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1. Overview

VICS, the VICS Collaborative Planning, Forecasting and Replenishment (CPFR®) Committee and VICS

me mber companies have recognized a significant shi ft in m:
planning, integration and execution. Leading retailer s and their suppliers are becoming more

significant stakeholders in the business planning and execution capabilities of their key trading

partners. Planning horizons are being extended, consensus single number planning is becoming more

prevalent and stand ardized planning processes and balanced scorecards are moving beyond supply

chain planning to executive business management . The VICS |
case studies and industry research has led us to propose a new best practice model tha t links Sales

and Operations Planning (S&OP) and CPFR to create an Integrated Business Planning (IBP) model

across trading partners.

You should be interested in this best practice business process guideline from VICS if you continue to

find business per formance curtailed because of a lack of coordination, alignment and trust between
functional areas within your own firm or between your firm and its most important trading partners.

While you may have significant strengths in engineering or product develo pment, marketing or
logistics, your company may not have a best practice executive management process that enables you

to unlock significant value through collaborative innovation.

The hallmarks of Sales and Operations Planning are establishing a process to create a single

consensus operational and financial plan for the firm through a series of coordinated reviews led by

senior management to integrate strategic, operational and financial plans over an extended horizon.

S&OP is the best practice model for internal collaboration for a business entity. The hallmark of CPFR

is the development and execution of consensus plans between trading partners. Fundamentally, the

aim of CPFR is to convert the supply chain from a disjointed, ineffective and inefficient ipusho system
to a coordinated Apull o6 system based upon end consumer deman
external collaboration between business entities. The untapped opportunity is linking S&OP and CPFR

to develop an integrated business plan w hich is coordinated across trading partners to manage the

extended supply chain and create competitive advantage for each chain participant. Leading

companies have progressed in implementing and obtaining traditional benefits from both S&OP and

CPFR such as improved coordination and predictability. What most firms are still missing are the

benefits that can be gained from linking strategic plans across the extended supply chain.

What are the key factors driving supply chain partners to link their S&OP a nd CPFR executive
management processes? Suppliers are driven to partner with large finished goods manufacturers and
manufacturers are driven to partner with large retail organizations whose purchases change the scale

of production and therefore the cost o f new products. Large retailers are requesting tailored product
of ferings that align with their mar keting objectives. Larg
becoming more similar to that of manufacturers concerning supplier capacity or component a nd raw

material availability. Leading supply chain companies are demonstrating that collaboration with
suppliers over an extended planning horizon can provide competitive advantages in product
development, alignment of marketing programs and life -cycle an d assortment management.
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2. The Benefits of S&OP and CPFR:

The benefits of S&OP and CPFR include:

S&OP Benefits Reported by 40 Companies:

18% to 25%
10% to 15%
10% to 50%
18% to 46%
11% to 45%
30% to 45%

Increased Forecast Accuracy by:
Increased Sales Revenue by:
Increased On -Time Delivery by:
Inventory Reduction by:

Safety Stock Reduction by:
Increased Productivity by:

© Oliver Wight

Benefits of CPFR:

e Increased Sales by: 10% to 30%
e Increased Margin Rate by: 2% to 6%
e Increased In -stocks by : 2% to 7%
e Decreased Inventory by: 10% to 30%
e Improved On Time Delivery by: 5% to 10%
e Improved Forecast Accuracy by: 20% to 30%
e Decreased Logistics and

Operating Costs by 10% to 28%

VICS CPFR Case Studies and Collaborative Commerce Achievement

Award Winners

Although companies cannot compound the benefits when doing both S&OP and CPFR, compani es that

link CPFR and S&OP are operating in the upper ranges of traditional benefits and achieving results

beyond the tactical and operational benefits that flow from stand -alone CPFR and S&OP activities. The
integration of intra -company plans across a lo nger-term horizon and the shift from middle
management tactical conversations to executive engagement on strategic plans are critical to
achieving these benefits.
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Some of the benefits of linking CPFR and S&OP include:

Hard Benefits:

Sales and margin gr owth

Perfect order performance

Reduced inventory cost

Product offerings tailored to both the manufacturerés and

Soft Operational Benefits:

e Visibility of each companyds business plans
e Knowledge of each otherds business

e |Leveraging asset s via an integrated sales plan

e Understanding the root causes of forecast error

Soft Strategic Benefits:

Improved integr  ated business planning through s enior management involvement
Increased predictability, scenario planning and probability assessment

Aligned strategic objectives with a structured performance management program

Coordinated go -to-market planning

Coordinated new product plans, lifecycle planning

Coordinated promotions, demand -shaping programs

Trust and a commitment to win -win solutions achie ved through innovative performance
improvements

This guideline asserts that linking the internal best practice collaborations of both retailers and

suppliers using S&OP and CPFR will enable a more profitable Integrated Business Planning model for

both org anizations. S&OP was developed approximately thirty years ago. It has evolved to become a

more strategic business process, led by executive management. S&OP is a widely -respected process
among manufacturers and suppliers. A key new insight of this guid eline is that S&OP is equally
applicable to retailers. In fact, we support S&OP as a general best practice model for strategic

business management and excellence in business execution. CPFR was developed over ten years ago,

and it too has evolved to beco me a much more strategic business practice . CPFR is led by executive

management and encompasses large scale implementations with multiple trading partners. Whether
your firm is a component supplier, a finished goods manufacturer, a reseller or a retailer selling to the

end -consumer, implementing these standards -based best practice solutions will reap significant

financial benefits.

3. S&OP and CPFR: Foundational building blocks for achieving
linked IBP.

Sales & Operations Planning (S&OP)

Sales & Operat ions Planning (S&OP) is a formal process led by Senior Management that on a monthly

basis evaluates the time -phased rolling projections for new products, demand, supply and the

resulting financials. It is a decision making process that aligns tactical pla ns to the companyod:
strategy over a rolling 18 to 24 month horizon. The objective of S&OP is to reach consensus on a

single operating plan which allocates critical resources to most effectively and profitably meet

customerso6 needs. T h eess ds & sypchronized fporodudt, dempnd, supply and financial

plan over a recommended 18 to 24 month horizon with identified risks and opportunities as well as

action plans to resolve any gaps to either t hteem stra riegia | busine
plan.
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The recognized best practice for conducting a monthly S&OP process is a
multi -step model:

MANAGEMENT
BUSINESS
REVIEW

BUSINESS PLAN
PERFORMANCE

. PRODUCT
leJSFELJ/ 2 MANAGEMENT

DEMAND
REVIEW

Reprinted with permission of Oliver Wight International

The multi -step model includes the following five primary reviews that occur sequentially thr oughout
each monthly planning cycle . Product Management Review, Demand Review, Supply Review,
Integrated Reconciliation and Management Business Review. Each step of the monthly process by

design must have a clear objective, an owner/chair of the review, a facilitator or process coordinator,
and defined roles, responsibilities and accountabilities for all review meeting participants. All steps are

planned at aggregate and family of business levels across an 18 to 24 month horizon.

1.

Product Management Revie w: Owned by the Product Management Executive
(Manufacturing) or Merchandising Executive (Retail), the objective of the Product Management

Review is to ensure that the product plan, including new products and assortment plans as

well as other strategic gro  wth activities of the company are on track for time, cost, demand,

supply and resources, and that these plans are in alignment with strategic goals. The Product
Review is critical for ensuring the health of duhe firm
is paid to product life  -cycle management.

Demand Review: Owned by the Sales and/or Marketing Executive (Manufacturing) or Sales

Channel and/or Merchandise Planning Executive (Retail), the objective of the Demand Review

is to achieve consensus on a val id, unbiased demand plan and resulting point of sale or
shipment forecast that will become the request for product from the end -to-end Supply Chain
as well as integrated financials and gap management activities within and across trading

partners. The outp ut of the Demand Review is an unbiased demand plan over a rolling 18 to

24 month horizon with assumptions, risks and opportunities identified and action plans to

address gaps in annual and strategic business objectives.

Supply Review: Owned by the Manu facturing/Supply Chain Executive (Manufacturing) and

the Supply Chain Executive (Retail), the objective of the Supply Review is to ensure supply

capability including manufacturing capacity, supply chain inventory, transportation and
logistics/DC capacity a  nd resources can meet the demand plan, customer service , quality and
cost objectives. Imbalances in Demand and Supply are reconciled with appropriate

o
on
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alternatives and recommendations. The Supply Review ensures that contingency plans are
identified to  address additional demand risks and opportunities identified by the Demand

Review.
4. Integrated Reconciliation: Owned by the Finance Executive/S&OP Coordinator, the
Integrated Reconciliation is utilized to prepare scenarios to resolve key issues identified in the

Product, Demand or Supply Reviews. Additionally this step utilizes the Demand and Supply

plans to develop the integrated financial plan including revenue, margin and other P&L ,
balance sheet and cash flow effects. The Integrated Reconciliation pre pares the material and
alternatives for decision at the Management Business Review.

5. Management Business Review: Owned by the General Manager, President or CEO of the
business, the Management Business Review is the decision -making meeting to approve the
consolidated operational and financial plan from the prior steps and make decisions regarding
issues surfaced during the monthly cycle that require executive guidance. The Management
Business Review ensures plans and decisions are in alignment with the def ined business
strategies .

As companies practice and institutionalize S&OP over time, the reviews progress from a focus on
increased communication and internal collaboration to problem solving, problem prevention, and
ultimately to strategic deployment at the most advanced stage of maturity.

In addition to  the benefits described earlier, companies that implement S&OP find they have more
reliable plans and better accountability for the plans by participants. Companies find that they reduce

fire fightin g and ad hoc activities. They develop common goals and plans that drive company
performance versus a focus on functional goals at the expense of company performance. S&OP

enables the executive team to manage the business, linking tactical activities to s trategic goals, and it
also empowers middle managers and front -line associates to engage in this process. As a result,
S&OP improves overall quality of work life.

While manufacturing and retail adaptations of S&OP are slightly different, the steps, princ iples, and
horizon of the process are fundamentally the same. The primary differences between them are that

the executive sponsor (role and title described above) of each step and some of the content of each

review may be different. For both manufacturin g and retail adaptations of S&OP, the cadence of
reviews follows a monthly structure of planning and re -planning meetings as shown below.

What is the S&OP Process

Cadence?
End-to-End Global S&OP Process

£ «—— Week 4—>+—— Week 1 > Week 2-3 > < Week 4
FO O O O C
2]
g e (v Suppl! DXEEL & Financial Executive
8 Demand Review Review PPy Supply : ]
= Review ; Planning Meeting
o Balancing

1. Collect . . 6. Demand 8. Pre and
2 Market/ 2 ngew 3. Review 4. Phase In 5. Review Supply 7. Reconcile Executive
[} Regional Global and Phase i .
= Customer Supply Plan Balance and with Finance S&OP
n | Demand Plan | | Demand Plan Out . .

nputs scenarios Meeting
9. Monitor, Measure and Revise (Ongoing)

Source: JDA Software Group, Inc.
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Collaborative Planning Forecasting and Replenishment (CPFR®)

Collaborative Planning, Forecasting and Replenishment (CPFR®) is defined as a business practice that
combines the collaborative intelligence of multiple trading partners in the planning and fulfillment of

customer demand. CPFR links sales and marketing best practices, such as category management, to
supply chain planning and execution processes to increase availability while reducing inventory,
transportation and logistics costs.

Performance
Assessment

Sales &
_Forecasting "

VICS CPFR® Model

In the retail industry variant of the model shown above, the manufact urer as the seller and retailer as
the buyer engage in four Collaborative Activities to improve their performance: The model also
applies to upstream buyer and seller relationships.

Strategy & Planning: Establish the ground rules for the collaborative r elationship. Determine
product mix and placement, and develop event plans for the period.

Demand & Supply Management: Project consumer (point  -of-sale) demand, as well as order and
shipment requirements over the planning horizon.

Execution:  Place orders , prepare and deliver shipments, receive and stock products on retail shelves,
record sales transactions and make payments.

Linking CPFR and S&OP: A Roadmap to Integrated 9 of 24 © 2010 Voluntary Interindustry Commerce Solutions (VICS)
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Analysis : Monitor planning and execution activities for exception conditions. Aggregate results, and
calculate key performance m etrics. Share insights and adjust plans for continuously -improved results.

While these Collaboration Activities are presented in logical order, most companies are involved in all

of them at any moment in time. There is no predefined sequence of steps. Exe cution issues can
impact strategy, and analysis can lead to adjustments in forecasts. The depiction of the CPFR model

may be described as a process model which focuses on defining key arenas for collaborative activities,

while the S&OP model is a step mod el which focuses on defining key review steps in the monthly re -
planning activities that are both tactical and strategic. The VICS CPFR guidelines and VICS CPFR
certification courses describe a sequence of planning meetings which include all levels of the trading
partner organizations. Like S&OP programs, CPFR programs have clear calendars of weekly, monthly,

quarterly and annual activities that govern the collaborative planning and execution cycle. The CPFR

guidelines distinguish between executive -level responsibilities such as aligning trading partner goals
and strategies and operational -level responsibilit ies such as ensuring that participants know each
othero6s processes well enough to |l everage complementary comp

At the tactical level, the CP  FR guidelines describe routine weekly or monthly collaborative meetings (or
conference calls) to review the results of initiatives and manage key exceptions. Designed for
efficiency and effectiveness, these meetings can be relatively brief or extended, de pending on the
importance of the specific trading partner relationship. Suggested agenda items include 1) a review of

current performance metrics for both sides, 2) managing current team initiatives with clearly assigned
accountabilities and milestone del iverables, 3) identifying and resolving supply constraints based upon

the collaborative forecast, and 4) a review of changes to the demand forecast based upon promotional

planning, assortment planning or any other change to the demand plan. At a more stra tegic level, the
CPFR guidelines describe quarterly or periodic planning meetings for each collaborative engagement

that include cross functional managers and process owners to define and redefine the specific tactics

and deliverables of the CPFR engagemen t. The CPFR guidelines also describe executive annual or
semi -annual management meetings of the trading partners to define and redefine strategies, including

their strategies to continuously improve performance.

The development of large -scale CPFR progra ms has created the necessity to manage to tiered
relationships for collaborative success. While a CPFR lead partner may universally require significant
supply chain performance improvements and catalyze organizational change across many of its
trading par tners, resource constraints and ROI considerations make it obvious that there can only be a
limited number of intense collaborations with key trading partners. These key relationships are called
strategic alliance partnerships, and these are the relations hips where we see the opportunity to link
CPFR and S&OP.

4. Integrated Business Planning: Linking CPFR and S&OP

Most companies still operate with limited collaboration and fail to tap into the performance

improvements that leading companies are achievi ng. Without collaboration, internal disciplines are
disconnected and functions operate with their own operational forecast for the business. The time
horizon for business execution visibility is short term. Day -to-day operations are not connected to

str ategic goals. Suppliers have only a limited view of future demand requirements. The retailer lacks

category or market insights that could be provided by key suppliers, and each trading partner

forecasts their needs independently. Past supply chain outag es drive both suppliers and buyers to
build buffer stocks to avoid risk, and without a shared view of consumer purchases, the planning

systems of both retailer and supplier tend to build inventories based upon historical shipment

variability that is not re lated to consumer buying patterns. When supply outages occur, the buyer -
seller relationship becomes adversarial.

Linking CPFR and S&OP: A Roadmap to Integrated 10 of 24 © 2010 Voluntary Interindustry Commerce Solutions (VICS)
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Both S&0OP and CPFR

are best practice collaboration processes. S&OP is a strategic business

management process that aligns centers of func tional excellence in a coordinated internal

collaborative process.

CPFR is a strategic business management process that aligns the

complementary capabilities of trading partners in a coordinated external collaborative process. In the

model below, the Man

ufacturer S&OP and Retailer S&OP internal collaboration processes are linked

together using the CPFR external collaboration process.

Manufacturer
S&OP

© Oliver Wiaht

How will the meeting an
alliance partners? What

STRATEGY
BUSINESS PLAN
PERFORMANCE

CPFR
Links them both

Retailer
S&OP

o
.
%

Customer
Scorecard
o i
"
»
Montonnd hceptio e o
oy ! STRATEGY
: P gl \ BUSIESS PLAY
- < . PERFORMANCE
g > 3
o orecasting i

Y

d decision processes evolve in linking CPFR and S&OP between strategic
forms will the discipline of getting things done take in the new linked best

practice model? We believe that one good answer is in applying the monthly review cycle and long

range planning horizon of

S&OP to the collaborative eng agement of CPFR. We provide an example of

that application in the case study included in this guideline.

Linking CPFR and S&OP: A Roadmap
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Successful implementation of an Integrated Business Planning process between two companies is a

multi -phase journey that can take years to complete. Companies typically move through stages of
evolution and may not choose to implement all steps or involve all business units at once. And it is
common for companies to revise their collaboration strategies as they evolve. The Lowes T Whirlpool

case study illustrates how two companies are collaborating to implement an Integrated Business
Planning process by linking CPFR and S&OP.

5. The Case Study: Lowes Home Improvement and Whirlpool

Corporation

Until several years ago, most of the communication between Lo we b s Ho me | mprovement
Whirlpool Corporation was through their Merchandising and Sales organizations. The relationship

could get strained at times - a result of each making decisions that affected the other one, but not

discussing them until one of the m felt the impact. Their collaboration processes have evolved over

the last three years and they are currently in the early stages of running an Integrated Business

Planning process. They did not get there overnight; it has been a journey through several phases of
implementation.

Their partnership began with a focus on collaborative demand planning, concentrating primarily on

order forecasting, with limited discussion o f sell-thru or inventory. Exhibit 1 below illustrates the

linkage between L owe 6 s and Whirlpool at the operational l evel
discussions were focused on the near -term horizon, typically less than three months, with very little

consistent mid -range or long -term planning. Demand planning activities were more heavily
dependent upon statistical forecasting, with very little enrichment applied to the forecast. There was

limited visibility to each company's go -to-market plan , which creat ed disconnects in objectives. The

two companies basically had independe nt business plans driving their individual sales and operational

plans.
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Lowedbs S&OP Whirlpool S&OP

Business Business

Planning Planning
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© O ©
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Sales
Planning

Sales
Planning

Inconsistentinter-
| company Connection
Inconsistent inter -
company Connection

4

Dema:nd Planning Horizon i 0-3 Months
Planning

Planning

... ... ... |
EXECUTION ZONE EXECUTION ZONE
Store Execution Manufacturing Planning
Logistics Planning Logistics Planning
Exhibit 1: Lowe' s/ Whirlpool Stage | é Tr adi2008)on al Demand/ Supply PI
After stabilizing the coll aborative demand pl anni wagdsprocess
supply planning. Lowe's initial focus was on recognizing t

manufacturing divisions. Both companies worked to develop an understanding of each other's
required target inventory levels, and the importance of product transition planning relative to
inventory. This was pivotal because at this point, their supply chain organizations became actively
involved with the sales and merchandising organizations.

Collaboration between a retailer and a manufacturer i s often driven by traditional CPFR relationships
that typically exist at the operational level of the organizations. Collaboration is focused on demand

and supply planning at the item level, with forecasts reviewed between forecast teams. While
tradition al S&OP processes often exist within each company, collaboration at higher levels in the
organization is sporadic and inconsistent. Such gaps in the CPFR linkages can often create sales plans

that do not include future initiatives such as advertising, pro motions and product transitions. As a
result, operational planning in each independent organization is not based on an accurate demand

Linking CPFR and S&OP: A Roadmap to Integrated 13 of 24 © 2010 Voluntary Interindustry Commerce Solutions (VICS)
Business Planning WWW.Vics.org

a

h



VOLUNTARY INTERINDUSTRY
COMMERCE SOLUTIONS

vICS CPFR’
\\“‘ .

forecast. This limits forward visibility. When forward visibility is limited, and companies are not

meeting business pl  ans, their options for getting back on plan are fewer and typically more expensive.

Loweds uses the graph below internally, to discuss the i mpor
visibility. Consider progressing through a season from left to right, going from the most forward -

lookingplans 7T f or them itds their afinourere tadigaleexeeution. Mige faprigl is s

the point in time where the product is moving and is close to landing at the stores to be sold.

As in most companies, when moving through the year, changes begin. The key point o f this diagram
is that when something happens that could cause you to get off plan, the more forward visibility you
have, the more options are available and the costs of those options are lower.

Fewer
Options

As illustrated in Exhibit 2, during late 2008, Lowe's and Whirlpool made the decision to merge their
coll aboration effort with Whirlpool ds S&OP process to provid
the planning horizon beyond three months.
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