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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 turned 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. Almost 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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Whole System Becomes More Routine and Reliable
............. T — Strategy Chart 1: IBP bridges longer-term strategy with
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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.

WANT TO EXECUTE YOU

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:

e Developing a continuous communication
culture

¢ Driving decisions to the right level

e Telling the story -- quickly

Developing a Continuous Communication
Culture
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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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Chart 2: A robust Demand Review focuses
on strategies, plans, and execution tactics for
. . “Influence the
influencing demand. level, timing and
composition of
demand in order
to accomplish

a company’s
business
objectives and

goals.”
Philip Kotier
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Chart 3: This chart depicts the steps in a
monthly Integrated Business Planning process.
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RECONCILIATION
REVIEW

Supply
Review

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.

Management
Business
Review

STRATEGY
BUSINESS PLAN
PERFORMANCE

Product
Management
Review

Demand
Review

“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.
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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
“pbrutally 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.

Driving 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 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.

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?

WANT TO EXECUTE YOUR STRATEGY AND IMPROVE FINANCIAL PERFORMANCE? FOCUS ON DEMAND
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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

Key Supporting Strategies
Chart 4: This chart is an example of quickly
showing the status of strategic initiatives.
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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.”)
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One Per Initiative
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Determine which of these initiatives should be addressed in the Demand Review. l
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Enterprise Metrics

+ Achis of egies and busil goals

+ Fitto strategy

* Fit to value proposition

*+ Time-to-profitability trends by category and new
introductions

+ Sales and marketing investment as percentage of revenue

+ Customer retention

* Revenue from new products.

© Oliver Wight International
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Chart 6: 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.
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Term Definition Examples

“What we're trying to achieve” +To double the value of the business

every 4 years.

*Profitable growth driven by innovation and
increased market penetration

" “Strategic themes derived
o from current strategy”

sAchieve at least 25% of revenue from
products developed in the last 3 years
#Increase market share in key channels by 10%

Strategic “Something quantifiable which
Goals we need to get right in order
to achieve our strategy”

“Specific, measurable, sRevenue from products of last 3 years
achievable, relevant, targeted #Market share trends by channel over the last 3
measures which support one years

or more of the Strategic Goals”

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

D Oliver Wight International

Improved Financial and Business
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Chart 7: This chart shows how performance
measures can be derived and linked to
business strategy.
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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.

In less than one year, the
company significantly reduced
days-on-hand inventory and
working capital. For the first time
in many years, the company
was on track to achieve all of its
financial metrics and to exceed
the revenue and profit plan.

WANT TO EXECUTE YOUR STRATEGY AND IMPROVE FINANCIAL PERFORMANCE? FOCUS ON DEMAND 6
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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 $80 million was identified.

This gap was known by some managers and
suspected by others, but they had been hesitant
to communicate their concerns 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.

These actions, with a focus on strategy and
demand management, improved the financial

Additional reading

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.

[t 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 “brutal 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

WANT TO EXECUTE YOUR STRATEGY AND IMPROVE FINANCIAL PERFORMANCE? FOCUS ON DEMAND
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a consultant and educator, he assists companies with overcoming Supply Chain
challenges and implementing solutions, with a concentration in the disciplines of
Demand Management and Integrated Business Planning. His subject knowledge
spans a range of industries, including consumer packaged goods, fashion and
apparel, and heavy industry and chemical industries. Current clients include Cargill,
General Electric, and Tiffany.

Todd's experience includes people and process improvement and hands on
implementation of tools including SAP APO Demand Planning. He led the
implementation of a Demand Management function for Weir Oil & Gas, an
upstream oil and gas leader that specializes in the manufacture of high-pressure
well service pumps and related flow control equipment. In this role, he drew on

his skill as a Demand Planning expert to help define and continuously improve the
company’s Integrated Business Planning process. Todd has a deep understanding
of the underlying tools required to support an effective Demand Management
process. He holds a BA (Economics) from the University of British Columbia.
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