AMPLIFA PROCUREMENT GLOSSARY

Forecast Accuracy: Forecast Quality as the
Foundation of Demand Planning

Forecast Accuracy denotes the accuracy of demand and sales forecasts compared with the values
actually realised. It is one of the key metrics for planning quality and directly influences inventory
levels, delivery reliability and release decisions in procurement. In industrial supply chains it is
regarded as an early indicator: when forecast quality declines, the effort for expedited orders,
planning escalations and inventory write-downs typically increases.

Key facts

» Forecast Accuracy measures the agreement between forecast and actual value, usually expressed
as a percentage.

« A frequently complementary metric is the Forecast Error (e.g. MAPE), which quantifies the average
percentage deviation.

 In practice, values of 80—-95 % are considered usual target bands depending on industry, product
group and planning time window.

« [Forecast quality typically deteriorates with increasing planning horizon length and finer item
granularity.

* The forecast is a binding budget and capacity basis for procurement, for example in Rough Cut
Capacity Planning (RCCP).

 |If Sales does not provide its own forecast value, a Consensus Forecast is often formed from Sales,
Marketing and Planning.

Definition: Forecast Accuracy

Forecast Accuracy is the metric for the hit rate of a demand or sales forecast. It is typically calculated as
the percentage share with which forecast and realised quantities match.

Distinction from Forecast Error

While accuracy expresses hit quality as a percentage, the Forecast Error describes the deviation itself.
Common error measures are MAPE (Mean Absolute Percentage Error), MAD (Mean Absolute
Deviation) and the bias, which reveals systematic over- or under-forecasting. In practice, accuracy and
error are tracked in parallel: accuracy serves the reporting level, the error the operational steering of
planning parameters. It is important that both metrics are based on the same data granularity and the
same planning time windows, otherwise they are not comparable.

Relevance for procurement

For buyers, forecast quality is not a purely statistical topic: it determines which volume framework
agreements, blanket call-offs and capacity commitments are negotiated with suppliers. Low Forecast
Accuracy leads to short-term quantity changes, which suppliers frequently factor in via price formulas,
minimum order quantities or price escalation clauses. Conversely, a documented high forecast quality
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justifies tighter lot sizes and leaner safety stocks — a direct lever for working capital and life cycle
costing.

Methods for measuring forecast quality

Measurement follows a simple principle: forecast and actual value are compared for each period and the
deviation aggregated. What matters is the consistent definition of period, granularity and reference
variable.

Typical calculation approaches

The most widespread formula is Accuracy = 1 MAPE, i.e. one minus the average percentage deviation.
Alternatively, WMAPE (weighted MAPE) is used, which weights deviations by actual quantities and is
more meaningful for mixed item portfolios. A high-volume item then contributes more to the metric than
a fringe item. For stocked parts with irregular demand, complementary measures such as the bias or
forecast quality at ABC class level are suitable.

« Accuracy = 1 MAPE: simple and communicable, but prone to distortion at small quantities.
* WMAPE: volume-weighted, robust for heterogeneous assortments.

» Bias analysis: reveals systematic over- or under-planning per organisational unit.

Choosing granularity and reference point

The same forecast can achieve 90 % at monthly and item level but only 60 % at weekly and SKU level.
A good metric concept therefore first defines the evaluation level — typically item group and month for
management, SKU and week for planning. Equally important is the reference point: the quality of the
forecast is measured at the moment it became binding for procurement, for example three months
before demand occurs. Later figures, improved by orders already received, smooth the picture artificially
and obscure the need for action.

Frost Zone and binding horizons

Many companies work with horizon-related reliability levels: near-term planning windows are largely
change-free as a Frost Zone, medium-term horizons tolerate defined fluctuation bands, and distant
horizons serve only for capacity planning. Forecast Accuracy is reported separately for each horizon
level. This makes it possible to trace whether inaccuracies stem from statistics or from late change
requests from Sales — an important distinction for managing discussions with internal partners.

Important KPIs around forecast quality

Forecast Accuracy is seldom an isolated figure. In practice it is combined with complementary metrics
that make causes and effects visible.

Key metrics in combination

In addition to MAPE and bias, planning accuracy at call-off level, inventory coverage, delivery reliability
(Service Level) and planning adherence — i.e. the share of call-offs met — belong to the standard report.
Only the interplay shows whether an average accuracy of 85 % goes hand in hand with acceptable
inventories or whether safety stocks expensively compensate for the imprecision. On the procurement
side, the share of short-term quantity changes towards suppliers is also relevant, as it influences the
negotiating position for terms.
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Visual evaluation by planning relevance

A matrix of forecast quality and planning relevance has proven effective: high-volume, expensive
A-items with low accuracy are prioritised, for example through manual forecast reviews or closer
coordination with key accounts. C-items with low accuracy, by contrast, are often deliberately planned
statistically and buffered via safety stocks, because the improvement effort is not justified by life cycle
costing. This selectivity prevents planning teams from getting lost in fringe items.

Risks and control measures

Faulty forecasts cause double costs: excess stock ties up capital and creates write-down risks, while
shortfalls jeopardise delivery reliability and lead to costly expediting.

Typical sources of error

Common causes are manual forecast overrides without documentation, sales incentives to deliberately
over-plan, unconnected Excel planning alongside the ERP system, and missing feedback on new
product or phase-out dates. Structural effects such as seasonal peaks, customer-specific lot sizes or
scheduling agreements with PO-flip changes also distort the actual basis. Clean supply chain mapping
helps identify such distortions along the chain instead of attributing them solely to statistics.

Controls and governance

Effective measures include a defined planning process with clear roles, a forensic review of
over-planned positions and a monthly forecast review round in which deviations are questioned using
the 5 Whys. In addition, the share of manually overridden forecast values and their hit rate should be
measured — if Sales consistently overrides worse than the statistics, that is a solid argument for process
discipline. Towards suppliers, change windows and tolerance bands should be fixed in framework
agreements so that residual uncertainty does not land one-sidedly with the supplier.

Dealing with residual uncertainty

Even good processes do not achieve one hundred percent accuracy. Professional handling consists of
deliberately positioning the remaining imprecision: through flexible capacity commitments, agreed
flexibility bands, reduced planning time windows for critical slow-moving parts or alternative sourcing
strategies in the sourcing wave plan. The later a quantity decision has to become binding, the better the
residual uncertainty can be controlled.

Current developments: Al, consensus and automated planning

The forecasting methodology is changing noticeably. Classical time series methods are being
complemented by machine learning approaches that can take external influencing factors and
customer-specific patterns into account.

Artificial intelligence and pattern recognition

Modern planning systems combine statistical baseline forecasts with ML models that take into account,
among other things, project cycles, price promotions or industry cycles. In practice it is evident: the
biggest lever lies less in the algorithm than in data quality and the handling of exceptions. Companies
that maintain forecast value, call-off and goods receipt in one consistent data model often achieve faster
improvements than those that primarily invest in model technology.
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Consensus Forecast as an organisational principle

The trend is towards an agreed Consensus Forecast in which Sales, Marketing, Planning and Finance
are jointly accountable for a binding planning figure. Regular S&OP cycles and a clear change process
for quantity changes ensure that the forecast is actually used as a steering variable — also towards
suppliers within the sourcing pipeline. For buyers this means: early involvement in the planning cycle so
that capacity reservations and long lead-time procurement rest on a reliable basis.

Shorter cycles and closer supplier integration

In parallel, planning frequency and data transparency are growing: weekly instead of monthly cycles,
rolling horizons and shared demand data with strategic suppliers shorten response times. The
prerequisite is an agreed supplier segmentation, so that the exchange of forecast data remains limited
to the partners for whom it is economically sensible. For simple parts, classic planning with min-max
logic often remains the more efficient solution.

Typical metrics

Forecast Accuracy (month/product group): 80-95 %
usual practical range at aggregated level

Forecast Accuracy (SKU/week): 60-80 %
fine granularity typically achieves lower values

MAPE: <20 %
common target for A-items in the medium planning horizon

Forecast Bias: £ 5 %
guideline value for detecting systematic over-/under-planning

Delivery reliability (Service Level): > 95 %
follow-on KPI for assessing the impact of forecast quality

Practical example

A medium-sized mechanical engineering company with around 8,000 actively procured positions had a
Forecast Accuracy of typically 70 % at item level. The consequences: high safety stocks on slow-moving
parts, frequent expedited orders and constant quantity change requests to suppliers, which reduced
their willingness to grant price concessions. The company introduced a horizon-related evaluation and
separated planning by ABC classes.

 Introduction of a monthly forecast review with Sales and Planning, including bias analysis per sales
region.

» Definition of a four-week Frost Zone and tolerance bands for changes in the medium-term horizon.

» Concentration of manual planning activities on top items, statistical planning for C parts.

» Communication of the improved forecast quality to strategic suppliers as a basis for tighter lot sizes
and lower safety surcharges.

Conclusion

Forecast Accuracy is more than a statistical metric: it quantifies how reliably the entire demand planning
operates, on which inventories, capacity commitments and supplier contracts are built. What matters is
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consistent measurement at a defined granularity and at the right reference point. Combined with bias
analyses and clear governance, the metric becomes a steering instrument rather than a reporting
appendix. Buyers benefit twice: through lower safety stocks and through a stronger negotiating position
when changes occur less frequently and later. Those who systematically improve forecast quality reduce
life cycle costs and at the same time increase delivery reliability.

Frequently asked questions

How is Forecast Accuracy calculated?

The most common formula is Accuracy = 1 MAPE, i.e. one minus the average percentage deviation
between forecast and actual value. Alternatively, the volume-weighted variant WMAPE is used, which is
more meaningful for mixed item portfolios. It is important to define period, granularity and reference
point consistently so that figures remain comparable.

What Forecast Accuracy value is good?

There is no universally valid target value, as the achievable quality depends heavily on industry, product
structure and horizon. In practice, values of 80—95 % are considered a usual range at monthly and
product group level, while 60—80 % is realistic at SKU and weekly level. The trend over time and
comparison with internal benchmarks are particularly meaningful.

What is the difference between Forecast Accuracy and Forecast Bias?

Accuracy measures how close the forecast is overall to the actual value, regardless of the direction of
the deviation. Bias, by contrast, shows whether there is systematic over- or under-planning, for example
when a sales region consistently plans too high every month. Both metrics complement each other: high
accuracy can mask a high bias if errors cancel each other out.

How can procurement improve Forecast Accuracy?

Procurement influences forecast quality primarily procedurally: through early involvement in the planning
cycle, feedback on scheduling agreement and goods receipt data to planning, and clear change
windows in framework agreements. In addition, collaboration with strategic suppliers based on shared
demand data helps. Procurement can, however, only limitedly control the quality of statistical models
directly.

Why does forecast accuracy decline over longer planning horizons?

As the time distance grows, uncertainty about customer demand, project cycles and market
developments increases because fewer order data are available. Statistical methods therefore typically
lose accuracy with each additional month. In practice, this is addressed with horizon-related reliability
levels: near-term periods are binding, distant ones serve only for rough capacity planning.

What is a Consensus Forecast?

A Consensus Forecast is an agreed planning figure that Sales, Marketing, Planning and Finance are
jointly accountable for, rather than parallel departmental forecasts. It is usually produced within regular
S&OP cycles and serves as the binding basis for procurement and capacity planning. This approach
reduces the typical distortions that occur when individual departments deliberately plan optimistically or
pessimistically.
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