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Evolution of Manufacturing Planning and
Control Systems — 1960’s

Industry Plagued with
* Shortages

e Mismatched Inventory
e Lack of proper priorities
e Realistic Plans?

e Needing matched sets of parts
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REALISTIC?

MATERIAL REQUIREMENTS
PLANNING

CAPACITY REQUIREMENTS
PLANNING

EXECUTING CAPACITY PLANS

EXECUTING MATERIAL PLANS
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Evolution of Manufacturing Planning
and Control Systems —1970’s

e Master Scheduling

e Modular BOM

e Planning BOM — T
e Production Planning — T
e Manufacturing Resource —‘@

Planning (MRPII) — 1979 EXECUTING CAPACITY PLANS
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1984-Sales and Operations Planning Introduced

BUSINESS PLANNING

SALES AND OPERATIONS PLANNING
NEW PRODUCT AGGREGATE
PLAN SALES PLAN FINANCIAL PLAN SUPPLY PLAN
MASTER PRODUCTION SCHEDULE
NEW PRODUCT DETAILED SALES INVENTORY/ MASTER SUPPLY
SCHEDULE PLAN BACKLOG SCHEDULING
Il | 1
1 l :
‘ RESOURCES ‘ ‘ MARKETING | MRP/CRP
DETAILED MATERIAL &
I I CAPACITY PLANNING
SCHEDULE I
MILESTONES U MES
I I PLANT & SUPPLY
SCHEDULING
EXECUTION ‘ EXECUTION ‘ I
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SALES AND OPERATIONS PLANNING is the process with which we bring
together all the plans for the business (customers, sales, marketing, development,
manufacturing, sourcing and financial) into an integrated set of plans.

It is done at least once a month and is reviewed by senior management at an
aggregate (product family) level.

The process must reconcile all supply, demand and new product planning at both
the detail and aggregate level and over a horizon sufficient to develop and
reconcile financially the Annual Business Plan.

A typical Sales and Operations plan will therefore project at least 18 months into
the future. It may be longer in order to adequately plan new product launch, long
lead time material planning and manufacturing capacity planning.
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Sales and Operation Planning Ling/Coldrick Model
Breakthrough Right to Left S&OP

Implementation Right to Left

/_\

1. MANAGEMENT
4. MANAGING 2. INTEGRATED BUSINESS

DEMAND RECONCILIATION REVIEW

WITH BUSINESS PLAN
Bi-Directional

3. MANAGING THE
~ PORTFOLIO &
NEW ACTIVITIES

5. MANAGING
SUPPLY
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THE FOUNDATION OF GOOD
DECISION MAKING IN ANY
BUSINESS PROCESS IS THE

QUALITY AND TIMING OF
RELEVANT INFORMATION
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History of Demand Driven

ORLIEKY'S

* Demand Driven Manufacturing was a PeopleSoft term (2003) “ﬁ?m@
“Sense changing customer demand, then adapt planning and —

production while pulling from suppliers —all in real time”

* First “how to” was released in Orlicky’s 3™ edition (2011) FEE'?“E?WEE

USING SMART WETRICS

* First articulation of the Demand Driven Operating Model in
2013’s Demand Driven Performance

* Anin-depth DDMRP explanation in Demand Driven MRP (2016)
* Now Demand Driven is being brought to the strategic level

Why is this strategic application so important?
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Harvard
Business

Topple Rates Increased 6X [ .

Review

“We investigated the longevity of more than 30,000 public firms in =
the United States over a 50-year span. The results are stark: [
Businesses are disappearing faster than ever before. Public

companies have a one in three chance of being delisted in the next

five years, whether because of bankruptcy, liquidation, M&A, or
other causes. That'’s six times the delisting rate of companies 40
years ago. And the rise in mortality applies regardless of size, age,
or sector. Neither scale nor experience guards against an early
demise.

We believe that companies are dying younger because they are
failing to adapt to the growing complexity of their environment.
Many misread the environment, select the wrong approach to
strategy, or fail to support a viable approach with the right
behaviors and capabilities.”

(Martin Reeves, Simon Levin, and Daichi Ueda, Harvard Business
Review, January-February 2016)

“We believe that companies are
dying younger because they are
failing to adapt to the growing

complexity of their
environment.”
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Are We Doing the Wrong Things Faster? [
e
Figure 1. Return on assets for the US economy (1965-2012) DeveI.opment and prOIIfe ration of
planning systems has not enabled
= better ROA performance despite
o labor productivity doubling in the
= same period!
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Complex and Volatile is the “New Normal”
Supply Chain Characteristics | 1965 Today {
Supply Chain Complexity Low High Today’s supply chains look VERY different
Product Life Cycles Long Short from 1960’s supply chains when
Customer Tolerance Times Long Short el BRI G R .
formulated but... -
Product Complexity Low High A
Product Customization Low High "
\
Product Variety Low High - -
; Conventional planning rules have not
Long Lead Time Parts Few Many appreciably changed since the 1960s.
Forecast Accuracy High Low MRP still plans today the way it did 50
Pressure for Leaner Inventories Low High YEAIS ao!
Transactional Friction High Low i - = il
> -~ ‘:‘. :‘g
e S
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Leadership’s Challenge in a Complex Wprldﬁ. )

b

Insolvency/Collapse

y -
« Working Capital = inventory &
cash & credit ey
* Contribution Margin = cash
generation rate
* Customer Base = market
share, sales, service & quality

Contribution

Edge of Chaos

Now and in the Future!
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Which Scenario is Healthier? T e
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Visibility Connects to ROI
AVisibility - AVariability - AROI

Visibility is defined as relevant information Visibilityf= Variability‘
LEIP CREION el I Visibility g = Variability 4

Variability is defined as the summation of the  Variability ‘ = RO '
differences between our plan and what happens. Variability f - ROI ‘,
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The Purpose of Sales & Operations Planning
AVisibility > AVariability - AROI

* Keeping our subsystems in alignment requires
visibility to relevant information...

* Which allows us to control variability...

 Embrace change...

* So that we can drive ROI

This is the purpose of S&OP!!
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Demand Driven Adaptive Enterprise

—————————"

Actual
Demand

N.——————————

Model Projections, Innovation &

~

Market
Driven
Innovation

Adaptive

\\ Strategic Recommendation ,/
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BUSINESS PLANNING

| s | ,
Convention versus DDAE
| rrooucronrime |

PRODUCTION PLANNING

MASTER PRODUCTION
SCHEDULING

MATERIAL REQUIREMENTS
ALBINS Demand Driven

—

Ny

Joimmicr O}

i Lo
CAPACITY REQUIREMENTS
PLANNING Operating Model

™

REALISTIC

Strategic Recommendations

EXECUTING CAPACITY PLANS

EXECUTING MATERIAL PLANS
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Market
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Innovation
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Why is S&OP not universally accepted and
implemented?

» Lack of education and tools to support the process
» Sales forecasts always inaccurate

— Results in demand nervousness

* Not viewed as management process
— Viewed as a Supply Chain function resulting in MPS
— Little perceived value for other functions
— Assumed to be supply/demand balancing
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Roughly Right rather than Precisely Wrong
A range of possibilities is better than
trying to reach a single number
Historic Data
Providing Trend
and Seasonality
‘Baseline’
=
Scenarios
DPS&OP Adaptive S&OP
HISTORY SHORT-TERM 2-3 YEARS
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Demand
Driven

1)
2)
3)

4)
5)
6)
7)

™
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The Objectives of S&OP

Demand Driven (Customer & Strategy)

Drive Execution of the Business Plan

Ensure That the Plans Are Realistic Throughout the

Demand/Supply Chain
Welcome External Change

Integrate Strategies and Tactics

Drive Internal Change Through Continuous Improvement

Integrate The Decision Making Process

© 2020 Demand Driven Institute & Richard C. Ling Inc — all rights reserved
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Demand
Driven

Supply T esto New
Activities

What financial
performance and
factors are relevant
over the strategic
time frame?

What capabilities What are we going to
does the DDOM sell at the family level
need in the strategic over the strategic
time frame? time frame?

What is and will be the
composition of our
offerings?

INSTITUTE
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Strategic Direction

How will we innovate to
sustain and grow market
pullin the future?

Market Driven
Innovation
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Adaptive Sales and Operations Planning

Adaptive Sales and Operations Planning is the integrated business
process that provides management the ability to strategically direct
its businesses to achieve competitive advantage on a continuous
basis by the protection and promotion of return on investment.

Product innovation, customer focused marketing plans for new and
existing products, operations strategy and the financial strategy are
managed on a continuous basis by an integrated reconciliation team
to enable the company management to sense, adapt and innovate
successfully across the supply chain.
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Adaptive S&OP Starting Assumptions

1. There is a defined company strategy. Strategic Stock positions are chosen and sized to match
customer tolerance times and targeted service levels by market segment.

2. An existing or at least partially established business plan.

3. The future will look different from the past. The VUCA world guarantees that unexpected things will
occur. Precise calculations are less valuable and short lived.

4. The basic difference between managing for flow and managing for cost is understood by the whole
Organization. KPIs will conflict and the DDOM “difficult” to maintain.

5. The organization has a “relevant” DDOM in place. No DDOM means no well-defined and realistic
capability ranges and visibility.

6. The organization has capable personnel to perform tactical reconciliation. Without tactical
reconciliation there is a disconnect between emerging strategy and operational capability.

7. Information should be presented in roughly right ranges rather than precisely wrong discrete
numbers.

8. Adaptive S&OP can only be fully understood by knowing the DDAE model characteristics in relation to
Complex Adaptive Systems (CAS). DDOM is Designed and sustained with the “Right Rules”,

24
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What has changed vs. what is the same with the
S&OP process in a Demand Driven Environment?

Has not Changed Changed
e Strong Portfolio Management ¢ More focus on aggregate
and New activities process planning rather than SKU
* Integrated Reconciliation forecasting
process * DDSOP process
e Strong Financial Integration * Bidirectional process which
* Documented assumptions enables company to become

adaptive utilizing an adaptive
engine inside the DDOM

Demand ™ Adaptive
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* Driven by Senior Management

What is different today that will enable
companies to adopt AS&OP

e S&OP Is a mainstream process

« DDMRP, DDS&OP and AS&OP will be supported by education and
software companies will provide the tools to aid implementation

* Companies will not have to rely on fragile Excel spreadsheets to
support their implementations

» Support by largest global Supply Chain Association
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Successfully Implementing Adaptive S&OP

v

AN

AN N NN

Demand 4

Education as a team with the General Manager/Process
owner present to lead the effort

Understanding of the fundamental principles that are needed
to support Adaptive S&OP (DDAE Model)

Adoption of the 7 elements of Adaptive S&OP
Learn by doing philosophy of implementation
Appropriate tools

Comprehensive self-assessment throughout the
implementation

™
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Benefits of S&OP

Demand 4
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Driven £t

v Improved Customer Service

v Improved Control of the Business

v More Insightful Response to Change

v’ Better Management of Resources

v’ Operate with Less Inventory

v Improved Margins

v More Predictable Financial Results

v' Becoming a Demand Driven Adaptive Enterprise

28
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What is the Future of S&OP?

* The future is bright indeed

* It must be an integral part of a Demand Driven Adaptive
Enterprise

* Where Management makes decisions, manages change and
drives the business

* Enabling a company to become truly adaptive
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Demand Driven Adaptive Enterprise Model

Tactical Reconciliation Cross-Functional Planning

The Ultimate- - - . .
2 T P dagagement.Driving the
’ -Model Bl'Dl rectiona Business Plan AN
De man ¢' Pu I I Configuration Parameters proce S?

/

N.——————————‘————————

——

Market
Driven
Innovation
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You do not just implement

Adaptive Sales and Operations Planning

1. Implement DDMRP inside the DDOM

2. Implement S&OP Fundamentals or assess and improve your
current S&OP process

3. Enable DDS&OP This is very important and critical to the process
4. Achieve Bi-Directional Communication

5. Become Adaptive

Adaptive —
‘ . Inr?;i:t?on
S&OP

Actual
Demand

o e e o e e o
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Tactical Adaptive Loop Strategic Adaptive Loop
Feedback ,' Emergence \‘
1 1
: 1
Tactical 1 Strategic :
Selection Selection :
Adaptive I
DDOM P :
S&OP :
1
1
1
1
]
Emergence \\ Feedback ,’
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S&OP is Crucial for Sustained ROI

Mature DDAE Model.
Leverage the Demand Driven Operating Model

DDS&OP and Adaptive S&OP in place.

Sensing, Adapting and Innovating across the supply chain

DDAE |ll (customers and suppliers) for continual ROl improvement.

DDAE |l |capability across the enterprise and into the market.

of a Demand Driven Operating Model.

Synchronizing and leveraging operational capability for
DDAE | |better flow performance. Expand the implementation

the preliminary implementation of DDMRP.
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Begin to emphasize flow-based operational efficiency with
Stage 2

Focused on cost-based operational efficiency

(Cost reduction AND Responsiveness in conflict).

Adaptive
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Remote Learning Opportunity

NOW ON SALE

INTRODUCING SELF-STUDY BUNDLES
1 Demand | Demand | * Demand Driven PIanner(DDP)"‘ self-study access and courseware
o + Driven * Sample exam and solution key
\.

Two DDPP™ certification exam attempts.

Pl 8 ifeti i 6 5 O
« Lifetime access to updated videos and courseware * ES P

3k DDI Affiliates can provide you discount codes that will provide a further price reduction of $100 - $200 USD (depending on your location)

-
Demand Demand | * Demand Driven Leader (DDL)™ self-study access and courseware
Driven + Driven + Sample exam and solution key
Leader I Two DDLP™ certification exam attempts
4 Leader . + Lifetime access to updated videos and courseware sk lTA
3k DDI Affiliates can provide you discount codes that will provide a further price reduction of $100 — $200 USD (depending on your location)

INDIVIDUAL REMOTE EDUCATION AND TESTING
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