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MHD SUPPLY CHAIN
needs to be gained on the bandwidth of
variability and inherent uncertainties in
trying to predict future outcomes. This needs
to be built into the planning process.

5 KEYS OF DEMAND PLANNING
It is important to keep in mind the working
assumption that the demand plan is the plan
that underpins all other plans in a business,
e.g. supply, inventory, financial, strategic,
people, and infrastructure. Without this
in place, plans are just unaligned guesses,
and highly likely to be different from one
department or function to the next.
So, back to our topic of ‘Realising the Full
Potential of Demand Planning’: there are
10 keys to making sure we have congruence
between our demand plans and strategy –
we will cover five in the first two articles
and the remaining five in following ones.

ANNUAL PLANS

1/ Make sure the monthly
management process horizon is
at least a rolling 24 months
“We used to take three months to do the
‘latest estimate’, and then another three
months to do the budget ... this left only
six months of the year to be actually
doing anything valuable. Now budget is a
significant non-event.” — A CFO’s delight
When it comes to demand planning, many
companies focus their time on the next
month; maybe the next quarter. Thereafter
the budget (and sometimes an un-reviewed
statistical forecast) is inserted to flesh
out the rest of the financial year, but this
encourages ‘hockey stick forecasting’
(see Figure 1.), which is particularly
commonplace when sales are consistently
tracking behind budget. In this situation
most organisations will still be forecasting
throughout the year that they will achieve
budget, so there is a resultant cumulative
error, commonly known as bias.

“

Improving forecast
accuracy is proven
to have numerous
significant business
benefits, and bestpractice companies
are typically ‘all
over’ accuracy.

”

Figure 1. below.
Figure 2. above.
Typically, the gap between forecast and
reality only becomes visible through a
quarterly or half-year ‘latest-estimate’
process and then the solution is to just say
something like, ‘with all the new initiatives
we’ve put into plan, or that we can bring
forward from next year, we’re still going
to hit budget’. When the impact of these
‘recovery plans’ are time-phased into
monthly buckets, the resultant graph looks
Figure 1... ‘mission impossible’.
The reverse situation is also true. If
companies are tracking ahead of budget,
there is a tendency not to show the full
potential of the plan, and worse still, as they
get towards the end of the year, push sales
into the following 12 months.
Imagine the chaos this causes if all
other plans in the business are linked
to those projections. Of course in such
circumstances, people try to be clever and
don’t link their plans directly to the demand
plan, using their discretion to hedge against
this ‘game playing’. Unfortunately, this
results in multiple numbers; the value of
integration is lost.
So, what’s the solution? Some
organisations resolve this by looking out to
the end of the current financial year, and
while this keeps some focus beyond the
current quarter, it very quickly becomes
compressed into conversations about ‘how
are we going to end the year?’ This is also
known as a ‘compressing horizon’ or the
‘accordian horizon’ (see Figure 2.).
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the execution of ‘this year’s plans’, the
underlying assumptions about next year can
be iteratively refined and applied in readiness
well before the point of commitment.
The result is that senior managers are
so confident of ‘delivering this year’, they
are freed up to focus on strategy. It may
take two or three iterations before their
confidence reaches the appropriate level, but
the important thing is to make a start.
It also makes the whole budgeting process
a significant non-event – ‘significant’ in that
it is vital to have a budget, but a ‘non-event’,
because the budget comes automatically from
the rolling monthly projections.
These days, many companies are even
projecting out to a 36-month horizon because
they know how important it is to spend time
anticipating future issues and opportunities,
before they become today’s problems. If
you think this is just hypothetical, when
I left industry in 1996, our IBP process
was routinely looking out 36 months, with
technology that was way less sophisticated
compared to what is available today.
With the tools that are available today,
there really is no excuse.
A simple test of having a valid budget
is that when the senior team looks at the
opportunities and risks to achieving the
plan, they are evenly balanced either side
of the most likely outcome (see Figure 4.).
Most companies, however, tend to 'bank' all
their opportunities in their annual budgets,
and then spend the rest of the year dealing
More sophisticated organisations take the
next step and insist on a monthly process

with risks of not delivering the plan, which
is not a very uplifting environment to be in.

that assesses an 18-month horizon and this
at least gives visibility of next financial year,
six months in advance. However, in reality,

This article will continue in the SeptemberOctober issue of MHD Supply Chain Solutions
magazine. Rod Hozack is a partner at

it’s barely enough, since many companies
start their budgeting process around six
months out, so the first cut of the budget, is
only at that 18-month horizon.
Anyone who has been in business for a
little while knows that the first draft, or
‘roughly-right’ budget plans, become the
anchor to which all subsequent deviations
must be explained.
So a better approach is to make sure the
monthly review cycle has at least a rolling
24-month horizon (see Figure 3.). This
means there are six months to get the first
draft of the budget as good as it can be, but
avoids a 12-month budgeting process.
In this way, the senior leadership team
gets a view of the next year’s plan in full,
right at the time the financial year is starting.
As the team learns more about the integrity
of the underlying assumptions through

Oliver Wight. For more information email
information@oliverwight.com or visit
www.oliverwight.com. ■
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Figure 3. above.
Figure 4. below.

