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How OEM Consumer Electronics Companies Can
Dramatically Improve Profits Through Downstream
Supply Chain Collaboration Directly With Retailers
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With the nature of OEM Consumer Electronics manufacturers experiencing
shrinking product lifecycles and the many business challenges impacting margins,
there is no room for operational error or inefficiency. OEM Consumer
Electronics companies are continually pressured to improve service levels, product
margins, and grow revenue through their distribution channels and retail
customers. Add to this the escalating costs of annual product returns that are
topping an estimated $60B in product costs with $40B in returns management
costs. One can see that consumer electronics companies must deploy best-
business-practices that will help them reign in these costs, improve customer

loyalty, and improve revenue, margins and ultimately profitability.

Through successful collaboration efforts to utilize real-time demand signals and
processes to address product return costs, an OEM consumer electronics company
can gain real insights into the end consumer. Sharing these insights provide the
opportunity to create value and change the balance of power or influence they
have over their customers resulting in higher revenue and profitability for both.

Collaboration recommendations will be provided in 7 steps that ultimately can lead
to reducing costs associated with product returns, improving demand insights, and
maintaining and improving brand image and loyalty. These steps combine to
enable the OEM consumer electronics company to add maximum value for retail

customers by improving revenue and profits for both.
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Manufacturers need to proactively combine timely demand signals to establish a
real ‘sense and respond’ capability and visibility. Manufacturers also understand
that in order to increase customer service, improve brand image in the eye of the
consumer, and own the shelf, they need to sense demand signals in meaningful and
organized detail, and with real-time visibility by both sales and supply chain

organizations.
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Meaningful demand signals should include more than “just” standard EDI 852
information. Meaningful demand signals include information that includes: price
point, promotional attribute and causal information, on hand inventory, and point
of sales consumption and if possible respective attributes (e.g. location, end
customer demographic data). Some OEM consumer electronics manufacturers
receive demand signals 3 times per day from a major big box retailer. This provides
them with visibility of true demand activity including store level information for
the critical period during product launch enabling ongoing, neat real time planning.
Sensing the in-store activity and true point of sale (PoS) demand signals, enables
them to rapidly respond as an organization to optimize their supply chain,
inventory quantities and therefore maximize profitable revenue.

All of a company’s business functions including, supply chain, and sales and
marketing find meaningful demand signals important. They enable supply chain to
maximize service and compliance, while minimizing waste and inventory. For sales
and marketing, they provide visibility into gaps in the forecast, promotion

execution, and new product introduction expectations.

OEM consumer electronics manufacturers can create a “demand signal repository”
that is a collection of all meaningful demand signals and provides usable
information to the entire enterprise. Each area of the enterprise should be able to
have the information organized such that it provides visibility into the true demand
and how it impacts their respective area, whether by units, geography, sku, product
family, average selling price, profitability, etc. A “demand signal repository” can
also enable an OEM to increase their value to their retail customers by better
planning the business and improving revenue and profit. Improved results and
customer planning comes from their own sales and operations planning (S&OP)
efforts. During S&OP, an OEM will leverage this demand signal repository
consumption information, inventory levels, order management data, new product
introduction schedules, and promotional activity even down to the store level. As
a result, they can better forecast, plan, react and supply their retail customer with
the proper product mix and inventory levels, while more accurately predicting
ongoing replenishment needs with greater accuracy than the retailers themselves.

Many OEMs understand the need and benefits of the incremental demand
information coming from an integrated demand signal solution resulting from
collaborating with their customers. However, many OEMs hesitate to either
implement a true demand signal repository, or institute and execute the necessary
collaborative processes. This hesitation often is due to the perceived challenges of:
organizing and accessing the many data sources and attributes used to create a
“repository”, cleansing the data, and efficiently transforming the data into
meaningful insights. Transforming the data should be done in an automated, fact-
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based environment. OEMs who hesitate implementing such an environment are
often prevented from or inhibited in their execution of this critical sales and
operations planning (S&OP) “sense and respond” business initiative. This results
in suboptimal performance which prevents them from attaining best in class
revenue growth or profits when compared to OEMs who do embrace this process

and collaboration with their retail customers.

The ultimate end goal is for the OEM to achieve the ability to not just accurately
sense all demand, but to actually be able to shape demand. This capability comes
from the in-depth analytics and understanding of all demand signals and trade

promotion analysis.
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In addition to the OEM consumer electronics manufactures, retailers are facing
rising costs with product returns. Many big box consumer electronics retails have
recently modified return policy to cutb costs and remove some of the common
carte blanche consumer behavior occurring with “renting” equipment. Many
product return costs are associated with liberal retail return policies that have
enabled consumers to easily return product that would be considered a full
generation old; essentially enabling them to “upgrade” to that latest products for
free. Additional costs are incurred due to poor information, or training available at
the retail PoR (point of return) during the actual return which lead to missing or
incotrect pieces, or entire products getting returned. Collaborative best business
practices must be implemented between OEM and retail to curtail these costs that
they are both incurring.

Additional collaboration between OEMs and retailers can take place to better train
retailer sale people as well as educate customers about products and usage
ultimately leading to reducing product returns and protecting brand image. Simply
affecting and helping the consumers propetly select the right product for his needs
greatly reduces returns by helping meet consumer product expectations relative to
their needs. Deploying customer relationship management (CRM) tools that
support collaboration with retail customers can ultimately save costs for both the
OEM and retailer. As another example, through these CRM applications, OEMs
can provide to the PoR real time return policy information, check-lists with
product pictures and diagrams, as well as other product specific information. This
information has the potential for both the OEM and retailer save returns costs by
providing a unified customer facing policy, return policy and procedures to avoid

consumer frustrations and ultimately product returns.

In addition to collaborating on policy and procedure with retailers to curtail
product returns, an OEM consumer electronics company must be introspective,
and strive to improve the Out of the Box Experience (OOBE) consumers have
with their products. It is all to often that the industry runs into various product
issues once the consumer gets it home, despite the best engineering and design



2

efforts; the famous HDMI green screen is just one example. To address these
issues head on, OEMs should conduct extensive pre-launch consumer testing
complimented by focus groups. These provide feedback that can identify product
setup, usability, and compatibility issues and ultimately produce higher ROL.
OEMs will find that if issues are identified and addressed prior to actual product
launch as opposed to post production, they will save on return costs by orders of
magnitude. At the same time, they will improve consumer brand loyalty for
providing the consumer with improved OOBE for their recent purchase. Major
cost savings might come from something as simple as correcting the quick-start
guide language or fixing a typo in the instructions.

There is also an opportunity for collaboration with the retailer to improve the
OOBE and save return costs. Retailers can also provide significant feedback to
the OEM consumer electronics manufacturer who, through collaboration can
collect significant and important information and insights from the many service
and sales personnel that use the products and interact daily with customers.
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Today, OEM consumer electronics manufacturers with little exception, expetience
thinning margins and increasing competition as suppliers into retail. It is now time
that they begin collaborating as a means to improve profitability and customer
service levels, while ultimately protecting their brand by improving the end-

customer experience.

Collaboration between OEMs and retailers will typically result in reduced
inventories for both, while concurrently improving service levels and profit.
Collaboration is increasingly more critical due to and ongoing product innovation
and increased competition, especially during new product introduction (NPI) and

promotion programs.

It is the nature of the business that retailers frequently change promotion event
plans without providing notification or visibility to the supplier or the wholesaler.
Promotional event plan changes might include schedule changes, incentive

changes, or even promoted product changes.

Suppliers often learn that an event has changed after the fact and based on
replenishment orders they receive. Unfortunately it is not uncommon that these
replenishment orders atrive after the OEM has begun pre-build assembly,
completed production, or even shipped product. Because it is common that OEM
consumer electronics products contain long lead time components and outsourced
manufacturing, incorrect planning will lead to incurred costs. Unfortunately, there
are many hidden costs related to unplanned changes which can result in: excess
inventory for the “wrong” product, shortages of the “right” product, general out-
of-stocks restricting revenue relative to demand, increased factory overtime
attempting to shorten order response time, and unnecessary freight expedite costs
to get product to the customer.



Demand shaping by an OEM will come once the OEM consumer electronics
manufacturer successfully achieves thorough understanding of promotional efforts
and baseline product sales behavior. This can only be achieved from the efforts
and information provided through collaboration with the retailer. Demand
shaping gives the OEM the ability to proactively plan and anticipate actual demand
results that would stem from a given product’s introduction, promotion or various
sales efforts. Demand shaping leads to improved supply chain planning, inventory
optimization, and higher margins and revenue for both the OEM consumer
electronics company as well as the retailer. Additionally, OEMs by gaining insights
from demand sensing and shaping enabled by collaborative efforts, can introduce
and improve VMI (vendor managed inventory) programs and service levels
through better product selection and reduced inventory costs.

Real time collaboration at the “point of return” (PoR) is another type of
collaboration that can greatly benefit both OEM consumer electronics companies
and their retailers by reducing costs. It is not uncommon that the OEM bears
product return costs that could have been easily avoided through better processes
and information available at the PoR that can only be enabled by collaboration. If
the PoR lacks this process or information, excessive returns have a higher
likelihood of occurring, the consumer is no longer involved after a return, and the
OEM is most often burdened with the majority of the return costs attempting to
keep their retail customers happy. OEMs must take the critical steps to create the
collaborative processes and partner with their retail customers. These steps and
efforts will reward both by: avoiding planning surprises, reducing unnecessary

costs, reducing product return costs, and improving revenue and profits.

Figure 1: Collaboration for Success
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1. Share Promotion Plan Information

To support meaningful collaboration, both the retailer and OEM must not only be
willing to share promotion plans well in advance of their execution, but must
include all of the attributes and objectives of the promotion (feature, display,
coupon, price reduction, etc.) This information must also be shared and
maintained in a true promotion planning system in order to support collaboration.
Most promotion management applications or systems are not capable of storing
the wide range of necessary promotion attributes commonly in use. To succeed, it
is important that an OEM use a trade promotion management system that is
flexible enough to support the many products and promotion information
attributes collected during a collaborative effort.

Note: Today, there is unfortunately no standard or protocol used to communicate
promotional facts between retailers and their OEM suppliers. Since both sides
want different types of data, the industry as a whole needs to define and agree on
a standard protocol that would include WHAT and HOW it will be
communicated. Existing today is the VICS CPFR Event Retailer Collaboration
subcommittee standard released about 2 years ago. Additionally, the EAN.UCC
Retail Event message was later released for easier communication, but this

standard is not yet in use.

2. Discuss Promotional Impact - Share Post-Event History and Analysis

In order for a collaborative effort during a promotion to be valuable, both OEMs
and retailers must be able to share insights on the performance of past promotions.
Given that the OEM suppliers typically have far fewer items to analyze and can
better isolate individual promotion results, it is the expectation of the retailer that
the collaboration effort will lead to better insights and strategies that help grow the
targeted product, family or category.

The OEM must use tools capable of analyzing promotion results by looking at
historical, syndicated and POS data that are all necessary to determine true
profitability and success of a promotion. Collaboration will enable the OEM to
obtain information only obtainable by the customer, and close information gaps
that would normally exist in the analysis without the customer’s help. An example
of an information gaps could include promotion compliance data by individual
outlets/stores — syndicated data or in-store execution audits augmented by the
collaborative retail information would be the only way to close this gap for proper

analysis.
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3. Improve Forecasting Capabilities

As with post-event analysis, the retailer expects the OEM consumer electronics
supplier to provide accurate forecasts. Improving forecast accuracy not only
means being able to project total volume at a national chain level, but OEMs must
also be able to individually report on a promotion’s expected lift. Lift detail would
be relative from base volume for all SKU and ship-to locations or minimally at a
promoted group/DMA level.

Improving forecasting starts by involving OEM sales reps that help identify, create
and obtain the necessary account specific information. These sales reps help
generate the list of attributes impacting the baseline retail account that help
separate promotion forecasts from routine sales activities. This helps provide
ongoing insight into day-to-day, promotions, and future events. A critical factor
to improving forecasting is that the forecast process must include a statistics-based,
analytics-driven forecast engine capable of automating the promotion forecasting
process down to the distribution center, or individual store while not allowing the
process to become burdensome. An unbiased “PhD-in-a-box,” not a sales person
managing volumes of data soutces in spreadsheets must ultimately provide the
forecast data and summaties. Once achieved, the OEM can even begin to shape
demand that stems from the in-depth understanding of all forecast attributes and

causal factors separating promotions from the base line.

4. Create Visibility and Manage Exceptions

With more accurate forecasts and the ability to monitor and sense changes in
demand, there comes the ability to generate meaningful baseline exceptions. One
common problem OEMs have had with promotion forecasting is that most use
static lift factors that may be weeks or months old, and may only provide the
resolution or visibility at a high level. For consumer electronics various market
dynamics rapidly make these lift attributes obsolete but typically still get applied on
top of a static forecast. The results of using this old data is that forecast promotion
exceptions are often easy to ignore due to their large margin of error. Improving
the promotion forecast accuracy and level of resolution detail provides greater
visibility and provides both the retailer and OEM supplier more accurate
expectations that can be used for improved planning. OEMs should harness
available automated exception messaging in the tools that bring organization focus

and attention when and where it is needed.

5. Improve Internal Communication

Through multiple collaboration implementation projects, one of the most
common “lessons learned” is that internal collaboration must also be improved in
order to allow external collaboration with retail customers to be successful. Many
OEM consumer electronics companies find they have multiple organization silos,
business units, divisions or departments all talking to the customer, but often not
effectively communicating with each other and even separately collecting

information and data about the same common customer effort.
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Tying internal and external collaboration efforts and information directly to the
entire sales and operation planning (S&OP) process through using a single demand
signal repository is a way to ensure that valuable insights gained from the trading
partner get considered as new promotion and account plans get executed. Using
the demand signal repository during the OEM’s full S&OPs efforts to develop a
one-number forecast is one of the most effective ways to improve internal
communications that result in improvements that will be visible to, and
appreciated by the retailers.

6. Execute Joint Product Return Procedures and OOBE (Out of the Box
Experience) Testing

Alignment must take place between OEM and retailer that improve and contain
incurred product return costs while at the same time protecting both product and
retailer brand with the customer. Policy must be fair, clear, and easy to be
understood by everyone that includes: OEMs, retailer management and PoR
(point of return) personnel and even the end consumer. Policy and procedure
must of course be agreed upon via collaborative creation and sign-off and must
also be easily accessible by PoR personnel interacting with the actual consumer for
full verification of the products compliance for return. Additionally, it is helpful if
such policy is publically available for consumers to read and understand even prior
to making their purchases.

A system for collecting feedback from the retailer that can help the OOBE should
be implemented by the OEM. It should enable the collection of information that
culminates from retailers’ product testing, services expetience, and sales and
consumer perceptions that can be reviewed and incorporated for product
improvements targeting the OOBE and ultimately reducing product return costs
for both. It is a mutual investment with high ROI. This information can be
collected using traditional CRM (customer relationship management) and PLM
(product lifecycle management) applications.

7. Understand Your Customers’ Key Performance Indicators (KPI's)

It is not uncommon for an OEM consumer electronics company to growing their
own revenues and profits only to learn that they have a retailer customer giving
them failing grades. Understanding your retail customers’ internal metrics they
expect and monitor to measure their suppliers is crucial to improving OEM service
levels. OEM consumer electronics companies should actively seek out and learn
about their customer’ KPI’s in order to align and influence results throughout their
organization. At times, through the best practices described here, an OEM
consumer electronics company can even offer the customer improvements in their
KPI system by influencing even deeper analysis or new metrics that bring benefit
to both. There is dual benefit in that the OEM brings additional value and insights
that can lead to increased business or even category control, and a tighter
relationship with the customer, while the customer gains from a vendor who is

performing highly by their own KPI system, and likely bringing higher revenue and



profits. Applications that provide analytics and business intelligence (BI)
capabilities are key to monitoring and measuring KPI’s.
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This white paper has included many best practice ideas that demonstrate improved
business results that can be achieved by both OEM consumer electronics
companies and their retail customers through collaborative efforts. Many of these
best practices and new capabilities are enabled through applications software
available today. Applying these best-practice 7 steps for collaboration will help
retailers and OEM consumer electronics suppliers improve their operations, and
yield significant financial rewards that provides high ROI and clearly justifies the

collaboration efforts.
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Oracle is a leader in applications and technology, and provides the high technology
OEM consumer electronics industry with best of breed applications and
technology to enable OEM consumer electronic companies to implement these
best-practice steps and lead to improved profitability. Oracle takes further steps by
also offering integrated business processes that combine multiple applications into
broader business process functionality using their SOA (Service Oriented
Architecture) based AIA (Application Integration Architecture) technology and
PIPs (Process Integration Package.)

Table 1: Key Oracle Products for the 7 Steps for Collaborative Success

1. Share Promotional Plan Information Partner Management, Trade Promotions
Management

2. Discuss Promotional Impact Demantra, Siebel

3. Improve Forecasting Capabilities Siebel, Demantra

4. Create Visibility and Manage Exceptions Siebel, Demantra, E-Business Suite

5. Improve Internal Communication Demantra, Agile, Siebel, E-Business Suite

Supply Chain Planning

6. Execute Joint Product Return Procedures Siebel CRM, Agile , E-Business Suite
and OOBE Testing

7. Understand Your Customers’ Key Siebel and Hyperion BI and Analytics, OBIEE

Petrformance Indicators

Oracle Demantra will greatly provide the necessary visibility and automation to
help create the needed improvements in visibility, forecasting, creating the
collaborative demand signal repository needed to implement full sales and
operations. It is comprised of 3 main modules: Demantra Demand Management,
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Demantra Trade Promotions Management and the Demantra Sales and
Operations that collectively provide the functionality discussed above.

Oracle Siebel CRM is another best of breed application and is available with both
on premise and on demand implementation schemes. Both schemas support
integration with other enterprise applications and can be very effective in
implementing the collaborative steps necessaty to address product return costs
with end retail customers. Additionally, Siebel offers other modules that include
Services Management, Partner Management, Marketing Promotion Management
and others. Furthermore, a PIP is offered that includes Oracle Demantra
integration with Siebel Marketing Promotions Management for tighter coupling of
promotion lift analysis.

Oracle also provides the market with other best of breed applications that include
Agile PLM (product lifecycle management.) To stay competitive, companies have
to determine their areas of innovation and then manage the product development
process to avoid miscommunication, delays, cost overruns, and staffing and skills
shortages. Agile PLM is a flexible enterprise solution that helps companies make
the right product investments, allocate resources effectively, manage complex

collaborative design processes and reduce the time and cost of getting to market.

Oracle’s E-Business Suite includes an excellent Collaborative Planner, Sales and
Operations Planning, Supply Chain Planning and Inventory and Strategic Network
Optimization capabilities. The capabilities from these tools combine to greatly
improve automation and efficiency for OEM operations.

Various EPM (Enterprise Performance Management) applications like Hyperion
are also available from Oracle and include BI (business intelligence) and Analytics.
They provide easy to use dash board automations that provide information to

enable decisive business action.
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Contact your local Oracle sales team for additional information and learn more
about how Oracle can help your OEM consumer electronics enterprise improve
profits through downstream supply chain collaboration with retail customers.

Call Oracle +1-650-506-7000

or Visit: http://www.oracle.com/industries/high tech
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