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Business Backdrop

Sales & Operations Planning (S & OP) processes have long been a mechanism for aligning
supply and demand. While the phrase has been in use for at least a couple of decades, its ideal
has evolved in keeping with the changes in the world economy. In other words, as organizations
have become more complex with an expanding range of products and markets and the nature
of the supply chain has become far more global, what the S & OP process is expected to
accomplish has evolved. Figure 1 shows an example of what analysts and experts would like
the S & OP process to be.

S&OP Process Evolution
1990s “ Early 2000 “Demand-driven Leaders

Develop a demand

1.

Collect sales input

Collect sales and market input

forecast 2. Develop a forecast Develop a demand plan
Balance demand Shape demand Demand consensus refinement including
with supply consensus refinement financial reconciliation
Consensus meeting | 4. Develop a constrained Shape demand based on what-if analysis
Publish the plan supply plan on demand for supply
5. Review and gain Develop a constrained plan by supply
agreement through a What-if analysis by supply to determine
Consensus meeting trade-offs on the measurements,
6. Publish the plan financials, and identify demand-shaping

opportunities

Review and gain agreement through a
consensus meeting

Publish the constrained plan

Measure and communicate the plan

Figure 1. Source: Gartner August 2010

However, as most practitioners know, translating any of these lines into scalable reality is a
challenge, let alone integrating them across geographies, supply chain partners and business
units. As a result, even though the S & OP process is envisioned as a continuous balancing of
supply and demand, the practical reality is a little different.
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Operating Environment

In practice, the S & OP process at most companies is a monthly process which is focused on
generating a consensus demand plan and a constrained supply response - in other words, the middle
column in Figure 1. Accomplishing even this level of sophistication requires tremendous effort along
the process and technology dimensions. A practical limitation of a demand consensus process is that
achieving consensus at a very granular level - at the SKU mix and ship-to location level- is close to
impossible. Unfortunately, supply chain execution happens at this level of detail. Examples like the one
shown in Figure 2, as most practitioners will recognize, are not uncommon.

Thus, organizations are often presented with
the paradox of an effective and integrated

S & OP process where supply and demand - M___,
are matched monthly co-existing with ;

execution challenges in meeting customer Accorsey s good of the LOGHiewe! .
request dates or managing to a freight spend
forecast with frequent air shipments.

The reason is simply that when situations such
as the one shown in Figure 2 exist, the S & OP
process is an effective revenue management
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.bit not af the mix level the supply chain is driven

Forecast Accuracy |FYO8)
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and capacity alignment process. Between

S & OP cycles however, daily reality often o

diverges from assumptions made in the gl T s < R s M

S & OP process requiring a more granular and Figure 2

frequent operational Intelligence feedback loop. Examples of demand-side variation are readily
available. For example, monthly forecasts may be spread linearly along the month although customer
orders arrive to a different pattern. Similarly, even when the quantity is correct in aggregate for a SKU,
the mix by ship-to location could be different. This effect is magnified when the ship-to location drives
demand for accessories that are geography specific (North American power supplies or manuals in
English against country specific requirements in the EU).

However, there are other reasons for requiring an operational Intelligence feedback loop as a
complement to S & OP as well. Most organizations have a diverse product portfolio. At any given
moment, two or more of the following are true in most high-tech companies.

e  Products follow the 80/20 pareto rule with respect to volume and revenue - 80% of the revenue
comes from 20% of products

e Products run the gamut from high volume, steady runners to low volume and spiky demand. This
usually means that some products can be planned on a stocking basis while others can’t which in
turn has an impact on component procurement and stocking.
Products/components are being phased in
New products are being ramped up

In a multi-location, offshore (not necessarily outsourced) environment, this is one of the principal
I . reasons a feedback loop from execution is required so that any threats to the plan are pro-actively

detected, reconciled and resolved. Survey after survey (see Figure 3 for a recent example) validates
. . the need for this kind of operational business intelligence and the results that stem from successfully

implementing this capability.
HER
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Operational Intelligence pays Dividends

Definition of
. Mean Class Performance
Maturity Class
Best-in-Class: 94% Success with New Product Introductions
Top 20% 89% OEE
of aggregate 94% On Time and Complete Shipments
performance scorers +6% Operating Margin vs. Corporate Plan
Industry Average: 78% Success with New Product Introductions
Middle 50% 82% OEE
of aggregate 90% On Time and Complete Shipments
performance scorers +2% Operating Margin vs. Corporate Plan
Laggard: 49% Success with New Product Introductions
Bottom 30% 74% OEE
of aggregate 86% On Time and Complete Shipments
performance scrorers -3% Operating Margin vs. Corporate Plan
Figure 3 Source: Aberdeen Group,February 2011

The Serus Solution

The Serus Intelligent Operations Management solution is designed from the ground up to
address the challenges described previously. Serus IOM is built as a single data source
addressing different work-flows based on the insight that one integrated solution is more
effective than many silo-based solutions, no matter how well designed, because of the ability to
have different functions driven from the same source of truth. This is somewhat analogous to the
convergence argument used in consumer electronics to design devices that subsume the
functions of previously separate devices.

Our experience suggests that a solution in this environment must have the following capabilities
to address the needs of stakeholders in business and IT.

Modeling the Supply Chain

Any solutions that attempts to provide visibility, analytics and decision support has to be able
to describe the supply chain and its operating protocol along with all attributes that are required
to meet the needs of different classes of users. Thus, the solution must be able to capture

the routes products follow across suppliers to customers. It must also be able to describe,

if required, more specific details within each supplier. For example, in some industries, critical
components are used and consumed at several levels in the Bill-of-Material requiring that the
manufacturing process be modeled in some detail to describe the consumption of the critical

component. Similarly, in other industries, payments for services are based on usage of capacity.
|

. This flexibility to describe the supply chain and capture events appropriate to that level of detail
. provides visibility for various functions to understand how execution is progressing relative to

. . . the plan.
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Data On-boarding

A significant amount of data required to manage operations typically is already available in differ-
ent forms within the organization - usually in MES systems, factory planning tools etc. Creating
the feedback loop is difficult only because translating this data into a plan context is hard. Fac-
tories speak in terms of work orders, manufacturing steps, tooling and purchase orders while
the plan speaks the language of bucketed demand (forecast, backlog, quotes). Therefore, how
data and users from those entities are incorporated into an operations platform without requiring
a significant amount of effort is a significant determinant of how effective the platform really is.

Having worked with many organizations, large and small, both as customers and as suppliers
to our customers, it is clear that a one-size-fits-all approach to on boarding data and factories
is bound to fail. For example, any practical solution in this space has to account for the fact that
most OEMs have factories with different levels of sophistication. Therefore, the solution has to
be able to account for the fact that some factories provide information by logging in, while oth-

ers may have a sophisticated IT infrastructure to provide detailed data.

Error Management

In order to orchestrate activities around the supply chain, not only do enterprises need data for
visibility but they also need the data to be clean and timely. Obtaining data and then ensuring
that it is clean has many different facets. Some of the capabilities that Serus has designed into
the solution are:

e The ability to cross reference factory data against a dictionary. Thus, part names, facility
names and product attributes can be cross referenced to make sure that incoming data is
valid at the most basic level.

Built-in and configurable rules that validate inbound data.
The ability for users to easily view the errors and correct them or assign them to a respon-
sible party for correction.
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Decision Analytics

With timely data, harmonized and put
into a plan context, execution activities
can be viewed in the context of the plan
so that all parties - sales operations and
manufacturing can collaborate using
the same data and analytics on supply
position, build plans, re-order points,
forecast and backlog. Dashboards and
analytics can answer frequently asked
questions easily and across time zones
such as:

What is the health of our supply position
relative to the current demand picture
and relative to the S & OP demand
plan?

e \What are the top threats to meeting
our demand plan?

e How much of the S & OP demand
plan has turned into orders? What does
it mean for the current supply position?

e Do we need to adjust our re-order
points in light of execution data,
inventory position and projected
demand?

e |Is there any opportunity to share
inventory across facilities to minimize
either an excess or a shortage situa-
tion?

With execution analytics, the power
of the S & OP process is magnified
because daily execution is always
reconciled with the plan. Moreover,
these analytics give all the parties in
an organization the data they need to
make fact-based decisions.
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A Fresh Approach

While the offshore operations environment has evolved over the last decade to cope with
changing industry and cost dynamics, the solution environment has failed to keep pace. Many
vendors continue to attempt to work within the boundaries defined by precedent and analysts.
Serus has taken a fresh approach to the problem by developing a solution that tackles the
problem of using operational intelligence as a feedback loop into the S & OP process without
imposing preconceived boundaries.

The Serus solution allows different stakeholders within an organization to operate from a single
source of truth. Since organizations with significant outsourcing structure work differently, such a
solution meets the needs of users without requiring extensive spreadsheet manipulation.
Powerful decision analytics, enabled by visibility and deep supply chain modeling capability,
allow OEMs to orchestrate activities around the supply chain to deploy inventory to maximum
revenue and margin effect.

@)

Serus Corporation Page 9



i operational Intelligence: The Secret Sauce in S & OP

about Serus Corporation

A leading pioneer of technology and managed services for companies with
distributed or outsourced manufacturing operations.

Our SaaS solutions enable efficient automated collaboration, execution, and
decision making across global supply and distribution networks, saving millions
of dollars for manufacturers.

We provide end-to-end solutions that satisfies inter-company business process
requirements for product engineering, operations, and finance to manage
outsourced partners.
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