What's in Your Crystal Ball?

How Forecasting Can Improve Your Business

Planning
By Armen Ekmekji

Forecasting is the process of analyzing
data w predict a future event. There are
many areas of a business thar can be
forecasted, such as technology tends,
Francial performance, capacity needs,
and szales demand. This article will focus
on sales demand forecasting which, in a
Sales Inventory & Operations Planning
(SIOP) activity, is the basis for developing
long-term resource needs for capacity and
the resulting Anancial performance of a
frm. Any firm that engapes in demand

forecasting muse determine their objective,

the scope of the forecast, and the methods
used for calonlating it

It is important to first determine why
demand forecasting is being performed. s
it to predict the upcoming resource needs
and equipment utilization? Does your
ownership require a long-term  Anancial
plan? The timeframe for which to predict
future sales is dependent on the hrm’s
business planning cycle and the industry
that it serves. For example, Arms that
participate in seasonal industries may
only be interested in forccasting sales for
the upcoming seasonal demand, whereas
hrms thar produce long lead-fime products
may want to look out a couple of years. My
advice is to build a process that looks cut 2
minimum of 18-24 months, espedally if
it is difficule to hire talent in the induseoy
or the job requires a lengthy training
perind for new hires. The frequency of the
activity should also be determined. In my
experience, a quarterly demand exercise is a

good cadence to establish.

After  determining the objective, it is
necessary to identify the scope and tools

needed for the exercise, Most industries
publish forward-looking market intellizence
reports that will provide a moadmap for
activity including OEM  build  rates,
aftermarket requirements, and a year-over-
year rate of change, [t is importan: w decide
which data is most important to your frm
and, combined with the timeframe you seck
to forecast, how far out you use thar data for
your forecasting needs.

At Weber Metals we mainly serve the
acrospace industry. As such, we use 2 service
called Forecast Intermational to evaluate
build rates for various programs for which
we supply forgings. Since the lead rime from
forging to aircraft build is so long, spanning
finished part machining and sub-zssembly
in the value chain, we typically offset
the published build rate by 1 year to be
conservative in our estimates. For example,
we would use 2024 aircraft build rates o
determine the demand levels we need o
produce in 2023,

Once you've established your objective and
scope, its time o determine the methods
to build the forecast. This will likely require
you to use intermal daca specific o the
products you are forecasting, including bue
not limited to the following:

*  Material cype

Weigh:

Industry segment

Progeam

Cuantity per platform

Marketshare

Below is an example of how 2 demand
forecast could be buils for a group of
products.

OPERATIONS & MANAGEMENT

This article focused on simple tools within
& quantitazive method of forecasting. More
intricate quantitative methods could be
used to analyze dam such as Regression,
Exponential Smoothing, and Moving
Averape analysis. It all depends on the
level of detil and perceived acouracy you
want in your planning, Regardless of the
quantizative toals you choose, @ have a
mare comprehensive view of your demand
forecast you should also  incorporate
qualitative methods. These range from
reading expert opinions, speaking with your
customers to get their sense of what's ahead,
and surveying your firm's leadership to gera
disparate view of the opportunities and risks
that may influence how you portray your

long-term views

Demand forecasting is an important part of
any successhul business to help with strategic
planning and business decision-making,
budgeting and fAnancial projections, and
resource needs and operational preparation.
| hope this ummary helps your company
improve its planning in the future.
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