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Current Planning Processes
What Does Lean Bring To S&OP?
Lean Constraints On S&OP
Planning: Revised

Conclusions
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Fred Beightol

Director of Capacity Planning
and Distribution for Graftech
International, the leading
producer of graphite products
for the steel, automotive, silicon
and ferroalloy industries.

Fred’s prior roles included
guality, sales, operations
management and customer
technical services.

Deloitte

Kirk Zylstra

Consulting Partner with Deloitte
& Touche, Seattle focusing on:

Lean Manufacturing

Supply Chain invigoration
Theory of Constraints
Customer service strategies
APS, ERP applications

Clients include:

Cascade Designs
GrafTech

Merit Medical
MWI Veterinary
Phelps Dodge
Trident Seafoods
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What Is disrupting your supply chain?

War

Suppliers

Production downtime/other
Customers

Competitors

Current episode of American Idol
Other??

N O O~ wDdE

LP. All Rights Reserved. 4



Web Hits related to operations planning*
Master production planning

Sales & operations planning
Business planning

Forecasting

Demand planning

Production scheduling

Strategic planning

N O O~ 0DdRE

*#Hits on Google® - Informal survey conducted May 2003
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Improve forecasting accuracy

Meet all customer demand

Firm up and authorize the plan

Link the plan to financial objectives and budgets
Level load to smooth out capacity bumps
Control plan modifications based on time fences
Release for material planning

Create schedule to optimize cost

Release work based on material availability
Monitor plan to actual and adjust
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Plan to fill capacity: Firm Sales Orders
Reduce per unit costs 101
Meet absorption budgets

This stored ‘value’, to sell later

When orders did not
materialize, inventory builds

Creating pressure to clear out " Jan Feb  Mar  Apr
finished inventory

Putting pressure on Sales
Creating a situation to reduce

O Customer 1
M Customer 2
M@ Customer 3

Sample Inventory Status

) ) Sales Inventory Weeks Margin
prices to iImprove sales Product 1 9.0 2.0 10.7 $0.16
. . L Product 2 1.6 0.32 9.2 $1.66
Which disconnected the timing Product3 6.0 15 113 $0.53
I, Product 4 54 1.39 125 $0.89

of effort_s to max_lmlz_e Product 5 3.2 0.65 9.7 ($1.28)
production (profit) with later Product6  10.4 34 37.0 ($0.12)

. . Product 7 9.2 2.8 17.0 $0.07
p rce red uctions Product 8 5.6 14 73 $0.02
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Links production to customer pull — make only what is sold
Empowers operators to start/stop production

Reduces lead times and cycle times

Reduces lot sizes

Reduces cost

Makes most schedule sequencing alternatives efficient
Schedule the constraint to maximize throughput

Links downstream material flow

Improves worker and cell flexibility
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Assumes some stability: consistent usage and pull
Reduces inventory buffers

Separates MTO and MTP (make to pull)
Minimizes or eliminates shop orders for “control”

Flex inventory, capacity or demand to maximize cash
profits
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Typically, forecasts and plans attempt to anticipate demand:
Timing of customer orders (measuring customer forecasts)

Producing in advance of demand to minimize costs or smooth
production levels

Calculating production orders and purchase materials
Instead, we should focus on what we can CONTROL.

Formally managing parameters driving inventory buffers:
Market Demand
Demand variation
Lead time
Lead time variation
Customer service levels
Executing against ACTUAL demand rather than plans:
Pull all the way thru the supply chain
Avoid policies that encourage push into the channel
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Lead-time to replenish the buffer
Theoretical value-added time

Lead time variation Lead Time
Scrap
Equipment reliability Lead Time
Queue time
Batch size

Market Demand
Demand history
Sales forecast Market
Customer orders

Market Variation
Seasonality
Customer buying cycles Demand
End-of-month “push” Variation
Service Level

U

Variation

Buffer
level

(

Demand

11

© 2003, Deloitte & Touche, LLP. All Rights Reserved.



Raw
Material Market
Buffer Buffer

Constraint
Buffer

Process A Constraint Process C Process D

Process

S A = A/
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De-emphasize customer forecast
Customer forecasts do not drive production

Use historical data

Consider market conditions that influence demand
Causal factors
Competitive intelligence
Economic trends

Drive to reduce variation and smooth demand
Aggregate by product family, by region
Standardize (rationalize) product line

This demand is used in determining the ideal buffer levels
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Tough choices are part of the territory:
Running plants less than full capacity
Routing product
Choosing the right customers and products

Managing the parts for the good of the whole. The sum of the
best of the parts does not equal the best for the whole
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New planning processes are based on models to:
Decide which customer demand we want
Where do we want to produce what
How to maximize our ENTERPRISE PROFITABILITY
You are a candidate for an S&OP model, if plans are:
Capacity constrained telling you whether it is realistic
Based on static routing, without free movement of demand
Limited in financial forecasting (PL, BS, and CS)
Time consuming: takes more than an hour to update
Accessible only by a very few seasoned planners
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S&OP is a forum to:
Maximize ENTERPRISE profitability
Respond to the market, not insulate us from it
Drive change, not seek consensus for a plan

The planning process must change to:
Be more flexible
Plan for alternative “futures”, rather than finding the future
Less “process” and more “substance”
Less cost/capacity constrained and more decision enabled

Flexibility must be more than running thru the plant with
change orders, hot lists and urgent messages...
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Thank You!

Kirk D. Zylstra Fred Beightol

206 233-7469 031 552-5199

Kzylstra@del oitte.com Fred.be ghtol @graftech.com
Deloitte

& Touche
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