THE PROFIT LAB //
4 STRATEGIES TO OPTIMIZE ASSORTMENT PLANNING
Assortment planning is one of the first areas retailers should assess in order to increase profit
and margin. Matt Garvis will be taking you through the top four strategies to optimize
assortment planning, including: SKU rationalization, clustering, forecasting and financial plans.

QUANTUM RETAIL TECHNOLOGY

TABLE OF CONTENTS //
4 SKU RATIONALIZATION DETERMINING THE PROPER DEPTH & BREADTH OF AN ASSORTMENT
7 CLUSTERING WITH LOCALIZATION IN MIND
10 FORECASTING WITHIN AN ASSORTMENT PLAN
13 ASSORTMENTS & FINANCIAL PLANS HOW THEY WORK TOGETHER

© 2010 QUANTUM RETAIL TECHNOLOGY INC. // THE PROFIT LAB: 4 STRATEGIES TO OPTIMIZE ASSORTMENT PLANNING

2

THE PROFIT LAB //
4 STRATEGIES TO OPTIMIZE ASSORTMENT PLANNING

Assortment planning is one of the first areas retailers should assess in
order to increase profit and margin. I will be taking you through the top
four strategies to optimize assortment planning including: SKU
rationalization, clustering, forecasting, and financial plans.
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SKU RATIONALIZATION DETERMINING
THE PROPER DEPTH & BREADTH OF AN
ASSORTMENT //

Right now is an extremely important time for retailers to optimize their
assortments. This process cannot only dramatically increase margin and sales, but
can also help localize store‐level assortments and increase the efficiency of your
customer’s shopping experience. When retailers offer too many choices, it can
cause headaches for shoppers and supply chains alike, force unnecessary
markdowns, and ultimately will take a toll on margin.
However, going through this process can be a bit daunting and takes careful consideration on your part.
Determining the proper breadth and depth of your assortment is not rocket science, but it is not something to take
lightly. If you cut the wrong products, you could potentially lose some of your loyal customers if you are not careful.
But all retailers can benefit from going through the process to evaluate the performance of their products and
stores. SKU reduction will help you create assortments that are easier to manage, more efficient and more
profitable – this means less stock‐outs of the products that are kept in the assortment (depth instead of breadth),
tighter focus on product performance, and more flexibility in vendor‐level considerations like tray size or pack size
choices. Additionally, it can offer a better shopping experience for the customer who may otherwise be distracted
by fringe products and the additional breadth allotted in the same space and make her more likely to find her
preferred color in her size.

How is this process typically done?
Most retailers have some concept of store grade by merchandise category based on store sales performance or
similar criteria. If grades are ranked from highest to lowest (e.g. A through G where A is the highest volume stores),
then a product will be ranged to all grades between A and x. The choice of grade x is based on whether the product
is core or is just meant to fill out the assortment – in which case it may only go to the top grades. When assessing
overall product performance, a product should be removed from the assortment of grades where it is not meeting
business expectations. Absent of a store grade concept, the same principal can apply to individual stores where the
rate‐of‐sale of the product in the store can be used to determine whether it should still be assorted to that store.

What are the dangers of SKU Rationalization?
If the decision to remove a product is made solely on that product’s performance, you may be losing a product that
helps drive the sales of associated products. Worse, you risk losing a key customer to competition and never
regaining their business. It is important to know who is buying the products being removed, and what else they buy.

How do I avoid cutting items that top shoppers really want?
Looking at transactional data (what items sold in the same transaction) or loyalty card information (which
customers are associated with the sales of those items and what those customers have spent over the last year) are
two means of addressing that question.
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Retailers may also make choices about which products they plan to cut from their assortments by briefly
discontinuing the product’s replenishment. A good assessment of the choice can be made when a planner looks at
how quickly the product stocked out, and if any associated product sales slumped in the process. After this analysis,
it should be fairly obvious whether or not the item should stay or be removed. Similar tests can be performed in a
grouping of stores. Item performance can be analyzed in those stores and similar decisions can be made for like
stores, especially those with similar item level performance and demographics.

When is a good time to rationalize SKUs?
For retailer’s that have a concept of season and have items brought in for each season, SKU rationalization should
be done as part of pre‐season planning. For long‐living items, assortment decisions would be made at the start of
the item’s life that would then be tweaked after the item starts selling (but the bulk of the decision would have
been made upfront).

Which inventory should retailers focus on reducing?
SKU rationalization in many cases is more effective with longer‐living merchandise because you can track an item’s
progress and make reasonable adjustments. With fast fashion, for example, it is more difficult (but not impossible)
to base next season’s SKU rationalization on the previous season when the previous season may have been
impacted by the performance of particular styles.

WHEN DETERMINING WHETHER TO ADD OR REMOVE SKUS TO AN ASSORTMENT,
RETAILERS SHOULD LOOK AT THREE MAJOR FACTORS:
1.
2.
3.

The relative value of each SKU in the assortment
The GMROI of the store itself (or cluster)
The local demand of each store – what shoppers are buying

The reductions or additions should be made in periodic intervals, perhaps weekly. This decision will look at these
three factors and assess whether a planner should add one item to this cluster, remove two from another. It’s not a
once a year, twice a year process, it’s constant. This is a big deal. Going through this process on a continuous basis
will give visibility to product performance and the success of a reduced assortment.

WHERE TO BEGIN
Your main question: What to send to which store for what reason?

The Top 3 things to consider when beginning the rationalization process:
1.
2.
3.

The direct impact the SKU will have on the store’s performance through its sales contribution
The indirect impact the SKU will have (through halo/cannibalization, i.e. cross‐item effects)
The hard‐to‐measure “image impact” – beyond actual dollars generated by the item or associated items,
does the existence of the item in the store impact your customer’s perception of your store.

WHAT YOU SHOULD CONSIDER WHEN LOOKING FOR NEW CAPABILITIES
It is important to look for tools that will help you assess the profitability and success of each item at all of your
stores. When retailers have a tool that can constantly and automatically monitor the success of their products and
make recommendations on the breadth and depth of the assortment at each location, they will make the most of
their time and quickly increase margin.
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There are new technologies available today that can simplify this process and make it ongoing by creating a strategy
for these attributes and applying it to all categories and stores.
In the complex task of SKU rationalization, planners and buyers need the assistance of smart technology that can
give visibility to the performance of every product at every store. This kind of technology can quickly pay for itself as
it optimizes your offering, reduces inventory, and increases sales.

WHAT TO LOOK FOR IN ASSORTMENT PLANNING AND SKU RATIONALIZATION
TECHNOLOGY:
1.
2.
3.
4.

A system that continuously monitors business strategies, customer strategies, profitability, service levels,
and stock levels
Technology that utilizes the data it takes in to recommend the most profitable assortment for each store,
across time while constantly taking customer demand into account
The ability to optimize SKU rationalization by recommending like‐product attributes for new products
The ability to take in real‐time data and automatically recommend inventory need based on local consumer
behavior and store performance

Most software products focused on assortment give retailers the tools to assess item performance and to make
removing or adding decisions. Quantum is going a step further by suggesting, by category/store, where ranges
should be increased or decreased. The software will then quantify the specific assortment change recommended by
suggesting how many items should be dropped or added to determine the final cluster assignment. The planner can
then see the impact (a what‐if) to sales/profitability/etc when the SKU rationalization is changed. This gives retailers
the tools to make intelligent decisions regarding the rationalization – while still leaving the choice in the retailer’s
hands.
When retailers optimize their product range based on local store demand, stock outs, and customer behavior, they
will quickly become more profitable and able to compete in today’s retail market.
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CLUSTERING WITH LOCALIZATION
IN MIND //

Years ago the store owner knew his customers by
name. He could pull their goods in advance of them
coming in to the store. If the customer wanted
something that the store owner didn’t carry, the
customer could request a specific item to be added
to his assortment and he could choose whether it
would be worth it or not. As store chains developed,
non‐centralized planning and merchandising allowed
the store manager to keep his finger on the pulse of
his customers. What were they asking for? What did they like? What did they not
like?
Today is a much different picture. These same chains have expanded their store counts by hundreds, if not
thousands, and now rely on buyers and planners that sit in headquarters trying to determine how to localize the
assortments to maximize the potential revenue and margin that each individual store has the ability to provide.
How can today’s merchant personalize and localize an assortment the way the store owner or store manager would
have done when they were responsible for just one store? The obvious answer would be to assort each store
independently, but that just isn’t realistic. There are not enough people to do that. The answer lies in clustering.

THE BEGINNINGS OF CLUSTERING
Clustering started decades ago as chains began reaching the high double digits in store count and merchandising
became more centralized. Back then, everybody did it the same way. Stores were ranked in terms of sales and
grouped, usually by percent of average. The “A” stores may be those stores that perform at 200% of the “average
store.” Of course, there was no “average store,” but it was the total sales divided by the number of stores that
represented the average. “B” stores could be 160% to 199% the average store, and so on. The number of clusters
were somewhat a semblance of how many stores were being managed, but also the number of clusters a buyer or
planner could manage was a factor as well. The more clusters there were, the more precise the assortment could
be, but the more difficult it was to merchandise. Trade‐offs were common. This was the beginning of clustering.

Merchandise Hierarchies
Next the merchants started to group the stores by merchandise hierarchies. Categories, departments, and classes
now were getting their own clusters of stores, a logical transition. An “A” store could be a fantastic store in
women’s career apparel, but terrible in men’s accessories. This allowed merchants to be increasingly specific in
building assortments that would perform better in certain stores.
This is about where your typical retailer is today. A majority of retailers dissect their stores into volume (sales)
based clusters in this manner at a merchandise hierarchy level. That merchandise hierarchy varies, but it’s typically
at the level that planners are building an assortment plan, most likely to be class. While a majority of retailers are at
this point, a few have successfully moved beyond this stage and made a variety of improvements.
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Nested Clusters
Some clusters are nested, building clusters not just on sales volume, but also on a variety of store attributes.
Climate is probably the most common and most logical. This has a big impact on a variety of categories. Outerwear
will sell better (and earlier) in Minneapolis than in Miami. Store size is another somewhat common attribute that
merchants use to cluster as is demographic information such as race, religion (for some classes heavily influenced
by holidays), or income. All of these make sense, but they are far from being universally adopted.

Statistical Clustering
A mathematician would tell you that what I have previously referred to as clustering is actually “grouping of stores.”
Pre‐determining both the break points as well as the number of groups doesn’t allow stores to truly “cluster”
together, but instead to simply “group.” By applying statistical methods to clustering, stores that are truly more
alike will end up in the same cluster. The number of clusters becomes statistically relevant as well, and not
something as simple as 26 clusters because that’s how many letters there are in the alphabet. You laugh, but I’ve
seen it more than once in my career.

An Evolving Process
So, the evolution has begun, clusters are now really clusters, as opposed to groups. Stores are being clustered
together based on more options than sales volume alone and being clustered with statistical accuracy.
Consideration for demographics or store attributes such as climate are now commonplace. However, there is a big
piece missing from these processes.

THREE MAJOR PROBLEMS OF CLUSTERING
While there might be exceptions out there, the vast majority of clustering has three major problems associated with
the process. These three issues are seriously inhibiting the retailer from truly localizing their stores.
1.
2.

3.

Clusters of stores are almost always based on historical performance.
Clusters are typically locked in for a season or similar time period. If the recent economic climate has
taught us anything, it is that store behavior changes and it changes rapidly, especially at the merchandise
levels.
Clusters are hindered by store attributes. Significant value can be gained if stores were clustered based on
merchandise attributes.

Plan for Future Demand
Clustering stores based off history is a mistake that almost every retailer makes. But the typical merchandiser does
not have much of a choice. History is the only thing that they have at their fingertips on which to cluster. This means
of clustering misses the quite obvious fact that stores performance last year will not equate to store performance
this year. That’s why history is not the best base for clustering stores together. A consideration of expected future
behavior must be made. Clustering on a trend or, better yet, a forecast at the store/merchandise level is a better
way to cluster the stores.

Stores are Dynamic
The second issue mentioned is that store clusters are typically locked in for a season or more. An individual store
that performed as an A cluster last year during the spring season in women’s tops will be clustered again as an A
store for the entire Spring season this year. However, as often as not, that store will not repeat the same
performance year over year especially in every department. Stores need to be able to move within a cluster to more
© 2010 QUANTUM RETAIL TECHNOLOGY INC. // THE PROFIT LAB: 4 STRATEGIES TO OPTIMIZE ASSORTMENT PLANNING

8

closely align their actual performance with merchandise levels. If stores don’t move with their performance, they
aren’t being localized. Stores will underperform and be left with merchandise to markdown or overperform and
stock out. If, however, stores actual current performance dictates the cluster and thereby their merchandise levels,
these things are less likely to happen and the store is being localized more effectively. By doing that, we are
introducing continuous small amounts of change into the way that products are being assorted into stores, which in
itself is more manageable and timely in reacting to the way that customers are really acting in the stores. That’s an
incredibly powerful piece of the puzzle.
The best way for stores to be localized given that it is impractical to expect an assortment per store is by having
dynamic clusters. The assortment planning process should include a periodic, typically weekly, review of each
store’s performance versus its cluster and make a recommendation to move that store to a different cluster based
on a variety of criteria. This allows merchants to fine tune the assortment that will perform best in a store given the
store’s behavior this season, not last year.

Don’t Forget the Merchandise!
The last issue is clustering solely on store attributes. There is clearly value in merchandising based on some store
attributes. Climate is the best and most obvious example as this not only affects the breadth and depth of the
assortment, but also the flow of the merchandise. I remind you of my earlier Miami and Minneapolis example in
outerwear. You’re not only going to have more choices in jackets in Minnesota, but you’ll have more inventory as
well as an earlier flow of merchandise. However, clustering solely on store attributes missed a significant
opportunity for store localization based on how merchandise attributes collectively perform at an individual store.
An example of this can be found in price point. If you cluster a class of merchandise based on the price tier (“good,
better, best” is common representation of this), the stores that perform better with higher priced merchandise will
be grouped together. I would argue that this is even more accurate than grouping the stores based on
demographics such as income level. Just because a store is in a nicer neighborhood does not mean that higher
priced merchandise will sell better in that store. Honestly, if the retailer creates clusters with stores that actually
perform better in the type of merchandise, the demographic information hardly matters!

IN SUMMARY
Today, nobody expects every store to receive its own assortment plan. Every store, however, can receive its own
localized, unique assortment even when clusters are being utilized.

Recap:
1.
2.
3.

Cluster on more than just volume and history, by incorporating attributes of not only stores but of the
merchandise.
Constantly update the store cluster assignments based on actual store behavior.
Create localized clusters based on how merchandise attributes collectively perform at an individual store.

By following these guidelines, a merchant can have a positive impact on their chain’s performance and will be able
to create localized plans for the individual stores.
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FORECASTING WITHIN AN ASSORTMENT
PLAN //
Many major retailers have so many forecasts
available to them that it is hard to know
which one to use. There is a forecast for
marketing, for the catalog, for the website,
one for the replenishment of goods at a low
level, one for financial merchandise planning
at a high level of merchandise, one for the
distribution center, and the list continued. So
which one do you use for planning?

While forecasting has, to a certain extent permeated the realm of higher level merchandise financial planning it has
yet to make a real beachhead in assortment planning. I would argue that there is a lot of opportunity to be gained if
the forecast is incorporated into the assortment planning process for determining store assortment breadth, depth,
and whether or not items will be carried at all.

ASSORTMENT REVIEW
Finding the balance between the benefit of utilizing a forecast in assortment planning or not partly depends on
what you are forecasting. When the assortment plan is synonymous with an assortment review process or category
review the benefits definitely align with utilizing a forecast. An Assortment review process is most typically used in
long life items. Whether they be hardlines merchandise or long life softlines merchandise, such as jeans, the
forecast can predict performance of an item with a high degree of accuracy.
Traditional forecasting systems require a great deal of history to provide a forecast that has a confidence level that
is high enough to be worthwhile to incorporate into the process. Items that have long life, often referred to as
replenished items, typically have a confidence level that is high enough. So, the results of a demand forecast, which
is a forecast that incorporates lost sales and available inventory, can be utilized by the planner to determine which
items should be kept, which items should be deleted, and which items should be added or removed from a specific
cluster. Typically this process is completed using only historical performance. However, trends that may not be
perceptible when looking at historical performance can be seen in a forecast.
Determining the breadth of the assortment to a specific store, or cluster of stores can also be enhanced by
forecasting. By using a forecast to best match a product with clusters that are most likely to sell the item profitably,
it is possible to reduce overstocks and prevent markdowns.

FORECASTING FOR FASHION
Nobody would tell you that it’s easy to forecast for fashion or any short shelf life product such as cell phones or
DVDs. Why is it so difficult to forecast fashion? There are a number of reasons, but the primary issue is short life.
Traditional forecasting systems need long periods of historical activity to identify selling trends and begin producing
results they have confidence in. Add the complexity of sized merchandise and the data is much too granular to draw
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SKU / store level conclusions from. Many have come up with complex algorithms, constraints and rules that attempt
to address this issue. So retailers have adopted an alternative approach: consolidation. By consolidating the
histories of many products that have similarities to the current product, we feel confident that the current product
will behave as its predecessors have. For example, when allocating a new product to stores, it’s common to use a
base data set of the product’s class, or alternatively, choose a “like item”. This of course is simply a surrogate to
address the limitations of forecasting and store replenishment. Since the products don’t live long, we supplement
our need for more historical selling time by applying our knowledge of similar products or product groups to give us
more data. This allows us to begin seeing selling patterns. We then apply calculations that interpret the
relationships in this base of data to derive a calculated recommendation.
These calculations are simpler than forecasting routines, but together with the additional merchandise that makes
up the base of data, they are much less volatile and therefore return reasonably stable results. We review this result
and change it based on other dimensions of data we analyze, assumptions and intuition. Having said that, there are
forecasting systems that have been able to aggregate similarities in products, such as attributes, price points, or
fashionability to give a semblance of accuracy to a forecast.

TRACKING LIFE CYCLES
Recently, a few companies have had success applying forecasting to fashion allocation. They have done this by
combining advancements in technology with innovation in retail science to understand the relationships of behavior
across many different products, store types, and levels. Two of these relationships that have shown some promise
are lifecycle and strategies. Tracking the lifecycle of an item at a store level to see how that store behaves with a
new product that has a short life has shown to be an excellent indicator of future item behavior. A typical product
introduction has a curve to it over time that shows how quickly a new product takes off and how long it produces
positive results. Mapping that behavior by store to new items gives a solid indication of how a similar new item will
perform in the same location.

PRODUCT STRATEGIES
Another helpful tactic is to create product strategies. The knowledge of life cycles, product strategies and price
points will give the forecast lots of historical data points. An item’s strategy is defined by how the product is
expected to behave or by assessing why the item is in the assortment. Traffic drivers, loss leaders, fringe items and
core items are all terms that are typically used to describe an item’s strategies. The combination of strategies and
lifecycles starts to give us a preview of an item’s behavior by store once it is introduced. These can be used to help a
planner determine where certain items will perform well in order to determine which clusters are best to receive
the item.

TECHNOLOGY TO SIMPLIFY THE COMPLEXITY
With automated inventory management systems, the complex execution can be simplified. Since these systems also
understand what you as an allocator are trying to achieve, they can execute to that automatically. Only when they
cannot do what you’ve asked of them does the allocator need to intervene. Even then, issues are addressed using
business logic rather than trying to manage complicated calculations, statistics or controls. The same process can be
applied to any new item, whether short life or long.
By using a culmination of information similar to that product, a new product can be forecasted with enough
accuracy that a planner can have a good recommendation as to where that product should be carried. For example,
by knowing how fashion‐forward an item is, the item’s color, price point, and attributes, such as sleeve length, the
forecast can use a consolidation of similar items to forecast how that item will perform in a given store based on
that store’s historical performance metrics. If you spend more time finding the data that most closely reflects the
trending, lifecycle, seasonality and historical demand of the item we’re allocating, results ultimately improve. Once
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these metrics are known, a planner can determine if the item will positively impact sales or profit enough to carry it
in the store.

FORECASTING FOR LOCALIZATION
The benefits to localization are rarely disputed. All retailers to a matter of degree are attempting to place the
optimal assortment in each store based on that store’s propensity to sell. By looking at history alone for a given
store the localization process is simply not going to be optimized. In an earlier installment to this topic I wrote about
the need for clusters to continually adjust to the behavior of the stores. Stores should not be locked into a particular
cluster for an entire season/year but should shift as plans become actuals. Additionally, SKU rationalization or
optimization, depending on your definition, needs to be a part of the localization process. As stores behaviors
change, items need to be added or removed from the assortment in order to optimize the stores performance.
Forecasting should also be part of the localization process, although not as blatantly as dynamic clustering or SKU
Rationalization. Rationalizing of the SKUs should be based, in part, on the forecast of the SKU / store rather than
solely based on history. A stores assignment to a cluster should also utilize a forecast to cluster the stores given
their expected behavior in the near term. As a caveat, this only works if you are re‐clustering the stores on a weekly
or monthly basis. Any further out than that and I would not trust the forecast’s accuracy.

FORECASTING FOR DEPTH
The hard part in using forecasting is attempting to determine whether or not to add an item to the assortment and
deciding what stores the item will be ranged to. The much easier portion of the assorting process is in determining
how many of the items to hold in the store in order to capture expected demand. A forecast can help determine
the depth of the assortment and arguably have a greater impact to the performance of that assortment than
helping to determine the breadth. By clustering stores together based on a forecast, the stores that are likely to
perform similarly are going to be grouped. Presentation quantity is, of course, a consideration of the depth of the
assortment.
Typically the planner has the ability to determine how much product goes into the store and does so by the store
volume cluster. Using the reliable wedge, the planner will typically put more in the larger volume stores than the
smaller ones. However, if the forecast becomes more reliable, the amount of product that initially goes to the store
can be refined to a more granular level so as to avoid over or understocks early in the product’s lifecycle. A good
allocation or replenishment should be able to take care of it from there.

IN SUMMARY
It’s easy to argue that the forecasts at the SKU/Store level are too inaccurate to be of any use to the assortment
planning process, but with some new thinking of how to forecast, significant value can be gained.

© 2010 QUANTUM RETAIL TECHNOLOGY INC. // THE PROFIT LAB: 4 STRATEGIES TO OPTIMIZE ASSORTMENT PLANNING

12

4

ASSORTMENTS AND FINANCIAL PLANS
AND HOW THEY WORK TOGETHER //

Financial planning was made prevalent
first by early spreadsheets and then by
merchandise financial planning
applications that have been around
since the 1980s. Assortment planning
began around the same time, but is
both less mature and has more
scattered, inconsistent processes
throughout the retail world. It seems
that no two retailers do assortment
planning the same; however, on the financial side there is more commonality in
areas such as: the plan, open to buy (OTB), and weekly stock, sales and inventory
(WSSI) reports.
So how can assortment planning and financial plans work together in order for retailers to get the most out of
each? The main enabler to having a better financial plan is to have an assortment plan that can truly identify
opportunities to improve the financial goals of the organization that are outlined in the financial plan.

THE FINANCIAL PLANNING PROCESS
The financial planning process typically starts off by planning sales. This is often done at the chain level, sometimes
incorporating comp and non‐comp or store changes such as openings and closings. Usually, this chain plan is then
broken down by merchandise hierarchy, so that each department’s planning process begins with building a sales
plan. This sales plan can be enhanced by a sales forecast. This forecast can pick up more recent trends in a category,
class, or department level that a simple comparison over the last year cannot.
Once a sales plan has been developed, the next piece of the planning process is to build an inventory plan. The
question to ask is this: “How much inventory do I need to meet the sales plan that I just laid out, which has been
confirmed by a forecast as the most likely sales activity?” Once the inventory plan is established the inventory
receipt plan is established. The planned inventory receipts are the planned ending inventory, plus the planned sales,
markdowns and inventory adjustments, less the end of month inventory from the prior month. The receipt plan
exists in order to provide an inventory purchasing plan for future periods.
The main issue is that you have no idea what to buy nor do you know where to put the inventory in order to
maximize the sales potential to your business. That’s where the assortment plan becomes such a powerful vehicle
to performing well. By coordinating a constantly updated forecast enabled financial plan with a sophisticated
assortment planning tool, you can ensure that you’re buying goods and putting them in the stores that will perform
the best.
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OPEN TO BUY
This also works when you have an Open to Buy. OTB is essentially the difference between how much inventory you
now have and how much you actually need in order to meet your sales plan. It includes in‐stock inventory in stores,
in the warehouse, in transit to the stores, and on order. OTB dollars (or units) are often kept positive in order to
take advantage of special buys or to react to items that are performing well above expectations.
While Open to Buy is a great way to manage the balance between sales and inventory, the OTB that is typically
utilized is simply not at a low enough level to give the buyer or planner any insight into what merchandise will
actually help you meet the sales goals that have been laid out in the financial plan. For example, OTB is most often
completed down to the level that the buyer is responsible for. That could be a category or a department. But, the
buyer, in coordination with the planner, has to make selections at the item level and determine which stores to put
more stock in and which stores already have enough. OTB, therefore, is simply not granular enough to accomplish
the goal of maximizing the sales plan.

GETTING THE MOST OUT OF FINANCIAL PLANNING AND ASSORTMENT PLANNING
In order to get the most use out of financial planning, the process must consist of a robust assortment planning tool
that can tell a buyer and planner at a very granular level which products are performing well at each store or cluster
of stores. To meet financial objectives, there are three important capabilities that assortment planning tools should
utilize.
First, assortment planning tools should be able to quickly and constantly suggest changes to the plan that can help
meet financial goals. Examples of this are suggestions of stores or clusters that are under assorted, where adding
items to those stores can increase sales.
Secondly, assortment planning tools should have robust ‘what if’ capabilities. One of the better ways to accomplish
this is to incorporate an interactive item/location forecast into the assortment plans. This way, if a user wants to see
the effect of adding or removing an item from a cluster, she can immediately see the impact of that change in the
assortment. The ability to see into the future with a forecast that is performed at different levels (e.g. department
in the OTB plan and item/store in the assortment plan) can significantly enhance that marriage of the plans.
Lastly, a good assortment planning tool needs to be able to compare the financial plan and the potential ‘what if’
assortment plan to identify what is ideal for each store. If all three of these are put together in an assortment
planning tool, you have the ability to fully realize the potential of the OTB or in‐season plan.

NEW PRODUCTS
Today, the typical retailer constantly introduces new products into the assortment for a variety of reasons. The one
reason that permeates every type of business is to keep the assortment fresh and give the customer something new
to see each time they walk into the store. New products obviously have the ability to add value to the assortment
and help meet the goals of the financial plan, but knowing which new products will perform well in which stores
involves some sophistication.
When looking at a new product and attempting to determine its demand, one can choose a like product or a
combination of like products given attributes, price points, merchandise type, and so on. But it is critical that an
assortment plan has a good way of determining how an item will perform in a given store. The total demand can be
aggregated to the cluster to determine how much of that item to purchase and which stores should get the item.
This quantity should then be balanced with the financial plan to manage the remaining OTB dollars.
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IN SUMMARY
A financial plan is not complete without an assortment plan. The assortment plan needs to be a key tool that can
help a retailer meet the goals that are determined during the financial planning process. A good assortment plan
takes the guidance of the merchandise financial plan and carefully analyzes the merchandise on a detailed level
recommending changes to the range breadth at a store or cluster level, and has the ability to perform ‘what if’
scenarios to find the best mix of merchandise, including new items in order to fully maximize the potential of the
merchandise.
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LEARN MORE
This series comes from our weekly blog, The Profit Lab, updating you on innovative industry trends, practices, and
techniques. To receive weekly updates from this ongoing series, subscribe below.

SUBSCRIBE TO RECEIVE WEEKLY UPDATES OF THIS SERIES HERE»
FOR MORE RESOURCES ON ASSORTMENT PLANNING, VISIT:
http://quantumretail.com/solutions/assortment‐range‐planning/resources/

GET BACK IN THE GAME //
Are you ready to know exactly what your customers are asking for at every
location and to have the ability to react as their wants change? If you are looking
for a solution that can drive momentum for your business this year, check out the
solutions offered by Quantum Retail.
Our customers see valuable results in 8 to 12 weeks and our implementation approach gives
your team access to the system from early on, so you can manage changes to your processes
with ease. Quantum Retail continues to help all of its clients drive positive business value more
rapidly than anything seen in retail.
GET RESOURCES ON HOW TO ADAPT TO TODAY'S RETAIL MARKET HERE»
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