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Executive Summary

Three-quarters (75%) of manufacturers and retailers report that their trade
promotion plan performance is average or below standard when compared
to their industry peers. As a result, Aberdeen’s study on Trade Promotion
Management based on a survey pool of 255 respondents defines the
capabilities, processes, and tools required for optimum assortment and
timely headquarter and field trade promotion planning. Proper planning
ensures that the most appropriate promotion mix is created for category
profit uplift, improved forecast accuracy, and reduced trade overspend in
different retail channel formats.

Best-in-Class Performance

A Har

Aberdeen used four key performance criteria to distinguish Best-in-Class
companies from Industry Average and Laggard organizations. These metrics
are an indicator of the process level competency for Trade Promotion
Management (TPM). The Best-in-Class metrics and mean class performance
are as follows:

e Average forecast accuracy — 71%

e Annual trade overspend — 20%

e Average pre and post-promotion category sales uplift — 26%
e Average pre and post-promotion gross margin uplift — 28%

Weights were assigned to the respondents based on their improvements in
these metrics and an overall score was identified for each of the
respondents.

Competitive Maturity Assessment

Survey results show that the firms enjoying Best-in-Class performance
shared several common characteristics involving various aspects of process,
reporting, data, technology, and performance management. The following
are the results:

e Best-in-Class companies are |.5 times more likely to have the ability
to include point-of-sale and syndicated data for promotion planning.

e Best-in-Class companies are |.5 times more likely to have cross-
functional teams for trade promotion management with participants
from sales, finance, merchandizing, marketing, and supply chain.

e Best-in-Class companies are 1.5 times more likely to capture and
analyze promotion event execution at the retail level.

e Best-in-Class companies are two times more likely to have the
visibility of trade promotion program progress and results.

Aberd_:“_;;‘g Group

te-Hanks

“A majority of our trade
promotions are in the form of
temporary price reductions and
trade advertising. The ROI
from our trade promotion
management solution is
attainable as we can create
optimized trade and volume
plans that maximize our
product uplift and control the
trade spend from escalating
costs of goods sold."

~ Tripp Hughes, IT Director,
Organic Valley
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Required Actions

In addition to the specific recommendations in Chapter Three of this
report, to achieve Best-in-Class performance, companies must:

o Create a centralized database strategy that supports the accuracy of
forecast, planning, and the analysis steps of an integrated trade
promotion management process.

e Create a performance management capability that consists of real-
time performance dashboards with the ability to run real-time
report queries, forecasts, and what-if scenarios based on product
categories, retail account, and type of promotions.

e Proactively build an internal collaboration structure for trade
promotion processes. This structure must be comprised of key
stakeholders within marketing, sales, trade, finance, and supply chain
to improve monitoring of under-performing corporate,
discretionary or account promotions. Companies must conduct
weekly reviews of category sales and margin uplift attainment to
goal and forecast accuracy.

e Best-in-Class companies need to improve their ability to introduce
and recall promoted quantities of products from the retail shelves
based on short-term demand fluctuations.
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Chapter One:
Benchmarking the Best-in-Class

Research Background

Aberdeen has benchmarked the Trade Promotion Management (TPM)
strategic roadmap of 255 companies from consumer products, food service,
and retail industries to determine the challenges related to the TPM process
and solutions sought for optimizing trade promotions. This benchmark
report specifically details the capabilities of integrated TPM solutions that
have enabled companies to develop optimum assortments and timely
execution of trade promotions. This report focuses on:

berdg_gg Group

A Har

54% of companies indicate
that the complexity of
marketing and promotions
mix is the top pressure
related to investment in a
trade promotion

management solution
e The methods adopted for improved trade promotion volume

planning, promotion spending plans, and the execution process at
the retail trade event-level

v 51% of companies consider
the transition towards the
integrated approach to
TPM as the top strategic
action in response to the
pressure of complex
marketing and promotions

e The significance of trade promotion program visibility and retail
compliance measures that are designed to improve promotion
effectiveness

e Ways to monitor real-time or near real-time trade promotion mix
effectiveness and performance analysis for promotion plan
improvement

Why Do Companies Invest Resources in TPM Solutions?

Traditionally, the threat of eroding category margin and fluctuating
consumer demand have compelled companies to implement solutions and
capabilities that help build an effective trade promotion value chain. Our
research results show that the scenario has changed towards internal
factors that pose a stiff challenge in developing accurate volume planning and
trade promotion spending decisions.

“Today we are robbing Peter
to pay Paul. Our sales
department’s trade spend
metrics are not tied to the
retailer performance. We have
no idea of how the trade
spend translates towards
profit margins, demand
fluctuations, and retailer

These internal factors relate to the pressure of increasing the total volume
of promoted categories and funneling these promotions to the retailer shelf.
Companies taking day-to-day trade promotion decisions are impacted by
the unique dynamics of the marketing mix (Figure 1). sales.”

In effect, the marketing and promotions mix of companies has become more
complex and is the most significant pressure for fifty-four percent (54%)
of companies. The complexities include several layers of promotions and
discounts, ad-hoc product promotion decisions, and assumption based
category sales objective setting has become more rampant. (Note: Several
layers of discounts are applied on an average product negotiated between a
manufacturer and a retailer before a net invoice price and cost of
merchandise is determined. The manufacturers provide retailers with trade
discounts, quantity discounts, seasonal discounts, and other discounts. This
adds to the complexity of trade promotions in terms of volume, price, and
process.)

~ Consultant for Large
Consumer Packaged
Manufacturer
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While the quantities of promotions have expanded across several thousand
units and several hundred retail accounts for companies, it is the quality in
terms of timeliness and precision that has deteriorated across the board.
Sixty-one percent (61%) of companies have reported overspending on trade
promotions when compared to their initial trade budget allocations.

Figure |: Reasons Companies Invest in TPM Solutions

Complexity of
marketing and 54%

promotions mix

Net reduction in
0,
o margn |5

Dynamic consumer 0

Limited promotion 0

0% 10% 20% 30% 40% 50% 60%

Source: Aberdeen Group

The other internal factor that has made matters worse is the fact that two-
thirds (2/3) of the companies still plan and execute trade promotions using
fragmented spreadsheets and legacy systems that are fraught with
inefficiencies related to disjointed product-customer information and
outdated trade promotion applications.

Top Strategic Actions in Response to Pressures

Systemic trade promotion process degeneration has meant that companies
are taking a renewed look at the basics of the trade promotion process.
Companies are responding to the pressure of marketing and promotions
mix complexity by embedding the integrated approach or the 360 degree
view of trade promotion management (Figure 2).

More than half (63%) of companies are striving to build enterprise and
best-of-breed multi-tenant solution capabilities in order to improve cross-
enterprise visibility, data utilization, and internal-external collaboration. This
process change would require that companies follow the integrated TPM
approach that includes: effective volume and trade spend planning, retail
visibility and compliance, process evaluation, and performance management.
If executed earnestly, the integrated TPM strategy can address the
complexity of marketing and promotions mix facing companies today.

Aberdeen Group

A Harte

“We have over 50 home
grown trade promotion
management systems globally
that we are looking to
integrate into a packaged
application based process.
We are taking a roadmap
approach of capturing
requirements from all our
geographies, business units
and product categories while
designing our process.”

~ Product Manager, Large
Consumer Product

Manufacturer

© 2007 Aberdeen Group.

www.aberdeen.com

Telephone: 617 723 7890
Fax: 617 723 7897



Plan, Spend, and Prosper: Making
the Most of Trade Promotions
Page 7

Figure 2: Top Strategic Actions in Response to Pressures

Introduce an integrated approach to manage
end-to-end trade promotion cycle

Improve data capture and analytics from
executed promotions

Improve headquarter level planning for
promotion management

Enhance field level planning for promotion
management

Improve promotion execution at the retailer
store level

0% 10% 20% 30% 40% 50% 60%

Source: Aberdeen Group

Best-in-Class Definition

Aberdeen used four key performance criteria to distinguish Best-in-Class
companies from Industry Average and Laggard organizations. These metrics
are an indicator of the process level competency for overall TPM
excellence:

e Average forecast accuracy (percentage of trade promotion sales,
margin, and spend accuracy to forecast based on Mean Absolute
Percentage Error [MAPE] approach of calculating forecast accuracy)

e Percentage annual trade overspend relative planned spend

e Percentage change in annual pre- and post-promotion category sales
uplift

e Percentage change in annual pre- and post-promotion category
gross margin uplift

Weights were assigned to the respondents based on the above metrics. An
overall score was identified for each of the respondents. Based on the
overall score the Best-in-Class companies (top 20%), the Industry Average
companies (the middle 50%) and the Laggard companies (bottom 20%) were
identified.

Maturity Class Framework

The maturity framework in Table | provides companies with the
opportunity to benchmark themselves and identify which performance
category they fall into.

A Hart

Aberdeen Group

e-Hanks

Company

“We need an integrated TPM
strategy as we serve so many
different retail formats. While
we have process strengths in
the plan and forecast segments
of our trade promotions, we
still need integrate all functions
together and track to one set of
metrics across all departments.
We are aiming to develop a
single platform that pieces
together all the disparate pieces
of the trade promotion puzzle.”

~ Adam Dill, Vice-President
(Sales), General Mills
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Table I: Companies with Top Performance Earn Best-in-Class

Status

Definition of

Maturity Class

Best-in-Class:
Top 20% of
aggregate
performance scorers

Mean Class Performance

o Average forecast accuracy 72%

e Annual trade overspend 20%

o Average pre and post-promotion category sales uplift
(percent change) 26%

e Average pre and post-promotion gross margin uplift
(percent change) 28%

Industry Average:
Middle 50% of

aggregate
performance scorers

o Average forecast accuracy 42%

e Annual trade overspend 39%

o Average pre and post-promotion category sales uplift
(percent change) 6.9%

e Average pre and post-promotion gross margin uplift
(percent change) 17%

Laggard:
Bottom 30% of

aggregate
performance scorers

o Average forecast accuracy 42%

e Annual trade overspend 97%

o Average pre and post-promotion category sales uplift
(percent change) 1%

e Average pre and post-promotion gross margin uplift
(percent change) 6.8%

Source: Aberdeen Group

Best-in-Class PACE Model

Table 2 shows the key pressures, actions, capabilities, and enablers that are
being prioritized by Best-in-Class companies for their trade promotion
process and application investments. These are the key capabilities
considered part of the integrated trade promotion management initiatives.

Table 2: Best-in-Class PACE Framework

Pressures

Capabilities

Enablers

o Complexity
of marketing

reduction in
gross margin

e Improve data
capture and

and analytics from | characteristics

promotions executed e Ability to include point-of-sale and

mix promotions syndicated data into promotion planning
e Net e Introduce an

integrated
approach to
manage end-
to-end trade
promotion
cycle

o Ability to segment planned promotions
based on key product-customer

o Internal collaboration for improved retail
compliance of trade promotions

o Ability to capture and analyze promotion
event execution at the retail level

e Visibility of trade promotion program
progress and results

Integrated trade promotion
management (promotion planning,
negotiations, spend management,
retail execution, evaluation, and
analysis)

Trade promotion alert tools

Deal management

Promotion spend management
Price optimization and management

Predictive analytics and
performance dashboards

Source: Aberdeen Group
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The trade promotion strategy of a manufacturer varies from retailer to
retailer depending upon the complexity of the promotions mix and the

trade promotion strategy. For instance, an ideal scenario for a
manufacturer is transacting with a hybrid pricing format retailer where
there is a balance of price negotiations to keep merchandise cost low and
availability of manufacturer trade dollars to keep the consumer price low

(Table 3).

Table 3: Retail Format Dictates the TPM Strategy

Type of Retail

Complexity of

Trade Promotion

Format

Everyday Low Pricing
(EDLP). Wal-Mart or
Food Lion stores, for
example.

Promotions
Low: Prices of
products are
consistently on the
lower side. Few
temporary price
reductions.

Strategy

Low reliance on
manufacturer
promotions. EDLP
retailers negotiate hard
on the net invoice price.

Hi-Lo or Promo Pricing.
Stop & Shop or Staples,
for example.

Moderate to High:
Heavy use of temporary
price discounts and
specials. Prices fluctuate
from week to week.

Promo pricing retailers
rely on the trade
promotion dollars of
manufacturers. Specials
and discounts are
favored.

Hybrid Pricing. Giant
and Fred Meyer, for
example.

Moderate: A
combination of Hi-Lo
and Everyday Low
Pricing strategies.

Both price negotiations
and manufacturers trade
dollars come into play
to keep costs low.

Premium Pricing.
Neiman Marcus and
Nordstrom, for
example.

Low: Prices are
consistently high. Few
temporary price cuts.

Moderate reliance on
manufacturer
promotions. These
retailers negotiate well
on the net invoice price.

Source: Aberdeen Group

In the next chapter, we

achieve these gains.

will see what the top performers are doing to

© 2007 Aberdeen Group.
www.aberdeen.com

Telephone: 617 723 7890
Fax: 617 723 7897



Plan, Spend, and Prosper: Making Ab d C_T
the Most of Trade Promotions £ A er een 77/40 Z’l{p

Page 10 A rte-Hanks

Chapter Two:
Benchmarking Requirements for Success

The selection of trade promotion solutions and successful integration and Fast Facts
implementation can result in significant benefits as exemplified by the

following case study.

\ Best-in-Class companies are
twice as likely as Laggards to

include point-of-sale,
Organic Valley Improves Sales Through shipping, and syndicated data

Integrated Trade Promotion Planning for promotion planning

\ Only 18% of Laggards

Take the case of a food and beverage manufacturer, Organic Valley. In provide visibility of trade
2006, this company adopted a trade promotion management solution to promotion program progress
develop optimized volume and revenue plans around trade promotions and results to intgrnal

for their 500 Stock Keeping Units (SKUs) and 50-75 product groups. departments, retail

customers or suppliers, in
Since implementing the solution, this company has experienced product comparison to 60% of Best-
uplift in a majority of product categories and greater control over direct in-Class companies
expenses related to planned trade promotions. The integrated trade
promotion management solution enables Organic Valley to compare the
pre- and post-promotion, and volume plan performance.

As a result, this company has improved its service to retail customers
through reduced out-of-stock and control over-stock situations. Thus,
Organic Valley’s retail customers have improved topline sales and profit
uplift in key selling categories.

Competitive Assessment

The aggregated performance of surveyed companies determined whether
they ranked as Best-in-Class, Industry Average, or Laggard.

In addition to having common performance levels, each class also shared
characteristics in five key categories: (|) process (the ability to detect and
respond to changing conditions without placing additional burdens on the
organization); (2) organization (corporate focus and collaboration among
stakeholders); (3) knowledge management (contextualizing data and
exposing it to key stakeholders); (4) technology (the selection of
appropriate tools and intelligent deployment of those tools); and (5)
performance measurement (the ability of the organization to measure the
benefits of technology deployment and use the results to improve key
processes further).

These characteristics (identified in Table 4) serve as a guideline for best
practices and correlate directly with Best-in-Class performance across the
key metrics.

© 2007 Aberdeen Group. Telephone: 617 723 7890
www.aberdeen.com Fax: 617 723 7897
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Table 4: The Competitive Framework

Average

Best-in-Class Laggards

Ability to segment the planned promotions based on key
product-customer characteristics
66% | 52% 48%
Ability to include point-of-sale, shipping, and syndicated data
for promotion planning

s 61% | 44% | 36%
rocess e ; :
Ability to use near real-time electronic data for trade
promotion plans
47% | 39% 22%
Ability to reduce time from demand sensing to trade
promotion decisions
50% | 34% | 27%
Have a cross-functional trade promotion team
63% | 46% 38%
Organization | [nternal collaboration for improved retail compliance of trade
promotions
56% | 32% | 27%
Leverage historical data to generate forward looking plans
based on user estimated lift factors
74% | 64% | 50%
Ability to capture and analyze promotion event execution at
Knowledge the retail level
50% | 41% | 27%
Ability to conduct product category level margin analysis while
introducing new promotions
42% | 33% | 23%
Trade promotion applications in use (includes integrated

ERP, best-of-breed, legacy systems, other S&OP applications)

e Trade e Trade e Trade
promotion alert promotion alert promotion alert
tools (31%) tools (23%) tools (21%)

e Promotion e Promotion e Promotion
spend manage- spend manage- spend manage-

Technology ment (47%) ment (39%) ment (35%)

o Deal manage- e Deal manage- o Deal manage-
ment (46%) ment (42%) ment (33%)

o Price optimiz- e Price optimiz- o Price optimiz-
ation and ation and ation and
management management management
(53%) (41%) (38%)

o Predictive e Predictive e Predictive
analytics (43%) analytics (29%) analytics (21%)
Visibility of trade promotion program progress and results

Performance

18%

60% \ 39% \

Source: Aberdeen Group

te-Hanks
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Process

From a process perspective, the following aspects are clear differentiators
for Best-in-Class companies:

e They are 1.5 times as likely to have the ability to segment the
planned promotions based on key product-customer characteristics.

e They are 1.5 times as likely to have the ability to include point-of-
sale and syndicated data for promotion planning.

e They are 2 times as likely to have the ability to use near real-time
electronic data for trade promotion plans.

Best-in-Class companies have reformed their assumption-based traditional
approach to trade promotion management by infusing more precision into
the planned promotions through real-time data and targeted segmentation.
These companies have improved their forecast accuracy and controlled
trade spending by centralizing the enterprise usage of product, customer,
and location data.

Organization

Best-in-Class companies are 1.5 times more likely to have cross-functional
teams for trade promotion management, with participants drawn from sales,
finance, merchandizing, marketing, and the supply chain.

Trade promotion excellence is not about reducing the amount of spend, but
primarily about improving its efficiency. The biggest challenge facing the
CPG industry is getting senior leadership to shift its thinking in this regard
and to view TPM as a cross functional marketing platform, not a stand-alone
sales tool. Trade funds are viewed as a private sales development fund and
are given little focus or oversight. Best-in-Class companies have taken TPM
beyond the sales team and moved it to other critical adjacent organizations.

Best-in-Class companies regard their trade promotion spends as a
competitive differentiator. These companies realize that TPM can also
influence and shape demand.

Knowledge

From a knowledge perspective, the following aspects are clear
differentiators for Best-in-Class companies:

e They are 1.5 times more likely to leverage historical data to
generate forward looking plans based on user estimated lift factors.

e They are 1.5 times more likely to capture and analyze promotion
event execution at the retail level.

e They are 1.5 times more likely to conduct product category level
margin analysis while introducing new promotions.

The process for measuring and reporting the progress of trade promotion
results has become a hallmark of Best-in-Class innovation. These companies

“We feel that depth of
reporting and accuracy of a
trade promotion reporting
system is an area where we
still need to improve. Overall,
on all our trade promotion
planning, spend management
and execution capabilities, |
would give our company a 5
out of 10. We have a lot of
opportunity to improve”.

~ Vice-President, Large
Consumer Product
Manufacturer

© 2007 Aberdeen Group.
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have adopted solutions to help build a knowledge culture around trade
promotions. While Industry Average and Laggards are not measuring any
results beyond promotion uplift and cost of promotions, Best-in-Class
companies are going beyond the sales and lift factors. These companies are
measuring the unit and category level impact of volume, price,
cannibalization, and the timing of response to demand trends through
advanced analytics such as impact of promotions on forecast accuracy and
inventory turns per store.

Performance

From a performance perspective, Best-in-Class companies are two times
more likely to have the visibility of trade promotion program progress and
results. This area has the maximum impact on trade promotion effectiveness
due to the standard practice of the sales team leveraging trade funds for
increasing sales volumes as opposed to holistically identifying the impact of
spending the trade funds. Whether the industry is food service or retail
manufacturing, the behavior of the sales organization is the same. Best-in-
Class companies have an environment where the entire team has the
visibility into the trade promotion planning, execution, and analysis process.

Technology

Overall, the TPM process landscape has numerous fragmentations.
Spreadsheet use and assumption-based forecasts are rampant (Figure 3).
The traction for best of breed trade promotion management systems are
very limited (only about 10% on average). This indicates a strong potential
for integrated TPM initiatives to take place.

Figure 3: Technology Landscape of TPM Solutions

Fragmented excel spreadsheets 66%

53%
Integrated ERP modules 0
%0
Business Intelligence Tools (reporting, analytics and - 50%
simulation) % ’
' ) 50%
Home grown trade promotion solutions %
41%
L 3
egacy systems b
41%
) 16%
Best of breed Trade Promotion Management systems } %
0

0% 10% 20% 30% 40% 50% 60% 70%  80%

‘ O Laggards m Average m Best-in-Class

Source: Aberdeen Group

A Harte-Hanks Company p

“The next stage of our
maturity in trade promotions
is to move beyond our home
grown solutions towards a
demand driven trade
promotion system. We want
this system to provide us
with forecasting vendor
managed inventory
requirements better so that
promotions can be planned
and executed in a timely
manner”’.

~ CIO, Mid-Size Food Service
Company
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Aberdeen Insights — Trade Promotion Maturity is an Evolution

Aberdeen Group

Trade spending efficiency is a huge hot button for consumer goods companies (both the
food services and the retail sectors). In order to excel in this area, they must realize
where they are in the maturity level with respect to their IT capabilities. Companies
must succeed in the previous stage before going to a more advanced stage — for
example, companies that do not have a strong transaction backbone should not attempt
to deploy predictive analytics solutions (Figure 4).

Figure 4: Stages of Trade Promotion Maturity

Competitive
Advantage Predictive
ol
9 Opt tion
©
>
a Extended
g Visibility
]
: -
m Transaction Increasing
Importance of
Cost of Malen Visualizations
Business and Analytics

Low  Trade Promotion Management Maturity  High

Source: Aberdeen Group

The key characteristics of organization’s capabilities in each of these stages are identified
in Table 5.

Table 5: Characteristics of Trade Promotion Maturity Stages

Transaction Predictive Analytics

Characteristics and Optimization

Extended Visibility

Management

. . Desire to gain categor
Desire to streamline § sory

Key Driver Sarbanes-Oxley : . market share through
promotion effectiveness ;
promotions
Manage, track Manage, track and push Al i e
T and report on out reports on trade- . .
IT capability improve trade spending

trade-related related activities to

results.

activities extended organizations
. Cross-functional teams
o Sales Cross-functional teams . .
Organization . drive and predict trade
- department that use the transaction
Capability h spend. Closed loop
driven data

process exists.

Source: Aberdeen Group
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Chapter Three:
Required Actions

Whether a company is trying to move its performance trade promotion
management applications usage from Laggard to Industry Average, or

Industry Average to Best-in-Class, the actions in this chapter will help spur
the necessary performance improvements.

Laggard Steps to Success

e Only 36% of Laggards have indicated that they have the ability to include
syndicated, transactional, and shipping data for promotion planning, in v Best-in-Class companies are

comparison to 6% of Best-in-Class companies. 3.3 times more likely to use

Laggard companies are unable to create profitable trade promotions performance-based

due to under-utilization of customer demand data at the SKU level. To dashboards to provide
strive towards Industry Average status, these companies must ensure cross-enterprise visibility of
that their data is clean and organized for effective promotion planning. trade promotion results
One of the ways to achieve success is through a centralized database V' Industry Average companies
consisting of customer, product, and location shipping data. The next must evaluate integrated
step is to develop actionable correlations with the most recent trade promotion or best-of-
syndicated consumer, market, and competitor data to compare breefidovirlaybjslc-alutlons that
consumer-demand trends and required promotions across different spger;ri)Eb:del :;Zr;znuje
categories. A centralized database strategy supports the accuracy of management tools
forecast, planning, and the analysis steps of an integrated trade

promotion management process. V' Laggard companies must

also consider a real-time

e Only 22% of Laggards have the ability to use near real-time electronic data and reporting query
data for trade promotion plans, in comparison to 57% of Best-in-Class interface as part of their
companies. trade promot.lon

management lmprovements
Use of near real-time or real-time electronic data — data generated from to attain their category
Point of Sales (POS) systems and automated shipping logs in one to two margin goals

days that can be transferred from one business to another — is a key
capability that enables companies to sense demand trends and respond
with timely trade promotion decisions. Few Laggard companies are
providing their account sales and marketing teams with real-time
electronic data for timely unit-level promotion planning. Laggards can
respond faster by implementing near-real or real-time transaction or
inventory data triggers with minimum and maximum quantity
thresholds. Laggard companies must also consider a real-time data and
reporting query interface as part of their trade promotion management
improvements to attain their category margin goals.

e Only 18% of Laggards indicate that they currently provide visibility of
trade promotion program progress and results to internal departments,
retail customers or suppliers, in comparison to 60% of Best-in-Class
companies.

Performance management of trade promotion programs is an area of
Best-in-Class innovation that Laggards would ignore at their own peril.
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Enterprise-wide visibility of promotion performance and planned goals is
critical for ensuring internal and external promotion process compliance
and prompt execution of all programs. While current legacy trade
promotion management system users should consider performance
management overlay solutions, new users must implement an integrated
trade promotion management system with a performance management
module. The performance management module must consist of real-
time performance dashboards with the ability to run real-time report
queries, forecasts, and what-if scenarios based on product categories,
retail account, and type of promotions.

Industry Average Steps to Success

e Only 34% of Industry Average companies indicate that they have the
ability to reduce the time taken between demand sensing to a
promotion decision, in comparison to 50% of Best-in-Class companies.

Average companies must evaluate integrated trade promotion solutions
or best-of-breed overlay solutions for current trade promotion users
that provide the ability to use scenario-based demand management
tools. These tools must include near-real or real-time trigger
dashboards for timely knowledge of SKU-level inventory activity of
retailers. This would enable the sales and marketing teams to optimize
their volume planning and spend management processes.

e Only 32% of Industry Average companies indicate that they currently
have robust internal collaboration (marketing, sales, supply chain,
finance, and merchandising) to support improved retail compliance of
executed promotions, in comparison to 56% of Best-in-Class
companies.

Industry Average companies should proactively build an internal
collaboration structure for trade promotion processes. This structure
must consist of key stakeholders within marketing, sales, trade, finance,
and supply chain to improve monitoring of under-performing corporate,
discretionary, or account promotions. Companies must conduct weekly
reviews of category sales and margin uplift attainment to goal and
forecast accuracy. Average companies also need to refrain from creating
unrealistic sales and distribution targets that ultimately clog the retail
supply chain. Lofty sales and distribution goals that are based on ad-hoc
annual goal increases and historical deal data should be brought in line
with actual retail demand trends. Unsold inventory can be a nemesis to
handle and can drain out the bottom-line performance of the
manufacturer and retailer.

Best-in-Class Steps to Success

e Only 34% of Best-in-Class companies have the ability to access
promotion event execution at the retail level that would provide these
companies with the ability to rapidly change or modify promotions.

Plan, Spend, and Prosper: Making Ab d C_’
the Most of Trade Promotions : er een 77/40 Zép
A Harte-Hanks Company
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For current TPM Best-in-Class users, it is vital to continue directing
resources towards greater retail store-level collaboration. This
collaboration must involve a cost-sharing arrangement between the
manufacturer and the retailer. Collaborative steps must include
developing Electronic Data Interchange (EDI) data-sharing dashboards
or weekly/monthly standardized reporting for tracking consumer
demand, sales, and returns performance of promotional units. Best-in-
Class companies must continue to gain improved access to retailer plans
for product positioning and effective shelf management in stores.
Improved collaboration between the marketing and merchandising
teams on both sides is vital for retailers and Best-in-Class manufacturing
companies. Both of these groups stand to benefit from improved
category sales and margin lift, if products sell-through in stores and are
not constantly being marked down in price.

e Only 36% of Best-in-Class companies have the ability to make rapid
product introduction, return, or markdown decisions based on
promotion performance.

Best-in-Class companies need to improve their ability to introduce and
recall promoted quantities of products from the retail shelves based on
short-term demand fluctuations. Rapid product introduction of high
margin and trend-based products can help increase topline sales and
category margin. Similarly, products that do not sell need to be taken off
the shelf for vendor returns or marked down further in price to make
up for the costs. Best-in-Class companies can benefit from trade
promotion management solutions that offer rapid re-forecasting,
advanced analytics for markdown or return optimization, and what-if
scenario development capabilities to identify promotion impact in
different retail market conditions. These tools enable faster decision-
making and ultimately higher promotional ROI as both manufacturers
and retailers gain from profitable new product introductions and timely
return or markdown due to under-performance.

Aberdeen Insights — Why Visibility is Critical?

In summary, while consumer goods, health and beauty aids, and
pharmaceutical manufacturers all present an impending need for improved
integrated trade promotion management, the food service sector has
some unique trade promotion process and technology application
challenges that must be addressed. Restaurant chains in the food service
sector leverage promotions and limited time offers as key demand
generation tools. However, these programs could lead to stock outs and
lost revenue — or they can lead to overstock and increased costs. Given
the perishable nature of the products, it is even more critical to ensure
that the right amounts of products are positioned to support the
promotions.
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Aberdeen Insights — Why Visibility is Critical?

The biggest challenge currently facing operators and manufacturers is the
lack of real-time visibility into the inventory levels in the channels. There
is no standardization of data in the industry, resulting in lost sales or
overstock situations.

There is the need for the foodservice operator who struggles with
managing limited time offers and promotions to leverage data analytics and
visibility solutions. These solutions have the ability to monitor inventory
levels of promotional products across the entire distribution network.
This information can also be shared with trading partners like distributors
and manufacturers, ensuring that all the roles in the supply chain are taking
the necessary actions to eliminate costly stock-outs and overstocks.

© 2007 Aberdeen Group. Telephone: 617 723 7890
www.aberdeen.com Fax: 617 723 7897



Plan, Spend, and Prosper: Making
the Most of Trade Promotions

Page 19 A Har

Appendix A:
Research Methodology

In August 2007, Aberdeen Group examined the trade promotion practices
and usage of applications of 255 companies. Responding value chain
executives completed an online survey that included questions designed to
determine the following:

e The pressures forcing companies to invest in TPM solutions

e The key strategic actions that companies are taking in the area of
TPM

e What Best-in-Class companies are prioritizing versus Industry
Average and Laggard companies

e The process and organization capabilities that Best-in-Class
companies have versus Industry Average and Laggard companies

e The key metrics that companies have attained in terms of trade
promotion spend and ROI

Aberdeen supplemented this online survey effort with telephone interviews
with select survey respondents, gathering additional information on trade
promotion strategies, experiences, and results. The study aimed to identify
emerging best practices for trade promotion practices in CPG companies
and provide a framework by which readers could assess their own
management capabilities. Responding enterprises included the following:

e Involvement in the TPM process: 7% sole sponsor of the TPM
process; 54% actively participate in the TPM process; 39% partial
involvement in the TPM process

e Job title/function: The research sample included respondents with
the following job titles: senior management, CEO / COO /
President (13%); CIO / CFO / VP (14%); director (23%); manager
(25%); staff / consultant (26%)

e Industry: Food service / beverage / distributor and operators (19%);
consumer durable goods (15%); consumer packaged goods (42%);
health and beauty aides / over the counter pharmaceuticals (7%);
retail (27%).

e Geography: The majority of respondents (54%) were from North
America. Remaining respondents were from the Asia-Pacific region
(18%), and EMEA (18%).

e Company size: Large enterprises (annual revenues above US$I
billion) represented 28% of respondents; 34% were from mid-size
enterprises (annual revenues between $50 million and $1 billion);
and 38% of respondents were from small businesses (annual
revenues of $50 million or less)

Solution providers recognized as sponsors of this report were solicited after
the fact and had no substantive influence on the direction of the report.

een Group
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Their sponsorship has made it possible for Aberdeen Group to make these

findings available to readers at no charge.

Table 6: PACE Framework Key

Overview

Aberdeen applies a methodology to benchmark research that evaluates the business pressures, actions, capabilities, and
enablers (PACE) that indicate corporate behavior in specific business processes. These terms are defined as follows:

Pressures — external forces that impact an organization’s market position, competitiveness, or business operations
(e.g., economic, political and regulatory, technology, changing customer preferences, competitive)

Actions — the strategic approaches that an organization takes in response to industry pressures (e.g., align the
corporate business model to leverage industry opportunities, such as product/service strategy, target markets, financial

strategy, go-to-market, and sales strategy)

Capabilities — the business process competencies required to execute corporate strategy (e.g., skilled people, brand,
market positioning, viable products/services, ecosystem partners, financing)

Enablers — the key functionality of technology solutions required to support the organization’s enabling business
practices (e.g., development platform, applications, network connectivity, user interface, training and support, partner

interfaces, data cleansing, and management)

Table 7: Competitive Framework Key

Source: Aberdeen Group

Overview

The Aberdeen Competitive Framework defines
enterprises as falling into one of the following three
levels of practices and performance

Best-in-Class (20%) — Practices that are the best
currently being employed and significantly superior to
the Industry Average, and result in the top industry
performance.

Industry Average (50%) — Practices that represent the
average or norm, and result in average industry
performance.

Laggards (30%) — Practices that are significantly behind
the average of the industry, and result in below average
performance

In the following categories:

Process — What is the scope of process standardization?
What is the efficiency and effectiveness of this process?
Organization — How is your company currently
organized to manage and optimize this particular process?
Knowledge — What visibility do you have into key data
and intelligence required to manage this process?
Technology — What level of automation have you used to
support this process? How is this automation integrated
and aligned?

Performance — What do you measure? How frequently?
What's your actual performance?

Source: Aberdeen Group

Table 8: Relationship Between PACE and the Competitive Framework

PACE and the Competitive Framework - How They Interact

Aberdeen research indicates that companies that identify the most impactful pressures and take the most transformational
and effective actions are most likely to achieve superior performance. The level of competitive performance that a
company achieves is strongly determined by the PACE choices that they make and how well they execute.

Source: Aberdeen Group
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Appendix B:
Related Aberdeen Research

e Trade Promotions Benchmark Report (March 2004)

e The Changing Dynamics of Retail Promotions (February 2006)
e The On-Demand Tipping Point in Supply Chain Report (March 2006)

e The Lean Benchmark Report: Closing the Reality Gap (March 2006)
e Global Supply Chain Benchmark Report (June 2006)

e Technology Strategies for Integrated Business Planning (July 2006)

e Technology Strategies for Inventory Management (September 2006)

e The Transportation Management Benchmark Report (September 2006)
e The Supply Chain Visibility Roadmap (November 2006)
e The Extended Warehouse Benchmark (December 2006)

e Demand Management in Consumer Industries (December 2006)

e Globalization: The Turning Point for Packaged Supply Chain Software in
Automotive, Aerospace and Defense Industries (January 2007)

e B2B Collaboration: How On-Demand Platforms Accelerate Value and
Impact TCO (Feb 2007)

e  The Supply Chain Innovators Technology Footprint 2007 (April 2007)

e Supply Chain Cost-Cutting Strategies: How Top Process Industry
Performers Take Radically Different Actions (March 2007)

e Driving Sales and Top Line Revenue Requirements througsh Executive
S&OP (April 2007)

Information on these and other Aberdeen publications can be found at
www.aberdeen.com

Authors: Sahir Anand, Lead Retail Research Analyst
(sahir.anand@aberdeen.com)

Nari Viswanathan, Research Director, Supply Chain and Logistics Practice,
(nari.viswanathan@aberdeen.com)

Aberdeen is a leading provider of fact-based research and market intelligence that delivers demonstrable
results. Having benchmarked more than 30,000 companies in the past two years, Aberdeen is uniquely
positioned to educate users to action: driving market awareness, creating demand, enabling sales, and
delivering meaningful return-on-investment analysis. As the trusted advisor to the global technology
markets, corporations turn to Aberdeen for insights that drive decisions.

As a Harte-Hanks Company, Aberdeen plays a key role of putting content in context for the global
direct and targeted marketing company. Aberdeen's analytical and independent view of the "customer
optimization" process of Harte-Hanks (Information — Opportunity — Insight — Engagement — Interaction)
extends the client value and accentuates the strategic role Harte-Hanks brings to the market. For
additional information, visit Aberdeen http://www.aberdeen.com or call (617) 723-7890, or to learn
more about Harte-Hanks, call (800) 456-9748 or go to http://www.harte-hanks.com
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