SupplyChainDigest
ggf:cgll:icrl‘\g Heinz Gets to One Number

Food Giant Makes Major Supply Chain and Financial
Improvements as it Professionalizes the Forecasting
Discipline

While many companies have used Sales & Operations Planning and
related strategies to develop a consensus or “one number” forecast,
many others are still trying to reach this goal.

Food giant Heinz is one company that has moved well down the path
of forecasting excellence, according to Sara Park, Sr. Manager of
Forecasting and Demand Planning at Heinz.

Writing in the most recent issue of The Journal of Business
Forecasting, Park says that in the early 2000s, forecasting was
formally the responsibility of brand management but, in practice,
many functional groups (finance, manufacturing) each maintained
their own separate forecasts.

As a result, Park says, ‘Everyone, especially Brand Management and
Sales, ended up spending too much time debating “true demand.”
Different groups were developing different forecasts based on use of
different assumptions.

However, the company was moving to professionalize its forecasting
process and team. A group was developed, first under marketing, to
improve the process. A key first principle: fact-based management.

“We insisted that forecasting volumes (were) based on solid facts
and data with a 100% dedication to accuracy,” Park said.

Until 2004, that small forecasting team was using basic tools:
spreadsheets, AC Nielsen data, and shipment data from internal
systems. Heinz then implemented a new demand planning system
(from JDA Software), at which time the forecast team moved under
the VP of Supply Chain.

From Top Down to Bottom Up

Perhaps the key process change in the Heinz journey was the switch
to a “bottom up” forecasting approach. Previously, the forecasts
started with a top down approach based on brand targets. It also
relied heavily on static allocation of forecast volumes within business
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segments. Item level forecasting was “something of

an afterthought.” For example, in the pasta sauce REAL
category, the critical SKU level forecasts were divided DEMAND
among different flavors based on historical | CHAIN
percentages — which overlooked multiple factors and RESULTS

different growth trajectories among the different
SKUs.

Park says Heinz made two critical changes:
e Forecasting consumption first, then shipments; and,

e Forecasting at more granular level, so that each SKU was handled properly for
growth, promotions, etc.

Heinz also began to do a better job of forecasting by channel. This was critical
because some channels, such as warehouse clubs, were growing faster than
traditional channels, and had opportunities for additional growth.

In the end, Heinz wound up with a brand-channel-fiscal month/quarter/year rolling
forecast, providing significant insight to marketing, sales, finance and the supply
chain.

The single forecast put the entire
company on the same page. Planning

= and budgeting became more efficient

® and less contentious, as the same
“volume call” drove every department’s
own plans. When spending increased or
decreased (for example, in the
promotions area), “appropriate volume
was either added or subtracted from the
forecast.” When large customer events
were added or moved, volume was
correspondingly shifted.

The effort also had big supply chain benefits. Planners and managers were able to
see potential supply issues or volume spikes much earlier, and work with vendors
proactively to resolve them.

Accuracy Takes Center Stage

An important change came when Heinz’s CEO stated that forecast accuracy was now
of paramount importance. In the past, “under promising and over delivering” was
often considered a commendable approach.

This type of CEO endorsement often also makes it clear that “hiding” bad news is not
acceptable.

The one number change is not without challenges, of course. It puts a lot of pressure
on the demand planning function to acquire and process data from many sources,
and to hold the whole process together for the entire company. Forecasts are, as
always, subject to error, and often major, long-term strategic decisions and
investments are made on those forecast numbers. Ironically, demand planners have
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Key Results Drivers at Heinz

Commitment to “One Number” forecast discipline

New Demand Planning software (JDA)

Fact-based approach to demand analysis

Improving forecasting “granularity” to the SKU-level

CEO support for importance of accurate forecasts, rather than over-optimism or “sand

bagging”

to sometimes really struggle to meet the needs of the supply and demand sides of
the house - issues never really created in a world of multiple forecasts.

Still, Park notes, “"One-Number forecasting has to be a principle that we want to live
by'll

About JDA Software

JDA® Software Group, Inc. (NASDAQ: JDAS) is focused on helping companies realize
real supply chain and revenue management results - fast. JDA Software delivers
integrated merchandising as well as supply chain and revenue management
planning, execution, and optimization solutions for the consumer-driven supply chain
and services industries. Through its industry leading solutions, leading
manufacturers, distributors, retailers and services companies around the world are
growing their businesses with greater predictability and more profitably. For more
information on JDA Software, visit www.jda.com or contact us at info@jda.com or
call +1.800.479.7382.

About Supply Chain Digest

Supply Chain Digest™ is the industry’s premier interactive knowledge source,
providing timely, relevant, in-context information. Reaching tens of thousands of
supply chain and logistics decision-makers each week, our flagship publications -
Supply Chain Digest and SCDigest On-Target - and web site (www.scdigest.com)
deliver news, opinions and information to help end users improve supply chain
processes and find technology solutions.
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