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Introduction

What if it were possible to tightly link sales, marketing, supply chain, manufacturing
and finance, so that executives could see with ease the financial impact of

plans, note variances between supply and demand plans, and identify supply
constraints and align actual results with financial and operational targets? What if
manufacturers could simulate multiple scenarios to determine the best balance
among customer service, operational productivity, and financial performance?
Decision makers could continually fine-tune plans backward and forward to
substantially improve business agility and financial performance.

That’s the promise of Sales and Operations Planning (S&OP)—to align demand,
supply, and finance plans. S&OP enables decision-makers to reach consensus on
a single operating plan that drives increased market share and balances critical

resources to meet performance goals.

S&OP has captured much attention as a result of globalization and the dual
requirements of meeting customer demand and providing optimal operational
efficiency. Traditionally, the marketing, sales, and manufacturing groups within an
organization have operated in “silos” with different goals, which threatens overall
enterprise objectives. Butincreasingly, companies see the need for a robust
S&OP modelthat helps groups jointly address operational issues affecting overall
corporate goals.

Successful S&OP applications offer

e Anintegrated model that gives all groups in the company visibility and the ability to

collaborate with and respond to one another

e Quick response and delivery to customers and distributors so companies can
remain competitive and gain market share

e The ability to incorporate and plan for new products quickly, so the ever-increasing
demand for the “latest and greatest” can be met

¢ The ability to plan and distribute manufacturing operations in a cost- and time-
efficientmanner

¢ The ability to plan for third-party sourcing, including off-shore and contractor
sourcing



Foryears, manufacturers have struggled to align financial and operational
plans—primarily because they use separate systems for the two plans. When
financial planning and budgeting applications are siloed from S&OP and enterprise
resource planning (ERP) applications, top-level financial plans don't integrate with
underlying sales, inventory, and operations-planning assumptions. According to
Ventana Research, “Neither type of application provides full management of the key
performance objectives in the corporate scorecard or top down views of financial
decisions such as the ripple effect that each asset-financing scenario has on the
cost of goods sold, inventory, customer delivery metrics, and gross margins.”

A successful S&OP process creates an actionable consensus plan with an
operational blueprint for profitably matching supply to demand.

Unfortunately, such cross-functional alignment is rare. According to a study by
Ventana Research, “most firms (58 percent of those surveyed) do not have formal
meetings to review demand and supply, do not address multiple lines of business or
brands in those meetings, and do not have strict agendas for their top-level S&OP
meeting.”" Meanwhile, Ventana found companies that take simple steps toward
S&OP, such as having plan-versus-actual reports as part of a top-level reporting
process, report overwhelming gains in gross margin. Top-performing companies
evaluate plans monthly, and those plans span 18 months or longer.

The call for operational and financial discipline

Because planning is the critical link between strategy and execution, improving
S&OP processes leads to enhanced organizational performance and
competitiveness. S&OP brings to sales and marketing, supply chain and operations
the same kind of rigor, thoroughness, and discipline that companies apply to their

financial management and reporting systems.

While no regulatory framework of the kind governing financial statements exists

for S&OP, many stock analysts now ask companies when they deliver earnings
guidance what their S&OP plan reveals about potential performance, and for good
reason: companies that strive to align their financial goals and S&OP hit their targets

more often.

Fortunately, best practices in S&OP have matured over the past two decades, and
information technology to support enterprise-wide S&OP has improved in recent

years.



Some managers may ask why they need software to support S&OP, since existing
ERP, supply chain, and demand-planning solutions offer such capabilities as
demand planning, financial planning, supply optimization and supply scheduling.
What's missing is the “glue” that binds these capabilities together. To reap the

full benefit of investment in systems, executives need a unified view of business
performance throughout all functional areas and lines of business, along with the
ability to perform what-if analysis, test assumptions and see the immediate impact
of these assumptions on the income statement, balance sheet and cash flow

statements.

IBM Cognos® 8 Planning and IBM Cognos 8 Business Intelligence integrate with
existing ERP and other transaction systems and facilitate building a repeatable
process for creating plans; providing ad-hoc analysis; performing powerful
scenario planning; empowering front-line decision-makers with dashboards, alerts,
and scorecards to respond immediately to events; and measuring the progress of
their business results toward mid- and long-term performance objectives.

S&OP scorecard
AVentana Research survey of 470 large manufacturers found the following:

e Mostcompanies (58 percent) are new to S&OP and lack a rigorous process.

e Ofthose with aformal S&OP process in place, 65 percent have had the
process for less than five years. Most use it in limited fashion, for short-
term planning for single entities or a single line of business that focuses on
demand, not supply.

e Many companies (42 percent) with multiple factories or regional operating
facilities do not include them in S&OP. Nor do most include new product
introduction plans (57 percent) or use it to reconcile financial plans (60
percent) or to account for strategic initiatives and projects (59 percent).

e Evenfewer (37 percent) have formal meetings where executives review
S&OP.

Source: Sales and Operations Planning: Measuring Maturity and Opportunity for Operational
Performance Management, Ventana Research, 2006.



IBM Cognos S&OP Performance Blueprint process flow

As S&OP matures in organizations, it evolves into a supply chain-wide process that
reconciles operational plans throughout relevant business operations. An effective
S&OP process combines the initial creation of a sales and operations plan with a
periodic executive review. IBM Cognos Blueprints provide multiple modules that
enable each of these areas, as shown in Figure 1.
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Modular yet tightly integrated, the IBM Cognos Sales and Operations Planning
Performance Blueprint Suite enables a multi-step implementation approach to
driving the maturity model of S&OP in manufacturers:

1. Data Gathering: Collects actual results; accesses transactions systems;
provides clean, robust, meaningful data in a single environment

2. Demand Planning: Enables planning and agreement meetings; provides
reconciliation between sales, marketing, promotions, and new product

introduction.

3. Supply Planning: Provides master planner views with high-level production
and distribution allocation assumptions; drives demand plans down to a plant-

level production and distribution capability view.

4. Consensus Meeting: Integrates the demand and supply plan and provides a
model to drive conflict resolution.

5. Executive Meeting: Aligns corporate goals through executive review; links to
integrated financial plans; provides a review process for previous months action
items; reviews consensus meeting output; analyzes financial, operational, and

strategic metrics.

Blueprintbenefits include

® [ncreased customer service levels
e Increased plant productivity

e Decreasedinventory levels

e Decreased inventory obsolescence
e Decreased freight costs

e Decreased order leadtimes

e Decreased supplier lead times

e Improved discipline, coordination and communication between cross-functional

teams
e Better decisions with decreased time for decision making

e Betterfinancial planning with decreased time to create financial plans



¢ Increased accountability and visibility
e Greater management control

e Future focused planning and decision making

IBM Cognos Sales and Operations Planning Performance Blueprint Modules
1. The IBM Cognos Sales and Operations Planning Baseline Module
facilitates creation of a monthly or quarterly base S&OP plan, including a Demand

Review and Production Operations Review.

The IBM Cognos Sales and Operations Planning Baseline Module provides two
models:

A. The Demand Planning Model deploys summary-level demand planning to the
appropriate level in the organization (salespersons, sales managers, demand
planners, marketing planners, manufacturers’ representatives and product
managers) and potentially to customers to plan anticipated demand for a region
or selected channel. Planners view a current-year baseline forecast together
with prior year’s forecast and actuals by product category or family. They make
adjustments to the forecast based on their knowledge of the market. Corporate
planners can provide overall pricing and other base-level assumptions to drive
the process. Other planners can add in promotional plans to determine unit
uplift on the base demand plan. Updates are automatically tracked by workflow,
and once all planners have reached consensus as indicated by that workflow
the demand planis linked to the Production Supply Model.

B. The Production Supply Model provides an easily updated constrained
operations model to give operations planners the ability to manage multi-
plant production and meet anticipated demand levels. High-level production
operations planning provides rough cut capacity planning around three key

constrained resources within the production facility:
1. Key humanresources
2. Machinery or bottlenecks

3. Material (key constrained components)



The IBM Cognos Production Supply Model requires very little manual input from
production managers. Most production factors such as labor, machine capacity
and material requirements link from source systems. Through centrally controlled
assumptions, a master planner can analyze and determine the production
allocated to specific plants. The production allocation drives the production
constraint calculations required to meet the demand placed on the plant. The
master planner can perform multiple iterations of this plan to accommodate
expected customer demand and balance production throughout plants.

The Production Supply Model calculates production costs by product and by
plant, so manufacturers can base decisions about where to produce on the most
efficient model, balancing between operating cost and customer-service levels.
The Production Supply Model allows for the fact that, in some situations, it may
be more cost-efficient to outsource production. There are contractor models that
enable this decision-making process.

2. The IBM Cognos Sales and Operations Planning Distribution Module
helps organizations test major constraints in the distribution and fulfillment
planning process, including inventory targets and budgets, warehouse space and
distribution capability. Supply chain costs are modeled and simulated including
capital investments, carrying, variable and fixed-operating costs. Manufacturers
can use the plan to determine whether sufficient resources and budget existto
meet distribution demand over broad timeframes, including months, quarters, and
years. Manufacturers also can test scenarios to balance service level versus cost
tradeoffs.

The module helps companies meet typical business needs, such as the ability to

e Modelthe constraints and costs of
- Warehouse facilities (e.g., space and inventory)
- Critical labor and machinery resources
- Directandindirect expenses

e \Validate that inventory is being deployed effectively throughout the distribution
network to cost-effectively maximize customer service

¢ Integrate fulfillment and distribution capabilities into the S&OP process



3. The IBM Cognos S&OP Executive Review Module is an executive
management tool that facilitates periodic review. Manufacturers typically review
production and sales demand weekly and conduct a formal S&OP executive
review monthly. In addition to the initial S&OP plan—typically an annual plan with
rolling monthly or quarterly reviews—the most effective S&OP process also involves
periodic S&OP reviews by senior management. The purpose of the executive
review meeting is to evaluate performance against the existing plan, identify any
business or market changes that might necessitate changes to the plan, and make

necessary adjustments.

The IBM Cognos Sales and Operations Planning Executive Review Module

¢ Drives periodic executive S&OP review meetings

* Providesintegration among the IBM Cognos S&OP Baseline and Distribution

Modules

e Accesses and analyzes actual and forecasted demand, supply, and inventory
metrics at a product family level by units and monetary value

e Conducts what-if scenario analysis to determine the most profitable plans

e Provides anintegrated set of financial plans (income statement, balance sheet,
and cash flow) so that the entire company is working toward a single set of

financial objectives and business goals

e Measures financial performance of the plan (plan versus actual) for revenue,
cost of goods sold (COGS) and gross margin, with specific metrics, including

- Asummary of labor, machine, material, and supplier constraints

- Revenue (units and monetary value-plan, actual and variances on a periodic

and cumulative basis)
- COGS (planand actuals)
- Inventory (plan, actuals, variances, and days of supply)

- Daily production rate (plan, actuals and variances on periodic and

cumulative basis)

- Rough-cut capacity plan and actuals



- Keydemand and supply issues
- Capital acquisition requirements
- Keyfinancial metrics, ratios, and measures

Together these three modules form a powerful S&OP suite that drives a tight
connection among demand plans, constrained production and distribution plans
and their link to the operational and strategic financial goals of the organization.

The IBM Cognos S&OP Blueprint in action

The IBM Cognos S&OP Blueprint presents information in many forms, with the
capability to view more detailed analyses. It also includes up-to-date information
spanning multiple transactional and planning systems. IBM Cognos provides
portals and dashboards to drive the decision-making and review process. The
Sales and Operations Performance Portal (Figure 2) shows an example of the
range of charts available to a decision maker. From this portal, the manager

can access the full range of relevant metrics, alerts, reports, multi-dimensional
analysis, and plans.
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Figure 2: Sales and Operations Performance Portal
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Visibility into multiple transactions systems and forward-looking plan data is
crucial in driving consensus in the S&OP process. Managers receive alerts to plan
exceptions and can view more detail, as illustrated in Figure 3. The dashboard

e Highlights variances between supply and demand plans and between actuals
and forecast

e Providesimmediate insightinto the demand plan and resulting production-
capacity exceptions that would inhibit the plan

e Linkstothe workflow and templates for the Demand Planning Model and the
Production Supply Model
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Figure 3: Supply Versus Demand Dashboard

To drive visibility into exceptions and alerts, the S&OP Distribution Portal (Figure 4)
displays multiple charts, graphs, maps and links to the supporting actual and plan
data. It provides aresource capacity plan over time, by resource, product, and
distribution center and plan version. Charting forecasted required capacity against
demonstrated and maximum capacity with highlighting provides clear visibility into
resources that could constrain demand placed on the distribution center.
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Figure 4: The S&OP Distribution Dashboard

The S&OP Executive Review Module presents information in many forms, including
detailed analyses and current data from multiple transactional and planning
systems. As a part of the S&OP executive review, IBM Cognos provides portals
and dashboards to drive the decision-making and review process. The S&OP
Executive Review Dashboard (Figure 5) provides a concise view into the results of
the consolidated S&OP modules and shows the effects of plans on anintegrated

set of financial statements and metrics.

Figure 5: The Executive Review Dashboard

12



Using the IBM Cognos Sales and Operations Planning Executive Review Module,
executives can change the consensus plan to resolve issues, set direction, and
determine the strategic impact of changes. Results of changes are immediately
visible through real-time charts, graphs, and links to the income statement,

balance sheet and cash flow statements (Figures 6 through 8).
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Figure 6: The Executive Review template summarizes demand and supply metrics by channel and
product family, with multiple scenarios.
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Figure 7: The Executive Review supports the decision-making process with financial metrics and real-time
updates to charts.
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Figure 8: Rough-Cut Capacity Review shows real-time changes to charts based on changes to the supply
and demand metrics.
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IBM Cognos Sales And Operations Planning Performance Blueprint

In addition to software solutions, IBM Cognos Performance Blueprints offer
predefined data, process, and policy models that provide a best-practice
approach. Available at no charge to IBM Cognos customers, IBM Cognos
Performance Blueprints provide out-of-the-box functionality, including
dashboards, analytical reports and a pre-configured data model to facilitate rapid

time-to-value in S&OP.

Designed in collaboration with industry leaders and many successful IBM
Cognos customers, each Blueprintis a Web-based process using IBM Cognos
8 Planning and Business Intelligence. Models and processes are designed for
most manufacturing companies and can be configured to support alternative
model requirements and accommodate planning in any environment. Blueprints
dramatically reduce the time required to deploy a new performance-management
process by providing pre-populated common operational drivers and business
structures. Manufacturers benefit from proven practices in model design that
greatly reduce investment inimplementation time and resources. Rather than
reinventing the wheel on fundamental process analysis and technical design,
companies can focus on applying technology to solve business problems.

A final word

The IBM Cognos Sales and Operations Planning Performance Blueprint
maximizes insight into sales, marketing, supply chain and financial performance,
helping decision makers build and continually fine-tune plans that achieve
business goals. To drive planning, the Blueprint gives immediate visibility into the
financial impact of operational decisions. Better alignment between S&OP and

financial goals delivers stronger business performance.

Effective S&OP enables a unified statement of demand and a single agreed-upon
supply plan. Each functional group works from common information, yet sees
information displayed in a way most meaningful to that group (units, dollars, hours,
etc.). Theresultis improved coordination and communication, improved visibility
throughout the entire supply chain, reduced costs, greater connectivity among

all aspects of the supply chain and improved customer service through better
planning and more frequent review of performance and changes in business

conditions.
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About the IBM Cognos Innovation Center for Performance Management

The IBM Cognos Innovation Center was established in North America and Europe
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