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Introduction

Afinancial plan helps companies establish guidelines for developing operational
and financial plans. Key corporate objectives are rationalized and capital
investments are considered. Objectives are translated into tangible financial
targets. Investment decisions and targets lead to the creation of integrated financial
statements that link financial goals to financial metrics. Then the entire organization
rallies behind these objectives and targets.

The key financial planning and forecasting outputs are a consensus income
statement, balance sheet, cash flow and resulting financial metrics.

Ifyour company is like most companies, you use ERP systems and spreadsheets
for your financial planning, which can create errors and make it difficult to arrive

at consensus plans and budgets. Financial ERP systems can handle individual
transactions very well and spreadsheets offer flexibility with great individual
modeling capabilities; however, neither can really provide centralized views of the
data and information because of their limited focus.

To boost accuracy in forecasting and improve resource allocation, a solution with
flexible modeling capabilities, personalized analytics and integrated workflows
isrequired. The IBM Cognos® Integrated Financial Planning and Forecasting
Blueprint is that solution.

The Integrated Financial Planning and Forecasting Blueprint enables operations
to focus on plans while affording finance and senior management the visibility to
ensure that operational plans are in synch with corporate objectives. The Blueprint
establishes the targets and metrics used to measure organizational success.
Response to changing business conditions is usually expressed as an updated
forecast. As forecasts change, integrated financial statements can be instantly
updated to see the impact on key financial objectives such as DSO and cash flow
per share.

To help you understand the value of this Blueprint, a quick review of financial
planningisinorder.



Financial planning

Inthe financial planning process, the focus is on creating integrated financial
statements and their links to operational plans. For example, a company offering
certain customers more liberal payment terms to increase sales forecast revenue

must also evaluate the effects on cash flow.

The overall process is characterized by the need to:

e Establish relationships between profit metrics and cash flow requirements.

e Synchronize operational plans with integrated financial statements to
understand theirimpacts on the balance sheet and cash flow.

¢ Model alternative business scenarios quickly to make optimal investment
decisions.

Financial planning consists of three activities:

1. Setobjectives
2. Settangible targets

3. Measure and adapt

Corporate objectives and strategies for upcoming and future years are translated
into tangible targets—for most corporations, a set of financial statements that

includes anincome statement, balance sheet, cash flow and key ratios/ metrics.
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Financial summary
Balance sheet

The statements should be integrated, so that any change in underlying assumptions
ripples through all of them: days sales outstanding (DSO) assumptions affect the
balance sheet along with cash position; revenue plan assumptions affect balance
sheet and cash flow and so on. Because such targets are frequently iterated,
accuracy is increased.

In high-performance companies, financial statements are the baseline for
measuring results and are dynamic documents in constant use, not mere reports
collecting dust on a shelf.



The process begins with setting financial objectives expressed as financial targets
or goals to establish operational plans, budgets and forecasts. Objectives are
discussed and finalized, then expressed as a set of tangible targets in the form of
financial statements—initially an income statement. Revenue targets are modeled
based on agreed-upon financial objectives, then measured against profitability
objectives to identify margin requirements. Resources can now be properly
allocated throughout the company.

As income statements are finalized, they’re tied to a model that includes a balance
sheetand cash flow. Accounts receivable, accounts payable and major capital
expenditures are modeled to analyze key metrics. Best-in-class companies iterate
scenarios between the income statement, balance sheet and cash flow to ensure
that anintegrated view is taken when planning for the upcoming fiscal year.

When integrated financial statements are validated, they are used as targets
to build corporate operational plans, which are then linked back to integrated
financial statements to validate targets. Changes to plans or targets are reflected in

integrated financials to increase chances of reaching financial goals.

After financial plans are agreed upon, the entire organization can monitor key
metrics to evaluate and adjust operational performance. Operational decisions are
tied to corporate objectives as business drivers are translated into a forecast, and
financial plans are adjusted as business conditions change.

Atypical workflow for financial planning and forecasting

After acompany has set its strategic objectives, the rest of the organization uses the
targets to create tactical operational plans for the upcoming year. Plans are typically
driver-based and linked to key business factors such as number of units sold,
product mix and so on. After plans are reviewed and approved, they are tied back to
integrated financial statements to ensure they meet corporate objectives.

With interactive scenario analysis and team input, company resources and plans
often shiftin order to meet financial objectives. Throughout the process, operational

plans must be continually translated into a set of financial numbers.



Financial goals and objectives might need adjusting as operations provides a
clearer picture of what is achievable with the resources at hand. The association
between integrated financial and operational plans leads to alignment and

commitment to reach corporate objectives.
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;| IncomeStatement | & Months | Corporate | Budget 2
% [IncomeStatement] | | % [Months] | [Organization] | | [Scenanio]|
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ERP systems and spreadsheets in the process

Financial ERP systems readily capture individual account transactions, and
spreadsheets offer flexibility with great individual modeling capabilities. But neither
is well-equipped to manage enterprise-wide integrated financial planning. ERP
solutions cannot easily model the business beyond general ledger accounts and
therefore do not have the capacity for complex operational plans. Spreadsheets
can handle modest complexity, but offer neither centralized management nor
aggregation. The process is lengthy, the numbers are inaccurate and atrue

integrated financial statement is nearly unattainable.



Infact, most companies forgo integrated financial statements and spend more time
on income statements with balance sheet and cash flow as near-afterthoughts.

Given the time and labor required to model financial objectives, there is little
opportunity for the rest of the organization to link operational plans with corporate
objectives properly. Finance typically mandates objectives and barely considers
operational plans. Opportunities are lost, serious resource issues go unnoted and

there is minimal accountability and commitment to corporate objectives.

The planning cycle is so time and resource-intensive that plans for the upcoming
year are already out of date when operational budgets are finalized and linked to

financial plans and objectives.

High-performance companies replace the manual spreadsheet process with
flexible multidimensional modeling capabilities for complex requirements such
as profitability analysis, personalized planning and analytics, and integrated
workflows to minimize error and to boost contribution and accountability.

Using IBM Cognos TM1, the process is integrated and accelerated and enables
more flexible modeling and analysis to improve forecast reliability. Changes to
accounts payable and accounts receivable turnover can occur while decreasing

revenue and expenditures ripple through integrated financial statements.

Modeling “what-if” scenarios using data spreading—the IBM Cognos TM1
multi-dimensional allocation function—to simulate business contingencies is
quick and easy. Because financial objectives are easily identified and modeled,
financial targets are quickly passed to operations. In TM1 Administrator, a planner
assembles the views and deploys the planning model to users and groups with a
few keystrokes.

With IBM Cognos TM1, advanced personalization is blended with workflow
activities. During the planning process, each contributor can dynamically build

her own alternatives. For example, she might add a new department or product or
remove aterritory and recalculate the numbers almost instantly. She can then share
any number of the scenarios with the team, and submit the best scenarios into the

planning templates for optimal business.
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[fIncome Statement | [H|Trial Balance  [Cash Flow Direct  [fHCash Flow Indirect = [HlBalance Sheet | [Finandal Summary [ Calendar

Rows: Columns: : Context. = =
g e
] May Jun ul fug sep
FLOW - OPERATIMG OPERATIVES i
Accounts receivable
Accounts receivable - beginning of period 554,631 420,785 477,232 441,311 456,626 461,837 437,837 432,363 492,627
Sales 296,462 303,693 310,924 318,154 325,385 332,616 339,847 347,073 345,872
Receipts from customers (430,308) (247,245) {346,549) (292,840) {330,174) (308,618) (345,320) (336,815) (331,220)
Accounts receivable - end of period 420,785 477,232 441,311 466,626 451,837 487,837 482,363 492,627 507,279
Days sales outstanding 449 44 44 +4 44 + 44 44 44
Raw materials inventory - beginning of period 296,318 252,685 286,580 265,011 280,213 277,335 292,950 289,602 295,824
Raw materials consumed (104,443  (106,930)  (109,538)  (112,085) (114,632)  (117,180)  (119,727) (122,274  (119,621)
Raw materials purchased 50,810 140,886 87,969 127,286 111,755 132,795 115,439 128,436 122,849
Raw materials inventory - end of period 252,685 286,530 265,011 230,213 277,335 292,950 289,662 295,524 299,053
Days raw materials outstanding 75 75 75 75 75 75 75 75 75
Accounts payable
Accounts payable - beginning of period 229,332 117,657 301,898 170,262 254,572 216,300 265,589 225,366 243,586
Purchases 50,310 140,886 87,969 127,286 111,755 132,795 116,439 128,436 122,849
Payments to suppliers (172,445) 43,316 (219,604) (42,976)  (150,027) (83,505)  (156,662)  (105,216) (125,737
Accounts payable - end of period 117,697 301,898 170,262 254,572 216,300 265,589 225,366 248,585 245,699
Days purchases outstanding &0 &0 &0 &0 &0 &0 &0 &0 &0
Accrued expenses 1] 1] i] i} 1] i} v} i} 1]
Accrued expenses - beginning of period (450,554) (397,171) {343,758) (290,345) {236,932) (183,519) {130,108) (76,693) (23,280) i
q I S8
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Operations has more time to create plans and tactics to hit corporate objectives.
Because the planning solution offers centralized real-time aggregation, submitted
and approved plans are automatically rolled up, saving time and effort. Corporate
finance can determine if corporate objectives are in synch with operational plans

and can quickly reset details to attach business problems immediately.

Because the planning cycle is greatly compressed, iterations and resource
reallocation can be rapidly accomplished while the integrity of operational plans
is uncompromised—leading to enhanced resource allocation and business

optimization.



The Integrated Financial Planning and Forecasting Blueprint is the hub that aligns
corporate targets with operational plans

IBM Cognos Performance Blueprints are preconfigured solution building blocks
that enable companies to jump-startimplementations. Blueprints are pre-defined
data, process and policy models that encapsulate collective best-practice
knowledge from the IBM Cognos Innovation Center for Performance Management
and its leading customers for specific business process areas.

With the Integrated Financial Planning and Forecasting Blueprint, operations can
focus on plans and finance and senior management have the visibility to ensure that
operational plans are in synch with corporate financial objectives. The Blueprint
maximizes integration of financial statements, enhances data accuracy, facilitates
business modeling, streamlines planning cycles—especially critical during this
economic climate—and strengthens links between financial objectives and
operational plans. It provides automation, scalability and workflow to ensure that the

entire organization can hit financial and operational targets.
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[ Income Statement | [ Trial Balance [ Cash Flow Direct | [ Cash Flow Indirect == [EBalance Sheet | [E{Finandal Summary [ calendar
Rows: - i - Columns: Context: . . i .
Cf:lshFIow (Indirect Method) 1 : Months I ii: _Corpo_rai_ne v - 2007 v E.: _Budge_t‘;v_
[CashFlow {Indirect Mathod]] % [Months] 4 [Organization] | & [vears]| & [Seenario]| |
EE e Mar for | May | i l fug | Sep oct Nov Dec
S o] ° 29 o o o o o o o o &
Net Income 38,621 42,204 45789 49,373 52,958 56,541 60,126 63,710 67,294 70,878 74,462 78,
Adjustments to net income:
Deprediation and amortization 54,645 54,645 54,645 54,645 54,645 54,645 54,645 54,645 54,645 54,645 54,645 54,1
Change in assets and liabilities:
({Increase)/decrease in receivables {392,104)  (92,842) 59,081 (41,638) 7,876 (42,783) 9,002 (16,879) (44,451) 10,650 {45,578) 11,4
{Increase)/decrease in inventory (113,793)  (32,707) 20,812 (14,667) 2,775 (15,083) 3,172 (5946) (15,658) 3,763 {16,054 2
Increase/{decrease) in payables (B,614) (54,177) (62,121) 39,897 (18,278) 22,770 (19,190) 10,805 15,123  (20,554) 25048 (21,4
Increase {decrease) in accrued expenses 27,546 30,051 34,213 34,172 8,388 45,301 35463 7,827 495,512 18,495 34,580 38,
Increase{decrease) in income taxes payable 16,667 16,667 16,667 16,667 16,667 16,667 16,667 16,667 16,6867 16,667 16,667 16,1
Increase (decrease) in interest payable 3,333 8,333 8,333 3,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 g,
Increase{decrease) in deferred taxes payable i] 0 i} 1} 1} 0 0 0 o] 0 1}
Total adjustments {407,019)  (80,030) 131,630 97,209 80,407 89,890 108,092 75452 81,171 92,039 77642 110,
Met cash povided by operating activities (368,398)  (37,826) 177,419 146,582 133,365 146,431 168,218 139,162 148,465 162,917 152,104 18§,
Cash flows from investing activities:
Capital expenditures 1] 1] 1] (1] 1] 1] o 1] o] 1] 1]
Met cash from/{used in) investing activities 1] (1] 1] (1] 1] o 1] (1] o 0 1]
Cash flows from financing activities: 1] i} [1} 0 1} 0 i} i} o] 1} [1}
MNet borrawings under line of credit agreement i} 0 i} i} 0 i} i} 0 1] 0 i} —
Net proceeds issuance frepayment of long term debt i] 0 i} i} 1} 0 0 0 o] 0 i}
Proceeds from issuance of common stock Q 0 0 (] 0 0 0 0 [1} 0 0
Met cash from/{used in) financing activities a o 1] (1] 1] 1] 1] o o] 1] 1]
Met increase/{decrease) in cash and equivalents {368,398)  (37.826) 177,419 146,582 133,365 146,431 168,218 139,162 148,465 162,917 152,104 lsj,lll
ach and Fach amivalante at haninnina Af narind A I L
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Abest-practice workflow quickly adjusts revenue and profit forecasts and
immediately coordinates with operations to hit revised corporate targets

Consider acompany that revises its sales targets and its earnings-per-share
guidance, not uncommon in this turbulent business environment. As part of
re-forecasting, senior management and corporate finance pose potential possible
outcomes using the personal scenarios provided by IBM Cognos TM1, push
several to the management team for consideration and then select the case that
includes sales increases, along with increases in marketing.

New objectives and financial targets are distributed in real time throughout the
organization. Sales increases headcount to meet the new forecast, while marketing
ramps up marketing campaigns to generate increased leads.

Sales forecasts are translated to update production plans. Production identifies
aninternal resource shortfall and outsources to a third party to fulfill short-term
capacity need. HR s notified of the new headcount plans and begins to contract
recruiters and ramp up hiring. New plans are consolidated with financial forecasts
and adjusted based on revised sales forecasts.

Within a few weeks, the entire organization is mobilized to meet its revised financial

objectives.
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About the IBM Cognos Innovation Center for Performance Management

The IBM Cognos Innovation Center for Performance Management is dedicated

to the understanding, adoption and implementation of next-generation practices

in planning, analytics, performance management and business intelligence
competency. Itis a consortium of industry leaders, practitioners, thought leaders,
forward-looking executives, and technology experts experienced in, and
committed to, the advancement and successful application of technology-enabled
performance management best practices. The Innovation Center seeks to assist
organizations in optimizing the alignment of their plans, processes, and resources
with corporate goals and strategies.

About IBM Cognos Bl and Performance Management

IBM Cognos business intelligence (Bl) and performance management solutions
deliver world-leading enterprise planning, consolidation and Bl software, support
and services to help companies plan, understand and manage financial and
operational performance. IBM Cognos solutions bring together technology,
analytical applications, best practices, and a broad network of partners to give
customers an open, adaptive and complete performance solution. Over 23,000
customers in more than 135 countries around the world choose IBM Cognos
solutions.

For further information or to reach a representative: www.ibm.com/cognos

Request a call
Torequestacall orto ask a question, go to www.ibm.com/cognos/contactus. An
IBM Cognos representative will respond to your enquiry within two business days.
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