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Introduction

Under intense pressure to improve service, create innovative new products, and
speed delivery, the manufacturing sector remains one of the most competitive.
Executives need to align supply, demand, and finance plans to achieve total

visibility into business performance —and sustainable competitive advantage.

Overview

What if it were possible to tightly link sales, marketing, supply chain,
manufacturing, and finance, so that executives could easily see the financial
impact of plans, see variances between supply and demand plans, identity supply
constraints and align actual results with financial targets? What if multiple
scenarios could be simulated in order to determine the best balance between
customer service, operational productivity and financial performance? Decision
makers could continually fine-tune plans backward and forward, to create the best

plans —and 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 reach performance goals..
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Business problems

For years, manufacturers have struggled to align financial and operational plans —
mostly because they use separate systems for the two. Financial planning and
budgeting applications are siloed from S&OP and enterprise resource planning
(ERP) applications. As a result, top-level financial plans aren't integrated 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.”!

The IBM Cognos’ S&OP Performance Blueprint is designed to fill this gap. IBM
Cognos solutions include world-leading business intelligence (Bl) and performance
management software. World-class IBM Cognos enterprise Bl, planning and
consolidation software, and services help manufacturing companies plan,

understand, and manage financial and operational performance.

IBM Cognos Performance Blueprints are predefined data, process and policy models
that provide a best practice approach. Downloadable free of charge to IBM Cognos
customers, IBM Cognos Blueprints provide out-of-the-box functionality including
dashboards, analytical reports and preconfigured templates to facilitate rapid time-
to-value in S&OP. ERP and supply chain applications are designed to optimize day-
to-day transaction processing. The IBM Cognos Performance Blueprint is designed
to complement these applications by extracting, summarizing and combining
information into the format necessary for executives to easily view demand and

supply plans and model the financial impact of various scenarios.
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Business drivers
The S&OP Process

Designed in collaboration with industry leaders and some of our most successful
customers, each IBM Cognos Performance Blueprint is a Web-based solution using
IBM" Cognos’ 8 Business Intelligence and IBM® Cognos” Planning. The models and
processes are designed for most manufacturing companies and can be configured
to support alternative S&OP requirements and to accommodate planning in any
environment. IBM Cognos Performance Blueprints are pre-populated with common
operational drivers and business structures, dramatically reducing the time required

to deploy a performance management process.

The IBM Cognos S&OP Performance Blueprint helps manufacturers drive their
S&OP process, identify changes in customer demand and supply plans, and simulate
the impact of demand, supply, inventory and operating cost performance on

financial statements.
The Blueprint provides answers to questions such as:

* What is the aggregate demand and supply over the next 18-24 months?
* Have we reached consensus in the demand plan?
* How do we allocate demand to production and distribution facilities?

* Are there sufficient critical constrained resources (labor, machinery, materials) in

production to meet demand?
* Are there over-capacity utilization exceptions?
* How many days of inventory exist in each production or distribution facility?
* What are the financial impacts of the demand and supply decisions?

* Are we able to simulate multiple scenarios and link those to the financial plan to

determine the optimal course of action?
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The S&OP process occurs in stages. As shown in the diagram below, the process
brings together multiple inputs from marketing, sales, production and distribution to
drive a consensus supply and demand plan. The IBM Cognos S&OP Performance
Blueprint links that consensus plan to the financial plan so that management can

see the impact of multiple scenarios and assumptions on the financial health of the

organization.
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Use IBM Cognos 8 Bl to analyze results throughout the S&OP process. The
IBM Cognos S&OP Performance Blueprint facilitates:
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* Balancing the production plan to the fulfillment and distribution plan
* The consensus meeting

* The executive review meeting

* Strong linkage to financial objectives
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The solution

The Seven Key S&OP Reporis

Here are seven S&OP reports and dashboards that are available with the IBM
Cognos S&OP Performance Blueprint, and are essential for manufacturing

executives:

1 Sales & Operations Performance Dashboard: This dashboard provides users
in a variety of roles throughout the organization a start-of-the-day view of multiple
demand, supply, and financial metrics and links to additional dashboards, detailed
reports and analytics. In this example, we see a watch list of supply chain metrics
in the upper right with the capability to drill down to the details of these metrics.
The reports on the bottom right provide three different views into forecasted
capacity exceptions: production exceptions map, contractor metrics and material
exceptions. The bottom left of the portal provides links to additional supporting
S&OP analysis and content. The upper left area provides proactive alerts into

actual and forecasted exceptions to the S&OP process.
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2 S&OP Executive Review Dashboard: This dashboard facilitates the S&OP
executive review process. The consensus or pre-S&OP meeting provides the
details to the executive review process, and this dashboard provides visibility
into the status of those submitted operations and supply chain plans. The CFO,
vice president of supply chain, or other top executives can see the connections
between the S&OP plan and financial plans. Business unit managers can see the
consolidated results of the S&OP plans on their operations and the effect of those

results and scenarios on the integrated financials of that business unit.
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(1) Key metrics are delivered in the top left. (2) Alerts regarding under-performance
of metrics are proactively delivered to the user for action. (3) Additional links to
supporting reports and financial statements are provided. (4) Revenue Attainment,
Revenue Growth, New Product Revenue, and Capacity Utilization graphs are
provided in the right side of the dashboard. The graphs can be filtered by Business
Unit, Channel, and Month. (5) The Capacity Utilization red bars indicate an over-
capacity forecast and provide drill down into the Business Unit, Channel, Months,
and Product Family utilization details.
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3 Demand Analysis: This summary view shows demand forecast compared
with actual demand. The manager can drill down to regions, product lines
or customers and gain visibility into demand that drives the S&OP process.
Because an organization may have multiple versions of the demand plan, this
report provides a view into all these varying opinions and drives consensus. By
comparing plans and driving consensus, executives can see the impact of the

consensus demand plan on constrained resources such as labor, materials, and

machinery.

Cognos Connection
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4 Capacity Utilization Report: When the executive drills down from the red bar
on the S&OP Executive Review Dashboard, the Capacity Utilization view appears,
providing visibility into forecasted capacity utilization across products, channels
and business units. The drill-down provides executives a forward-looking
exception report that allows them to narrow in on just those areas that they need

to focus on in the executive review process.
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5 Production Constraints Alerts Map: Once the organization gains consensus
on demand, it is compared to the constrained supply resources. The Blueprint
provides executives with alerts on capacity constraints in major areas such
as labor, machinery, sub-contractor capability and materials. The Production
Constraints Map shows where imbalances occur on the operational side of S&OP
in a graphical format. This type of alert report provides quick guidance into
forward-looking supply constraints so that corrections can be made before issues

become critical.
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6 Supply vs. Demand Dashboard: With this dashboard, the S&OP manager is
provided a concise look at the demand and supply balance. Stop light alerting

(red, yellow and green highlighting) is used to highlight exceptions to the plan

and then can be used to prompt drill down to more detail. The right side of the

dashboard blends actual and forecasted demand to provide a quick snapshot of
demand by region. The left side of the dashboard blends actual and forecasted

capacity (in this example, we use machine capacity in the upper left) and plant

utilization in the lower left chart.

Cognos Connection
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7 Financial Reports: In many S&OP solutions, the reporting capabilities cover the

supply vs. demand plan or operational plans, but these must then be manually

consolidated into a spreadsheet or Microsoft” PowerPoint” presentation to be

delivered to top management. IBM Cognos software provides the missing link

between the supply and demand plan and financial applications, so that executives

can immediately see the impact of the S&OP process on the financial well-being

of the organization. Key financial reports include the income statement, balance

sheet, and cash flow. All of these reports can be filtered for business unit and time

period. The example below shows the income statement. Simulation capability

allows changes to be made in demand and supply plans and the financial impact

is immediately graphically depicted.

Income Statement ($ Thousands)

Version: Current Forecast Business Unit(e): 1, 2

=y
Frsaves | D

Quarter(s): Q107, Q207, Q307, Q497

Hetincome

5173343

5165,632

5199,376

158,996

Q107 02:07 23-07 24:07 Total
Revenue $489,999 465,525 5554312 546,967 $1,956,804
natenal 77,784 73,014 $36,68 mos $307,714
Labar 77,784 73,214 526,658 smos $307,714
Overhead 77,784 73,214 536,653 smos $307,714
coss 5233351 219,641 5259974 5210175 5923101
Gross margin $256,647 5245,885 $204,338 $236,792 $1,033,663
Gross Margin % 5220% 52.76% 5299% 52.91% 210956
Deprecaton and amortizaton w71 som s1,085 1,28 sa144
SG3A Expenses 5,693 6,09 56,181 56,187 524,309
Total operating expenses. 6,765 $7,017 7,266 57,405 528453
Profitfrom operatons. 249,883 238,867 s37,072 229,387 $1,005,210
Interest expense 2,29 229 2,29 229 $9,000
Net income before taxes $247,633 $236,617 $284,822 $227,137 $996,210
Brovsen for ncome taxes 78,290 70,985 535,447 563,141 $298,863
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Conclusion

Summary

Thousands of manufacturing companies worldwide trust IBM Cognos performance
management software to improve service levels, gain visibility into revenue and
profitability performance, control costs, and better manage extended and complex

supply chains. We help the world’s most progressive manufacturers:

* Leverage their existing investments by aggregating data from ERP applications,
transaction systems, and other sources across the enterprise, creating a single,

integrated performance management framework — for rapid decision-making
* Analyze customer, product, market and channel Profitability

* Move beyond cumbersome, error-prone spreadsheets for key S&OP plans with
flexible, connected software to reconcile sales and demand forecasts with supply

chain and production plans, and to test multiple cost scenarios
* Identify the source of production issues and take corrective action

* Comply with legislative and regulatory requirements, such as Sarbanes-Oxley,
OSHA and EPA.

Many of the leading players in manufacturing choose IBM Cognos software,
including 19 of the 20 largest consumer packaged goods (CPG) manufacturers, nine
of the top 10 high-tech companies, and all of the top 10 auto makers. To find out
more about how IBM Cognos solutions enable the high-performance manufacturing
enterprise — providing management visibility, predictability, complete information
and global optimization — please visit the IBM Cognos Manufacturing Resource

Center at www.cognos.com/manufacturing.

More information about IBM Cognos Performance Blueprints for manufacturing
may be found at http://www.cognos.com/solutions/industry/manufacturing/
blueprints.html. Or visit the IBM Cognos Innovation Center for Performance
Management, a resource center for enabling technologies and best practices, at

www.cognos.com/innovationcenter.



About IBM Cognos Bl and Performance Management

IBM Cognos business intelligence (BI) and performance management solutions
deliver world-leading enterprise planning, consolidation and BI 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

To request a call or to 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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