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Introduction

The level of scrutiny of supply chain operations within organizations has never
been more acute as in the last three years. In that time, we have seen global

and local supply chains disrupted by the COVID pandemic, extreme weather
events, geopolitical uncertainty, war, and even the inability of a container ship to
successfully navigate the Suez Canal.

Stuart Harman During this period the value of having an effective Integrated Business Planning
Oliver Wight Partrer (IBP) process has been demonstrated by many companies whose leadership teams
have been able to use the process to successfully guide their organizations through

changing circumstances.

As one Oliver Wight client commented, “If we didn’t have IBP in place, managing the
various one-in-100-year events that we have had lately, would be far more difficult!”
In this case, IBP, which this client implemented in the first two years of the COVID
pandemic, has enabled the business to do longer-term scenario planning and when
things change in the short-term, it can quickly pivot and produce solutions. One such
example was the impact of COVID-driven increased costs of a major raw material
supplied from overseas. The company was able to use IBP to find gap-closure
actions to cover the considerable cost increases. “We can see the impact of major
unforeseen events and then fill in the gaps around them as a separate activity.”

Indeed, it is supply chain that is the focus of this white paper. In it we examine the
role of the Supply Review in the Integrated Business Planning process and how to

use it to add real value to the business. However, let’s first take a look at the IBP
process itself.
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What is Integrated Business Planning?
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Figure 1: The Integrated Business Planning process

The Integrated Business Planning process,
(figure 1, above) is essentially a monthly ‘check
and correct’ mechanism comprising a number of
interrelated reviews of an organization’s forward
plans, typically over a 24-month+ horizon, across
the core business processes:

 Product Management Review - managing the
portfolio of products and services

« Demand Review - managing demand for these
products and services

« Supply Review - supplying these products and
services in line with demand

The Integrated Reconciliation process within

IBP reconciles changes to the product, demand
or supply plans so any misalignment arising
from changes to one or more of these functional
plans is resolved. It also highlights any resulting
gaps to the annual business plan, strategy or
performance goals so gap closing action can be
undertaken, or contingencies putin place early
enough, to keep the business on track to meet its
commitments.

The Reconciliation Review meeting (not to be
confused with the Integrated Reconciliation
process) is a meeting held after the Supply
Review and a few days before the Management

“The leadership
team uses IBP
to navigate its

Business Review. At the Reconciliation organization

Review, the reconciled, financialized, ‘whole-

of-business’ plan is reviewed and checked tl:'rOUgh changing
against the committed plans (annual plan, circumstances
performance goals and strategic objectives) towards its

and resulting key issues and decisions are goals and

prepared for presentation to the leadership
team at the subsequent Management Business

commitments.”’

Review. The intent of the Reconciliation
Review meeting is to filter out the ‘interesting’
and leave the ‘important’ information for the
Management Business Review. The decisions
and direction agreed by the leadership team
in the Management Business Review are then
communicated with the organization and
provide an input to the next monthly planning
cycle. In this way, the leadership team uses
IBP to navigate its organization through
changing circumstances towards its goals and
commitments.
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“There is often
pressure within
an organization
for supply to be
planned using
standard run
rates, budgeted
run rates,
aspirational run
rates or the rates
required either
to meet demand
or afinancial
target. Resist this
temptation!”
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The role of supply chain in Integrated Business Planning

So where and how does the supply chain
organization contribute to an organization’s IBP
process? Before focusing on the Supply Review
and supply chain planning process itself, it is
important to call out some of the prerequisite
inputs to the supply element of the IBP process.
These include an unconstrained demand plan out
to a minimum 24-month rolling horizon, a view of
forecast variability and bias, and communication

of scenarios that show the bandwidth of the
demand plan.

With the assumption that these inputs flow to the
supply chain planning process, | have identified

a number of key factors that, when combined,
will ensure that your business, and supply chain
organization will get the most from the Supply
Review element of IBP.

1. Understand the future view of supply
capability and capacity across the 24-month+
planning horizon

As described above, a fundamental part of the
IBP process is ‘checking in on the plan’. In the
case of the supply chain organization, this means
using the monthly cadence of the IBP process

to check in on the planned capacity across the
elements of the supply chain and to understand
what has changed.

Akey principle to use here is the concept of
demonstrated capacity. This means that the
forward plans are based upon ‘what has been
demonstrated in the recent past’, taking into
account seasonal factors. There is often pressure
within an organization for supply to be planned
using standard run rates, budgeted run rates,
aspirational run rates or the rates required either
to meet demand or a financial target. Resist

this temptation! The capacity plan is the basis
on which you should make promises to the
customer. A business that habitually promises
more than it can deliver is rarely going to enjoy
long-term success as customers will switch when
a more reliable supplier comes along or will
apply pressure on prices to make up for the lack
of reliability.

I had an experience of this myself, while working
as a young manufacturing manager at an
industrial products company. One of our largest
customers was expanding rapidly, resulting in

the forecast demand growing significantly every
month. When my boss, the factory manager,
asked me whether we would be able to supply the

forecast requirements, | automatically said yes.
Over an 18-month period we worked very hard to
supply against the forecast but two months out of
three we fell short. Unfortunately, hard work and
‘trying’ was not enough. | subsequently took up
arole at another factory within the same group
and six months into this new assignment | was
shocked to hear that my old factory was to be shut
down. The reason? This large customer whom we
had ‘tried’ hard to satisfy had run out of patience
and set up its own manufacturing facility. The loss
of volume made my previous factory unviable. |
reflect that if  had used demonstrated capacity
as the base for the forward capacity commitment
then we would have faced into the capacity gaps
earlier and put actions in place to address them
while managing the expectations of the customer,
and my old factory would not have closed with
the loss of 100 jobs.

When understanding demonstrated capacity,

also seek to understand the maximum capacity
that can be called upon in the short-term,
typically via overtime or other non-capital reliant
mechanisms. | like to think of activating maximum
capacity as being like hitting the ‘boost’ button.

A way to generate some additional capacity in

the short-term but generally more costly and not
sustainable for very long.

On top of this base view, built on demonstrated
capacity, time-phased improvement plans can be
overlaid. These may relate to installation of new
equipment, planned sourcing changes, planned
improvement activities or hiring new team
members and introducing additional shifts as
part of a new shift roster. The principle and rigour
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of demonstrated performance should be applied
to time-phased improvement plans to ensure the
forward capacity projections are realistic. | have
worked with many organizations where capital
expenditure and equipment installation have

a track record of running late but this has not
been taken into account when planning capacity,
leading to an inability to meet the commitments
that have been made to customers.

Another planning parameter that is a valuable
part of the forward supply plan view is the lead

Demonstrated Capacity

time required to flex capacity. It may be possible
to hit the boost button and increase capacity

in the short-term, typically using a non-capital
dependent lever like overtime, in a matter

of weeks. To hire and train another shift will
typically take months as will be the lead time to
procure and install additional equipment.

The concepts outlined above are illustrated
in figure 2 below (Resource Requirements
Planning).

Planned Capacity with time-phased improvements
Maximum Capacity

k v

v

Figure 2: Resource Requirements Planning

Past Perfomance

An essential part of the monthly preparation
cycle for the Supply Review meeting is to check
in on and update the planning parameters
supporting the forward view of capacity, based
on demonstrated performance and time-phased
actions plans.

The Supply Point Capability Review is a useful
step in formalizing the process for checking in
on and agreeing the planning parameters that

Future Required Capacity

will be used in the updated supply plan for each
supply point. To reduce the risk of a ‘time crunch’
between the Demand Review and Supply Review
meetings, it is useful to run the Supply Point
Capability Review(s) prior to the supply planning
team receiving the updated unconstrained
demand plan from the Demand Review meeting.
This allows the supply planning team time to
determine the planned capacity and capability
before they receive the demand plan.
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“Itis no good
having capacity
to manufacture
products if raw
material,
componentry or
packaging are not
available.”
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2. Take a whole-of-supply-chain view when
checking on capacity and capability

When many organizations first implemented
S&OP (the forerunner of IBP) or IBP itself,

the focus of the Supply Review meeting was
predominantly on internal supply capability
i.e. Manufacturing facilities. As IBP has evolved,
however, the Supply Review step has also
evolved to become a Supply Chain Review
encompassing the full end-to-end supply

chain scope - procurement, manufacturing,
co-manufacturing, warehousing, and logistics.
Itis no good having capacity to manufacture
products if raw material, componentry or
packaging are not available. With the disruption
caused to supply chains in the recent past the
capacity of suppliers, along with inbound and
outbound distribution has been become a hot
topic. But whilst topical it isn’t anything new.

While working for the same industrial products
company where | learned the need to use
demonstrated capacity, | also experienced

the impact of not having visibility of key raw
material availability. As a result of the 9/11 terror
attacks, demand for one category of our products
increased dramatically as the US government
invested in upgrading emergency equipment.

A key raw material for this category of products
came from a single supplier in Japan. A second

supplier was being qualified but the process was
slow and not receiving high priority. Initially the
existing supplier was able to meet our increased
requirements but then the Japanese government
requisitioned 50% of their output for a military
application in response to the outbreak of the
second gulf war and suddenly we were unable

to meet our commitments. This sent a massive
shock through our operations as customers
threatened legal action, proving to be a
significant and costly distraction for our business.
If we had understood more about our suppliers,
we could have mitigated the risk by accelerating
the qualification of the second supplier.

Use the monthly cadence of IBP and the Supply
Review to check in on the capacity and capability
plans across the supply chain. Those individuals
in your organization who are responsible for the
forward plans for the respective nodes in your
supply chain are key participants at the Supply
Review meeting.

Itis important to note that IBP is increasingly
being implemented by service organizations
where supply capacity typically relates to

human capital (people resources). The principles
outlined in this white paper remain the same, but
the capacity plan may be expressed in ‘people-
hours of output’ in a service environment rather
than ‘machine-hours of output’ in a physical

goods business.
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3. Understand supply capacity and capability
required (to satisfy demand)

This sounds like a basic requirement but is often
executed poorly. Once the forward view of planned
capacity across the supply chain has been updated
as described above, the demand for that capacity,
based on the updated plans agreed at the PMR
and DR meetings, needs to be understood and
compared to what is planned. This then completes
the resource requirements plan. A core purpose of
IBP is to ensure alignment of the product, demand
and supply plans. If there is any gap between the
planned supply capacity and the required supply
capacity, that is a trigger to take action to close

the gap. One of the reasons a 24-month+ rolling
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Figure 3: Demand-supply-inventory balance chart

When discussing gaps between planned capacity
and required capacity, thoughts typically turn
to the instance where required capacity exceeds
planned capacity but the opposite case is just
as important. When planned capacity materially
exceeds required capacity, this should trigger
action to reduce the planned capacity or to
further stimulate demand. Ensure that all
misalignment between planned and required
capacity is visible as an output from the Supply
Review and that it triggers the appropriate
action.

' ' '
v Vv Vv v v Vv
R R i A

B Demand plan (includes new products)

horizon is recommended for IBP is that the earlier
a gap between planned and required capacity is
identified, the longer the time an organization has
to do something about it and close the gap. If a
gap only becomes apparent in the short term, it is
often too late for the supply organization to close
it because they are already inside the lead time to
flex supply as described above.

It is often said that ‘a picture paints a thousand
words’ and a very useful picture that assists
understanding of the balance between demand
and supply, or the lack thereof, is the demand-
supply-inventory balance chart. Figure 4 shows
the integration of demand and supply plans and
how they come together to create inventory.

(3

M Supply plan

Ensuring all the requirements on capacity have
been identified and shared with the supply
planning team is essential. Acommon complaint

is lack of visibility of some of the planned changes
to the product portfolio. These are associated

with product projects that are not yet sufficiently
advanced to be included in the demand plan. A
mechanism is required to ensure that potential
capacity requirements can be understood so supply
chain has sufficient lead time to put the plansin
place to ensure supply. This takes us to the next key
factor, understanding and planning for uncertainty.

“The earlier a

gap between
planned and
required capacity
is identified, the
longer the time an
organization has
to do something
about it and close
the gap”
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“Understand

the inaccuracies
associated with
the demand
forecast and put
mechanisms in
place so in spite of
the inaccuracies,
the business can
meet its promises
to its customers.”
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4. Understand and plan for uncertainties

There are two types of uncertainty that the
supply chain planning process should deal with
and elevate to the Supply Review meeting as
appropriate

« Uncertainties associated with the product and/
ordemand plans that mean that the required
capacity is uncertain

+ Uncertainties associated with the supply plan
that mean the planned capacity and/or cost of
the supply plan is uncertain

Opportunity

Let’s look at the first of these. Along with the
updated plans from the Product Management
Review (the product master plan), the Product
Management Review outputs should also include
a list of uncertainties that could have a material
impact on the product master plan, expressed

as vulnerabilities and opportunities. Similarly
from the Demand Review, the updated demand
plan should also be accompanied with a list of
vulnerabilities and opportunities.

Itis important that these V&Os are communicated
with the supply chain team so it can determine the

Figure 4: Managing Uncertainty

Most
Likely

Outcome

Vulnerability
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supply contingency plans that may be required

to deal with the impact of the uncertainty on the
required capacity. These uncertainties include

the forecast accuracy, or as | prefer to refer to it,
‘forecast inaccuracy’ measures. Often, when | talk
to supply teams about how they think they could
improve what they do to get better outcomes, they
say words to the effect of “if only we received a
more accurate forecast, we could operate at lower
cost/have better customer service/have less stress
etc.” Turning this conversation around brings into
focus the objectives of the supply chain team -
understand the inaccuracies associated with the
demand forecast and put mechanisms in place so
in spite of the inaccuracies, the business can meet
its service level/lead time promises to its customers
at a cost that meets the business objectives.

Asking “what will be the impactif...” (a
vulnerability or opportunity associated with the
product plan or demand comes true) will assist
the supply team in creating contingency plans
for the supply plan, as well as identifying lead
times to execute those contingency plans. This
allows product, demand and supply teams to
work together effectively through the Integrated
Reconciliation process to align contingency plans
to deliver a best-for-business (or least-worst-for-
business) outcome.

The design of the information flows between
Product Management Review, Demand Review
and Supply Review must effectively enable these
uncertainties to be captured and shared as
depicted in figure 6 below.

Responding to Commercial Requirements

Linking through Integrated Reconciliation

/'

—_—
« Capacity

« Inventory

« Supplier Impact

« V&0 Responses

« Supply Chain V&Os

« Scenarios

« Impact of Gap Actions
« Financial Implications

Supply

Formal Inputs
No room for
second guessing

Figure 5: Information flows
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“The trick is to
focus on the

big costs, the
significant

items that will
materially impact
the overall supply
plan cost if their
cost changes.”
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5. Understand costs

One of the key outputs from the Supply Review
in an IBP process, is a costed aggregate supply
plan extending out across the full 24-month+
planning horizon. If we have understood the
costs associated with the portfolio plan signed
off in the PMR, the revenues associated with the
demand plan signed off in the DR and the costs
associated with the supply plan signed off in the
SR, we can create a rough-cut financial forecast
at the P&L level across the full planning horizon.
Without the view of the costs of the supply

plan, typically the largest bucket of costs in the
business, the financial projections are done
based on standards that were typically set at the
time of signing off the current budget year that
may now be significantly different to the latest
forward view.

Best practice is to be able to generate a forward
projection of cost-to-serve but underpinning
this will be key input costs (raw materials,
packaging, traded finished goods inbound
logistics), conversion costs (labour, energy and
waste) and outbound costs (outbound logistics
and warehousing). In my experience this is one
of the most common improvement opportunities
for the Supply Review. Why do organizations find
this so hard? The trap to avoid is thinking that
the projection of cost needs to be conducted at
the lowest level of detail. This is an area where
the Oliver Wight maxim of ‘roughly right is better

than exactly wrong’ is very valuable.

Generating a costed supply plan should

not create additional work for an army of
accountants in your organization. The trick is to
focus on the big costs, the significant items that
will materially impact the overall supply plan cost
if their cost changes.

When | worked in the pet food industry, a key
raw material for our dry pet food was wheat.
Movements in the price of this essential input had
a significant impact on the margin. As a result,
we constantly monitored price and availability
and included future assumptions across our

full 24-month planning horizon. Indication of
upcoming low availability and increased wheat
price, based on past and predicted weather
patterns, triggered us to create an alternative
recipe using sorghum, which offset the increase
in wheat prices and ensured supply. This was
only possible because we created sufficient
lead time for the product team to reformulate
and trial the product through scanning the
planning horizon, updating our assumptions

on availability and cost of this key raw material,
determining the lead time to switch to supply of
an alternate, and then taking action.

A simple pareto analysis of the cost buckets
associated with the supply plan is a good

way to start. Once the key cost drivers have
been identified, capture them as time-based
assumptions in the supply plan. These should
then be monitored and updated monthly as part
of the supply chain planning process.
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6. Focus on improvement

Every supply chain or operations manager

is typically working on, or responsible for, a
number of improvement projects and initiatives
at any one time. Cost is often a key focus but
quality, responsiveness and reliability are also
areas the supply side of the organization should
continually be looking to improve.

When we look at improvement efforts in many
supply chain organizations, we see some
common themes:

« A disproportionate focus on cost improvement
at the expense of customer value criteria,
including reliability, responsiveness and quality

« A lack of an overall view of current and planned

improvement efforts including

i. The key resources required to deliver them

ii. Robust timelines for project/initiative

delivery

iii. Time phased benefits projections that are

integrated into the costed supply plans being

reviewed and approved in Supply Review

No clear prioritization mechanism to focus the

supply chain organization on the key projects

and their outcomes

Alack of sustainability activities to ensure that

gains created by improvement activities are
sustained through embedding the ‘new ways of
working’ - too often teams rush off to the next
project without finishing the job.

An effective Supply Review should include

a check-in on the current and planned
improvement activities to understand any
changes since the previous cycle and answer the
questions:

« Are the current and planned improvement
projects sufficient to deliver on our goals (cost,
reliability, responsiveness)?

« Has anything changed, internally or externally,
that means that we should re-prioritize our
improvement activities?

« Is the time-phased list of improvement activities
realistic based on availability of key resources
(people, money, suppliers)?

« Has anything changed that will result in the
benefits associated with the improvement
activity being materially higher or lower than
originally planned and does our supply plan
need to be adjusted as a result?

« Are the results of previous improvement
initiatives being sustained or is action required
to address any slippage in performance?

The answers to these questions will drive
decisions to do more, do less, prioritize based
on resources, obtain more resources, adjust
projections.

“Costisoftena
key focus but
quality,
responsiveness
and reliability
are also areas the
supply side of the
organization
should continually
be looking to
improve.”




THE OLIVER WIGHT

“Where the

latest IBP view

of the future
indicates a gap

to the strategic
goals, this is the
trigger for the IBP
participants to
work on actions to
close the gaps.”
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7. Check in on the execution of the supply
chain strategy

The leading exponents of Integrated Business
Planning use the monthly process to deploy and
check in against strategy.

« They operationalize the strategic plan by
incorporating the strategic activities, typically
initiatives and projects, into the functional and
whole-of-business plans reviewed through the
IBP process each month to check for:

- Changes to initiatives and projects that
impact on the operational plans, and their
alignment going forward

- Validity - that deliverables and timelines are
balanced against planned resources

IBP Operationalizes the strategy to you can
identify and manage gaps

Critical that 36 month IBP plan can
be measured against Business
Plans, goals and objectives across
the full horizon
“Is the IBP plan enough... to deliver
the strategic objectives?”

J\

Where the IBP process identifies gaps or
misalignments, the IBP participants are
tasked with resolving those gaps and/

or making strategic trade-off decisions
and communicating those to the broader
organization so priorities are clear.

« They use the IBP process to check-in on the
organization’s progress towards its strategic goals
by comparing actual and projected performance
detailed in the ‘bottom-up’ IBP plan with the
strategic objectives and measures detailed in the
strategic plan, the ‘top-down’ plan.

Again, where the latest IBP view of the future
indicates a gap to the strategic goals, this is the
trigger for the IBP participants to work on actions
to close the gaps. See figure 7 below.

Strategy 5 Year Horizon
3 Year Business Plan
Strategic Initiatives & Pr¢

Bottom
Up

Figure 6: Executing the supply chain strategy

6 Month Horizon
BMonth Horizon

BMonth Horizon

BMonth Horizon
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In the context of the supply chain this means
using the IBP process and Supply Review to
check in on the progress towards the supply
chain team’s strategic objectives and the projects
and initiatives in train to achieve them. These
typically encompass the changes required

to the organization’s supply chains, detailed

in a time-phased supply chain roadmap, to
support the product and portfolio, and sales and
marketing strategies, which should detail how
the organization sees the market developing over
the strategic horizon and how the company’s
offerings will change over time.

The product and portfolio, and sales and
marketing strategies define what the
organization will sell, where, and why. The supply
chain strategy should define how this will be
achieved from the supply perspective and at
what cost, balancing true customer value with
cost-to-serve. (For more information reference
Supercharged Supply Chains by Correll, Snowden
and Bentzley)

Typical strategic projects and initiatives include:

« Supply chain network design changes to
support market and customer segmentation

« Supply chain capability changes to support
planned changes to the product offering

« Improvements in supply reliability, cost
and quality in support of customer value
proposition and the organization’s cost to serve.

« Reductions in lead time across the supply chain
to increase agility in support of the customer

value proposition.

To use the IBP process to check in on the
deployment and execution of the supply chain
strategy, key requisites include:

« That the IBP supply chain plan extends out
to a minimum 24-month horizon (ideally to
36 months) so the degree of alignment of the
latest view with strategic objectives can be
understood.

» That the supply chain strategic objectives are
measurable and expressed at a level of detail
that enables them to be compared with the
bottom-up IBP plan every month.

« Visibility of the resources required across
the planning horizon to execute the strategic
initiatives and projects so alignment with
operational plans and any gaps can be
understood.

How many of the key factors identified in this
white paper do you have in place? How many
have the opportunity to be improved? These
elements are the heartbeat of a robust aggregate,
medium-to-long-term supply chain plan and if
you incorporate them into your Supply Review
design, you will enable your organization to
extract maximum value from the supply chain
contribution to your Integrated Business
Planning process.

For more information about the Supply Chain
role in Integrated Business Planning visit our
website where we have an extensive collection
of white papers, books and videos or contact us
to discover how we can help you get more from
your Supply Chain planning efforts.
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