limits flexibility,
e Strategic congruence and feasibility may eliminate options, and usually drives up costs. It takes time to
implement plans (e.g. hiring or plant expansion), and making the
* [fficient use of time and resources decision to implement too late jeopardizes the outcome.

e Proper “sizing the business” , L , -
Integrated Business Planning is geared to making decisions at

e Detall appropriate to the time frame the right time by evaluating time-phased projections over a rolling
24+-month horizon. Decisions to initiate actions to revise these
* |ntegrated set of operational plans time-phased projections can be guided by considering the lead time

required for implementation.
e FEarly wamning of strategic issues
and resolution, and focus on Rather than making all the decisions today for corrective actions
what matters along the entire planning horizon, some decisions can wait, and
likely be improved based on the optimal timing for the corrective
* Decisions at the right time action. And given the monthly frequency of the IBP process, the

timing of these future decisions can be re-evaluated every month.
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PUTTING IT ALL TOGETHER - THE
AGGREGATE PLANNING MINDSET
Oliver Wight pioneered the concepts
of aggregate planning, including
Sales and Operations Planning and
Integrated Business Planning. In our
decades of experience, the mechanic
of an aggregate planning process are
relatively straightforward; albeit they
may not be easy to put in place. The
difficulty comes in changing the way
people go about their work, as well as
their motivations and behaviors.

Drawing up process flows, supporting data requirements, and enabling systems
architecture is relatively “easy.” Changing the mindset of the people responsible
for providing planning inputs, conducting the planning activities, or consuming the
planning outputs is more difficult. The challenge in developing the proper mindset
is compounded by not understanding the different mindsets required at different
levels of a multiple-level planning process.

A few of the mindset shifts required for aggregate planning have
already been mentioned:

o Not trying to correct an error in the aggregate by working
harder at the execution level

J Getting leaders out of the weeds

o Avoiding reliance on detailed bottom-up data when
developing longer-term plans

o Not making decisions too early or too late
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A few other mind shifts are worth mentioning:
e Looking forward versus tunneling in

* How we use our time

* Enabling behaviors

Looking forward versus tunneling in refers to the mindset of
considering future consequences of decisions rather than
myopically focusing on immediate results. The classic example of
- myopic decisions: To “make the quarter” by doing anything and

‘ everything necessary during the last month, or making the year by
doing anything necessary in the fourth quarter. Too often, this pulls
forward business results from future periods, basically kicking the
can down the road. Or, it incurs extraordinary costs that achieve
the top line at the expense of the bottom line.

An aggregate planning mindset looks at the consequences of satisfying these types of
directives over the entire 24+-monith rolling planning horizon. The decision to chase the current
quarter or year may still be the same, but with recognition of the “hole” being dug in future
periods. By dimensioning the future consequences, the aggregate planning process can then
be leveraged to identify further gap-closure alternatives and decisions in the future periods.

Another type of tunneling in is the traditional static annual planning process that establishes the
intial 12-month plan. Re-planning occurs only for the current fiscal year, thereby shrinking the
planning horizon through time. Sometime during the last half of the year, the annual planning
process begins again, so the horizon telescopes out to the end of the next fiscal year. This
shrinking and telescoping of the annual planning process is inherently less accurate and much
more time consuming than developing a rolling plan via an aggregate planning process. (See
the Oliver Wight white paper, Why Annual Planning Should Be a Significant Non-Event).
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Another mindset shift is how people spend their time in the planning process, especially
company leadership during the monthly progress reviews. Figure 3 shows the best
practice for time allocation versus level of detail and horizon for aggregate versus detailed
planning processes.

Best practice aggregate planning calls for the bulk of the discussion to be focused on
the 4- to 24-month time frame. Time is spent discussing past results and near-term
projections only to frame the forward-looking discussion and decision making. Not
considering what just happened or is about to happen would be wrong. Focusing most
of the time in the near term would also be wrong, as the degrees of freedom are limited
for decisions that could economically change the outcome.

FIGURE 3: BEST PRACTICE FOR TIME AND ATTENTION
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Planning

Month / Period Review
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Management
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Leaders can have a much greater impact on the vitality
and trajectory of their businesses by making strategic and
tactical decisions. These decisions should set direction
and prioritize and allocate resources commensurately.

We have found that most business leaders have been
“trained” to focus on more immediate problem solving,
even eleventh-hour heroics. This is often a difficult mindset
to change.

In the opening case example, none of the eleventh-hour
heroics changed the outcome for the company and

its executive team. Performance did not improve. The
company began to tumn around when they implemented
aggregate planning and focused primarily on strategies and
tactics in the 4- to 36-month planning horizon.

Finally, we have found that certain behaviors are
fundamental to successful aggregate planning. First among
them is the willingness to accept the “truth as we know it,”
rather than drive results that we want regardless of whether
they are realistic, feasible, and achievable based on
demonstrated capability. The mindsets of “just work harder”
or "do more with less” are forms of denying “truth as we

know it.”

Of course, “truth as we know it” requires that bias
(wishful thinking or overly risk-adverse thinking) has
been eliminated. Eliminating bias often entails a cultural
transformation, so it can be a long time in coming.
Integrated Business Planning creates the venue for
challenging bias. That is where the assumptions behind
the plans can be reviewed, challenged, and validated.
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Other enabling behaviors include:

Bad (good) news Do not promisé
early is better ‘more than you
say you are than bad (good) Play your 8 can deliver No

ok news late position " “shooting the

Be p— messenger”
transparent

Communicate
openly and
honestly Drive
consensus

Do what you

These behaviors help establish the environment that enables effective and efficient planning

and execution. Our experience is that the behaviors in the company, as set and nurtured by
leadership, are as important as the company's processes, systems, and data. Having the right

behaviors in place to reinforce the processes and systems is a key success factor.
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CONCLUSION

Aggregate planning is vital for overcoming the mindset and perils of “detail .

dysfunction.” It counterbalances the myopic focus on details and short-term Th@ SO# SZLU# IS

business optimization at the expense of sustainable, long-term performance. a/\/\/ays haraer than
the hard stuff,

Integrated Business Planning is the current leading practice for aggregate
planning. When done well, IBP is the strategy deployment process for the
business. It helps get leaders “out of the weeds” and focuses them on - Roger Enrico,

creating sustained strategic value. Former CEO PepsiCo

Implementing an aggregate planning process, however, is not enough. The right mindset and enabling behaviors
are also required.

The mechanics of aggregate planning are relatively straightforward. Changing the DNA of the organization — the
way people go about their work, their motivations, and behaviors — is a much bigger challenge; but it is a challenge
worth taking.

RESOURCES -
Available at www.oliverwight-americas.com under Resources/White Papers:

How to Leverage Longer Planning Horizons in Integrated Business Planning,
N by George Palmatier and Colleen Crum.
Why Annual Planning Should Be a Significant Non-Event, by George
Palmatier and Robert Hirschey.
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Demand Review:
Tell the Story

Author: Colleen “Coco” Crum

Colleen “Coco” Crum - Oliver Wight Americas

INtroduction

By Peter Alle

Planning for the future is a core tenet of Integrated Business Planning. In today's environment, the tendency is to focus
on the short term, responding only to short-term demand fluctuations, short-term supply disruptions, and short-term
issues. Of course, that's important to do — and every business needs to do it — but we also need to make sure
we're looking to the future. After all, if you're not looking into the future, who else will be?

Any discussion about a Demand Review should focus on what's to come in a company’s markets, products, brands,
customers’ habits and financial performance. This is an assumption-based process; we make educated assumptions
based on what we see happening in the external and internal environment. Within IBP, it's called a Demand Review —
and Coco's article talks about why it's so important.

There is a strong tendency to look inwardly, but if we look strictly at what's going on inside the company, we might
miss some key external trends. Leaders who love their own data need to make sure they're using it to drive decisions
and take action. As Coco points out, it's so important to maintain a keen sense of external awareness as well,
Thinking about what consumers and the marketplace are doing is an essential part of the Demand Review.

Another key consideration is how the demand review helps tell the story of the business. If you're really too far into
the details, you might lose that greater sense of narrative. But the Demand Review can ensure you focus on making
decisions and taking action while telling the story from a senior executive's point of view. You can tell them what they
need to know clearly, concisely.
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| received a
phone call from
a \ice Fresigent
of Sales,

You've got to
helo us,” he said,

“'m trying to own the Demand Review, but it is not working
forme.”

He explained that the Demand Review consisted of going
over a stack of spreadsheets, about one-quarter inch thick,
itern by item. (The company sold more than 5,000 items.)
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DEFINITION — INTEGRATED BUSINESS PLANNING (ADVANCED S&OP)

A process led by senior management that evaluates and revises time-phased
aggregate projections for demand, supply, new product development, Strategic projects and the resulting financial
plans. This is done on a monthly basis, on a planned 24-month rolling horizon.

It is a decision-making process that realigns the tactical plans for all business
functions in all geographies to support the company's business goals and targets.

A primary objective of the process is to reach consensus on a single operating plan, to which executives of the
management team hold themselves accountable, and allocates the critical resources of people, equipment, inven-
tory, materials, time and money to most effectively satisfy customers in a profitable way,.

‘| have no idea of where we're at,” he said. “l don't know where we will end the year. | don't know how we are posi-
tioned for next year. | can't tell whether we are selling the right mix. | don't know the total volumes we have sold and
are projected to sell by product line and brand. And | don’t know what our revenue projections will be this year and
next year, other than what Finance has been able to piece together.”

WHAT HAPPENED?

The company was in the early

stage of implementing Sales and Operations Planning (or what many companies are calling Integrated Business Plan-
ning). There was one “hiccup” in the process, however. The management team did not understand that Integrated
Business Planning (Advanced S&OP) is an aggregate planning process. As a result, the company had not developed
the methodology and skills to perform aggregate planning.

The sales and marketing executives needed a top-line view, but the demand planning manager and demand planners were
performing detalled planning across a 24-month planning horizon.

There is litle value in planning at the item level over a 24-month planning horizon. In fact, in this company’s case, not much
planning was really being done beyond the next quarter. The demand planners just let the statistical forecast compute the
item-level projections over the 24-month planning horizon. They did not take into account brand and product plans that
could change the mix and pricing. They also were unaware of sales plans and efforts to grow the business.

35 Getting the Most From Demand Management




QLIVER WIGHT

NOTE:

It is easy to tell when a company views demand planning as part of the supply
chain planning process, rather than as part of the demand management process.
The process is usually described as forecasting.

It is not unusual for the supply chain management team to blame the sales and
marketing organizations for forecast errors. The sales and marketing organiza-
tions counter with “It was not my plan, it was the supply chain management
organization's plan.”

Dysfunction reigns. Attention is taken away from how to better serve custom-
ers at the most economical cost and how to grow the business.

REDESIGNING THE DEMAND PLANNING PROCESS

With the help of Oliver Wight Americas, the company redesigned the Demand
Review and developed an aggregate demand planning process. The redesign
started with the sales and marketing executive team discussing how it desired
to view demand, customer plans, sales plans, and brand and product plans.

This approach created a commercial view of the business. It created a future
view of the efforts planned to generate and influence demand and then evaluated
how well the sales and marketing organizations executed the plan.

Designing the demand planning process bottom up, starting at the item or
SKU level, usually results in a process skewed toward the supply chain. This
approach makes it difficult to develop a view of the business from the sales
and marketing organization’s perspective.

The top-down approach to the process design requires education of the sales
and marketing executives, demand manager, demand planners, and supply

chain leadership. The education focuses on developing an understanding of
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the following:

e Demand planning as a critical element of demand management and vital
to the commercial side of the business

e Best practices of demand planning

e How the demand plan integrates into the supply chain management and
integrated planning and control processes at the appropriate level of
detall for the near term, mid term, and long term

e The roles, responsibilities, and accountabilities for the demand planning
process encompassing sales and marketing leadership, sales and market-
iNng management, demand planners, and supply planning management

Too many companies view demand planning as supply chain planning. By doing
SO, companies sub-optimize the demand planning process. Companies miss out
on the benefits from utilizing demand planning as part of the company’'s Demand
Management process. These benefits include increased sales revenue, improved
sales and marketing execution, increased customer retention, increased market
share, and becoming more opportunistic in the marketplace.

THE TOP-DOWN VIEW OF DEMAND PLANNING

Following the education, the vice presidents of Sales and Marketing were
engaged in discussions about how they desired to manage the business and,
therefore, how the Demand Review should be structured. These discussions
focused on:

e What information the management team needed to see to understand
whether they were likely to achieve the company’s business objectives
and strategies

Getting the Most From Demand Management
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DEFINITION — DEMAND
MANAGEMENT

To influence the level, timing, and com-
position of demand in order to accom-

plish a company's business objectives
and goals.

Source: Philip Kotler

Don't bring me a
bunch of numbers.
Show me charts
and graphs. Tell me
the story of demand
In relation to our
markets, our prod-
ucts and brands,
our customers, and
our future financial
performance,
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e The information they needed to see when there were gaps between
the annual plan or budget and the latest projections of demand volume,
revenue, and margin

e How they wanted to address issues impacting the generation of demand
volume, revenue, and margin as well as product mix changes, product
launches and transitions, and marketing and promotion programs

e What information they needed in order to trust the demand plan (volume
plan and resulting revenue and margin projections)

e What information they needed in order to have confidence in the sales
and marketing organizations’ ability to execute the plans

e What issues they wanted elevated to the Demand Review and what
decisions they desired to be made at lower levels of the sales, marketing,
and demand planning organizations

During these discussions, the VP of Sales, in particular, was adamant; “Don't
bring me a bunch of numbers. Show me charts and graphs. Tell me the story
of the demand plan in relation to the markets, our products and brands, our
customers, and our future financial performance. Tell me what has changed
since last month.”

STRUCTURE TO TELL THE DEMAND STORY EACH MONTH

A best practice for Integrated Business Planning (Advanced S&OP) is to plan
over at least a 24-month roling planning horizon. The reviews associated with
Integrated Business Planning (Advanced S&OP) occur at the same time each
month. These reviews are the Product Management Review, Demand Review,
Supply Review, Financial Appraisal and Review, and Management Business
Review. These reviews are facilitated by an Integrated Reconciliation process
that ensures a holistic view of the business when aligning plans and address-
ing issues and problems.

38 Getting the Most From Demand Management




QLIVER WIGHT

This iterative process means that the focus of the Demand Review should be on:

Focus of the Demand Review

e Decisions to be made today
e Decisions to be made in the future
¢ Implications of significant changes since last month
e Gaps:
— Latest projections vs. annual plan/budget
— Performance goals and measures

— Achievement of strategies/goals

Outstanding Action Items

Orginal Current
Due Date Due Date

Action ltem ‘ Owner |
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Significant Changes Since Last Month

Brand/Channel

Strategic Customers

Product Family

Performance Review — Key Performance Indicators

Sales and Marketing Management ‘ Goal ‘ -3 Month ‘ -2 Month ‘ -1 Mont| |

Demand Plan Volume Accuracy — Brand/Channel

Demand Plan Accuracy — Product Family

Demand Plan Accuracy — Sales Territory

Demand Plan Mix Accuracy — Brand/Family

Demand Plan Mix Accuracy — Product Family

Customer Service — On Time in Full

Customer Retention — % Contract Renewals

Sales Cost as % of Revenue

Financial Performance -3 Month
YTD Sales Revenue

YTD Gross Margin

Il On Target Missed Il Action Needed

Corrective Actions Responsible Due Date
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Financial Projections — Revenue
KEY TAKE-AWAYS:
$18.029005 15 654,311
[ ]
$11,377,529
$10,825,157
$10,077,282 °
$9,213,074 $9,213,074 $0.572,021
[ ]
KEY ASSUMPTIONS:
[ ]
[ ]
[ ]
Last Year This Year Next Year
Il Budget W FPrior B Curent
Last Year YTD Volume YTD Revenue Next Year Revenue
% vs Current % vs Current % vs Current
Budget 0 : Budget 2,966,660 103% : Budget 11,377,629 113% | Budget 9,672,021 113%
Actual 9,213,074 : Actual 3,0,64,988 Curent 12,824,311 Cument 10,825,157
Prior Prior 18,029,005 95% - Prior 10,077,282 107%
Prior Yr 1,345,635 228% : Prior Yr 9,213,074 139% : Prior Yr 12,824,311 84%
Financial Projections — Margin —
KEY TAKE-AWAYS:
[ ]
[ ]
[ ]
KEY ASSUMPTIONS:
[
$1,832,520 $1,832,520
[ ]
[ ]
Last Year This Year Next Year
W Budget W Prior W Curent
YTD Volume YTD Revenue Next Year Revenue
Last Year % vs Current % vs Current % vs Current
Budget 0 Budget 3,375,331 108% | Budget 6,490,579 71% : Budget 0
Actual 1,882,620 | Actual 2,969,495 Current 4,614,275 Current 7,685,724
Prior Prior 4,930,755 94% : Prior 6,600,230 116%
Prior Yr 0 Prior Yr 1,832,520 252% : Prior Yr 4,614,275 167%
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Financial Gap Analysis
R
evenue Gap Actions to Close Gap ‘ Responsible Due Date
Source of Gap:
°
1)
°
Decisions Needed: 2)
)
. 9
Margin G
argin tap Actions to Close Gap ‘ Responsible Due Date
Source of Gap:
°
1)
°
Decisions Needed: 2)
°
° 3

Business/Market Trends

Factor ‘ Insights ‘ Implications Planned Actions
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Strategic Initiative Review

Key Strategies

Strategy 1 ; Strategy 2 Strategy 3

N ‘s . Impact/
ame of Strategic OnTime | OnScope | On Budget Impact/ Goal

Initiative Goal Changes?
Yes/No

10

How Business Plan/Goal Will Be Achieved

Action Responsible Due Date

Timing
of Impact

1xxX

2XXX

3XxXX

4xxx

BxXxX

Current Plan XXX 2xxX 3xxx 4xxx 5xxx Business Plan
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Product Family Demand Plan
450,000
400,000
350,000
300,000
250,000
200,000
150,000
100,000
50,000
0 >y
“%
,o‘-"l,%p, %, %, % ,%»,%», . o L %, %, W, %6, %, 0, Yy L,
G B % % % % % % % Y % %% % %% %0 O N P N
— Shipments-Prior Year —o— Shipments-Prior Plan —— Dep Dem
Bl Shipments [ Orders Bl Demand [ New Prod Demand [l Budget
KEY TAKE-AWAYS: KEY ASSUMPTIONS: DECISIONS CHANGE SINCE
° ° NEEDED TODAY: LAST MONTH
Y Current FY: +/- XXX
[} [}
PY Next FY: +- XXX
[} [}
FUTURE DECISIONS: ANNUAL TOTALS
[ ] Last FY: XXX.X
Y Current FY: XXXXXX
Next FY: XXXXXX

12

Opportunities and Risks

Opportinities Quantify Actions

Actions

Responsible

Responsible

Due Date

Due Date
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What-If Scenarios

350,000

300,000

250,000

200,000

150,000

100,000

50,000

0
%,

. 5 . g . /o,}o,,( v, ». %, 2%, s % . .
B B T e T T B % e e e e Y e T % %

Annual Plan Bl CurrentPlan [l New Customer

Current Plan New Customer | Total w/ New Annual Plan P P DRSNS
Total This Year $1,520,000 $400,000 $1,920,000 $1,650,000 TAKE-AWAYS ASSUMPTIONS NEEDED TODAY:
Total Next Year $1,590,000 $600,000 $2,190,000
wonaipian— 0 . .
Total This Year $15,200,000 $3,600,000 18,800,000 $16,500,000 L] o L
Total Next Year $15,900,000 $5,400,000 $21,300,00 [ L]
Margin % | current Plan Annual Plan FUTURE
Total This Year 45% 49% DECISIONS
Total Next Year 50% 45% 48% °

| Current Plan Annual Plan

Total This Year $7,600,000 $1,620,000 $9,220,000 $8,250,000 °
Total Next Year 7,950,000 $2,430,000 $10,380,000

14

Demand Review Process Critique

Description Corrective Action

1 Were all the deadlines met leading up to the Demand Review?

2 Was everyone prepared for the Demand Review?

3 Were the right people present at the Demand Review?

4 Did we have the right level of detail in the Demand Review?

5 Were the needed decisions made?

6 Were we efficient with our time?

7 Did we have sufficient time?

8 Did we talk long term, not just short term?
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One Number Planning
The Consequences — and Cure —

forMisaligned Plans e ONE NUMIDEr Planning
The Conseguences — and
Cure — for Misaligned Plans

Author: Greg Spira

INtroduction

By Chris Groven

In this white paper, Greg points to how companies waste countless hours reconciling different plans — and | couldn’t
agree more. Few things are more time-consuming, frustrating, and of such little value as reconciling between multiple,
evolving forecasts. And it can be hard to temper leadership’s appetite for these comparisons.

But there’s a critical difference between a forecast and a plan — and it's not just a matter of semantics. A forecast is a
hope for something that's outside of our control, whereas a plan is based on assumptions and drivers that we're going
to influence to create the desired outcome. Note the difference in the accountability that this distinction brings.

It's important to make the fundamental change from numbers-based forecasting to an assumption-based planning
process — and a single, comprehensive, and consensus-driven plan. Hope is not a plan; we want to see companies
establish plans for which they assume accountability and take deliberate actions to deliver. These should be
underpinned with clearly articulated, documented, and pressure-tested assumptions.

To achieve this objective, Greg details seven of the most important planning principles and demonstrates how they
can be put into practice. Ultimately, your plan must advance your strategic objectives and drive the conversation down
to an executable level.

Keep in mind that a plan is not supposed to make leadership happy. It's not intended to avoid uncomfortable
conversations or to be set so that it guarantees we will exceed our targets. Instead, a plan is meant to be “the truth as
we know it today,” based on sound, pressure-tested assumptions and is a means to identify gaps between our best
view of where the business is headed and our annual commitments and strategic objectives.
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In many organizations, forecasts are like opinions. Everybody seems to have one.

Dig deeply, and you will find confusion about the meaning of the word forecast. Some people believe forecasts
are what the sales organization says they are going to sell, or possibly what their sales target is, or what the supply
organization thinks that the sales team is going to sell and, therefore, what the supply organization says it will
produce.

Some people think it is how much revenue the sales organization will generate and, therefore, what the finance
organization will use to communicate their financial projections. And if these financial projections don't match the
annual plan, they will create their own revenue projections. If the sales and supply organizations’ financial projections
are far enough off from the annual plan, the finance organization will “ask” them to change their forecasts.

The result? Each function — Sales, Supply, and Finance — operate based on their own opinions. Poor corporate
performance is the inevitable conseguence of companies operating from multiple forecasts: Excess inventories, low
customer service levels, high overtime and expedite costs, and lost sales opportunities, not to mention lower than
desired revenue and margins. Companies waste countless hours trying to reconcile these different views, with very
little benefit derived from doing so.

What should a company do when it is driven by multiple forecasts, and the different functions seem to be at
perpetual odds with one another?

Notice | did not say, “What should you do?” Notice | did not say, “What should Sales do, or Supply do, or Finance
do?”
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This problem will not be resolved by one function alone. If you really break it down, it is an executive leadership
problem. The executive leadership team must change their expectations of forecasting, how future projections are
communicated, and how decisions are made that ensures alignment on a single plan, or what we call “one set of
numbers.”

This change of expectations means that new planning principles must be adopted. Let's look at seven of the most
important planning principles.

PRINCIPLE #71: [T IS A PLAN, NOT A FORECAST

When companies use the term forecast, my radar immediately is triggered. The
use of the term all too often means that: The expectations for the accuracy of the
forecast are low, and that the numbers can be easily changed to suit someone’s
desire.

Forecasting is often regarded as a relatively low-level job. The people assigned to
Create forecasts are typically those with good Excel and analytical skills, and the
position is a revolving door. After all, who wants to be told to change the forecast after working hard to crunch data
and create something they believe is realistic? We've all heard the saying: “Forecasts are always wrong.” Being
wrong all the time doesn’t sound like a very satisfying job.

What's the remedy? Think about projections of demand, production, distribution, and financials as a plan rather than
a forecast. This mindset raises the high bar on performance expectations. The focus becomes:

¢ \We are going to plan the sale of our goods and services and then sell the plan.

¢ \We are going to plan what will be produced and shipped in support of the sales plan created by the
commercial organization, then produce and ship the plan.

¢ \We are going to develop the financial projections as extrapolations of the sales and supply plans and
communicate those plans to executive leadership with any warnings and recommendations about financial
concems.

A plan is a set of actions that will be undertaken to achieve an outcome. People are much more accountable to
execute a plan than to make an accurate prediction or forecast.
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PRINCIPLE #2: ANALYTICAL TOOLS DO NOT CREATE, ALIGN, AND EXECUTE PLANS — PEOPLE DO

Today’s environment is data rich, and the analytics profession is booming. Advanced statistical analysis tools built on
open-source programming languages, such as R and Python, are freely available and gaining in popularity. As a resullt,
many companies are scrambling to competently deploy advanced analysis tools.

Big data tools have been touted for helping companies make better decisions.
These tools have also been promoted for helping to spur practical changes within
an organization.”

Executives have been listening to these messages and have opened their wallets. It
is estimated that companies will invest more than $180 billion in business analytics
solutions in 2019, an increase of 50 percent over five years.?®

The investment in big data tools has democratized data analysis. More and more people have access to the data and
tools. Data analysis has become increasingly more decentralized, and opinions and forecasts have proliferated.

The return on that investment and accessibility of the tools, however, is guestionable. Esteemed institutions, like
Harvard's Business Review, have documented that few data analysis and modeling experts even consider whether
their models generate value for the business.*®

My experience confirms these observations. Of equal concemn is the trend for traditional demand planning teams to be
supplanted by analytical teams that are evolving across organizations.

Executives tend to forget that models do not make business decisions, even when data analytics highlight possible
business problems or opportunities. Top-rate demand planning teams have the perspective of achieving business
goals and objectives, not pushing a number or model, which brings us to another critical principle.

Data Analytics vs. Busine
IDC
Thor Ol

w.mastersindatascience.ora/data-analvtics-vs
Business Analy
Spending to Hit $187 Billion

Why You're Not Getting V:

5 Wasted, https://blog.openbridge.com, December 5, 2015
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PRINCIPLE #3: PLANS ARE BUILT ON ASSUMPTIONS

plan, the supply plan, the financial plan. These plans must be integrated and
aligned with a focus on more halistic business planning, with a common set
of shared assumptions. This is considered best practice and has saved many
companies from extinction.®

Consider this example:

A large manufacturer of consumer-packaged goods was facing a tremendous opportunity. One of their largest
competitors had made a strategic decision to exit Direct Store Delivery (DSD), which would, in turn, create significant
shelf-space opportunities to be exploited. Upon learing the news, the organization sprang into action, establishing a
project team to track and execute the activities needed to secure the incremental space.

Unfortunately, the initial volume sizing done by the project team was based on a different set of baseline assumptions
than what was in the demand plan. The demand plan had already accounted for significant gains in distribution from
this business opportunity. As a result, what leadership thought was a significant upside to the plan turned out to be far
less incremental than they had expected.

Examples like this are unfortunately all too common. The problem usually stems from planning being done in silos.
Assumptions behind the plans are not documented, reviewed, and agreed upon across functions. Without a
common base of assumptions, it becomes very difficult to determine the impact of a decision. Another common
example of flawed planning lies with new product introductions, where initial sizing of an innovation is often done
without full cross-functional involvement via a review of assumptions.

The best way to gain agreement on a plan is to review and validate the assumptions before reaching consensus on
the planning numbers. Assumption-driven plans result in better decision making about:

e Sales and marketing efforts required to support the plan.

e Changing market conditions that impact demand.

¢ The capabilities required to produce and ship product in order to fulfill the planned demand.

¢ The level of financial investment required to meet the needs of the enterprise and achieve the business

objectives.

5 The Oliver Wight Class A Standard for Business Excellence, Seventh Edition, John Wiley & Sons, 2017, pg. 56-57.
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PRINCIPLE #4: PLANS ARE NOT CASUALLY “OVERRULED”

\When someone wants to change a plan number, the questions to ask are: “Why? Which assumption has
changed, and is there agreement on the impact of the changed assumption?”

Think about the demand planner when someone instructs that a planning number be changed without explanation.
By the way, the same goes for supply planners.) The effort behind the creation of the demand plan is undervalued
and disrespected. Think about it this way: You don’t look at your watch to tell it what the time is. You wouldn't hire
an architect and provide them with the completed set of building plans. Yet, all too often, we find demand planning
organizations that are dutifully taking forecast numbers that have been handed to them and “getting them into the
system.”

This behavior drives a variety of negative outcomes. For the most capable demand planners, they become
demoralized about being overridden and told what to do, perhaps by stakeholders who are less skilled at planning
and forecasting. The company has turned a racehorse into a mule, with all the associated behavior.

For less capable demand planners, they tend to acquiesce and take on a data entry role. This, in turn, reinforces
the perception that demand planning is just a front end to supply, rather than a true business partner or trusted
advisor. Worse yet, the demand planning organization is most often measured on forecast accuracy, which

tumns into a blame game as the demand planners simply point to the ways in which their views and insights were
overridden.

The organizational and behavior implications
described above should not be ignored. When
accountability for business decision making is not
aligned with planning activities, failure is almost
assured. Companies can (and do) sink millions

of dollars into systems and processes and never
succeed. No amount of investment can compensate
for the impact of autocratic changes to plans.
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PRINCIPLE #5: PLANNING ROLES AND ACCOUNTABILITIES NEED TO BE REDEFINED

Not only are demand planners being supplanted by analytical teams; for too long, the role of demand planning has
been thought of as purely a supply chain activity. It is not. But when the commercial side of the business — which is
accountable for generating demand — fails to take responsibility for creating a robust demand plan, the supply side
of the business often takes control out of necessity.

There are two things wrong with the approach described above:

First, the supply organization is detached from the commercial organizations responsible for marketing, product
development, and sales. The supply organization is not accountable for generating demand. The commercial
organization is and, therefore, must be accountable for developing, agreeing upon, and communicating the
demand plan to the rest of the organization.

Second, given that detachment, a demand plan generated by the supply organization often relies heavily on
historical data. History doesn’t always repeat itself. Models based on history alone rarely deliver a plan that meets
business objectives, as these models do not consider business decisions and commercial activities that are
driving the generation of new demand in the future.

Planning roles and accountabilities should center on the primary roles of each function in contributing value to the
business (e.g. demand planning in commercial, supply planning in supply chain).

PRINCIPLE #6: A CONSENSUS PROCESS DRIVES BETTER DECISION MAKING
As stated in the first sentence of this white paper, forecasts are like opinions. Everyone has them.

When business decisions are based on opinions, they generally suboptimize
business performance. It is far better to use a consensus process to align plans and
expectations for execution and business results.

There's a reason that Integrated Business Planning (IBP) is becoming a standard
practice in industry. It has proven effective in establishing cross-functional consensus
on an aligned set of plans. Much has been written about IBP and how it works.”®

George Palmatier, Inte /anced Sales and Operations Planning): An Executive Level Synopsis,

/ight-amer

Seorge E. Palmatier with Colleen Crum, The Transition from Sales and Operations Planning to Integrated Business Planning,
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Let's use the Demand Review as an example of consensus building in IBP:

In a monthly Integrated Business Planning process, the Demand Review step brings together sales and marketing
leaders to establish consensus on the activities, assumptions, and resulting impacts on the demand plan. For this
step to be effective, the upstream decision-making processes that determine those activities and assumption inputs
should be supported with a consistent analytical foundation.

Where and how to invest in analytics and statistical tools needs to be well thought out. Different functions have
different needs. When demand planning is part of the supply chain organization, the demand planning team typically
focuses on volume projections at the level of detail required to drive manufacturing decisions. However, commercial
teams may need different levels of detail over different time horizons to effectively plan and manage demand.®

The same is true for key performance indicators. Most successful organizations consider Demand Management to be
an activity that serves the business more broadly and addresses the needs of multiple stakeholders. Thus, their KPIs
need to be different from how the supply chain is measured.

Let’s take the example of a large high-tech company:

The company had three distinct forecasting groups before consolidating into one Demand Management team. The
team was expected to support long-range new product business cases, monthly Integrated Business Planning, and
weekly short-term execution processes with product management, sales, finance, and supply chain stakeholders.

Qver time, the consolidated Demand Management team earned credibility with each of the stakeholder groups to
truly become a trusted advisor. They were sought out to assist in decision making because they had the right tools,
the right skills and, importantly, excellent cross-functional visibility to what other groups were planning. This resulted in

fewer surprises, reduced bias, and improved plan accuracy.'®

irschey, Aggregate Planning: How to Overcome the Mindset and Perils of Detail Dysfunction, www.oliverwight-americas.com/resources/

Colleen Crum and George Palmatier, Demand Management: Lessons Learned, www.oliverwight-americas.com/resources/whitepapers
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PRINCIPLE #7: WILLINGNESS TO ACCEPT THE TRUTH

To drive improved business performance, companies need more than the right people, the right processes, and the right
analytical and planning tools. Executives also must develop the right behaviors around truth.

Let's continue with examples relating to Demand Management, while noting that the same behaviors must be part of the
culture across all functions and all levels in an organization.

An effective Demand Management process requires support from the top of the organization, especially from a behavior
standpoint. Putting one group in charge of creating projections of the future means that all other stakeholders need to be
open to accept what that group has to say.

In my experience, 10 percent of the effort in demand planning is getting the “right” answer. The other 90 percent is spent
convincing others that the answer is, in fact, right and that they should do something with it.

When the “right” answer shows that the business is achieving
or exceeding targets, it is easy to accept the demand planning Top performing companies expect the following
group’s projections. It is not so easy when the projections are less behaviors at all levels of the company:

than the annual plan numbers. The existence of the gap can drive
poor behavior from less mature leadership teams.

Management expects the “truth as we know it".

Do what we say we are going to do.

For an organization, especially the leadership team, to accept
the truth that a gap exists, they must have confidence that
people have identified ways to close that gap or will try everything
reasonably possible to do so. That means that in communicating
the latest demand projections, the actions and responsibilities for
closing the gap are also communicated.

Do not promise more than we can deliver.

Deliver what we promise, or communicate

that we cannot deliver.

News — good and bad — is communicated early.

, , . . Open and honest ications.
When a high degree of confidence is lacking, all too often, Pen and onest communieatons

leaders will simply override the plan out of fear and hope — fear of
communicating the gap to the board and hope that somehow the
demand plan is wrong and no gap exists.

No “shooting” the messenger.

Continuous rolling replanning versus an
annual planning mentality.

The good news is that, with strong executive leadership, the
proper behaviors can be developed and embedded in the
organization's culture. We call these Class A behaviors (see chart).
Creating one set of numbers requires that executive leadership,
management, and planners embrace and tell the truth,

Planning, execution system, and

communications are synchronized.

One integrated set of numbers.

0000000000
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Do People Trust Your Demand Plan?

How Reducing Bias Improves Credibility and
Financial Performance

Greg Spira - Principal, Oliver Wight Americas

magine the possibilities,
realize the potential.

INtroduction

By Jim Mathews

The demand management process requires significant
commitment and discipline to execute successfully
each month but it is a critical dependency to aligning
an organization. Even if you have the best team or
information technology tools, none of this will matter

if your plans have a positive or negative bias. In this
article, Greg explains the importance of measuring
demand plan bias in an effort to eliminate it and
increase trust across the end-to-end value chain.

Demand bias invites and even encourages games

that can be devastating to a company. It causes major
financial problems — from ineffective capacity and
working capital management to customer delivery
issues and usually undermines your opportunity and/
or risk management processes. It is one of the most
common causes of having much of your inventory in
the wrong places at the wrong time. When a demand
plan has a low level of trustworthiness, employees may
feel compelled to adjust, override or ignore it altogether,
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Do People Trust Your Demand
Plan” How Reducing Bias Improves
Credibility and Financial Performance

Author: Greg Spira

which means you are not planning as a team; you

are simply reacting. This issue is more common than
some may think, but working to prevent bias and
increase overall collaboration across the organization
often just takes one or two key people to commit

to breaking the cycle. Just as a poor demand plan

will cost the businesses money, contribute to poor
customer performance, and erode confidence with
their employees, a solid demand planning process will
enhance all of these areas while also helping to solidify
working relationships and provide a framework for
continuous improvement.

With the right tactics and commitment, a company

or division can often eliminate bias relatively quickly

and realize all of the associated benefits. Equally
appealing, this shift can often be achieved with a
modest investment while avoiding the common problem
of trying to solve a behavioral problem with expensive
software solutions.
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In a demand management process, a great deal of effort is spent each month assembling,
gaining consensus to, and publishing a demand plan. Having a consensus plan that is

agreed upon by the commercial side of the business is the foundation for an effective
integrated business model,’

All too often, however, companies put in the effort to develop a consensus demand plan but don't realize the
benefits. Why? It often comes down to an issue of trust. Senior leaders (like most people) make decisions and
operate on that which they trust. If they don't trust the demand plan, they will most likely adjust, override, or ignore fit.

How, then, should we measure the trustworthiness of a demand plan? Forecast accuracy is where many would
start, but measuring bias is the more fundamental and important measure for creating more credible plans. Demand
plan bias is defined as consistently selling more than planned or consistently selling less than planned. The bias
measure, based on historical (demonstrated) performance, reveals whether plans are believable.

Every plan will have some degree of inaccuracy, but a believable plan should have no bias. Furthermore, a plan may
prove to be highly accurate but still have bias and, as a result, will not be trusted. Consider the following examples

depicted in Charts 1 and 2. In Chart 1, actual sales are always higher than planned. Chart 2 shows that actual sales
are always lower than planned.

Chart 1 Chart 2
Negative Bias - no-one believes a word of it Positive Bias - no-one believes a word of it
Actual Demand Plan

D W . il B o s, 551
——J\_’—\/\ -

Demand Plan

Actual

" Colleen Crum and George Palmatier, Demand Management Best Practices: Process, Principles and Collaboration, pp. 213-228
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In both cases, forecast accuracy could be high — potentially even best in class. It wouldn't matter though. The
recipients of these plans, representing supply, finance, and senior leadership, most likely would not believe the
plans at face value.

When a demand plan has bias, recipients of the plan often succumb to the temptation to create a more accurate
plan than what was initially provided. They simply adjust the plan according to the historical pattern of bias.
Someone without any knowledge of the plan assumptions, market dynamics, or sales and marketing plans can
Create a more accurate plan by simply making a mathematical adjustment.

Arbitrary Adjustments Cause Harm

The tendency to adjust or override bias in a plan creates an underlying problem, however. Creating something
better can actually create a worse situation. Adjusting the plan downstream creates a disconnect in the enterprise.

The users of the demand plan, including the supply and finance organizations, do not understand how the plan
has been changed. All the effort to reach consensus on the plan has been systematically undone by downstream
adjustments. It is no longer the sales and marketing organizations’ plan, in their view. The plan is “owned” by
whoever adjusted the plan.

By contrast, a plan without any bias will Chart 3

still have error, but those errors will be
impossible to predict by downstream users
simply on the basis of past performance.
They will know that sales are as likely to Demand. Plan
exceed the plan or be less than planned
(see Chart 3). Thus, there is no better option

than to simply rely on the plan as it is.

Actual
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A word of caution: | have seen companies attempt to force the recipients of the demand plan to adhere to it in
spite of obvious bias. While that may be possible within a commercial organization (although it is difficult), it is
often a toothless edict for many downstream recipients outside of the organization. They often resort to subterfuge
rather than adhere to an unbelievable plan. Downstream recipients will hide plans and adjustments, believing this
behavior is secretly doing the company a favor by correcting for such obvious flaws in the plan.

Creating something better, in this case, also creates a worse situation and has the potential to turmn into an
extremely vicious cycle. At one company that had been experiencing tremendous growth, the sales organization
was perpetually frustrated by the manufacturing organization’s inability to keep up with sales of the company’s
products. The sales organization’s solution? Pad the demand plan with additional volume. They believed that
‘overdriving,” or communicating more demand than they expected to sell, would create a buffer in supply that
would allow them to catch up on past-due orders and keep up with market growth.,

Unfortunately, the conseguences of intentionally creating a demand plan that would be undersold created other
unexpected problems for the supply chain. While some aspects of the supply chain had bottlenecks, other areas
were relatively unconstrained.
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For those unconstrained areas, the bias in the demand plan was a real challenge. Simply following the plan would
have resulted in significant inventory exposure, which some suppliers could not afford to carry. These suppliers
made choices to constrain their production in a way that was not synchronized with the broader plan and other
constraints. Many different people in the supply planning process were applying their own judgment to their piece
of the plan, and those decisions created additional, unexpected bottlenecks. (See Unconstrained or Constrained?)

The result? Total manufacturing output that still didn't meet the demand plan, coupled with higher operating costs.
Those suppliers with relatively unconstrained capacity were charging the company upwards of $50 million per
quarter in capacity underutilization charges. The response from the sales organization”? Pad the demand plan even
more! Breaking this cycle required executive intervention, fundamental changes in process, and a wholesale reset
of the plan.

The root cause of the situation was allowing bias in the demand plan in the first place. When this happens, it is
like driving a car without your hands on the steering wheel. The demand plan is not a blank chegue. Not having a
plan that everyone believes ultimately leads to a greater lack of predictability, disappointed customers, and poor
financial performance.

Unconstrained or Constrained Demand?

People often ask how they should plan for unconstrained demand (which is best practice) in an environment where
there are supply constraints. Part of the answer is to use the Integrated Business Planning process to identify,
evaluate, and then make clear business decisions to either accept or resolve the constraint.

If the constraint is accepted, actions must then be taken to decide how to best allocate the limited supply to
specific markets or customers. The decision on who will receive product should be led by the sales and marketing
organizations. Their decisions should then be reflected in the demand plan. The result will be a constrained
demand plan, but it will have become constrained after having been through a full review of the unconstrained
demand and supply alternatives.

Taking this approach, there should be no excuse for bias on a constrained product line. As long as the
manufacturing organization produces what they say they will produce, and the sales team sells what they say they
will sell (which should be all of it), then bias will remain neutral.
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How to Measure Bias

Several different metrics exist for measuring bias, but | would suggest keeping things simple. You do not need
advanced analytics and statisticians to measure and eliminate bias. The drivers of bias are amost always
behavioral. We, therefore, need a measurement that can be easily understood and acted upon by those
individuals whose behavior needs to change in order to create trustworthy demand plans.

In my experience, a simple over/under measurement is easy to understand and is effective for driving focus and
action. In the example below, we measure the total difference between the plan and actual sales for each brand
by month. Negative numbers mean that the plan was less than actual sales. Positive numbers mean the plan was
greater than actual sales. The snapshot for the plan is typically taken one or two months prior to the month of
actual sales.

Focusing on a single month makes it is impossible to determine a positive or negative bias. By focusing over
longer periods of time, the trend of the plan being over and under actual sales starts to emerge.

In this example, we see that sales of Brand A have been less than planned 6 out of 6 months (Chart 4). If | were
looking at the plan for July, | would bet more than a dollar that sales of Brand A would again be less than planned.
Conversely, sales for Brand E have been greater than planned for 6 out of 6 months. The same bet applies for
Brand E, only in reverse.

Chart 4
Brand Jan Feb Mar Apr May Jun Over/Under

Brand A -2% -5% -19% -3% -24% -10% 0/6
Brand B -23% 10% -22% 24% 24% 15% 4/2
Brand C 18% -10% 25% 6% 24% -19% 4/2
Brand D -16% 4% 11% 6% -18% -7% 3/3
Brand E 21% 13% 5% 7% 4% 8% 6/0
Brand F -17% -23% 23% -12% 11% -16% 2/4
Brand G -14% 16% 18% -16% -10% 15% 3/3
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The logic presented above is essentially the same logic that recipients of the demand plan will use when deciding
whether to believe it. Remember, the objective is to create a demand plan that can be trusted. If we use a
measurement that is more complicated and gives a different answer than what users’ judgment would conclude,
then we are missing the point. A simple measurement with a clear implication will equip a Demand Manager to
drive decisions in the company’s Demand Review or consensus meeting that will drive out bias.?

How to Address Bias?

Bias can have a variety of sources, but they are almost always behavioral. Here are some typical behaviors that
can result in bias;

e Not wanting to deliver disappointing or bad news.

e (Confusing plans with targets and trying to
artificially force the plan to equal the target.

e Attempts to manipulate reward systems.

e Human cognitive biases and over-reliance on
judgment.

e Attempts to secure constrained supply by
manipulating the demand plan.

-
¢ Misaligned performance measures and lack of ‘

accountability.

2 The Oliver Wight Class A Standard for Business Excellence, Seventh Edition, Oliver Wight International, John Wiley & Sons, Inc., pp. 51 and 88.
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The solutions to these bias-generating behaviors may involve addressing complex, structural issues within an
organization. It may mean a leadership team has to commit themselves to not “shoot the messenger” and leamn
to accept visibility of the gaps between the latest demand plan and the annual budget. They should work toward
taking concrete actions to close those gaps, rather than autocratically adjusting the plan to equal the annual
budget.

In other cases, the solution to bias may involve

leveraging the risks and opportunities that have MED'UM
been identified as part of the demand management

process.® Use of risks and opportunities in this

fashion may require adjusting the decision-making

process for incorporating risks or opportunities

into the plan as a means of compensating for an ' :
unconscious bias. When risks and opportunities I-[]w HlGH
are used in this way, more serious attention to the

detail in determining whether demand is at risk or an RIEK
opportunity exists is likely to result. This creates a
more robust and truthful demand planning process.

3 Andy Walker and Debbie Bowen-Heaton, Uncertain Outlook: Managing the Sales Management Process with Vulnerabilities and Opportunities,
www.oliverwight-americas.com
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A best practice is basing a demand plan on
assumptions. The assumptions should be
thoughtfully developed with sufficient detall

to extract demand volume and timing. VWhen
assumptions are robust, bias can be linked to
specific planning assumptions. In turn, root causes
of the bias can be quickly identified. There may

be weak or inadequate assumptions supporting a
plan, or there may be one or two planning inputs

that are driving bias, which is common with new
products (see Bias and New Products).

Bias and New Products

It is not unusual to see bias in the planning of new products. A product manager is typically tasked with filling a
pipeline to achieve a certain level of portfolio vitality. The product managers develop a new product with the intent
of achieving the target volume needed to keep the portfolio vital.

As the development of the new product progresses, the business case stage in the stage/gate process is
reached. Unsurprisingly, the product managers communicate a demand number that is exactly equal to the original
target that was set at the start of the project.

In these situations, targets and plans are confused. Often the product manager has no accountability for the bias
that is inherently in a plan where it is desired to make the strongest case possible for the new product. In the most
challenging situations, product managers hand off these projects before they ever reach the market and are, as a
result, absolved of accountability for the demand plan.*

One way to manage bias with new products is using best practice demand management techniques. This
involves documenting assumptions with specificity and identifying risks about opportunities in the marketplace.
When at least a 24-month planning horizon is used, the assumptions, risks, and opportunities should be reviewed
and updated every month. When a company has an Integrated Business Planning process, consensus should be
reached on the demand plan for new products through the New Product Review and Demand Review.®

4 Timm Reiher and Jerry Shanahan, Integrated Product Portfolio and Project Management, www.oliverwight-americas.com
5 The Oliver Wight Class A Standard for Business Excellence, Seventh Edition, Oliver Wight International, John Wiley & Sons, Inc., pp. 66 and 72.
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By tracking and measuring the quality of planning inputs and assumptions, a demand manager can address bias
at the source. In almost every case in addressing demand bias, it is critical to ensure that someone is accountable
for managing bias. This means that the person assigned accountability is also properly empowered to influence
decision making to eliminate bias from the plan.

When bias is eliminated or minimized, credibility of the plan —and people contributing to the plan — increases.
The recipients of the plan will find the plan reliable and trust it. When the demand plan is trusted, the temptation
to alter the demand plan is removed. Everyone can then focus their energies on executing their respective plans.
Inevitably, operational and financial performance improves.
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Assumptions:
The Key to Successful

Demand Planning Assumptions: You Cannot

You cannot improve the accuracy of a demand

Improve the Accuracy of a
Demand Plan Without Them

- '} Author: Greg Spira

Imagine the possibilities,
realize the potential.®

INtroduction

By Mary Adamy

Without assumptions, demand planning feels like flying blind. Everyone involved will have the perception
of being controlled by the process instead of the other way around. Planners and leaders who sign off on
those plans will feel less confident in what actually underpins the plan and, therefore, powerless to affect it.

People like spreadsheets and focusing on numbers, but what's really important is the story and how it is
communicated to build trust. Most demand planning processes struggle — not because they're inaccurate,
but because they fail to build trust and credibility in the plan itself. It's often a failure of communication rather
than a failure of analytics.

In this white paper, Greg masterfully provides not only the approach but also the compelling reason behind
adapting to an assumption-based model as well as some pragmatic ways to get started. He's lived it
from both sides — in the industry and with Oliver Wight — which is how he has really managed to make a
complex topic simple.

He says it best: It's as simple as taking the first step to writing down assumptions. It's amazing what results
you can see and how you can start to drive change by just simply documenting those assumptions to make
them visible and inform those tough conversations.
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Assumptions are the fabric of a Demand Plan. They describe the very things that make it a plan

- the Sales and Marketing activities that will be undertaken to generate demand. Beyond that,
they describe the anticipated market conditions, competitive activities, customer behaviors, and
strategic activities that may go above and beyond Sales and Marketing activities, such as mergers
and acquisitions or divestitures.

The keyword here is describe. Good assumptions are more words than numbers.

Assumptions describe the activities and
expectations embedded in the Demand Plan

“The effectiveness of our advertising will

“Our widget business will be sold to be consistent with the last 3-year average”
SuperWidget Co. effective Q4”
“Pricing will be consistent with inflation at
“We will prioritize sales of 1% over the next 12 months”
environmentally friendly products in
our lineup” “Incremental promotional spending will
/‘\ occur in Q2 with an expected ROI of 2:1”

“A key customer is expanding their
retail footprint from 250 to 300 stores
over the next 8 months”

“New emissions regulations will come
“We expect to win all bids for repeat into force 18 months from now”
business over the next 2 quarters”
“No new tariffs are expected to be put
“We will increase the number of in place over the planning horizon”
salespeople in Canada by 25% over
the next 6 months”

In a best practice process of achieving consensus to a plan, the best story usually wins. It is a truth that
frustrates many demand planners who come armed with analytics that show how accurate they would
be if only somebody would listen to them. Business leaders trust that which they can understand and
explain in their own words, and a good story is both understandable and explainable.

Putting that into perspective, the easy part of Demand Planning is calculating the number. The hard
part is:

1. Convincing others that the number is, in fact, the right number, and then

2. Influencing them to change behaviors and/or do something with the information behind the numbers
Assumptions are the key to both of those challenges. Assumptions drive clear communications and
fact-based discussions. By debating the assumptions rather than the numbers, accountability becomes

a key element of the process. The planning and leadership team also identify problems and gaps sooner
and ultimately take action to close them much sooner.
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Let’s illustrate the vital role of assumptions with an example:

Sales and Marketing leaders are working to reach consensus on demand for a product. The Sales
executive believes demand will be 100 units, and the Marketing executive believes it will be 150. An
independent statistical forecast suggests 95.

Without any additional information, what should they do?

One option is to simply average out the different alternatives and arrive at 115 units.

Another option might be to weigh the inputs based on the time horizon. Let’s assume, in this case, that
we are talking about next month. Sales is typically more involved in sensing and influencing near-term

demand. The result could, therefore, be 110 (weighing some of the input from Marketing, but not much).

Some would argue that the best course of action is to simply take the statistical forecast of 95 because
it has no bias, and has been developed to mathematically deliver the lowest error.

By digging into the underlying assumptions, however, we can come to a much better outcome.

e Salesis assuming a baseline run rate of 85 units, plus an additional 15-unit uplift driven by
promotional pricing.

e Marketing assumes a baseline of 100 units, plus a 50-unit uplift driven by a new ad campaign.

e The statistical forecast is only considering the baseline run rate at 95 units.
We could start with the assumption of a baseline run rate being 95 units, as a properly developed
statistical forecast is likely the best method of reaching that number. (The fact that Sales and Marketing

both have different baseline assumptions is a different problem altogether.)

We can then have a discussion to decide if it makes sense to run a new ad campaign and implement
promotional pricing at the same time. If so, are the two activities incremental to each other?
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Perhaps we have some history that would show what happens when we combine ad campaigns
and promotional pricing — they may even amplify each other! In either case, we are opening the
discussion to make good cross-functional decisions around driving demand.

The best answer, in this case, may be 160 with a baseline of 95, plus 15 for promotional pricing, and
plus 50 for the ad campaign. Without understanding the assumptions, it is unlikely that the result
would have been any higher than 150 (and likely would be much lower).

Now, we also have clear accountability for Sales to implement the promotional pricing and Marketing
to run the ad campaign. Despite the result being a different number than any of the going-in
positions, we achieve ownership of the various components of the plan. If either of those activities
fails to occur as planned, we will be able to explain the results and hold the teams accountable to
that gap in execution.

In the above example, we illustrate a situation where discussing underlying planning assumptions helps
to clarify the plan and achieve a more accurate projection of demand. There are other cases where
understanding the assumptions will help even if we already have an accurate projection:

Take, for example, a manufacturer of pretzels. A certain product line had a very predictable demand
pattern, and the demand planning team was able to create an accurate forecast. The pattern

was seasonal, and there were periods of ups and downs that were consistent year over year. The
statistical forecasting models considered level, trend, and seasonality, resulting in a fairly accurate
forecast.

At one point a key raw material for the product became constrained. Through the Sales and
Operations Planning process, the Demand and Supply teams recognized that supply availability
would be lower than demand. The teams started working to resolve the gap in demand and supply.
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It was straightforward exercise — the team trusted the demand plan, and therefore worked the
supply side to try to maximize production output.

The team failed to appreciate, however, that quite a few of those seasonal high points in demand
were driven by promotional activities that the Sales organization funded. By the time the team
communicated the shortage to Sales, the promotional windows had already been locked-in and
had to be honored. In the end, the company incurred additional costs expediting supply while at the
same time discounting the sales.

In this example, had the underlying assumptions behind the demand plan been more obvious,
other less costly options could have been considered. One option could have been to reduce

the promotional spend. Or possibly the promotional spend could have been shifted to a different
product or time where supply would be available. Consideration of these types of options is referred
to as Demand Shaping, and it depends entirely on understanding the assumptions and levers of
demand.

When discussions focus on assumptions, it is much easier to reach consensus on the demand plan. As
we saw in the examples, a good plan combines alignment on the expected activities and events with
agreement on the impact that those events will have on sales volume, revenue, and margin.

When the debate about the demand plan centers on a number, confusion and misunderstandings are
common. It is not clear whether there is a disconnect on the activities, the quantification of the activities,
or both. This leads either to frustration in the consensus process or worse — consensus to a number
without consensus to the underlying activities.
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How to Manage Assumptions

We saw in the previous examples that assumptions can take various forms, but they fundamentally describe
an expectation of the future. This concept, on its own, is not challenging. Putting the concept of assumption
management into practice can be difficult.

Why? Most demand planning tools are fundamentally anchored in numbers. They help with statistical
models, aggregation, disaggregation, pivoting, translating between units of measure, and many other
numbers-driven activities. There is often no good place for the words to live, and qualitative information
about the demand plan perishes as a resullt.

When assessing how assumptions should be managed relative to demand planning tools, be sure to
consider the fact that assumptions are typically tied to an aggregate plan. While there are cases for
connecting specific assumptions to certain SKU level details in the plan, more often assumptions apply to a
product family, brand, customer, or channel. If your planning tool largely operates at a detail level, it is likely
not well suited for managing assumptions.

Tools can also easily identify logic errors and can calculate forecast accuracy as a metric, but they cannot
manage or evaluate the quality of assumptions. Assumption quality can only be improved by developing the
capability of planners and having a strong process is in place.

We often recommend that a separate Assumptions Journal be maintained to keep track of planning

assumptions. It may take the form of a simple table in a PowerPoint document, or it may be a more
sophisticated tool.

Assumptions Are Critical

Trends in

Consumer Trends

Fundamental Drivers l

= 1 I!
. S _

Customer

i Plans

Competitor

Activity Rate

Market Insight

Demand Assumptions

“Use assumptions to shape the future rather than as a basis for
excuses about non-performance.”

Getting the Most From Demand Management




QLIVER WIGHT

The journal very often already exists — as a bridge document that a Demand Planner, Brand Manager, or
Finance Manager maintains and uses to explain what changed between forecast cycles, or between the
demand plan and the annual budget. Some may call these “Risks and Opportunities” as they explain a
variance between the latest plan and a budget (although that is not what we would call a best practice
definition).

A robust demand planning process defines certain key assumption management activities:

e How and when assumptions are captured, documented, and by whom

e What mechanism ensures that the assumptions documents are kept in sync with the demand
planning tools

e Quality process for evaluating and challenging poor quality or debatable assumptions

e Method for reflecting assumptions in the Consensus Demand Review
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Assumptions in the Consensus Demand Review

Assumptions should not live only on a notepad, in a planner’s head, or buried in a planning tool. They need
to underpin the conversations in the Consensus Demand Review.

The challenge is often with racking up and summarizing the assumptions. Unlike numbers, tools cannot
easily combine or sum together a set of words. The classic saying (attributed to Mark Twain based on an
earlier quote from Blaise Pascal) “If | had more time, | would have written you a shorter letter” certainly
applies in this case. A certain amount of effort, capability, and business understanding is required to
effectively summarize the most critical assumptions, while grouping the rest in an “all other” bucket.

Here are a few examples of how Assumptions may be presented for discussion in the Demand Review.

6-box Summary

Time Phased Volumetric Plans Financial Rollups

Lo B s

Famis
e [ #PD an

Family 1

Assumption Changes Opportunities Decisions Required

72

« Conversion from GSV to NR: 22.5% * ZIP Outsourcing (Including festive stocks) — » March holiday shutdown cancelled
+ All Accounts CNY Festive Need to firm the fcst for Q3.
. KA: CDMTPR in Feb » Production downtime in Q4 planned

« WM: Inventory holding for distributors is set @ » Mar: Pipeline for Langkawi sales from Labuan + Short planning LT for CDM 40g Tri/Banded: To
25days except for Central @ 19 days (EMB): NR 816k do off pack to collapse LT
« May: CDM 40g Tri Pack/Banded Pack: NR-1M = To firm up the ZIP fcst from this month’s DR #

A 6-box family summary is comprised of a visual representation of the demand plan at the top (often a
time-phased volumetric view), and areas below where assumptions, risks, opportunities, and decisions are
documented.

The assumptions documented here are usually not exhaustive. In my experience, the most controversial
assumptions are best documented here. | like to ask myself: What assumptions would the audience in the
Demand Review either most likely ask about or have a strong opinion on, and then outline those. A good
consensus discussion focuses not on where everybody agrees, but where there is disagreement or
contention.

Getting the Most From Demand Management




QLIVER WIGHT

Assumption Table

Assumption ong[ﬁfol 3Months  6Months 9 Months  12Months  15Months 18 Months 24 Months
Market Assumptions
z)‘;p:éi‘tig:; of users Some 20000 22000 22000 22000 22000 22000 23000 24000
Growth of Economy in sector None 5% ‘ 5% ‘ 5% .25% ‘ 0% ‘ 0% 0% ‘ 0%
Rate of new product introduction Control 4 year 2 1 1 0 0 2 2
Number of competitors Some 20 ‘ 18 ‘ 16 14 ‘ 10 ‘ 8 8 ‘ 8
Competitor activity None Price war Price war Price war New products, Promotions Promotions Promotions Promotions
Market price movement Some -5%PA ‘ 0 ‘ -10% ‘ -10% ‘ -5% ‘
Promotional Activity Some High High High Med Med Med Med Low
Market share Full 25% 25% 25% 26% 30% 30% 35% 35%
Customer population - Size S None 200 200 180 150 120 120 100 100
Customer population - Size L Some 20 ‘ 25 ‘ 30 35 ‘ 40 ‘ 40 40 ‘ 40
Share of customers Full 40% 50% 50% 50% 50% 50% 50% 50%
Avg # of products per customer Full 5 ‘ 5 ‘ 55 6 ‘ 6 ‘ 6.5 7 ‘ 7
Competitor activity None
Etc...
Volume Resulting 1000 1000 1050 1050 1100 1100 1200 1200

An assumption table outlines key assumptions over time. A table, like the example above, works well
when there are a set of well-defined assumptions that can be quantified. In a Demand Review, it would
be helpful to highlight recently changed or proposed changes to assumptions in the table with an
annotation.

Change Journal / Bridge

Q3 Q4 FY Q1 Q2 Q3 Q4 FY
April Demand Review 75,772 77,850 153,622 77,153 77,266 78,363 78,800 311,582
New promotion with Customer ABC in February 2021 - 7,000 7,000
Cancellation of ad campaign tied to budget reduction (1,000) (1,000) (2,000) (1,000)  (1,000) (2,000)
New product launch delayed by 2 weeks to incorporate additional feature (7,000) (7,000) -
Additional volume expected from new product as a result of additional feature 18,000 18,000 6,000 7,000 6,500 7,000 26,500
Revised base trend given macroeconomic outlook (2,500) (2,500) (5,000) (2,500)  (2,500) (2,500) (2,500) (10,000)
May Demand Review 65,272 92,350 157,622 86,653 80,766 82,363 83,300 333,082

A change journal or bridge is an approach to explaining changes to a plan from one version or cycle to
another. A bridge typically works well in conjunction with other approaches to reflecting the static, or
unchanged, assumptions in the plan.

With this approach, a participant does not need to review months of change history to assess the current
state of assumptions. This approach can be critical to driving the consensus discussion. Applying the
principle that we have a plan until we decide to change it means that in a Demand Review, only the
proposed changes to the demand plan need to be discussed and agreed to. Some call this practice
managing by exception.
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Getting Started

Developing structure and rigor around assumptions can be a daunting task. Having helped
many companies in different industries improve their assumption management approach, there
are a few common insights to share.

Stakeholders often embrace the structure and process, even though on the surface it may appear to be
more work. Answering what should be simple questions from leadership about what has changed
between the annual budget and the current demand plan often requires a lot of heavy lifting. Leaders
aren’t looking for the number (they can calculate that fairly easily); they want the story.

Assumption management is the means of telling the story. Structuring the work with some simple tools,
unencumbered by the detailed planning system, can drive huge productivity gains for demand
planners.

Taking the first step in structuring the assumptions work doesn’t require more than creating a slide for
the Demand Review and writing down a few key assumptions. Doing so can dramatically improve the
discussion. Note that a better discussion often involves more debate and can feel more difficult. Healthy
tension, and a focus on where there are differing viewpoints, result in a better plan.

The key point here is that the documentation of assumptions does not have to be perfect. If the
participants disagree with what is written down, then you will gain insight into their assumptions. You
will be able to capture those insights moving forward and apply them to the volume and timing
expressed in the demand plan. The result: A more credible and accurate demand plan with less bias.

Developing a capable assumption management process is a journey that requires the development of
people, process, and tools, with a strong emphasis on people. People find comfort in numbers and
spreadsheets.

Taking the steps to document and evaluate assumptions requires courage. It involves taking a risk to
write down assumptions that may be unpopular, or acknowledge the fact that assumptions are missing
and may not have existed in the first place.

74  Getting the Most From Demand Management




QLIVER WIGHT

Making the Case:

The ROI of Demand Management

Making the Case: The
ROI of Demand Management

magine the possibilities,
€ the potential

Authors: Greg Spira, Todd Ferguson, Charlie Chase

INtroduction

By Ben Sellers

Companies today are more demand-driven than ever. Budgeting process, operations, supply chain, marketing —
literally everything is connected to the demand plans you put in place. But people don't always realize the negative
impact of bad demand plans on facilitating trust within the company. If you can't get it right, people won't trust the
information. They'll disconnect and make their own plans instead of working together in the same direction.

What often happens is that leaders only focus on technology when considering how to improve the credibility of their
demand plan. But they're just looking for silver bullets to solve problems. Technology is important and certainly helpful,
but it's not the solution. In my experience, companies struggle not because of bad technology but because of a lack
of understanding, training competencies, and good processes. When leaders focus on technology-led solutions
instead of business-led solutions — or when they put too much trust in the outputs of their systems — it becomes a
real danger.

Since 100% accuracy isn't possible, leaders need to design connected processes between demand and supply that
are robust and resilient. In other words, they need to be able to withstand inaccuracy and still be successful. Their
strategies should be managed and understood; organizations can purposely invest in ways that enable the flexibility
they need to be competitive.

It's really about people at the end of the day. Do we trust each other? Are we aligned? Are we working well together?
And that's what truly creates a competitive advantage.
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Richard recently took on a new role as a
regional operations leader.

He contacted one of our principals about ways to ensure receiving a trustworthy demand signal to drive
distribution center (DC) operations in the medical device company.

This request reminded one of the authors of a
challenge that he had solved in the past. While
working for a large consumer goods company,
the demand planning function had initially been
structured to optimize the demand plan for the
factories. The accuracy of the plan nationally was
quite good. When measured geographically at
distribution centers, accuracy was a nightmare.

Equally frustrating for both Richard and the author:
Business decision-makers did not share their
concern about the criticality of reliable demand plans
at the factories and DCs. In defense of the business
leaders, no one had established the linkage
between unreliable demand plans and business and
financial performance.

Getting the Most From Demand Management

As a result, the business leaders thought the current
demand plan accuracy was good enough. They did
not see the value of investing in improvements.

This paper shows how to evaluate and
communicate the value of improving the credibility
of the demand plan. Several templates are included
to help in quantifying and documenting the return on
investment,

In the authors’ experiences, more trusted demand
plans can have a significant return on investment.
It starts by raising the expectations of the demand
planning process. As the implications of demand
plan accuracy become clear, the story begins to
unfold on the potential return on investment from
making improvements.




A CHANGE OF MINDSET IS NEEDED

We have all heard the phrase, “all forecasts are
wrong.” This lore, passed along from generation
to generation of business leaders, is misleading.
It is one reason many executives believe that their
business is too unique and unpredictable to be
forecasted.

In the authors’ view, business leaders should not
accept forecast inaccuracies as a way of business
life. This belief causes companies to “leave too
much money on the table.”

No, nothing is perfect in life. Sales and marketing
plans will not be 100 percent accurate. Nor will
supply plans or financial plans. Striving to improve
their accuracy inevitably drives companies to
improve the execution of plans. When plans are
well executed, companies are top performers in
their industries.

Here's the challenge for those who seek to
improve the demand planning process: They must
demonstrate the retumn on investment in concrete
terms that directly relate to business performance.

This, too, can require a change in mindset. The
onus is on the business managers to make a
compelling case for change.
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WHAT NEEDS TO IMPROVE?

Creating the case for change — and investment

— starts with determining what needs to improve.
Many organizations believe that improved forecast
accuracy alone is the goal of demand planning
initiatives. They spend considerable time and effort
on “getting the number right.”

In doing so, they fail to consider what data
scientists know: That every statistically derived
forecast has an upper and lower confidence range.
In the realm of data scientists, forecasts are wrong
only if actual demand falls outside the confidence
range.

We also know that in the business realm, not
everything in the future is controllable. That is why
effective planning involves a combination of:

* Documenting those things that you know and can
control

« Forecasting those things that you cannot control,
and supporting the numbers and timing of demand
projections with clearly documented assumptions

«Focusing an improvement initiative solely on
improving forecast accuracy is erroneous and
shortsighted. By itself, improving forecast accuracy
does not add value unless that value can be
captured
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A better — and more truthful — approach captures the impact of demand planning on the health of the
business. It involves a holistic understanding of.

e \Why a demand plan is needed
e How the demand plan impacts the way other business functions perform

¢ How the demand plan drives decision making that impacts business performance

Take a moment to think about your company’s decision-making processes, using Template 1

TEMPLATE 1

Linking Demand Planning to Decision Making

Do you trust your demand plan today?

Can you rely on the demand plan to make decisions?

Is the demand plan always high or always low compared to actual
demand?

Do you, or others, tend to override the demand plan?

Does the timing of the demand planning process fit with other
business planning activities?

Does your budgeting process feel like a fire drill?

Are you constantly working around the demand planning process
because issues simply can't afford to wait?

Are you regularly being surprised by activities that are within the
control of your company?

Are you the last to find out about changes to new product launches or
sales promotions?

Are you stuck in the detail, muscling through the data, and operating

largely in Excel spreadsheets?

Are you manually planning at the lowest level of detail?

Are you leveraging statistical forecasts, planning hierarchies, and
disaggregation?

Do you miss things because you don't have enough time to look through
everything?

Are your inventory turns or customer service levels below

benchmarks or expectations?

Are you frequently expediting orders?

Are you being fined for late deliveries?

Do you have significant write-offs of excess and obsolete inventory?

Do you know how much inventory you should have?
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Knowing that the goal is not simply to improve
alone key performance indicator, like forecast
accuracy, is liberating. It causes business leaders
to move beyond considering forecasting tools and
system solutions as the “silver bullet” or cure-all.
Their thought process shifts to how do they use the
information from the demand plan to make better
decisions about:

e Sales and marketing activities
e Supply plans

* Financial expectations

e [Execution issues

Business leaders come to realize that “getting the
forecast number right” is only 10 percent of the
effort in planning. The other 90 percent of energy
is expended demonstrating the credibility of the
demand plan. It also involves communicating the
demand projections in ways that are useful to the
customers of the forecast (factories, distribution
centers, and financial organizations all have
different needs). When the demand plans are
considered credible by the rest of the enterprise,
execution across the business improves.
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That is where a lot of value lies in improving the
demand planning process. It also helps explain
why technology solutions require a best practice
process and well-trained people using the tools
and systems to help create more accurate plans.

QUANTIFYING THE FINANCIAL BENEFITS OF
IMPROVEMENT

Quantifying the financial benefits of improving the
demand planning process involves evaluating how
the demand plan impacts business performance.
This evaluation requires data gathering and making
calculations. But first, let's consider the impacts of
demand planning on the business.

We recommend starting simple. The simple
approach allows building the story and making a
compelling case for improvement. It also highlights
the range of assumptions needed to create the
business case, as not everything will be easily
measurable. Additional detail needed to support
the business case can be added later. (Sometimes
less is more.)
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The following template is a good place to start. Remembering the business objectives, document the
decisions or activities that the demand plan impacts directly or indirectly. The impacts will be unique to
your business, but some examples are included in Template 2.

TEMPLATE 2
Documenting the Impact of the Demand Plan

Summarize the key business goals or strategies

Business Objectives

1

2

3

List the decisions and activities that the demand plan Impact of the demand

is impacting (directly or indirectly) plan acuracy on the business

Indicate + for positive and
- for negative impact

Details on
Impact

Decisions / Impact of the Demand Plan Directly Indirectly

Procurement of material
Manufacturing of finished goods
Deployment of finished goods to distribution centers
Investment in Sales and Marketing advertising and promotions
Investment in product launches
Positioning of repair parts and reverse logistics
Financial commitments to investors
Sizing of workforce
| capital equipment and strategic assets

t hacimace Aalane adath comalhe shAain arkmaes

When evaluating the impact of demand plan accuracy, think broadly about the stakeholder needs and
uses of the demand plan in your business. This thought process helps ascertain the range of positive
and negative impacts that demand variations can have on decision-making.
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Next, consider the implications of demand plan
accuracy on decisions made by the various
business functions. To assess impact, we should
consider both the magnitude of error (accuracy)
and direction (bias). Document the answers 1o
these basic questions:

1. What is the implication of selling more than
in the plan? (Overselling)

2. What is the implication of selling less than in
the plan? (Underselling)

For example, let's look at a common activity —
manufacturing of finished goods. The implication of
selling below plan is excess inventory. Depending
on the product, excess inventory may be strictly

a working capital concern. It may also have

TEMPLATE 3

Cost of Failure

Decisions/Impact
of the Demand Plan

Manufacturing
Finished Goods

Getting the Most From Demand Management
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profitability implications if the inventory has a short
shelf-life or is expensive to store.

Conversely, the implication of selling above plan
is likely to put pressure on customer service and
increase expedite costs (e.g., overtime, premium
transportation, etc.).

As the implications of demand plan accuracy
become clear, the story begins to unfold on

the potential return on investment from making
improvements. Documenting the implications
(Template 2) is also a first step in developing a set
of sources from which to calculate the benefits of
improved demand planning (Template 3). We call
these sources the costs of failure.

Cost of Failure

Excess Inventory

Excess
Warehousing
Costs

Undersell

Degraded
Customer Service

Oversell Expedite Costs
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With the costs of failure outlined, a link or causal relationship can be established between the incidence of failure (how
often we oversell or undersell) and the magnitude of the cost. Some links and costs will be easier to identify than others.
In our experience, a well-constructed business case should clearly communicate the degree to which improvements can

be confidently attributed to demand planning.

That said, some very clear and compelling linkages can usually be identified and quantified. Where there is uncertainty,
clearly highlight the assumptions in both the written documentation and verbal presentations.

Here are a couple of suggestions on how to document assumptions when there is uncertainty about the benefits of

improvement:

ASSUMPTIONS ON EXCESS INVENTORY

Inventory reduction is a commonly cited benefit of
demand planning improvements. It is measurable
and can be reliably linked to the accuracy of the
demand plan. In many cases, the sizing of safety
stock is directly tied to the variability of demand.

When citing the reduction of excess inventory as
a benefit from improving the demand planning
process, it is important to state a few critical
assumptions. These assumptions

may include:

e Safety stock levels must be re-sized as
demand plan accuracy improves

e Reduction of safety stock assumes the status
quo in terms of supply variability

® The demand plan must be appropriately
linked to the supply plan through an inventory
plan that considers all other forms of inventory
(cycle stock, pipeline, pre-builds, etc.)
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These assumptions highlight the fact that demand
planning improvements are rarely achievable by the
demand plan alone. Realization of improvements
depends on the other business functions trusting the
demand plan.

Some believe that significant improvements can

be made by simply eliminating bias and making

the demand plan more trustworthy. While that is
true, realizing the full value of the improvements

is dependent upon other functions appropriately
linking their plans to the demand plan. It also requires
that safety stock levels are related to demand
variability. When these connections are established,
companies achieve significant improvements in
working capital that are far more substantial than
improving forecast accuracy alone.




CUSTOMER SERVICE

When companies face customer service
challenges, the spotlight is often focused on the
demand plan. It is a common practice to code
missed customer deliveries and failures in the
system as “un-forecasted” orders. In our view, this
is a superficial approach that makes it difficult to
address the root cause of overselling the plan.

The first challenge is linking a financial impact to
customer service. The financial impact does not
show up as a line item on the Income Statement or
Balance Sheet that can be

easily measured.

Customer service challenges are an opportunity
cost that some companies express as missed
revenue and lost sales. Calculating this missed
opportunity, in reality, is notoriously difficult. Here's
why:

e \What percentage of missed deliveries is truly
perishable?

e How much demand will stay pent up, and for
how long?

e Wil the demand shift to other products?

e Will consumers switch to a competitor's
product, resulting in the loss of a longtime
loyal consumer?

Furthermore, consider the case where demand
plan accuracy is improved and that previously lost
revenue returns. Will the sales organization attribute
the increase in revenue to better planning?
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The above quandary is why assumptions must be
communicated when documenting the potential
return on investment. The assumptions should
acknowledge that:

e True unconstrained demand follows an
expected trajectory

e There will be no change in supply variability

e Improved customer service drives
incremental sales volume

One useful technigue is to look for correlations of the
impact of demand plan inaccuracies on historical
customer service. This correlation helps to validate
the business case assumptions. While correlation
does not mean causdlity, it can help to estimate how
much benefit could result from reducing a certain
amount of forecast error.

One author recalls his tenure in a consumer goods
company. He and his team ran many calculations
to correlate lost revenue with backorders caused
by overselling the demand plan. The analysis found
that the lost revenue was significantly higher than
inventory carrying costs associated with excess
inventory.

This revelation caused a mindset change. Business
leaders had tended to focus on reducing operating
costs and supply efficiencies. They paid little
attention to the consumer and cost/revenue

VS, service tradeoffs. Business leaders failed to
remember that supply follows demand, not the
reverse. Without demand, there is no need for

supply.
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A STRUCTURE FOR QUANTIFYING THE COSTS/BENEFITS

The following Template 4 has proven useful in quantifying costs and benefits of improvement efforts. Following through
on the examples of Templates 1, 2 and 3, Template 4 is used to calculate the cost of improvements versus the financial
benefits those improvements generate when demand plan accuracy is increased.

Template 4 lays out the planned improvements in a straightforward manner. The example of improvements shows
significant improvements in cash flow and operating profit with relatively conservative levers.

By adding the required investments in change management, process design, and tools and systems, Template 4 can
be used to calculate the return on investment from the improvement initiative.

TEMPLATE 4
Revenue $100,000,000
Oversell (% of time) 35.0% $35,000,000
Undersell (% of time) 65.0% $65,000,000
Profit Margin 43.0% $43,000,000
Current Impact Financial
OVERSELL - IMPACT q
State Drivers Impact
Total sales $35,000,000
Magnitude of overselling (size of the error) 27.00% $9,450,000
Impact
Lost sales 4.00% $378,000
Lost gross profit $162,540
Lost companion sales 1.00% $94,500
Lost gross profit of companion sales $40,635
Increase in production costs 2.00% $107,730
Increase in shipment costs 2.00% $168,000
Lost gross profit from overselling $478,905
UNDERSELL - IMPACT Current Im.pact Financial
State Drivers Impact
Total sales $65,000,000
Magnitude of underselling (size of the error) 27.00% $17,550,000
Impact
Wrong products produced 10.00% $1,755,000
Discounted sales (% sold at discount) 5.00% $877,500
Lost revenue due to discounting 25.00% $219,375
Transhipment costs 1.00% $175,500
Product costs $57,000,000
Cost of disposing obsolete product (scrap) 0.75% $427,500
Investment cost (interest rate) 7.00%
Inventory turns 5.1
Inventory turns - Best in Class Benchmark 6.0
Inventory Cost of Capital $117,353
Lost gross profit from underselling $939,728
COST/BENEFIT TOTALS Year 1 Year 2 Year 3
Total impact of forecasting errors $1,418,633 $1,631,428 $1,876,142
Reduction in forecasting error 18.00% 23.00% 25.00%
Gross profit impact before improvement investment $255,354 $375,228 $469,036
Inventory Reduction (one time) $838,235 $838,235 S0
Total cost of improvements (change management,
process design, systems) $275,000 $75,000 S0
Total net benefit $818,589 $1,138,464 $469,036

84  Getting the Most From Demand Management




QLIVER WIGHT

DOCUMENTING THE QUALITATIVE BENEFITS OF IMPROVEMENT

We often say that demand planning is both an art and a science. With a framewaork to quantify the benefits of improving
the science, let’s not forget about the art.

While difficult to measure, many qualitative benefits can accrue. Template 5 shows some of the most commonly
reported qualitative benefits.

TEMPLATE 5

Qualitative Benefits

Benefit Importance

Collaboration between Demand Planning group and the commercial
side of the business

Communication of the plan to the Supply and Finance organizations

Trusted advisor to executive organizations

Relationships with customers

Cooperation in aligning the demand, supply, and finance plans over
the short-, mid-, and long-term

Credibility with the Board and Wall Street

Rate importance on a scale of 1 (low) to 5 (high)

MAKING A COMPELLING CASE

The information documented in the four templates become the framework for making a solid business case on the ROI
of investing in improvements. Following are the common elements of a business case:

Identify the business objectives and any
gaps in achieving the objectives that
could be at least partially remedied by
improving demand

plan performance

Document the impact that the demand
plan has on decision making throughout
the business

Calculate and document the cost
of failure

Identify the gaps in people proficiency,
process, analytics, and systems that
contribute to deficiencies in demand plan
performance (see 4 Considerations for
Improvement)

Draw a link between financial impacts and
improvements in planning to quantify the
“size of the prize,” or return on investment

Highlight the qualitative benefits
of improvement

With the above framework in place, the last step is to consolidate the business case for
decision making.
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Four Considerations for Improvement

Improvements to a Demand Management process generally address the following four areas. The areas are interdependent. A lapse in one

area can impact the effectiveness of the other three areas.

ML PeoPLE

Analytical tools do not create, align, and execute plans.
People do. Executives tend to forget that analytics do
not make business decisions, although they do reveal
key insights and highlight possible business challenges
or opportunities. Top-rate demand planning teams help
convey the thinking that underpins business goals and
objectives, rather than pushing a number or someone’s
biased opinion. The right caliber Demand Managers are
armed with solid business acumen and act as trusted
advisors. They foster collaboration across the organization.
Their primary focus is not only on an accurate and valid
plan. They also are concerned with how the latest plan
compares to stated business objectives.

@ ANALYTICS

Statistical forecasting has been well-established support

for demand planning for decades. Use of the output of
analytics tools has lagged behind, however. The length

of time it takes for the demand planners and analysts to
incorporate rapid changes or short-term spikes in demand
remains a challenge for most companies. Basic time series
methods, like exponential smoothing, can only forecast
demand patterns associated with trend and seasonality. This
limitation makes it very difficult to shape future demand.

To incorporate planning assumptions and drivers that

go beyond simple trend and seasonality requires

more advanced predictive analytics methods. These
demand drivers include price, sales promotions, in-store
merchandising, store distribution, advertising, epidemiolocal
data, regional economic information, and more. Advanced
predictive methods help to identify the cause and effect
relationship of these drivers to demand. These methods not
only help to create a more accurate demand plan, but also
help to make better business decisions.
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L/ PROCESS

An effective Demand Planning process depends on a repeatable monthly
cadence that answers the questions:

1. How well are we doing at developing and executing our plan?
2. What has changed, and what have we learned since last month?

3. What does that mean for our business, our goals,
and our strategies?

4. What decisions or actions do we need to take today
and in the future?

The Demand Planning process should consistently drive to the “what,” “so
what,” and “‘now what” with regard to sales, marketing, and product plans
and activities. Communication of this information should utilize impactful
visuals that create effective storytelling and understanding required for
discussion and decisions.

\
A T00LS/TECHNOLOGY

Tools and technology in support of demand management are rapidly
advancing — and improving the user experience. These advancements
are needed to help companies better plan and compete in the digital
economy. As companies adapt their processes and data management
for the digital economy, they are seeking cloud-based, open-source
technology with strong data processing and analytical functionality.
These capabilities are becoming more important as live streaming of
information becomes more prominent in the industry.

Digitalization helps supply chain partners respond faster, more
intelligently, and better connected with customers and consumers.
These three factors of convergence are driving the advancement of
tools and technology:

1. Powerful, more affordable computing power
2. Abundance of data

3. Availability of analytics and algorithms to make sense of the data

These developments bring us back to the importance of people being
highly proficient in the process, analytics, and tools and technology.
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Typically, at this point the required investments to address gaps can be reliably quantified (investments in change
management, process design, training, tools, and analytic capabilities). The ability to quantify benefits may vary,
however. Some benefits will be more easily measurable and attributable than others.

This is where developing a strong case requires judgment and an appreciation of the perspective of the decision-
makers. Much like in demand planning itself, there is uncertainty and a range of possible outcomes that should be
divulged in the business case.

Here's an approach for establishing a common understanding of the range of outcomes and how to address
uncertainties:

e Establish a low/mid/high case for benefits and e |dentify risks that could impact key assumptions.
Clearly identify the assumptions that drive each of Outline how the risks will be tracked and actions
the scenarios. will be taken to mitigate.

* |nvite discussion and drive consensus on those e Qutline simple measures (ideally leading
assumptions. indicators) to assess whether the benefits are

being realized.
e Establish ownership, including the respective

business leader's commitment to take the e Prioritize the implementation to minimize risk and

required actions when the business case is maximize early gains. Consider segmenting the

approved. business and doing a phased implementation
with the highest ROI segment being the first to
implement.

G
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In the example below, several key measures pertaining to an improvement initiative are outlined with a range of
outcomes (low/medium/high) to provide a range of results. Calculating the cost of delay is an effective way to drive
decision-making. As we said at the start of this paper, ignoring poor demand plan performance can leave a significant
amount of “money on the table!
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Demand Control

An Often Missing Link
in a Demand Management Process

Demand Control: An Often
Missing Link in a Demanad
Management Process

Authors: David Holmes, Todd Ferguson, Timm Reiher

David Holmes
Todd Ferguson
Timm Reiher - C

INtroduction

By David Goddard

| was a planner once, and | work with a lot of planners still today. From what I've seen, if there’'s not a demand control
process, the supply organization puts together a forecast, and then you try to align your supply chain to it. But there's
a whole lot more to a demand plan than just the statistical forecast.

Demand control is one of the most important factors in the demand management process. A supply planner can look
out on the horizon and have continuous feedback on not just the demand plan but things happening in the field and
things they can influence. It's pretty impressive how much demand control can actually make the supply plan better by
enabling constant communication, as well as better insight into how that demand is going to be realized.

The demand management process doesn't stop at the creation of a plan. There are a lot more activities the sales
organization is doing in order to influence customers. They put together a plan based on the insights they have, so
they'll know if they're selling more or less than predicted and what actions to take. If a product is underselling, the
instinct might be to start pulling back on production — but if the sales organization says it's about timing and the
demand is going to come through, that’s a valuable insight.

Over the last year, a team of us at Oliver Wight have been working on developing and now implementing

a process called Integrated Tactical Planning, which addresses supply and demand planning over a 13-week horizon,
Demand control fits into that 13-week horizon really well, and companies that practice demand control really do a
great job of hitting their commitments to the integrated business plan.
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Demand Control is often
described as one of the most
crtical and valued processes
Within an organization.

Yet, people neglect to include
it as part of their Demand
Management process.

The definition of demand management,

according to widely respected marketing

‘guru” Philip Kotler, is: Influencing the

volume, timing, and mix of demand

in order to accomplish a company’s N
business goals and objectives.
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Demand management touches and influences virtually every functional business
activity in the enterprise. It impacts the supply chain and its relationships with
customers, suppliers, and third-party providers, among others. And, demand
management decisions directly impact a company’s financial, operational,
and customer service target objectives.

Demand management principles and solutions have been adapted and deployed
by companies — small, medium, and large — across a wide variety of business
and industrial sectors. Aimost all have met with some degree of success toward
improving sales growth and profit margins, lowering inventory, and increasing
customer service. Yet, many companies continue to struggle to achieve optimal
demand performance that is consistent and sustainable.

One reason is the lack of a disciplined Demand Control process. And, from what
we have withessed, Demand Control is very misunderstood, misinterpreted,
and often just plain neglected by companies.

DEFINING DEMAND CONTROL

Let's start with an explanation of what Demand Control is and what it is not.
Demand Control is not everyone from planners, to forecasters, to sales manage-
ment, operations and supply chain management, and the chief operations officer
running around like their hair is on fire when orders exceed supply or when orders
are less than planned. “Fire drills” are what happens when a formal Demand Control
process is not in place and when decision-making authority and boundaries
are not well defined.

Demand Control js a formal process of communication and decision making
to keep demand and supply synchronized when demand materializes differently
than planned within near-term time fences. The process is used when demand
is greater than supply over the near term and when actual orders are less than
the demand plan over the near term. An effective Demand Control process also
involves mitigating risk and managing opportunity. Done well, Demand Control
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takes chaos out of the near-term
planning process and stimulates
actions that enable companies to
improve customer service and in-
crease sales revenue.

DEMAND CONTROL HELPS
COMPANIES OVERCOME POOR,
NONPRODUCTIVE BEHAVIORS

When demand exceeds supply, lots
of poor behaviors, in the name of cust-
omers, typically occur. Sales managers,
account managers, and individual sales
representatives frequently contact vari-
Ous resources within the supply chain
organization to “negotiate” for position.
Sometimes, the sales organization may
even contact suppliers directly to get
their customers “taken care of” ahead
of others in the event of a potential
material shortage. The customers
frequently get in the act, contacting the
company president or general manager.

These behaviors result in increased
workload, sometimes exponentially,
and drive up cost. Ultimately, less-
than-optimal choices are made, and
strategic customers are not served
when product is shipped to fulfill
other customer orders.
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Sometimes, a typical reaction to this
scenario is to get sales “in line” by
establishing consequences for working
outside the process. In faimess to the
sales organization, this behavior results
from the lack of a process in place to
properly prioritize demand when actual
demand outstrips supply. The behavior
of the sales organization cited above
is a common indicator, like the canary
in the coal mine, that there is no
Demand Control process.

When a Demand Control process

is not in place or decision-making
boundaries are not well defined, the
sales and marketing organizations do
not have a chair at the table for making
demand allocation decisions. A best
practice for a Demand Control process
is: Allocation decisions are made by
the sales leaders. This practice always
results in a change of behavior by the
supply chain planning organization,
which may not be used to allowing
the sales leadership to determine which
customers will receive product when
demand is greater than supply.

An effective Demand Control process
gives the sales organization confidence
that their priorities are being executed.




Individual sales representatives may not
aways get their way, but they know their
priorities have been considered. They
also understand the decision-making
process. For example, it is common for
alocation of product to be based on the
order that brings in the greatest margin.
This decision-making criterion often
spurs the sales organization to drive
to get as high a margin as possible.

When actual demand is below the
approved near-term Demand Plan,
a common reaction is for supply chain
planners to take action in a desperate
attempt to avoid critical cost over-
runs, such as excess inventory and
worse — expired inventory. Just like
the sales organization not having
input into significant events leading

to demand exceeding supply, the
supply chain planners frequently
take actions that lead to unfortunate
results when a process is not in place
to manage when demand is less
than planned.

These actions frequently don't consider
the timing of demand. Accurately
predicting the timing of demand is
the most difficult aspect of demand
planning. Some of the actions that
can lead to unfortunate results include

manipulating the forecast directly in
the system or not roling unconsumed
forecast into the following period to
protect against excessive inventory.

A better process is to ensure the role
of Demand Controller is established
within the company. This person is
responsible for monitoring orders
versus the near-term plan and engag-
ing the appropriate sales leadership
when demand is less than planned
or when demand exceeds supply.

The sales organization comes 1o rely
upon the Demand Controller to pro-
vide an alert that customers are not
buying as planned.
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When “undersells” compared to the demand plan look like they are materializing,
an early warming can mobilize the sales representatives and account managers
into action. This is one reason why an effective Demand Control process
contributes to increased sales revenue.

One aim of the Demand Control process is to say ‘yes’ to demand,

if at all practical. This is a change in behavior for the Supply Planning
function, which might not be accustomed to identifying ways to say 'ves’
to demand rather than to automatically rejecting unplanned orders...

An undervalued aspect of an effective Demand Control process is the col-
laboration that is created between the sales organization, the Demand Planning
function, and the Supply Planning function. One aim of the Demand Control
process is to say “yes” to demand, if at all practical. This is a change in behav-
ior for the Supply Planning function, which might not be accustomed to identify-
ing ways to say “yes” to demand rather than automatically rejecting unplanned
orders because they were not included in the demand plan in the first place.

With a well-functioning Demand Control process, demand/supply synchronization
is reviewed and evaluated more frequently (daily or weekly, as appropriate).
This leads to responding more quickly and proactively to potential demand/supply
imbalances, rather than waiting for an urgent situation, such as a customer order,
to attempt to align supply with demand.

Being proactive is aided by the Demand Controller's review of demand and
anticipation that orders may exceed the demand plan. This situation triggers
“what-if" and contingency discussions with the Supply Planners.
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The discussions often are not visible to the sales organization and to customers.
The sales organization becomes accustomed to being able to rely upon the
Demand Controller and Supply Planning team to be responsive to actual orders
—even when the order volume or the demand itself was not in the demand plan.
Customers appreciate working with a reliable supplier, which can become a
differentiator in a company’s value proposition to customers.

One key to establishing an effective Demand Control process is agreeing upon time
fences, or decision points, within the planning horizon. By the way, best practice

is a rolling planning horizon of 24 months minimum. Integrated Planning and

Control is a detailed SKU-level planning process; Integrated Business Planning
(also called Advanced Sales and Operations Planning) is an aggregate-level

planning and management process. The 24-month rolling horizon is necessary

for both levels of planning to synchronize effectively.

Companies typically establish three time fences or decision points: Future Plan-
ning Zone, Trading Zone, and Firm Zone (Figure 1). Here's an extreme case to
llustrate the definition of time zones:

A winery, or winemaking facility, typically has long supply lead times. Once the
grapes are culled off the vines, the company knows exactly how much wine
they will produce and have available to sell in about two years. This is the typical
processing time, from harvesting of the grapes to the bottling and distribution
of the wine. In most industries and facilities, lead times are much shorter, frequently
weeks or several months at the most.

Whatever the lead times, the best practice principle is that demand is managed
to match supply in the time zones for production (Firm Zone) and procurement
(Trading Zone). Beyond those lead times, supply is managed to match demand
(the Future Planning Zone). Let's review each zone in greater detall.
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Customers appreciate
working with a reliable
supplier, which can
become a differen-
tiator in a company's
value proposition to
customers.




The Firm Zone (red) is the most im-
mediate time zone and often where
the attention is focused. This is the
stage where the final product (or service)
comes together. In our winery example,
the wine is bottled, labeled, and
packaged during this stage. It's too
late to make changes without incurring
significant costs.

At this point, most of the value has been
added to the product. Commitments
for delivering the product have been
made to customers. It also may be
extremely difficult and costly to change
the product configuration at this point
to satisfy customer expectations.
Making changes to demand in the Firm
Zone may be possible but with unde-
sirable effects and consequences.

The Trading Zone (yellow) offers a level
of flexibility with respect to volume
and product mix. In this zone, materials,
components, and other purchases have
been initiated to support the production
plan that has been developed in re-
sponse 1o the demand plan. Change
typically can be facilitated at this phase
with fewer conseguences than making
changes in the Firm Zone. While
procurement costs may be impacted,
value has not been added to the
procured materials.

In our winery example, demand is
limited because of the yield from

the grape harvest. Demand may be
alocated among the different brands to
be produced. However, when demand
changes within the Trading Zone, there

QLIVER WIGHT

is usually flexibility to change the product
mix without too much difficulty and cost
to meet market demand.

The Future Planning Zone (green) is
beyond the current harvest and not
limited to the output of the previous
season’s harvest. Demand can be
unconstrained by supply capability,
and the supply plan can be increased
to match the demand plan, provided
additional grapevines are planted
and harvested and/or plans are made
to purchase additional varieties of
grapes to meet the plan.

The most effective way to align demand
and supply in the Future Planning
Zone is through Integrated Business
Planning, an aggregate planning

Fig 1. Use of Time Fences or Decision Points
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process for aligning all company
functional plans and strategies, includ-
ing procurement plans and strategies.
In the Future Planning Zone, few or no
commitments have been made, and
extensive changes in volume, timing,
and product mix can be made with
minimal cost impact. As previously
noted, the objective in the Future
Planning Zone is to manage supply to
meet the demand.

Cultural changes occur when a
Demand Control process is in place.
The information flow and communi-
cations are well defined. Those who
need to know — and act — are involved,
Fire drills to ensure that customers
receive the product that has been
ordered go away or are significantly
minimized. This frees up people who
are not accountable for Demand
Control to perform their primary jobs.

An effective Demand Control process
puts accountability where it should
reside — in Sales Management's hands
for executing the demand plan and
determining the customer prioritiza-
tion and actions that need to take
place when actual orders materialize
differently than planned. Likewise,

the supply organization becomes more

focused on executing the production
and procurement plans and building
flexibility into the supply chain.

A key performance measurement
for Demand Control is the number

of changes that occur within the Firm
and Trading Zones — and why. Root
cause analysis is performed to identify
what changes need to be made to
improve responsiveness to customers
and better execute the demand and
supply plans. When customers are
unwilling or unable to provide sufficient
lead time to fulfill their demand, the
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supply organization works to de-
termine how to reduce lead times;
the sales and demand planning
organizations focus on how to better
predict demand, including the timing
of demand.

Here's another typical cultural change:
The supply organization’s primary
role is NOT to second-guess the de-
mand plan. As tempting as this might
be, second-guessing the demand
plan undermines the accountabilities
that have been established and ac-
cepted; that is, Sales Management
owns the demand plan.
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As the organi-
zation adapts
The key objective of the supply team should be to do everything possible to align the

to the Demand
supply plans to actual orders and the latest demand plan.

Control process,

the Supply Chain  Second-guessing, as mentioned above, is tempting, given the very nature of the demand
team accepts plan; that is, the demand plan will never be perfect. As the organization adapts to the
Demand Control process, the Supply Chain team accepts that change is inevitable

but rests more assured that someone is now accountable for the changes and, therefore,

that change

is inevitable... owns the conseguences.

The customer service organization is also impacted by the Demand Control process.

Rather than simply “taking orders,” the customer service team is empowered to engage
with the customer and to make additional inquiries as to their needs, requirements, and

issues. The customer service team is pivotal in the communication process and now

has timely access to demand and supply information and real-time revisions to schedules,
deliveries, and other pertinent information.

This, in tumn, enables the customer service team to proactively engage with the customers
about their orders and plans. The Demand Control process also results in customer service
representatives being given the authority 1o make certain decisions and commitments about
orders, delivery dates, and other customer concerns within their level of expertise.

The role of Demand Controller is typically new when companies initially implement a
Demand Control process. The Demand Controller role consists of five primary elements:

e QOrder Management

e Management when demand exceeds supply

e Management when demand is materializing to be less than planned
e Decisions related to forecast consumption

e Facilitation of decision making when demand materializes differently than planned
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Successfully executing the above-defined role requires a person who com-
municates well cross-functionally with Sales, Marketing, Demand Planning,
and Supply Planning. The Demand Controller must also manage well up and
down the organization and must be trusted by the aforementioned functional
area leaders.

The Demand Controller must be comfortable working in the detail but also
must keep the customer perspective and the company’s well-being in mind.
This is definitely a specialized role in a company that cannot be relegated to
an administrative task.

We have previously mentioned some of the benefits of a good Demand
Control process — improved customer service, increased sales revenue,
and being respected as a reliable supplier.

Bottom-line benefits are also experienced by many of our clients. For example,
our experiences show that inventory reductions of as much as 25 percent and
customer service improvement of a point or two will be reflected in a positive

growth in revenue, operational, and other related parameters.

When companies implement a Demand Control process at the same
time that they implement Integrated Business Planning, the realization
of these benefits is accelerated. An additional benefit involves the transi-
tion of executive focus beyond solely near-term issues. The company’s
executive leaders can truly concentrate on the future — four months
and beyond — and help ensure that the company has the resources
to fulfill demand and grow the business.
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Resources

Books

The following books are available on our website under Resources
www.oliverwight-americas.com/books/

The Oliver Wight Class A Standard for Business Excellence, Oliver Wight International,
John Wiley & Sons, Inc., 2017.

Coco Crum and George Palmatier, Demand Management Best Practices: Process,
Principles, and Collaboration, J. Ross Publishing, 2003.

Articles and Papers

The following articles and papers are available on our website under Resources
www.oliverwight-americas.com/whitepapers-articles/

Greg Spira, Todd Ferguson, and Charlie Chase-SAS, Making the Case: The ROl of Demand Management

Greg Spira, Assumptions: You Cannot Improve the Accuracy of a Demand Plan Without Them

Greg Spira, Do People Trust Your Demand Plan? How Reducing Bias Improves Credibility and Financial Performance

Greg Spira, One Number Planning: The Consequences — and Cure — For Misaligned Plans

Todd Ferguson, Want to Execute Your Strategy and Improve Financial Performance? Focus on Demand Management

Todd Ferguson, Timm Reiher, David Holmes, Demand Control: An Often Missing Link in a Demand Management Process

George Palmatier, Relationships: The Key to Effective Demand Planning in a Business-To-Business Environment

George Palmatier, Forecast Measurement and Evaluation

Ron Ireland, Demand Planning: Where Does it Fit in the Organization?

Colleen “Coco” Crum, George Palmatier, Role of Technology in Demand Management

Colleen “Coco” Crum, George Palmatier, Demand Management: Lessons Learned

George Palmatier, Forecasting & Communicating Project Demand to the Supply Organization

Colleen “Coco” Crum, Demand Review — Tell the Story

Education

The following courses are available on our website under Education:
www.oliverwight-americas.com/executive-education/

Demand Management courses

Demand Labs courses
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Resources

Videos

The following videos are available on our website under Resources:
www.oliverwight-americas.com/webcasts/

On Demand Planning topics:

Create a Trustworthy Demand Plan ©

Demand Planning — One Set of Numbers ©

Making the Case: The ROl of Demand Management ©

Staying On Track: How to Prevent Short-Term Forecast Uncertainty From ©
Derailing Your Long-Term Demand Planning

Assumptions: The Key to Successful Demand Planning ©

What is Demand Control? ©

One Set of Numbers: The Consequences — and Cure — For Misaligned Plans ©

Becoming a Trusted Advisor: The Impact of Bias on Credibility ©

Minimizing Chaos With Demand Control and Execution ©

Confident Decision Making Through Scenario Planning ©

How to Leverage Multiple Forecasts and Views to Create an Accurate ©
Demand Plan

Want to Execute Your Strategy and Improve Financial Performance? Focus ©
on Demand Management.

The Challenges of Integrated Product Portfolio and Project Management ©

Snyder’s-Lance Integrated Planning and Control Case Study ©

How to Leverage Forecasting and a Demand Control Process to Improve ©
Customer Service

Demand Control Webcast ©
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When you talk to Oliver Wight about improving your business, we'll assume

you want results, not just better processes — things like increased revenues

and margins and greater market share. If you have the ambition, it is possible

to make improvements that truly transform the performance of your organization
and create more fulfilling roles for the people within it. We believe this can only
be delivered by your own people. So, unlike other consultancy firms, we transfer
our knowledge to you; knowledge that comes from over 50 years of working with
some of the world's best-known companies.

Oliver Wight has a long-standing reputation for innovation, and we continually
challenge the industry status quo, so you always get the latest in new thinking.
Your Oliver Wight principals will use their real-world experience to ensure your
people, business processes and technology are fully aligned and integrated right
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They will coach, guide, and inspire your people to drive change throughout your
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proven, sustainable approach that will deliver results straight to the bottom line.
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