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Sales and Operations Planning -
What it could be, what it should be!

In most models, traditional S&OP starts with the demand
signal. The first two steps (Data Gathering and Demand
Planning are forecast and sales-centric), which means the
rest of the meetings are for answering the question “how
can we achieve those demand signals?” This makes
traditional S&OP completely and fully reactionary. And
often there isn’t enough time to react to the demand,
therefore quickly we see the rise of chaotic work
conditions and the emergence of super-human, heroic
efforts as we react to those prediction updates.

Balancing Supply and Demand, they say. | call it,
announcing the demand and then running in circles to try
and make the supply available to achieve the predicted
demand. This devolves into something like a
communication vehicle, where we force the players to sit
together and share their concerns and compromise until
they agree on what can be achieved. And sometimes, we
lose the connection to the customer demand because
we’re congratulating ourselves for reaching consensus,
and thus forget the customer as a distant third player.

If we really want to progress, without
leaving the customer needs out of the
equation, we need a different
approach. We need a different kind of
collaboration. We need to change the
conversation. We need to be proactive,
understand our capabilities, and enable

agility.

Let’s move away from the negotiated scenario of
Customer wants X vs We can produce Y and therefore we
must negotiate a solution Z that satisfies neither. Imagine
the absurdity of making breakfast, where the customer
wants six eggs, and you only have four eggs. You negotiate
and compromise and agree on five eggs. Leaves the
customer unsatisfied and you still with a quantity problem.

What if we start with the company’s production capability
and performance. Supply: We are capable of producing Y
plus 10%. We have some short-term solutions (overtime)
that can get us to Y plus 25%. For short bursts of extra
production, we can apply another solution (weekends) and
reach Y plus 35%.

Demand: We predict, forecast, and estimate that the
customer will ask for Y plus 30%. If this is a short peak of
demand, we can start our extra efforts and make it
happen. If it’s a long-term request, then we need to move
beyond short-term and move to long-term solutions.

Because our job as a company is to meet our customer
demand! Not to get close, not to negotiate different
demand, not to argue internally about whose fault it is.
But to achieve the full customer demand.

Of course, there are times we can’t. But our q
focus has become “how close can we get” g
using heroics and firefighting. Only there is
no process to make it happen, only hope
and the expectation everyone will “pull
out all the stops.” We've gotten too
accepting of the Super-Hero Business
Model and our people are worn out
because of it.
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We should be focused on “how can we close the gap”
between our capabilities and what the customer wants so
that we can more calmly achieve results that satisfy our
customer.

If the customer(s) want 30% more than our production
capability, then we need to figure out how to meet that
demand. We should not start with negotiating a reduction
in demand.

Alas, our current planning systems do not allow for such a
conversation. Because our current systems require
someone to change the demand input so that MRP can
then react and again we find ourselves on the road to
chaos because there isn't enough time.

What if we had a system where we proactively put
information into the planning system and set a
demand pace from the beginning?

What if we could add 30% to our planned demand and
quite quickly see the impact on the amount of
inventory we need to hold and see the immediate
actions needed to meet the predicted customer
demand?

How can we build the capabilities plan, or at least
understand what our capabilities are before we chase the
demand? It’s too late to wait until the demand is known to
thenincrease capacity. This is the basic source of chaos
in our supply chains.
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It starts with understanding the importance of inventory.
If we have inventory, we can. If we don’t have inventory,
we can't. You fill in the blank of what you can or can’t do,
but it really is that simple. Unless you live in a world where
customers wait indefinitely for you.

Therefore, if we can stop this nonsensical drive to reduce
inventory, while all the tools we are given to deal with
disruption and uncertainty drive us to increase inventory,
maybe we can make some progress. The DDMRP focus
on maintaining levels of inventory in strategic
locations changes what we are capable of achieving.

S&OP should be about creating
capability and capacity to match the
customer demand while taking into
account all the sources of variability,
at the same time dropping our
traditional insistence on applying
Precision to an otherwise

Imprecise world.
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Stop Managing Chaos, Start Driving Change
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