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Disclaimer

Limitations of our report

You are responsible for determining whether the scope of our work as set out in the Contract and in Section
2.3 is sufficient for your purposes. We make no representation regarding the sufficiency of these procedures
for your purposes. If we were to perform additional procedures, other matters might come to our attention that
would be reported to you.

The procedures we performed did not constitute a review or an audit of any kind. We did not subject the
information contained in our Report or given to us to checking or verification procedures, except to the extent
expressly stated. This is normal practice when carrying out such a review, but contrasts significantly with, for
example, an audit. The procedures we performed were not designed to, and are not likely to, reveal fraud.

Our report has been produced on the basis of the sources of information set out herein. To the extent that the
representations set out herein change, our analysis and conclusions will also be subject to change.

Use of our report

Our report is prepared solely for your exclusive use. As agreed during the Contract negotiations you will seek
our agreement before publishing any contents of the Review to a third-party. Further, you will make clear in
any publication available to third-parties that the report was prepared solely for your use and for the stated
purpose of the engagement. To the fullest extent permitted by law we accept no duty, responsibility or liability
to any other party in connection with this report or this engagement.
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1. Executive summary



1. Executive summary

1.1 Introduction

The National Audit Office (NAO) is currently conducting two related value for money (VM) studies:

e Forecasting: Assessing how government departments build and use capital forecasts and resource
forecasts in order to analyse their future financial position and manage a range of risks

e Costing: Studying how effectively government departments conduct costing exercises and use costing
information to inform decisions and drive performance

As part of this work, Deloitte LLP (Deloitte) was appointed in February 2013 by the NAO to undertake a review of
forecasting and costing within private sector organisations (the Review). The Review was undertaken in
accordance with the Contract Award Letter for Forecasting and Costing in the Private Sector — GEN/12/39 dated 25
February 2013 and the Contract Variation Number 1 dated 7 May 2013 (collectively, the Contract). The Review
draws upon existing corporate knowledge combined with new research to form a view on leading practice
forecasting and costing. Details of the scope of the Review are set out below. The Contract was let under the
Strategic Partners Framework Agreement Ref: SP_2010.

This report (the Report) sets out our findings in relation to leading practice forecasting only, with our findings on
costing set out in a separate report. We understand that the findings from the Review will inform the NAO’s VfM
studies noted above.

1.2 Background

The NAO scrutinises public spending on behalf of Parliament. Its audit of central government has two main aims.
By reporting the results of its audits to Parliament, it holds government departments and bodies to account for the
way they use public money, thereby safeguarding the interests of taxpayers. In addition, its work aims to help
public service managers improve performance and service delivery.

Prompted by evidence of weaknesses in spend forecasting, the NAO will publish a VfM study that examines
Government’s production and use of forecasting. Our review of leading forecasting practice in private sector
organisations aims to support the NAO’s assessment of VfM and, in the longer term, help public service managers
to improve forecasting performance, by:

e helping to develop a robust set of criteria and methodology for assessing public sector forecasting;

e identifying areas where private sector organisations face similar challenges to public sector counterparts;
and

e describing the solutions that leading private sector organisations have developed to meet these
challenges.



1.3 Deloitte Forecasting Framework

Deloitte has proven capability and credentials in the delivery of leading practice forecasting processes and thought
leadership, and a fundamental understanding of the central government operating environment.

Our tried and tested methodologies for Enterprise Performance Management (EPM) and Target Operating Model
(TOM) have successfully supported the delivery of forecasting improvement engagements in industry leading
organisations in the private sector. Over 100 Deloitte UK practitioners are dedicated to advising clients on planning,
budgeting and forecasting engagements, and have successfully added value to more than 50 clients in the past
three years. Our ability to apply, tailor and develop leading practice to complex forecasting environments in a broad
range of businesses has been widely recognised by the industry, including Gartner and Kennedy who identified
Deloitte as the top Financial Management Consultancy provider.

Deloitte’s EPM methodology sets out the performance management cycle of an
organisation, of which forecasting forms an integral part. The EPM methodology
enables organisations to identify the critical activities that are required in the
continuous process of corporate performance management, and supports
organisations to refocus their activities as appropriate. The EPM methodology also
enables organisations to focus on:

e delivering value through performance management;

e the governance of organisational performance and the alignment of strategy;
and

o efficient processes enabled through integrated information platforms and
technology.

The Deloitte TOM methodology defines organisational elements into key constituent
layers, all of which are considered to be interdependent and important in supporting the
organisation realise its strategy and vision.

1.4 Approach

The objective of the forecasting element of the Review remains to leverage our experience and knowledge base,
supplemented with desk-based research and primary case study evidence, to provide the NAO with an
understanding of leading practice in the private sector.

Findings documented in this report have been identified through the following activities:

e desk based research (including a literature review and a review of previous Deloitte projects and published
material);

¢ interviews with Deloitte subject matter experts;

e participation in a session debating forecasting at the Deloitte Cost Management Forum; and

e interviews with senior Private Sector Financial and Operational business leads.

In particular, case studies reviews of five private sector organisations were undertaken in order to:

e understand how forecasting is carried out in these organisations;
¢ identify what types of challenges the organisation is experiencing; and
e discover any leading practice forecasting methods used to overcome these challenges.

The individual aspects of the forecasting process were analysed in detail using the Deloitte TOM methodology
above, capturing good forecasting attributes across the different ‘layers’ of the TOM. The case study organisations
were chosen to align with areas which the NAO expressed particular interest in, and to provide insight into some of
the issues that private sector organisations encounter in the application of leading practice forecasting.

1.5 Key findings

This review of leading forecasting practices in the private sector has indicated that forecasting is considered
essential within the corporate performance management cycle of leading practice organisations. These
organisations concentrate their efforts on forecasting the key drivers of their business to inform their overall
forecasts of profit and future financial position. Forecasts in the private sector play an important role in an
organisations ability to raise investment, and as such are subject to considerable scrutiny from investors. These



organisations leverage their forecasting capabilities to proactively manage performance against plan and increase
responsiveness to fluctuations in their operating environment.

Forecasting is imperative for:

e taking pre-emptive actions to mitigate risk and pursue opportunities;

e reassessing organisational targets;

e improving organisational responsiveness to fluctuations in the market;

e providing shareholders and the wider market with the latest performance expectations;

e identifying customer trends and new market opportunities;

e directing money to where it will deliver optimum stakeholder value and away from low value activities;
e planning and acquiring additional resources required to achieve targets;

e assessing future cash position and ability to support the organisation’s liabilities; and

e providing the basis on which long term strategic plans of the organisation can be reassessed.

Despite the widely accepted importance of accurate and reliable forecasting methodologies across all industries,
there is still a way to go in many private sector organisations in the journey towards leading practice. In a recent
survey undertaken by Deloitte, 85% of private sector managers considered forecasts important, but only 52%
considered their own organisations’ forecasts high quality. The consequences of poor forecasting in failing to
inform strategy, became apparent in the downturn of an established UK high street retailer in 2009. A fall in the
market for physical copies of music and an overall reduction in customer spending not reflected in forecasts and
organisational strategy meant that the retailer did not take adequate pre-emptive mitigation measures to adapt to
the evolving market. Whilst other market players proactively opened new store locations out of the city centres and
moved to web-based sales, the outdated strategy of this retailer who was once a market leader at their peak,
forced them into administration.

Our Review illustrated several common characteristics across organisations that exhibit leading practice
forecasting. The key attributes of these organisations included a balance of optimised organisational behaviour,
collective capability, efficient and effective process, enabling technology, fit-for-purpose information and enforced
governance.

The top attributes of leading practice forecasting have been identified as follows:

e Corporate culture that strives to achieve excellence in planning and forecasting at all levels of the
organisation;

e Collaboration of all business areas to understand and consider the drivers and objectives of other
functions;

e Balanced investment in systems and inputs, to provide one version of the truth in the information used and
produced by forecasting, often facilitated by integrated technology platforms;

e Focus on key business drivers, helping organisations to direct efforts towards what is important for the
business overall; and

e Ability to adapt to change, achieved through continuous evolution of forecasts and plans in response to
changing business conditions.

Corporate culture that nurtures leading forecasting behaviour

In leading practice private sector organisations there is strong support for good forecasting by senior management,
and clarity on the purpose of forecasts. Forecasting is directly linked to employee performance management to
improve accuracy and efficiency, and is often combined with incentives to encourage employees to improve
forecasting performance. These incentives are focused on rewarding forecasting accuracy instead of ‘matching’
budgets. Senior management must encourage behaviours so that actuals are not being managed to meet
forecasts.

Management in these organisations also drive leading forecasting behaviour through clear communications on their
expectations of output from forecasting, ensuring that it is not just a routine exercise to confirm a ‘route to budget’,
in which budget owners use forecasting as an opportunity to confirm that they will be delivering their annual target,
instead of providing a true reflection of the most probable future performance of the organisation. Management use
forecasts to drive actions and interventions to mitigate business risks and to take advantage of opportunities. There



is clear accountability placed upon operational managers who own the forecasts and they are incentivised to
deliver forecasted performance.

Leading organisation understand the importance of getting the right resource mix with the required capabilities and
knowledge to ensure timely and quality data.

Forecasting through collaboration

A clearer understanding of future organisational performance is gained in leading practice organisations through
collaboration across functions and different departments within the organisation. Operational and financial
forecasting processes are often integrated, allowing expertise to be shared and reviewed side-by-side, as well as
providing necessary peer challenges. Forecasting is not considered to be purely a finance exercise and the output
reflects the financial implications of operational and commercial forecasts. Finance departments provide sufficient
tools and support to facilitate forecasting processes, and act as business partners to operational managers through
sharing their financial expertise and providing the necessary challenge. Collaboration is facilitated by transparency
in the data and process of forecasting, which helps to gain confidence of stakeholders in the forecasting process.

Forecasting is only useful if the information produced supports the needs of its customers and enables them to take
action that will benefit the organisation and achieve its strategic goals. Therefore, leading forecasting must consider
who the customers are and how the forecasts will support their decision making.

Balanced investment in systems and inputs to provide one version of the truth

These organisations often invest in the latest technology to support ‘one version of the truth’ which enables
consistent and transparent information, forming the basis of forecasts. Input data and assumptions underpinning
forecasts are rigorously tested and maintained to make sure they are ffit-for-purpose’, and manual interventions
and ‘hand-offs’ are reduced to minimise errors. Integrated technology platforms are used to efficiently consolidate
information from across the business and to manage the significant volumes of data often required in the
forecasting process.

Forecasting focused on key business drivers

Leading practice forecasting organisations have a strong strategic focus, which provides clarity on the fundamental
business drivers that management attention should be focused on. This allows the production of forecasts with key
business drivers at their core, and encourages functions with conflicting objectives to consider what is important for
the business overall. Management can review and challenge forecasts based on these key drivers, and develop
plans to mitigate key business risks.

Adapting to changing business environment

Forecasting in leading practice organisations responds flexibly, proactively, and quickly to changing business
conditions. Leading organisations often use frequent rolling forecasting at set intervals in order to review and reflect
the latest fluctuations in the market. Local insight and specialist knowledge of operational teams are used in
forecasting so assumptions are tailored for the specific requirements of the forecasts.

In addition to identifying common attributes of leading practice forecasting, our Review has also identified some
common challenges in forecasting in the private sector.

Balancing demands

Forecasting is not the primary business activity for the majority of organisations and management often find it
difficult to balance the demands of their day-to-day business activity against delivering leading practice forecasting.
Forecasting can often be seen as a burdensome extra demand rather than a core part of corporate performance
management. Leading practice forecasting requires significant investment of time and resources; it can prove
challenging for organisations to dedicate sufficient effort to forecasting whilst staff are focused on delivering their
primary business activity and the importance of forecasting is not recognised. Forecasting effectively also involves
varying time horizons with reforecasts and rolling forecasts at different intervals, and managing the peaks and
troughs of forecasting effort can prove challenging for businesses, especially for those with primary activities
taking place on irregular time scales. Therefore the challenge is often doing the ‘right’ amount of forecasting at the
‘right’ time in order to provide the sufficient level of detail to aid decision makers, rather than providing every detail
as often as possible.

Managing conflicting objectives



Organisations have to manage the conflicting objectives of different business functions in order to provide leading
practice forecasts that are focused on what is good for the business overall. This can be a great challenge in
organisations that have multiple departments with a strong forecasting agenda, producing separate forecasts that
are only specific to their objectives and key drivers. Organisations should consider the impacts of these challenges

in their strategic objective setting, and manage performance driver dependencies between conflicting business
functions. This will allow business functions to review their related performance drivers and agree the shared
assumptions that are relevant to forecasting.

Insufficient systems and processes

Organisations may experience inconsistency and inaccuracy in their forecasts due to forecasting tools that are too
complicated and cumbersome. Time-consuming and manual spread sheets also create inefficiencies in forecasting
processes. The lack of an integrated system is often the reason for limited access to data and inconsistency in
data quality across business functions, leading to poor quality inputs producing poor quality forecasting outputs.

Lack of appropriate resources and skills

The level of financial expertise of the forecast producers or the business insight and understanding of Finance
departments are not always sufficient to provide significant business value. There is often a lack of business insight
provided alongside forecasts to aid decision makers in making informed judgements. Incentives for the forecast
producers to improve accuracy of forecasts are often lacking and no penalties exist for inaccuracy.

The table below sets out practical examples we have found employed by organisations exhibiting the key attributes
of leading forecasting concluded upon above.

Corporate
culture that
nurtures
leading
forecasting
behaviour

Performance management and incentives that are directly linked to forecasting performance
and accuracy.

Forecasting community forums, attended by senior management representatives, that
encourage knowledge and issues sharing, as well as open and transparent communication
around forecasting expectations.

A risks and opportunities tracker that seeks to offset the gaps identified by the latest forecast.

Forecasting
through
collaboration

Forecasting champions in each operational department who are responsible for making sure
their departments’ forecasting requirements are all met, and who attend the monthly/quarterly
forecasting forums.

Collaborative forecasting sessions at quarterly intervals, when forecasters participate in
‘deep-dive’ sessions and workshops attended by operations and finance.

A central ‘overlay tracker’ which is accessible by all forecasting champions, which captures
additional impacts driven by changes in the latest department forecasts.

Balanced
investment in
systems and
inputs

‘One version of the truth’ is maintained through the use of integrated systems, with the
information produced by forecasting strictly controlled through managed distribution lists in
order to ensure that forecasts are only used by authorised individuals for the right purpose
with the right capabilities.

SharePoint is often used to give selected individuals access to certain forecasting
information.

Operational systems are integrated or linked with financial systems in order to facilitate
forecasting.

Forecasting
based on key

Organisations often select a number of core key performance indicators (KPIs) which are
included in forecasting submissions from across all business units. For example, a leading

business UK supermarket uses sales uplift (in £) as a core KPI that is included in all operational

drivers forecasts in order to capture the impact of the latest projected operational performance on the
senior management’s core focus to grow like-for-like (LFL) sales of their stores.

Adapting to Forecasting forums provide an opportunity for forecasters to contribute feedback and make

changing recommendations on improvements, as well as providing their latest insight on the changing




business
environment

business environment and its impact on forecasting. These insights can be captured to
proactively and continuously improve the forecasting process, in addition to up-skilling the
stakeholders and addressing any knowledge gaps around using and interpreting forecasts.

Following on from the overarching findings above that draw upon Deloitte’s breadth of experience, the table below
sets out findings specific to the five case study reviews undertaken.

Major UK airport

Strong long term strategic focus underpinned
by a fifteen year master plan, to drive day-to-
day decision making

Supportive culture that incentivises and
rewards effective risk management and
accurate forecasting

Collaborative working between operations and
finance to provide peer review and challenge
Tailored forecast outputs to meet differing
customer needs by way of fifteen year, two
year and three month forecasts

Driven by regulatory requirements, a risk
based approach to project portfolio
management supports the accuracy of project
cost forecasting

Development of a database to support
knowledge retention and improve the
accuracy of capital costing and forecasting

Lack of integrated systems making it more
difficult to collaborate across functions

Third party vendor resource planning requiring
more granular forecasting accuracy achieved by
a shorter-term view

Infrequent availability of information on key
underlying drivers of forecasts means that
financial reforecasts can only take place twice a
year

Changes in regulation will see further scrutiny
placed upon the delivery of large scale capital
projects

Global pharmaceutical company

Existing technology leveraged to support
collaboration across functions and the
subsequent sharing of knowledge with the
other manufacturing division, to increase
process efficiency

Local ownership of demand forecasts to
leverage local knowledge of market and
regulations and encourage affiliate buy-in
Finance working with other functions to
improve the organisation’s project cost
forecasting and tracking capability

Dual users of forecasts with non-congruent KPIs,
with one user having dominance over the outputs
and impact of the forecasts

Lack of transparency as to how the forecasts are
used, and misalignment of expectation to reality
leading to organisational tension

Parallel processes for forecasting within the
organisation, resulting in inefficiency and multiple
versions of the truth

Budget focused culture encouraging ‘forecasting
back to budget’, rather than projecting the latest
view of business performance

Project cost forecasting suffers from optimism
bias, particularly when non-financial departments
are responsible for running the project

International sporting event organiser

High quality inputs gained through a deep
understanding of demand drivers (e.g. types

of calls and queries) to produce more accurate

forecasts, leading to efficient procurement of

Unique business situation with no real
comparable data
Lack of ownership and accountability of



outsourced contact centres

Collaboration with other departments to
include the impacts of events and understand
risks driven by other departments

operational plans impacting the forecast accuracy

Leading UK high street retailer

Forecasts managed and reviewed by
individuals with the appropriate skill set
Understanding of business value drivers
supports cost reduction and enables the
reduction of production effort

Centre of forecasting focus is on customer
needs and output templates are designed to
facilitate understanding

Forecasting is a long iterative process, often
taking four or five cycles to settle on a view
Multiple models for forecasting used in MS Excel
to provide outputs tailored to customer
expectations but difficult to govern consistency
Budget and forecast focus on next financial year
and run in parallel, whilst cash flow forecasting is
a completely separate process

Global media company

Up-skilling and coaching for employees to
improve and maintain capability within the
business

Change management and governance used
to ‘make it stick’

Ownership of the cash flow forecast assigned
to the appropriate level of the business to
promote accountability, and ensure that the
business critical process sits with a decision
maker

Follow-up discussion or calls to clarify and
challenge submitted forecasts and drive a
common understanding of the outlook
Decisions to sanction spend controls taken at
a senior level in light of the overall funding
requirements of the business

Higher level of resistance to change under a
stressed business situation, with a large gap
between ‘problem owners’ and ‘solution
implementers’ driven by lack of understanding at
operation level

Addressing the knowledge gap within the
business; changing the periodic mind-set of
management to bi-weekly review of cash; and up-
skilling the business on producing, interpreting
and using the cash forecasts



1.6 Applicability of findings to the public sector

Potential forecasting challenges in the public sector were shared in a discussion with the NAO. These challenges,
alongside knowledge from our own industry experts, derived the potential challenges in the public sector, outlined

in the table below. The challenges have been reviewed against the leading practice attributes identified during our
review and documented in this report.

Customer

Lack of senior management appetite for .
forecasting

Customers of forecasts do not have the right
capabilities to challenge and use forecasts

effectively o

Senior management sponsorship and support for
forecasting, driven by long term commitments from
the executive team to invest time and resources in
nurturing their forecasting talent

Workshops and up-skilling of forecast customers to
enable effective use of forecasts

Gaining a good understanding of forecast customer
needs and requirements through direct consultation,
enabling tailored forecasts

Processes

Disconnect between producers of forecasts, )
finance and policy officials

Insufficient time spent on forecasting, often under
pressure to fit in with policy making cycles .
Lack of monitoring and risk strategies

Focus on avoiding overspends, rather than

protecting value and delivering reasonable

forecasts .
Too much focus on aligning forecasting horizons

to financial year-end

Level of forecast uncertainty not sufficiently

Collaboration between business functions supported
by open communication and facilitated by an
integrated system

Aligning forecasting timescales to business
requirements and dedicating time and resources to
produce forecasts that are informative and timely to
support business decision making

Forecasting as a fundamental business process
rather than just a finance process, forming an integral
part of corporate performance management, carried
out at regular intervals on a rolling basis

represented or understood e Risk and opportunity tracking alongside forecasts, to
Lack of clarity in ownership and basis of drive actions and interventions in managing risks and
assumptions exploiting opportunities

Information

Difficulties in accessing sufficiently robust, relevant | e
and timely information

Standardised information achieved through
consistent definitions and standard data capture
tools, enabling information consistency and
transparency

Integrated systems to facilitate data capture and
consolidation, which is easily accessible by defined
forecasters

Employee incentives (or penalties) for accuracy of
forecasts to drive rigorous testing of assumptions,
quality of inputs and timeliness of forecasts

Technology

Systems not providing sufficient access to .
information for use in forecasting
Lack of robust analysis/modelling tools

Organisation-wide integrated technology platforms
with in-built modelling capability and scenario
analysis, accessible by all key forecasting
stakeholders. Providing ‘one version of truth’, to
support transparency within the forecasting data and



to facilitate stakeholder confidence in the outputs of
forecasts

Organisation and People

e Pressure to produce supportive forecasts e Senior management has appropriate level of

e Tendency to avoid overspend or underspend knowledge and capability to use forecasts effectively,

e Projects cut where easiest and not based on ViM not as an exercise to confirm ‘performance back to

e Insufficient skills and knowledge to carry out budget’ but as a review of potential risks and
forecasting and modelling which can often be opportunities in achieving budget and to enable them
complex to take mitigating actions.

e Forecasting focus is on key business drivers to
provide discipline in decision making at functional
level, and to consider what is good for the business
overall

e Open and transparent environment to encourage
collaboration between functions, facilitated by
integrated systems platform and transparency in
information

e Training and up-skilling for forecasting stakeholders
to maintain appropriate level of capability and
knowledge to use and produce forecasts

1.7 Conclusion

Based upon the research undertaken and drawing upon input from Deloitte subject matter experts, there appears
to be many similarities between the attributes of leading practice forecasting across the sectors. Equally, there is
significant commonality between the challenges faced in each sector. However, there are some notable differences
between the sectors and their customers, cultures and capabilities that drive different behaviours.

The organisations that participated in this study are reflective of private sector organisations that recognise that
there is room for improvement in the way that they forecast. Each demonstrates leading practice traits, which
provide some insight into potential solutions that may be applicable to the public sector.

Many of the directly applicable solutions found in the private sector relate to the process, information and
technology layers of the Deloitte TOM framework. Due to the differing organisations and forecasts required, the
public sector should not seek a single solution or process for forecasting, but should draw on the experiences of
the many private sector organisations that face similar challenges from forecasting resource consumption or capital
investment. There are also examples of leading practice forecasting traits within the public sector across the TOM
layers that should be considered when seeking to improve forecasting.

Solutions or leading practice traits that might be more difficult to directly transfer private sector experience to the
public sector, relate to organisational behaviour, capability and customer expectations and needs. For this reason,
it is recommended that further consideration is given to the environmental and organisational factors that drive
spending and forecasting behaviour in public sector organisations. Performance management is used as a tool for
changing behaviour within the private sector. However, accountability and spending cycles are currently managed
differently across the two sectors, meaning that specific examples highlighted in these case studies may not be
directly applicable to the public sector.

Leading practice forecasting requires a balance across all of the TOM layers. For example, an efficient forecasting
process, enabled by technology and high quality input data will have limited impact if the customer’s expectations
are not addressed, or if the people executing the process do not have sufficient capability to challenge assumptions
or provide insight. Public sector organisations will need to consider how they can achieve balance as they seek to
improve forecasting performance.



Another challenge that the public sector will need to address is identifying the appropriate level at which change
should be initiated. Senior sponsorship is paramount to successful change initiatives across all sectors. In order to
achieve change, clear and visible sponsorship must be in place. Without the right level of sponsorship, it will be

difficult to implement sustainable changes, especially in customer expectations, information and resource capability
and behaviour.



2. Introduction and scope



2. Introduction and scope

2.1 Introduction
The National Audit Office (NAO) is currently conducting two related Value for Money (VM) studies:

e Forecasting: Assessing how government departments build and use capital and resource forecasts in
order to analyse their future financial position and manage a range of risks

e Costing: Studying how effectively government departments conduct costing exercises and use costing
information to inform decisions and drive performance

As part of this work, Deloitte LLP (Deloitte) was appointed in February 2013 by the NAO to undertake a review of
forecasting and costing within private sector organisations (the Review). The Review is being undertaken in
accordance with the Contract Award Letter for Forecasting and Costing in the Private Sector — GEN/12/39 dated 25
February 2013 and the Contract Variation Number 1 dated 7 May 2013 (collectively, the Contract). The Review
includes combining existing corporate knowledge with new research to form a view on good practice forecasting
and costing. Details of the scope of the Review are set out below. The Contract was let under the Strategic
Partners Framework Agreement Ref: SP_2010.

This report (the report) sets out our findings in relation to leading practice forecasting only, with our findings on
costing set out in a separate report. We understand that the findings from the Review will inform the NAO’s VfM
studies noted above.

2.2 Background

The NAO scrutinises public spending on behalf of Parliament. Its audit of central government has two main aims.
By reporting the results of its audits to Parliament, it holds government departments and bodies to account for the
way they use public money, thereby safeguarding the interests of taxpayers. In addition, its work aims to help
public service managers improve performance and service delivery.

Prompted by evidence of weaknesses in spend forecasting, the NAO will publish a VfM study that examines
Government’s production and use of forecasting. Our review of leading forecasting practice in private sector
organisations aims to support the NAO’s assessment of VfM and, in the longer term, help public service managers
to improve forecasting performance, by:

e helping to develop a robust set of criteria and methodology for assessing public sector forecasting;

e identifying areas where private sector organisations face similar challenges to public sector counterparts;
and

e describing the solutions that leading private sector organisations have developed to meet these
challenges.

2.3 Scope of our work

The initial scope of our work is set out in the Contract. This has been refined with the NAO during the visioning
process. The objective of the forecasting element of the Review remains to leverage our experience and
knowledge base, supplemented with desk-based research and primary case study evidence, to provide the NAO
with an understanding of leading practice in the private sector.

The refined scope is set out below:

e To develop a set of hypotheses for leading practice forecasting.
e To gather quantitative and qualitative data to inform conclusions around leading practice forecasting in the
private sector. This includes the key challenges faced in achieving this leading practice.
e Data gathering consists of two key forms;
o Internal data gathering across the Deloitte network of practitioners, to produce case studies and
examples of forecasting practice performed by our clients; and



o Additional primary case studies with a carefully selected group of private sector clients, in the form
of structured interviews based on questionnaires designed as part of the ‘Vision’ phase of this case

study.

e To evaluate our private sector findings in light of their applicability to the public sector.
e To document our findings in a report to the NAO.

In refining the Review scope as part of the Vision phase, the NAO’s Central Government forecasting case studies
were explored with a view to understanding the key characteristics of the departments and forecasts to inform the
identification of comparable case studies from the private sector. The following table sets out the characteristics
identified by the NAO as being of particular interest across forecasting, and the private sector case studies selected

to address these:

Long term benefits realisation

Large investments
Complex and public projects
High profile

Regulated

Large staff base

Significant operational planning within
a constrained environment

Large staff base
Constant fluctuations in demand

Direct contact with the public

Businesses under stress

Departments rapidly spending their
allocated budget at year end; or
conversely hurried cutting of projects
to the detriment of value due to
overspends elsewhere

A major UK airport

A top twenty global
pharmaceutical organisation

A major international sporting
event organiser

A leading UK high street
retailer

A global media agency

* New terminals and runway investments
requiring long term planning

* Forecasting supports both Business As
Usual (BAU) operations of the
terminals, as well as long term planning

* Demand forecasting involving many
stakeholders and users of the forecast
and outputs

» Resource planning for a contact centre,
with highly fluctuating demand

* Direct contact with the public

* Centralised capability for forecasting
across a large geographic foot print and
staff base

* Business under stress as lack of cash
focus in the organisation led to large
debt on the B/S with no foresight into
global cash flow position

 Cash flow forecasting introduced as
quick solution



2.4 Summary of approach and procedures performed

The Review has been executed over a three-month period from February to May 2013. The approach set out in the
Contract was refined with the NAO throughout the Vision phase.

Figure 1 sets out the four-stage approach adopted throughout this Review. Each of the four phases is described in
the sections below. For each phase the key requirements and products have been identified.

Figure 1 Summary of our appro

ach

Requirements

Develop and finalise
good forecasting and
costing frameworks
Confirm research
approach

Information review and
survey design

Working practices * Project Visioning .
workshop

Key Deliverables .

Generate and agree a
project vision statement
incorporating NAO
requirements

Select research method
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2.5 Our methodology
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The objectives of the review of forecasting were refined and confirmed in conjunction with the NAO during the
vision and scope phases. This collaborative and iterative process served to:

e agree the scope of the review expanding on the requirements defined in the Contract;
e identify and obtain any relevant background information including the NAQO’s pre-existing research on
forecasting and the initial hypotheses developed; and

e confirm key milestones and deliverables.

Stage 2: Plan and prepare

The plan and prepare phase developed the review hypotheses and data gathering tools.

Throughout this phase a comprehensive understanding of forecasting methodologies was drawn upon from the
Deloitte Enterprise Performance Management (EPM) methodology. The EPM methodology places emphasis on
integration of all activities within the planning, budgeting, forecasting and costing lifecycle and evaluates the
metrics, processes and systems used to monitor and manage an enterprise’s business performance to identify
leading and lagging practice. Under the EPM methodology, the nine layers of the Deloitte Target Operating Model
(TOM) are applied to provide a structured approach in analysing the maturity of an organisation’s forecasting

operations. The nine layers of the TOM can be found at Appendix 2.
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Key activities completed within the plan and prepare phase included:

o Development of the review hypotheses — In conjunction with the NAO, incorporating the Deloitte view of
leading practice forecasting. The agreed forecasting hypothesis can be found in Appendix 1.

e Early testing of the hypotheses — Deloitte EPM methodology practitioners and subject matter experts
were contacted to discuss the key attributes and challenges encountered in engagements across
forecasting.

e Development of a detailed questionnaire — Building on the findings from the hypotheses testing, a
questionnaire was developed to gather qualitative and quantitative data from each private sector case
study. Prior to deployment the questionnaire was mapped to both the forecasting hypotheses and
Deloitte’s TOM layers to provide coverage of the key characteristics of forecasting.

This data gathering stage of the review consisted of the following four strands:

e Live case studies — The case study organisations were engaged to gather primary data, initially by means of a
structured forecasting questionnaire, followed by a focused interview.

e Participation in the Deloitte Cost Management Forum — The Deloitte Cost Management Forum (CMF)
dedicated an interactive session to the topic of forecasting. The CMF is a network of business leaders that
meet three times per year to discuss topics of interest. Attendees to the forum include Finance professionals
and business leaders from all three major industry sectors. During the morning, each attendee completed a
short form questionnaire, which was based upon the initial hypotheses. In the afternoon the results were
shared with attendees and used to support debate and understand the underlying rationale for answers.

e Desk-based case studies — Desk reviews of Deloitte past projects, allowed focus on exploring leading
practice in ‘Resource planning’ and ‘Business under stress’ - areas of particular interest to the NAO. This
included interviewing the Deloitte project leads and reviewing the project deliverables.

¢ Internal research — The Deloitte team have leveraged the extensive cumulative experience embedded within
the firm through a variety of mechanisms:

o Review of historic engagements and Deloitte methodology and frameworks.

o Discussion with internal network of Deloitte practitioners to capture their experience across multiple
organisations in different sectors (public, private and financial services).

o Review of Deloitte market collateral and models.

The gathered data was then subjected to detailed quantitative and qualitative analysis across a number of areas;

e Quantitative analysis focused on the timing of the process cycle; roles, resources and capabilities; tools
used and approach to calculations; approach to measuring effective performance including KPlIs; and data
inputs into the forecasting process.

¢ Qualitative analysis focused on cultural commitment to forecasting; integration with other financial
operational and strategic planning processes; reporting structures and information routes; quality
assurance and controls; approach to continual improvement; and, information sharing culture.

The analysis undertaken by the project team (supported by subject matter experts) was then further finessed to
shape our conclusions regarding the key characteristics of leading practice forecasting and to identify challenges
faced in achieving leading practice.

Following the data gathering and analysis phase of the Review, we produced a draft report to present our findings
and conclusions regarding leading practice forecasting in the private sector.

The draft report was discussed with the NAO and this final report has been updated to reflect those discussions.



2.6 Structure of our report

We have structured our report as follows;
» Section 3 provides a definition of forecasting for the context of this report;

» Section 4 provides an overview of our point of view of leading practice forecasting and the relevant
enablers;

+ Section 5 expands on section 4. Using the Deloitte Target Operating Model layers as a structure, we
discuss in further depth leading practice forecasting from our point of view;

* Section 6 provides an overview of high level findings from our case studies on specific private sector
organisations. This section also analyses the challenges and solutions faced by specific private sector
organisations in achieving leading practice forecasting ;

» Section 7 provides analysis for NAO’s specialist requirements with regards to resource planning and
business under stress;

+ Section 8 discusses in general the challenges private sector firms encounter in delivering leading practice
forecasting;

+ Section 9 discusses how our findings in Sections 4 to 8 might be applicable to the public sector.
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3. Defining forecasting

3.1 Section summary

e Forecasting is a business process, assessing the probable outcome in an area of interest using
assumptions about the future.

e Forecasting forms an integral part of the corporate performance management cycle as per Deloitte’s EPM
methodology.

e Forecasting is distinct to targeting, which is setting an aspiration on which activities are determined in order
to achieve that aspiration.

3.2 Introduction

This section provides a definition of forecasting for the context of this report. A distinction has been made between
‘Forecasting’ as a business process and as a method for predicting a particular complex event. This distinction has
been made as the two activities fulfil different strategic purposes in an organisation.

3.3 Forecasting