





To fully appreciate the impact assortment planning is having in today’s retail market-
place, executives need only look at the growing disparity between the haves and
have-nots and see how it is affecting top-line and bottom-performance. For its recent
Precision Merchandising study, Aberdeen Group surveyed 100 retail enterprises between
September and October 2008 and found leading retailers are responding to the econom-
ic downturn by gathering, aggregating, and analyzing customer, merchandise and selling
channel data, and “devising assortments that are specifically created for that group of
customers, stores, or selling channel.”

The two key drivers for the increased focus on assortment planning, according to the
study, were the need to maximize gross margin (56%) and the need to maximize invento-
ry turns (48%). Ben Ream, Aberdeen Retail Research Analyst and author of the Precision
Merchandising report, points out that the current economic climate forces retailers to ask
themselves some hard questions, such as: “How will the current economy affect my cus-
tomers and sales; how have customer expectations of the shopping experience changed;
and what tools or methodologies are available to me to best address these conditions?”

Ream suggests one of the dominant responses to emerge from this questioning will be
a "willingness of many retailers to tailor or customize their assortments to more closely
match the needs and wants of their customers,” Ream says. “This is a marked departure
from the '80s and ‘90s when the most successful retail format was to expand the num-
ber of stores at a rapid rate, stocking each one with an identical assortment, in as nearly
an identical floor layout as possible.”

In addition to showing assortment planning emerging as a priority for retailers, the
Aberdeen Precision Merchandising study also demonstrated the competitive advantage

retailers deemed best-in-class are enjoying. For example, the study showed:

s 71%f best-in-class companies are able to create tailored specific
precision assortments.

s O F dst-in-class companies are able to arrive at an optimal
mix of “Precision” and “Standard” merchandise.

Industry experts argue the solution is to employ assortment planning tools that are not
only sophisticated enough to capture and analyze all the data needed at a granular level,
but that are also seamlessly integrated with Allocation, Replenishment, Purchasing, Mer-
chandising and related systems. Some of the specific steps Ream recommends retailers
take to improve from laggard to leader in planning include:

s J)MPROVING DEMAND SIGNAL RESPONSIVENESS
s J)NTEGRATING AND LEVERAGING DISPARATE CUSTOMEH
S)NTEGRATING CUSTOMER AND MERCHANDISE DATA WIT

merchandising system.

In addition to integrating data, business analysts are now stressing the importance of re-
tailers to be more selective in their merchandising and assortment planning processes. In
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Top 10 Benefits of Fully
Integrated Automated Planning

The best automated assortment planning tool that is
integrated with other business process will provide
numerous benefits including the following:

Sales data management: Data flows freely and there
is no history to import since it's already resident within
the solution.

Seamless data exchange: All solutions are designed
from the ground up to speak the same language.

Minimized integration costs with the rest of the
enterprise because third-party applications do not have to
be configured to fit — the necessary applications already
reside within the system.

Clustering to enable the right merchandise at the right
store or online. Each cluster's assortment can be custom-
ized to local demand. Clusters can be created using loca-
tion attributes and historical data, which could include
performance metrics.

Expanded assortment breadth and depth. Retailers
can define parameters to determine the correct assort-
ment for each store. Those parameters can include style
percentage, style minimum quantity, style maximum
quantity or style average quantity.

Automatic updates of financial targets provide the
ability to make timely decisions on assortment changes.

Direct links to purchase orders and automatic creation
of purchase orders and pre-allocation promotes ef-
ficient and effective order processing.

Ability to send information directly to sourcing

eliminates a slower, manual process.

Graphic views of styles and assortments appeal to buyers
and planners who prefer visual cues. The tool provides a vi-

sual overview of the selected assortment and users can add
or remove images to adjust the assortment as necessary.

Consistent support from a single vendor. Retailers
will benefit from having one source for upgrades and
enhancements as well as customer service and support.

an interview in MediaPost’s Marketing Daily, Booz & Co. partner Karla Martin called Smart
Allocation “the biggest trend in retailing since the big box.” Martin, who specializes in or-

ganization and strategy for consumer products and retail clients, explains Smart Allocation

as “stores devoting more space to what consumers want, and
limiting the offerings that simply get in their way. Done well, it

boosts profits and customer satisfaction.”

Martin predicts smart retailers will win new customers by
addressing the “widespread consumer frustration out there,
with many shoppers feeling there are too many choices,
presented in a way that’s needlessly complicated.” As a solu-
tion, Martin suggests retailers dial down their SKU counts
rather than ramping up inventory levels. Using the apparel
sector as a model, she says consumers “want stores to be
curators. You don’t go to a museum to see every landscape
ever painted--you want to see things from the 18th-century
pastoral school. They want that kind of editing.” She adds
that some stores have seen category sales increase 25% to

50% when they streamline SKU counts.

The Roadmap To Automated,
Integrated Planning

Once retailers realize the need to automate their assortment
planning and integrate it to their other core merchandising
functions, what are the first steps they need to take to move
from laggard to best in class? Industry analysts stress that

it must be a top-down vision that is shared from the board

room to the stock floor.

“Management must ask a prescriptive set of questions
that examine internal capabilities, and then find the solutions
to help achieve their goals,” says AMR Research’s Sterneck-
ert. “We have seen that when retailers are able to deliver
assortments tuned to the regions where they sell, they have
higher efficiency in sell-through, better overall sell rates and

better margins.”

Industry experts suggest retailers on the verge of embracing

planning automation should begin with two steps:
v/ Secure committed top-down support for the cultural
change that must take place within the organization; and

v Complete a comprehensive assessment of where the

organization stands in terms of capabilities for change.



“We have seen that when
retailers are able to deliver
assortments tuned to the

regions where they sell,

they have higher efficiency

in sell-through, better
overall sell rates and

better margins.”

Kevin Sterneckert, AMR

While the horse and buggy did the job of getting people from one place to another,
automobiles made travel much more efficient. In the world of assortment planning, auto-
mation has had the same effect for retailers who have made the leap. Many are already
beginning to automate their planning processes and are reaping the benefits of reduced
markdowns, fewer out-of-stocks and increased gross margins. Others continue to resist

the idea of putting their spreadsheets out to pasture.

The following roadmap offers a phased approach of how a retailer can migrate from the
manual processes of using spreadsheets to manage and plan their assortments to creat-

ing fully automated and integrated systems and processes:

Phase 1: Spreadsheets (and their limitations)

To quote an over-used cliché, it's hard to teach an old dog new tricks. But new tricks are
necessary to be successful in today’s retail climate and in the future.

Analysts from Forrester Research concur. In a recent report titled The Consumer Centricity
IT Road Map, Forrester found: “While some retailers have implemented apps that help
them set different service levels for the same item in different stores using a criticality
matrix, the key problem of optimizing the assortment with the best combination of SKUs,
styles, and sizes in each store is usually solved with a variety of spreadsheets.” The result?
“Planners lack an enterprise view of data and sometimes make inconsistent decisions —
such as allocating inventory to stores that lack display space for the merchandise.”

But knowing that spreadsheets are not the most efficient tools does not immediately af-
fect change in the minds of retailers. “There seems to be cultural resistance to giving up
spreadsheets,” says Lucie Salaciak, Product Manager for Epicor Software. “Buyers believe
the automated tool will make it harder for them to do their job. But once they see the
automated tools are similar to using spreadsheets, they become more comfortable. Also,
during the transition they can still push out their information onto an Excel document if
they need to.”

Phase 2: Automated, Not Integrated

Retailers are slowly warming up to the idea of moving away from spreadsheets and mov-
ing toward automated planning. Five out of 10 retailers who use spreadsheets say they
are planning to upgrade to packaged applications within the year, reports Forrester Re-
search in its Merchandising Makeover survey. Still, as many as 27% of retailers continue

to use spreadsheets as their sole planning tool, according to RSR.

But, by streamlining the planning process, retailers are realizing that they can become
more efficient and please more customers. Those who don’t focus on improving planning
feel the pain. RSR reports that 51% of retailers name “Fractured planning process makes
us less efficient” as the top business challenge; and 40% say “Our stores are a ‘sea of
sameness.” We miss the mark in satisfying our customers.” Additionally, 30% say “We're

stuck in our product selection: some retailers out-price us, others out-style us.”

A RETAIL TOUCHPOINTS WHITE PAPER



“Retailers will see a
significant benefit in

improved sales when the

right quantities are sent to

each store. Out-of-stocks
will be reduced and
excessive markdowns will

be eliminated.”

Kevin Sterneckert, AMR

Automation is step one. It speeds the planning processes and creates efficiencies to help
improve the bottom line. So those retailers who have moved away from spreadsheets and
toward automated processes can pat themselves on the proverbial back for leaving their

horses and buggies and joining the era of the automobile.

In order to optimize the planning process, retailers must also seek to integrate assortment
planning with merchandising, allocation and replenishment, and other business practices.
And the most efficient way to integrate those systems is with one complete solution

instead of a patchwork of siloed components.

“This is the biggest problem in retail merchandising today,” says Rosenblum of RSR. “You
cannot have an assortment plan without considering space, payroll required to receive it

and place it on shelves, and where in heaven’s name it is going to go.”

Phase 3: Automated and Fully-Integrated

Once committed to automation, retail executives must consider the best way to execute
the vision. Because planning should not be conducted in a silo, retailers must look for
solutions that integrate business processes to facilitate quick and efficient data exchange.
“If you have to go outside of the application to acquire essential data then you are re-
stricting the process and amplifying the risk of errors,” says Epicor’s Salaciak. Additionally
she notes that valuable time may be wasted importing customer history and other data
from one application to another.

Integrating essential data into the planning process can lead to significant business
benefits. "It is likely that markdowns could be reduced by 15% of those that didn’t need
to be taken because the right merchandise was sent to the stores,” notes AMR'’s Stern-
eckert. “Retailers will see a significant benefit in improved sales when the right quantities
are sent to each store. Out-of-stocks will be reduced and excessive markdowns will be
eliminated.”

“With more advanced assortment planning tools, solution providers are now giving re-
tailers the ability to understand and localize requirements for assortment plans, different
sizes, and different dynamics from one store to the next, and provide insights into how
certain types of garments sell in one area versus another, as well as how popular certain
things have been in the past and will be in the future,” Sterneckert continues. “Those
capabilities are taking the industry from Retailing 101 to advanced selling that consumers

are increasingly expecting.”
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CONCLUSION

As retailers look to overcome “the math problem” of generating growth while the
economy is slumping, getting smarter about allocations will be a necessity. In order to
gain greater share of wallet, retailers will be required to offer more customer-centric

assortments that appeal to the emerging trends in local markets.

Aberdeen’s Ream suggests retailers will need to automate their merchandising and plan-
ning systems in order to keep pace in the current world of tight credit constraints and
fickle consumers. “With the pressure mounting and the need to continue to drive growth
and profitability despite a down economy, today’s retail professionals are digging deep
and taking action in order to build more customer-centricity into their merchandising
strategies, be more strategic in the decision making process, and open the lines of com-

munication among all parties around precision merchandising.”

All that being said, there is still clearly a lot of room for improvement in this area, as only
a small percentage of retailers has made the investments necessary to offer assortments
that are targeted for specific markets, stores, channels and customers. According to

Retail Systems Research, only 11% of retailers report that they are currently budgeting for
integrated planning, space, allocation and replenishment; while an additional 16% have

it planned.

In order to move passed the fractured and manual planning processes that prevent them
from keeping their merchandising fresh and current, retailers clearly need to step up
their assortment planning systems and processes. Once these planning tools are able to
seamlessly integrate with Replenishment, Purchasing, Merchandising and other inventory
systems, retailers will realize the benefits in efficiency and business intelligence that allow

them to increase profitability and customer satisfaction.

In the new world of retailing, less may indeed be more, when it comes to inventory and
assortments, but only those retailers that have automated and integrated their systems

will be able to respond to the changing trends with clusters and customer segments.
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About Epicor

Epicor solutions are used by hundreds of the world’s leading retailers to become more
profitable, productive, and competitive. Our solutions leverage proven Microsoft .NET
technology to improve business operations and meet the evolving merchandise and
service expectations of today’s cross-channel shoppers. Epicor delivers comprehensive
retail management solutions to enterprises in all tiers — from regional chains to multi-
channel global brands. Our retail customers include hundreds of marquee names, from
Aéropostale, American Eagle Outfitters, and Ann Taylor to Zales and Zumiez. Epicor
employs more than 850 employees in retail-focused operations. For more information,

please visit www.epicor.com.

About Retail TouchPoints

Retail TouchPoints is an online publishing network for retail executives, with content
focused on optimizing the customer experience across all channels. Tapping into the
power of the Web 2.0 environment, the Retail TouchPoints network is made up of a
weekly e-newsletter, category-specific blogs, twice-monthly Special Reports,
web seminars, benchmark research, virtual events, and a content-rich website at

www.retailtouchpoints.com.
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