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Executive Summary

Forecast errors are rarely treated as a financial line item — but they should be. Every percentage point
of inaccuracy in demand forecasting creates a cascade of costs that touch inventory, service levels, labor,
margins, and customer relationships. For a mid-market manufacturer or distributor with $100M in annual
revenue, the cumulative cost of poor forecasting can easily exceed $5-10M per year.

What's changed in the last 18 months is not the problem — forecast errors have always been expensive.
What's changed is that a growing number of your competitors have already quantified theirs and started
closing the gap. The organizations that act now are building a structural cost and service advantage that
will be very difficult to close later. Your competitors are already fixing it, and the gap is compounding every
quarter. Research backs this up — more than 77% of manufacturers have now implemented Al to some
extent, with supply chain management being the leading investment area at 49%. Coherent Solutions And
companies using Al-driven demand forecasting have achieved 30-50% improvements in forecast accuracy,
reducing lost sales from stockouts by as much as 65%.

That's the competitive moat being built right now — without you.

Section 1:
The Anatomy of a Forecast Error

A demand forecast error sounds like a planning problem. In reality, it is a financial problem that shows up in five distinct
cost categories — most of which never appear on the same report.

Cost Category How It Manifests Typical Impact Range

Excess Inventory Overbuying to compensate for 2-5% of annual inventory
uncertainty. Capital locked in stock value

that moves slowly or not at all.

Stockouts & Lost Sales Inability to fulfill demand when 1-3% of annual revenue
it exceeds forecast. Revenue

foregone, customers deflected to
competitors.

Expedite & Premium Freight | Emergency orders to cover 0.5-2% of COGS
shortfalls. Air freight, rush

production runs, expedite fees.

Obsolescence & Write-offs | Slow-moving or end-of-life 0.5-2% of inventory value
inventory that must be discounted annually

or written off.

Operational Inefficiency Reactive production scheduling, Difficult to isolate; typically

overtime, unplanned changeovers, 1-3% of operating cost
supplier relationship strain. ¢ P g

The Aggregation Problem

Each of these categories is typically reported separately — inventory turns in operations, lost sales
in commercial, freight in logistics, write-offs in finance. No single report captures the total cost of
forecast error. This invisibility is precisely what allows the problem to persist.
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Section 2:
Quantifying the Exposure

Building a Forecast Error Cost Model

The starting point for any ROl case is a business-specific cost model. While benchmarks vary by industry, the framework
below applies consistently across manufacturing and distribution:

35% S1.7T 20-50%

of businesses feel confident lost globally in 2024 to reduction in forecast errors
in their inventory forecast inventory distortion — achievable with Al-driven planning
accuracy (Gartner) stockouts & overstock (IHL (McKinsey)
Group)
A $200M Revenue Scenario

To make this concrete, consider a mid-size discrete manufacturer with $200M in annual revenue, $60M in average
inventory, and forecast accuracy typical of companies without modern planning tools.

lllustrative Cost Exposure at $200M Revenue

Excess Inventory Carrying Cost (25% of $60M at 20% carrying rate): $3.0M Expedite & Premium
Freight (1.5% of COGS): $1.5M Lost Sales / Margin Erosion (2% of revenue): $4.0M Obsolescence
Write-offs (1% of inventory): $0.6M Operational Inefficiency (1.5% of operating cost): $1.2M Estimated

Total Annual Exposure: $10.3M

What inaction costs by the quarter

At $10.3M annual exposure, every quarter without action costs approximately $2.6M. Over an 18-month evaluation
cycle, that’s $15M+ in avoidable cost — enough to fund multiple demand planning transformations.

\ N ~
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Section 3:
Why the Problem Persists

The Visibility Gap

The primary reason forecast errors remain underaddressed is visibility — or rather, the lack of it. Organizations have
data on each individual symptom, but rarely connect them into a coherent picture of forecast-driven cost.

Three structural factors perpetuate this gap:

Siloed reporting: Finance, operations, and commercial teams each track their own metrics. Nobody

owns the aggregated cost of forecast inaccuracy.

No baseline: Without a measured forecast accuracy baseline, there is no shared definition of the

problem — and no way to quantify the improvement opportunity.

Aftribution difficulty: Expedite costs, overtime, and write-offs each have multiple potential causes.

Forecast error rarely appears as the root cause in post-mortems.

The Competitive Dimension: This problem is no longer just internal. Global manufacturers adopting
Al-based demand sensing have reduced stockouts by 20% and cut excess inventory by 15% —
improvements that directly translate to better pricing, stronger margins, and higher service levels.
When a competitor achieves those outcomes and you haven't, the gap shows up where it hurts most:

in customer retention, contract renewals, and margin per unit.

The Confidence Trap

Sales teams are often measured on revenue, not forecast accuracy. This creates a structural incentive to over-forecast
(protecting against stockouts) or under-forecast (managing expectations). Neither serves the business. Without a
neutral, algorithm-based baseline to anchor the conversation, subjective bias compounds error.
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Section 4:
How Al-Driven Planning Reduces Each Cost
Category

The capabilities described below are no longer theoretical or enterprise-only. Documented payback periods for Al
demand planning implementations average 11.3 months— and enterprises typically experience 20-50% reduction
in forecast errors, 5-10% lower warehousing costs, and up to 40% faster planning cycles. The question is no longer
whether this works. It's how long you can afford to wait while competitors confirm it.

Connecting Capabilities to Cost

Modern Al-driven demand planning platforms address each of the five cost categories identified in Section 1through
specific, measurable capabilities. The research is consistent: McKinsey finds that Al-driven forecasting reduces
forecast errors by 20-50%, translating into up to 65% reduction in lost sales and product unavailability.

> Excess Inventory: ML-based statistical forecasting improves baseline accuracy at the SKU and location level —
enabling leaner safety stocks without sacrificing service levels. McKinsey benchmarks indicate 10-20% inventory
reduction is achievable in Year 1.

> Stockouts & Lost Sales: Demand sensing incorporates near-real-time signals — open orders, POS data, market
indicators — to detect demand shifts within the planning horizon before they become stockouts.

> Expedite & Premium Freight: Exception-based alerts flag at-risk supply positions before they require
emergency action, shifting procurement teams from reactive firefighting to proactive management.

> Obsolescence & Write-offs: Improved SKU-level forecast accuracy reduces end-of-life inventory exposure.
Integrated scenario planning enables faster phase-out and markdown decisions.

> Operational Inefficiency: A single, version-controlled plan of record shared across sales, finance, and
operations eliminates the reconciliation overhead that drives unplanned production schedule changes and

overtime.

Improvement Area Benchmark Range Typical Timeline
Forecast Accuracy 15-25 percentage points Year1
Improvement
Inventory Reduction 10-20% reduction in Year 1-2

average inventory

Service Level Improvement |+5-8 percentage pointson | Year
fill rate

Planner Productivity 20-30% reduction in manual | Year 1
planning effort

Expedite & Premium Freight | 15-25% reduction Year 1-2
Cost
Obsolescence Write-offs 20-357% reduction Year 2
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Section 5:
The Business Case Framework

Building Your Internal ROI Case

For CFOs and COOs evaluating the investment in modern demand planning, the business case should be built on three
pillars:

Pillar 1 Pillar 2 Pillar 3

Reduced expedite freight, Fewer stockouts means
overtime, emergency fewer lost sales and Inventory reduction
procurement, and write- lower customer churn — converts locked capital into

offs — directly visible in particularly valuable for cash — improving liquidity,
P&L. contract or recurring- reducing financing cost,
revenue models. and increasing ROA.

CFO Framing: The Payback Period

For a $200M manufacturer, a 12-18 month payback means the investment returns itself before most annual planning
cycles complete. Every month spent building the internal case is a month of recoverable cost that isn’t being recovered.
The CFO conversation isn't whether to invest — it's whether the cost of not investing is visible enough yet.

Section 6:
Getting Started — The Korcomptenz Approach

Korcomptenz brings a structured, rapid-value approach to demand planning transformation — built specifically for
mid-market manufacturing and distribution organizations.

Step 1 Step 2 Step 3 Step 4
Forecast Error Cost Data Readiness Demand Planning ROI Tracking:
Assessment: Evaluation: Deployment:

We work with your We assess the quality Phased implementation We establish a forecast
finance and operations and completeness focused on early accuracy and financial
teams to quantify your of your historical wins — statistical impact dashboard
current annual cost of transaction data to baseline forecasting from day one — so your
forecast error across all establish realistic live within 8-10 weeks, leadership team can
five categories. forecast accuracy collaborative workflows track the return in real

targets. and ERP integration fo time.

follow.

This framework has been deployed across manufacturing and distribution clients in discrete manufacturing, process
manufacturing, consumer goods distribution, and industrial distribution.



mailto:sales%40korcomptenz.com?subject=
https://www.korcomptenz.com/

Conclusion

The cost of forecast errors is real, measurable, and material. For most mid-market manufacturers and distributors,
it represents one of the largest untapped profit improvement opportunities in the business — precisely because it is
disaggregated across functions and rarely captured in a single number.

Modern Al-driven demand planning, deployed with the right methodology, delivers measurable improvement across
every cost category — from inventory carrying costs and expedite freight to lost sales and operational inefficiency.

The first step is quantifying your exposure. That conversation starts with data you already have.

The manufacturers and distributors who move first on Al-driven demand planning are not just reducing costs — they
are building a forecasting capability that compounds over time. Better data, better models, better decisions. The gap

between them and organizations still running on Excel or legacy tools will not stay narrow.

If your business is still relying on outdated forecasting, the risk isn’t just inefficiency — it's that your competitors are
making better decisions, faster, with the same market data you have access to. The first step costs nothing. The delay

does.

Quantify Your Forecast Error Cost — Free Assessment

Korcomptenz offers a complimentary Forecast Error Cost Assessment for qualifying manufacturing and
distribution organizations. Understand your exposure before you invest.
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