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Can your forecast
take a punch?

Unanticipated events like hurricanes and work stoppages can wreak havoc on a manufacturing forecast.

Rich Weissman looks at how some companies stay on their feet

glass factory, heard the delighted squeals of his

two school aged children when they realized
that today’s snowstorm had cancelled school. As he
looked at the morning news, he saw that the storm
had severely impacted the eastern United States,
closing schools, airports, stores and even some
manufacturing plants. The stranded truckers being
interviewed on the television convinced Jerry that
inbound and outbound logistics would also be

J erry, the production manager at a New Jersey

impacted. The unplowed streets reminded him that
his employees would have a hard time getting to
work. Just as his kids were begging Jerry to go
sledding, his thoughts turned to his manufacturing
plan that was quickly deteriorating.

One major announcement from a competitor,
one natural disaster, or even an event like 9/11 can
impact, or even destroy, a forecast. Or, is it simply
challenged? Some remarkable applications exist
from enterprise software vendors and business
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"Forecasting can be messy and needs

=
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to capture both quantitative

J

and qualitative factors’

intelligence suppliers, but are they enough to
create forecasts that can ‘take a punch’ while still
meeting operational and customer requirements?
Inaccurate demand forecasting causes great
pain throughout the supply chain, causing
manufacturing inefficiencies, misallocation of labor
and materials, schedule fluctuations, unbalanced
inventory, long lead times, and ultimately unhappy
customers. Demand management techniques use
forecasts to control, synchronize, and balance the
supply and demand of a firm’s products or services,
including aggregate planning, master production
scheduling, capacity planning and strategic product
decisions. Demand management further allows for
the closer coordination of the needs of the supply
chain and customer requirements, resulting in
increased efficiencies and process improvements.
Once forecasts are established, how do
companies respond to crises, or events, that
impact their performance? “We look at situations
that impact the forecast as an event, not
necessarily a crisis,” says Eric Stellwagen, vice
president and co-founder of the Belmont, MA,
based Business Forecast Systems, the developer of
forecasting software Forecast Pro. “We need to be
able to react to situations where it is just not
business as usual. Something has occurred and
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the company needs to respond immediately to a
change in business conditions.”

These situations are not confined to storms or
natural disasters, but include events like work
stoppages, strikes, and even promotional
schedules and product sales. Stellwagen looks
objectively at events that can impact a schedule
and sees that the higher the frequency of the event,
either anticipated or unanticipated, the better the
event can be quantified and factored into future
forecasts. “Forecasting can be messy and needs to
capture both quantitative and qualitative factors,”
he says. “While we can model events such as the
impact of promotions on company sales, there is
also a certain amount of judgment and experience
that needs to enter into the forecasting process.”

Oberto uses one of Stellwagen’s products,
Forecast Pro Unlimited, to manage its consumer
goods business. Oberto, based in Kent, WA, is a
leading manufacturer of meat snack products with
national and international distribution. “The event
driven nature of the consumer goods segment is
always a challenge,” says Eric Kapinos, Oberto’s
director of forecast and planning. “We model the
effects of past events and factor their influence
when planning again for the future.” Kapinos
structures the forecasting process to align with
sales and marketing. “We have a direct relationship
with sales and marketing plans, creating direct
synergies with those groups planning processes,
making management of inputs much easier.”

Alignment of forecasts with manufacturing
needs, even to the capacity management level, is
an important part of the demand management
process. “We view the supply chain as an
integrated system and in order to get the right
products delivered on time we need to drive the
forecast through to the production planning level,”
says Tom Johnson, product manager for Demand
Solutions Rough Cut, a forecasting product
developed by St. Louis, MO, based Demand
Management Incorporated. “We are interested in
providing a level of reality for the manufacturing
requirements based on the entire system.”

Johnson, whose forecasting application is used
by such consumer goods companies as Playtex and
Maiden Form, feels that accurate forecasting and
demand planning are a critical need in a multi-
plant environment. Reacting to daily changes in
requirements, as a result of shifting sales needs or
daily impacts on the production lines, needs to be
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taken in stride. “Multi-plant operations need to look
at the entire enterprise-wide capacity picture and
be able to shift resources and adapt manufacturing
plans where they need to,” says Johnson. “Our
clients can respond to unanticipated events by
analyzing and shifting capacity, optimizing
production plans, and adjusting inventory levels to
meet customer needs.”

Weather has a significant impact on forecasts
and there are some sophisticated methods around
to plan for it. “We look at long term and short term
weather forecasts and work with clients to
integrate them into their demand planning
forecasts,” says Evan Gold, vice president of client
services for Wayne, PA, based Planalytics, a
provider of weather-based business intelligence.
“Weather has a dramatic effect on how our clients
approach their markets and adapt their
manufacturing strategies.” The process of
capturing demand information will also capture
weather’s influence on consumers, making sure
that the impact of last year’s weather is taken into
account when planning next year’s forecast.

The long term effects of hurricanes Katrina
and Rita have many companies scrambling to
determine the impacts of natural disasters on their
businesses. “We have a client who is a home goods
retailer that needs to be able to shift hurricane
relief products around to different stores during
hurricane season,” says Gold. “What makes it
tougher is what weather forecasters call the cone
of uncertainty, the potential track of a hurricane
before it makes landfall.” Gold notes that as the
storm gets closer and closer, demand continues to
shift within that cone until the full impact of the
storm is known. “Even the threat of the storm is
enough to radically change demand patterns.”

Reacting to shifting demand of anticipated, as
well as unanticipated events is also important,
according to Gregory Quinn, President of the State
College, PA, based Quinn and Associates, a master
reseller for Preactor planning and scheduling
applications. “It is not just identifying changes in
forecasting and demand, but how that demand
will impact manufacturing operations and what
the recovery plan will be, especially in multi-plant
and global environments.”

Quinn provides an example of an anticipated
event where a known disruption of demand will
occur. “Super Bowl XL was played between the
Pittsburgh Steelers and the Seattle Seahawks, and

Nike knew that they rapidly needed to produce
replica football jerseys with the names of the
winning team,” says Quinn. “But they did not know
who the winning team would be until the game was
over.” Historical sales data was available showing
that Pittsburgh fans created a larger demand for
Steeler merchandise than Seattle fans created for
their home team, providing even more uncertainty
in manufacturing planning. Production of Steeler
jerseys began just as the game was ending.

Forecasting and demand management impact
distribution as well, especially in the service
management business. Wauconda, IL, based supply
chain management company Fidelitone provides
distribution services for a diverse range of
companies that includes Sears, DeWalt, Black &
Decker, and Aero International. “We are responsible
to our clients to get their sales and service parts to
their customers and that takes a lot of planning and
forecasting,” says Fidelitone’s executive vice
president Tom Giovingo. “We work closely with our
suppliers to determine optimum inventory levels so
we can meet service requirements.”

Fidelitone uses 24-36 months of historical
data to predict the future, but according to
Giovingo there is no magic formula. “We need to
look at a lot of factors that may impact our
forecasting and ultimately our ability to service
customers,” he says. “Our suppliers are often
launching major product promotions resulting in
higher sales. It is imperative that we know about
these promotions and plan accordingly.”

Still, there is unpredictable usage that
Fidelitone covers with safety stock, in its
warehouses and at the supplier’s site as well.
“We keep one to two weeks of safety stock on
hand for certain critical items in order to offset
forecasting errors or an unanticipated increase
in demand,” says Giovingo. “We need to plan for
snow storms and other events that impact our
business, and there are some items where we
have to attain a ‘never out’ status.”

Forecasts are inherently an educated guess.
Yet a poor forecast can have a damaging effect on
manufacturing operations and customer
satisfaction. An increase in the use of forecasting
and demand management software applications,
in addition to business intelligence, will best
manage those forecast busting events. Those still
using seat of the pants forecasting techniques may
ultimately be down for the count. @
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