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One-page executive summary

The project focused on solving the situation that US Sales leaders in Nugleous may
struggle with fluctuating demand and ineffective perishable goods allocation due to unknown
future sales under different purchase channels.

To optimize perishable goods allocation for Nugleous, we developed several models to
better understand product sales across 4 purchase channels and stores in different locations
by analyzing sales trends and forecasting next month’s weekly demand.

The data source we used is from Nugleous’s daily historical sales. It comprises 1.8 million
records with roughly two years of data. In this project, we focused on the sales prediction of
the top-selling item, SKU number 1765845, across the 4 purchase channels and among
different stores in the US over the past two years.

Our data-driven forecasting solution is briefly described below.

Since our goal is to forecast the demand for the top-selling item (SKU number: 1765845),
we first clean the data we needed, including combining this and last year's data,
transforming daily data into weekly data, filling the gaps with no sales data, looking deep into
unusual peaks, and then use reasonable ways to make the data tidy and able to run
forecasting. Next, we applied 8 time-series models to each of the 4 purchase channels while
considering the sale trend and seasonality at the same time. Then, we found the one with
the best forecasting results under each purchase channel. Lastly, we applied those best
models to forecast the weekly sales of each purchase channel for the next 4 weeks, which is
our main goal of this project!

After finding the best forecasting tools and results, here are our recommendations.

Since the “In-store purchase channel” and the “Store-pickup purchase channel” have an
overall decreasing trend from the forecasting plot, Nugleous sales leaders have to be very
careful if they would like to place more goods than the previous period in the future. Besides,
it is necessary to evaluate these stores’ sales, especially for the stores with dramatically
dropped sales these years. If the ability to earn money for some physical stores were lower
due to the change in customers’ purchasing habits, Nugleous can also think of gradually
switching some investment to purchase channels like “store delivery channels”, which had a
growing sales trend these years.

In contrast, the “store delivery channel” has a clear upward total sales trend, which tells us
this purchasing channel has the potential to earn more money for Nugleous. However, the
company still has to prevent ordering too many goods at a time because the overall growing
trend does not promise the same increasing sales each week, instead, the sales always
fluctuate.

At last, the “Online (Shipped from Store) channel” has an apparent fluctuation in sales
trend and also the lowest total sales amount among the 4 purchase channels. We’ve found
that the forecasting sales had a high correlation with the sales exactly a month (4 weeks)
before that day, which can be taken into consideration when making decisions.

Overall, this project aims to assist Nugleous in grasping the sales trend more accurately in
the future in a data-driven way. This kind of tool can help when making ordering decisions
and product allocation.



Detailed Report

3.1 Problem description

This project is in collaboration with Nugleous. Founded in 2013, Nugleous is a leading
developer of intelligent technology solutions that provides retail space planning and
performance analytics software to drive retailer’s success. Our primary business objective is
to assist Nugleous in gaining a deeper understanding of sales trends, especially regarding
the allocation of perishable goods across different purchase channels and building numbers.
Due to perishable goods’ short shelf life, efficient allocation is crucial. Our studies can benefit
Nugleous from meeting the demands and avoiding wasting in a data-driven way.

The main forecasting goal is to forecast weekly sales quantities for one product and predict
the demand for each purchase channel in the upcoming month.

The strategy goal is to enable suppliers to proactively stock up for each purchase channel,
optimizing their supply chain operations. The advantage of this goal facilitates the dynamic
allocation and recruitment of manpower, including delivery drivers and clerks, as well as the
efficient deployment of delivery trucks. Additionally, understanding the sales percentage
across various channels provides valuable insights for the sales leader's decision-making.

3.2 Data description

The source of our forecasting data is from Nugleous, and the data is from a large retailer’s
operational sales data. We specifically focus on one of the perishable goods’ sales, with the
most sales records in the data set from the 15" week of 2021 to the 12" week of 2023. We
think this item is the best choice to predict, for having the least holes data in our time series
and full four purchase channels. This dataset measures essential variables, including sales
information, as well as details on all building numbers and dives into four purchase channels.
The temporal scope of the data spans from the 15" week of 2021 to the 12" week of 2023.
One thing that needs to be noted is that since the data from the 13" week of 2022 to the 14"
week of 2022 are missing we create this duration of data by TSLM. To provide a
comprehensive view of trends and patterns over this period. At last, we combine our daily
data into weekly data. In total, our dataset comprises a substantial volume of information,
with a time series length of 98 weeks.

Since the business goal is to forecast the data for next month, we plan to do the forecasting
once at the end of a month. The graph below shows the time series of item 1765845, our
target perishable goods in this project, in four purchase channels and the sample 10 rows
per series.

3.3 Brief data preparation details and key charts

There are 16 attributes in our Nugleous dataset which respectively are SKU Number,
Building Nbr, Purchase Channel, Date, Day of Week, Week and Year, Store Format, State,
Store Zip Code, This Year's Sales ($), Last Year's Sales ($), Sales Quantity, Average Price.
Because we want to investigate the most frequent sales item in the data set, we looked into
SKU numbers and found that one of the perishable goods, item 1765845, has the most
records in our dataset. To forecast the demand for products of 1765845, we choose the



columns of Building Nbr, Purchase Channel, Date, This Year's Sales Qty, and Last Year's
Sales Qty, to get the daily demand data across different stores.

The first issue we found is, there are multiple holes in our Online purchase channel time
series. After investigating the data we found that most of the time T is 0 in this Online
purchase channel. So we filled the gaps in the series with 0.

Then, the next problem we met was that two unusual peaks were happening on April 1st
and 2nd (Picture 1-a 1-b) We applied the center moving average to smooth the time series
and remove peaks. The original temporal scope of the data spans from the 15th week of
2022 to the 12th week of 2023 and the 15th week of 2021 to the 12th week of 2022. Then
we use the TSLM to forecast the missing value between the gap of two years (Picture 2-a,
2-b). Finally, since we wanted to forecast the weekly demands, we aggregated the daily data
into weekly, which made the series have 365/7 seasons.

Before diving into the forecasting methods, we use the decomposition to understand which
model or setting of the model is better. In our daily data, we found a strong seasonality with
week. (Picture 3-a). Because the length of our time series is less than two years, which
means less than two periods, we can’t apply the classical decomposition to our weekly data.
We try ACF and PACF to see the strong correlation between lags in different series, finding
there is a strong correlation between lag 3 or 4, and lag 52, which means the seasonality
might have 4 seasons (approximately 1 month) or 52 seasons (approximately 1 year)
(Picture 3-b, 3-¢)

3.4. Forecasting solution

In the forecasting method, we first partition data into the training period (2021 W15-2023
W08, 76 weeks) as well as the validation period (2023 W09 - 2023 W16, 8 weeks). We make
the validation period longer to ensure that our model can have higher accuracy. We do the
forecasting by using the following model. Naive, Seasonal Naive using lags, Regression with
trend and seasons, Auto Arima, Auto Arima with stepwise, Neural Network. Arima with lags.
We chose parameter (2,1) by examining ACF and PACF plots of the differenced series.
Noticeable peaks at lags in ACF suggest the order q, while spikes in PACF suggest the
order p. Moreover, the seasonal cycle we are assuming in SNAIVE, TSLM, and neural
network models is all equal to 4 weeks (Picture 4).

We analyze the relative accuracy in the training period and validation period (Picture 5-a,
5-b,5-c). When we look at the graph of the fitted value, the residual values (Picture 6-a, 6-b)
in the training period, and the validation period, to avoid overfitting, we decided to take the
prediction intervals, fitted and predicted value plots under different models, and RMSE value
into consideration to find the best model of the 4 purchase channels.

So we get our best model in these four purchase channels in time series (Picture 6-c).

The approach we employ to determine the best model involves an initial assessment based
on the RMSE, followed by an examination of the corresponding graph (Picture 6-d). In cases
where predictions exhibit significant inaccuracies, as indicated by an unappealing graph for
the model with the minimum RMSE, such as in the case of Store delivery, we then shift to
directly identifying the model that best fits from the graph (Picture 6-d).

3.5. Time plot of series with future forecasts, for key series.

Then we apply the roll-forward to generate the future series. Pictures 6-d, and 7-a show the
results for future forecasts from the best model we select. Models are compared based on



their relative accuracy in both the training and validation periods. We used 8 time-series
forecasting models to train and validate our data and finally selected the best model to
generate future forecasts. For “In-store” and “Store pickup” purchase channels, the best
model is TSLM without specifying trend and seasonality which is autoregression. For the
“Online purchase channel”, the best model is ARIMA stepwise. For the “Store delivery
purchase channel’, the best model is a Neural network.

Picture 8-b shows the validation period with actual values. The colors in the smaller intervals
represent a 95% confidence level, while the larger intervals represent an 80% confidence
level. The black line represents the actual values. The label in the bottom left corner
indicates the confidence intervals for different models. From the figure, it can be observed
that almost all selected models fall within the 95% confidence level, indicating that the
chosen models are highly accurate.

3.6 Conclusions and operational recommendations

Here are some advantages and limitations of our project. For advantages, First, we use
weekly updates to provide timely insights into sales trends, which fits the industry standard.
Second, we select the best-performing models to ensure accurate and reliable forecasting
results. Last, we consider forecast variance, contributing to a detailed understanding of data.

However, there are still some limitations in this project. Since we only have data for around
two years(the 15th week of 2022 to the 12th week of 2023), some historical context will be
limited. Second, we lack Specific Sales Events Information. Such as weather impacts, limits
the ability to control external factors. Third, concerning markdown dollars, discounts may be
embedded in the data, making it challenging for us to isolate the pure effects originating from
regular prices across the four purchase channels. Last, there are some unknown reasons for
missing values in Online purchase channels that also complicate analysis.

Here are our operational recommendations. First, we utilize roll-forward results to
understand sales implications in specific channels for the next four weeks. Second,
emphasize the dynamic nature of the data and the need for continuous monitoring in the
future. Lastly, we provide specific channel-based suggestions. For the "In-Store" and "Store
Pickup" channels, characterized by an overall decreasing trend in the forecasting plot,
exercise caution when considering additional product placement in these low-sales stores.
Consider reallocating funds to growing channels like "Store Delivery" based on sales trends.
In the "Store Delivery" channel, there is a clear upward total sales trend indicating the
potential to contribute more revenue, but avoid overordering due to potential sales
fluctuations. In the "Online" channel, there are apparent sales fluctuations, and it has the
lowest total sales among the four purchase channels. Consider the high correlation between
forecasting sales and sales exactly a month (4 weeks) prior when making decisions. Since
forecasting will be conducted for the next four weeks, it will be performed once every four
weeks to generate data for the upcoming month.

Our project addresses Nugleous' challenge of managing fluctuating demand and optimizing
perishable goods allocation across different purchase channels. Leveraging data-driven
forecasting models, we focused on identified trends in the In-store, store pickup, store
delivery, and Online (Shipped from Store) channels. Overall, this data-driven approach aims
to enhance Nugleous' ability to forecast sales trends and make strategic ordering and
allocation decisions in the future.



3.7 Appendix:
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Picture 1-a: there are obvious peak values in 2023-04-01 and 2023-04-02



3 4

=]
~7

e

This, Year.Sales, Toatal Qty

¢ 8

202107 200201 202207 202301 202107  2002-00 202207 202301
Date [1D]
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Picture 3-a: Decomposition of daily data. There is a strong seasonality in a week,
particularly evident in the In-Store series. Additionally, we observe the trend looks like
the sin and cos routine. The uncertainty of residuals in the In-Store series is relatively
high, suggesting a likelihood of greater variability compared to other series.
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Picture 3-b: the ACF plot of different weekly sales data time series.

b
vy v

Picture 3-c: the PACF plot of different weekly sales data time series.



Picture 4: Forecasting models.

Purihase Ohanrel

1 WS

2 W eee

1 WS

4 b Sore

5 Saoee

& bh-Some

7 S

8 - Seomw

% Owise Shpped from
9 Ondss Shoped from

1 Osdene O

ped froww

L2 Ondre Shpped from
13 Owhexe Shoped from
14 Cndaw Shppad from
1S Owboe Shipped from
16 Onbee Shppad from S
17 Ssore Debwary

8 Sapee Detvary

19 Stoew Debvary

20 Noee Dabvery

21 S2omw Delvary

22 Stote Dubwary

21 5200 Delvery

24 Store Duivwery

25 S Mk

24 S0 Pehwp

27 S N

20 Seom Pxhp

2% Ve P

» % Pchep

51 Yo Nbhp

12 Soom Pk

Wi

Soore

Soore

Yoe

Sooee

v epaae
areva veech

.

g teywne
A ava veanh
re

arvea Lag
rarve

ey

L)

ey

LA e pwae
arrra seanth
3

areva lag
e

.

i

g

g lrrene
aeva weach
re

s lag

Type ~i Rwrid
Tiareng LITSS12ee0] M7.052006
Traming LOLSINes O]

Traming -1 621178e+01

T 58] 008302
Traming JARE70Ta+01 DOSAIRN
Tiaming L9557 e«01 2909059202
Trariny 03002 RS
Traming 23654100401 230801007
Trareny 2 ASARN 0] SASTITe
Trareng L0%1e+00 221919
Timing 24821901

Tioreng 8127101710

Tianing 251051701

Tlaseng 281051701 4
Troming 2.2 14%-0) L2541
Traw 24200} s

Traming

3 1L 6276400 + 00 1

ML

Tinwing SEAITITev00 4D A%y
Trawing 11951 14e+00
Trawing 1 720261013
Trawing 40101340400

Trawng

€ 0103 14e400

Tiareng LA IS0 405
Tieming 185559800
Tiaveng PRI Te-01
Traming A B s 0
Trameng PP e
Trane i
rereng S ey
AT -2
Troreng L 3955082
Traming LIPS Te-01 4590044

50855190

slonw

T TahA4S

L ATM024T
PRIt At
0¥
L E1Mo0%
A48
I 885240

G Y08

Oeisenr
2 TRMESS
24454018
11108909
04540244
SiiNle
J0.204 747

20 J94 4T

19 00%2%0)

S RG0S

IR ARSS 05

SBAZIAS

i

Ll
QARZW10
144880
LOMISMA
3. 9454458
URRL WL N
0165451
0109540
O1Miam

NN

haN

LT

w

NN

Nan

NN

Nan
LTI

0 ¥iLsse
4 9109070

0

L5518

S

1604100
L164380

M

1185049
orsien
4008112
(E2 3V R
a2
25009

474641)

MAM
IPRT TR S
14 588 748

1AM

1671004
e
275000

W.ansmn

212007319

14
MHmasein
2 0%3¢0)
2550
MR
Lmse
S Ssh0s
L7AM0

1297991

%)
LoATes

LLGANT e

Picture 5-a: the accuracy of each model in the training Period.
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Picture 5-b: the accuracy of each model in the validation period.
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Picture 5-c: the report of each model.
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Picture 6-a: The fitted and predicted value in both training period as well as validation
periods.
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Picture 6-b: The residuals in both training periods as well as the validation period.
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Picture 6-d: Rechange the purchase channel of store delivery through the
performance by seeing through the graph to get a better performance. According to
the Picture in 6-b, we choose the NN model as the best model
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MAE

1614.9988
1538.7378
1568.8072
1574.4385
1504.2812
1514.9560
1739.5496
1602.5111
1502.7485
1404.9795
1444.3296
1442.2504
1362.0625
1398.7409
1561.9020
1402.8548
1384.0914
1298.0879
1345.7984
1343.5487
1256.8750
1298.8225
1432.4880
1253.1673
1220.4407
1142.0636
1207.4407
1205.1905
1096.1230
1193.6654
1264.7909

1098.9173
590.9471

RMSE

1788.6919
1716.1209
1744.6281
1751.6971
1666.5668
1685.9906
1908.0209
1786.3958
1731.3353
1635.3301
1672.7701
1668.6855
1577.9607
1612.3414
1788.6684
1634.3124
1652.7426
1561.8846
1613.8486
1609.3118
1507.9344
1559.6431
1701.9104
1515.6179
1535.6189
1444.5816
1518.5962
1516.8241
1395.9744
1514.9596
1587.8903

1396.6328
1002 4016

MAPE
4426.0214
4261.7237
4338.7177
4352.5963
4161.3810
4141.5932
4640.4056
4289.1127
4381.0184
4175.3350
4280.2825
4264.1317
4096.5677
4158.9900
4469.1789
4092.7005
3787.6441
3593.5171
3717.7673
3702.3581
3440.0732
3627.1714
3861.8721
3441.2909
2758.6421
2582.0557
2719.3430
2714.8554
2468.7307
2666.4096
2826.2999
2472.7143
135.6R3N



Picture 7-a: the accuracy in each roll-forward model (Partial Result).
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Picture 8-a: Total sales from Store pickup and In-Store channels in different stores.
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Picture 8-b: Total sales from Store Delivery and Online (Shipped from Store) channels
in different stores.
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Picture 9-a: Confidence interval of each purchase channel. The colors within the
narrower intervals signify a 95% confidence level, whereas the broader intervals
indicate an 80% confidence level. The black line represents the actual values. The
label in the bottom left corner denotes the confidence intervals for different models.

LUV

i

Picture 9-b: Confidence interval of each purchase channel with eight models.



