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Educate you on a unigue approach to improving your
odds of getting your SAP Project (or any technology
Initiative) approved by the CEO.

»  Why most business cases fail the “CEO/CFO test”
» The critical steps for securing buy-in from your CFO

«  How to chart a self-funding path to deploying more SAP
technology

«  How companies are approaching the justification for upgrading

« What actions you can take if your CEO believes you didn’t
realize any return from your original SAP investment

EDUCATING HETWORKING INFLUENCING
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Why most business cases fail the “CEO/CFO test”
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A business case makes the

case for the change

and provides the
financial basis for a
project .

- Or —
An appeal for change

based on factual
evidence.

EDUCATING HETWORKING
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INFLUENCING

ASUG

AMERICAS" 5AP USERS" GROUP

The Money Magnet
Crowd Pleaser
Project Guardrails
Team Cheerleader
Executive Reminder
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« 83% of all IT project investments
fail to reach their economic goals*.

This can’t be

According to the Standish Group &\ happening!
Stern Stewart:

A $100M public company could boost
its share price by 3% annually by
reducing this rate in half™

A company with 1% of revenues in IT
could increase operating margins
by 3%

* The Standish Group
** Assumes 10$ EBIT, 10M shares outstanding, EPS = $1.00, P/E ratio of 10

EDUCATING HETWORKING INFLUENCING
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« 85% of all major projects are
subject to a business case

* Less than 50% of all
companies monitor their
actual results

* Only 10% are actually
held accountable for
results

Source: McKinsey Quarterly 2003.
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Project Cost
Overruns

Perceived
Issue

Poor expense

control

Actual Cause

Understated
cost
assumptions

Missed project

Scope creep

Fuzzy project

deadlines boundaries
Low user Inadequate Lack of user
adoption training motivation
Key Lack of No value
functionality sufficient analysis of
missing resources / dropped
team features
Mid-Project Project Lack of clearly
Cancellation management articulated
problems value

EDUCATING
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INFLUENCING
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Approve projects that should
be rejected.

Reject projects that should
have been approved

Never see opportunities that
should have been approved

Approve good projects that
fail during implementation

EDUCATING HETWORKING INFLUENCING
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CEQ’s expect business
executives to;

 |dentify the IT
investments required to
achieve their strategies

e Support, monitor and
assess important IT
initiatives

» Help make the IT and

organizational changes . . less than 10% of CEQO'’s

necessary to achieve the  fag| that their businesses

business case realistically assess the benefits
of IT projects.

EDUCATING HETWORKING INFLUENCING
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The critical steps for securing buy-in from your CFO

EDUCATING HETWORKING INFLUENCING
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1. Developed technological innovation and
complementary managerial innovation in parallel

D&LL

2. Focused their IT spend on cutting the interaction

CcOsts
WAL*MART"
3. Disproportionately focused IT investment on the ALWAYS LOW PRICES. i
highest possible impact productivity levers.
( ?{?{.H ?’c S SCHWAB

4. Made sequential/stacked investments in the right
order (self-funding) to build IT capabilities over
time

:'; COLGATE-PALMOLIVE COMPANY

5. Retooled business processes and organizations to
leverage new capabilities

Source: After the Technology Bubble. McKinsey Quarterly, 2004
EDUCATING HETWORKING INFLUENCING
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The best CEO’s have
Business Unit executives
make stretch performance

commitments and apply
pressure through
benchmarks; they know the
achievement of the results
are only available through the
strategic use of technology.

Source: McKinsey Quarterly, 2004
EDUCATING NETWORKING NFLUENCING
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Common
Error

Actual Examples

Consequence

Missed | “Retraining costs Mis-set ROI
Benefits | due to normal expectations
and Costs | employee turnover”
Weak Link | “Primary value of Erroneous
to Strategic | project is better data returns
Issues | integration” accepted/valid
returns
rejected
Business | “Annual $1M in data Loss of
Case | entry time savings” business case
Credibility credibility
Low Appeal | “We cut 25% off of Risk of funding
our vendor payables rejection
process”

EDUCATING
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INFLUENCING
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ROI can mean many
different things...

o A formula

» Cost-benefit
justification

e Benefits realization
» Value analysis

» Value management

ASUG

AMERICAS" 5AP USERS" GROUP

FIGURE 1 B SURVEY EVIDENCE ON THE POPULARITY OF DIFFERENT CAPITAL BUDGETING METHODS*

IRR
NPV i
Hurclle Rt [
Payback I
Sensitvity Analysis s
P/E Multiples I
Discounted Payback ——
Real Options I
Book Rate of Return | —
Simulation Analysis/ VAR [
Profitability Index —
APV

Capital Budgeting Technigue

1i) 2) 3 4 3] bl Tl el

Percent of CFOs Who Always or Mostly Abways Use a Given Technigque

“We report the percentage of CFOs who always or almest always use a particular technique. IR represents Internal Rate of Return, NFV is Net Present Value, F/E s
the Frice to Earnings matio VAR is Value At Risk, and APV is Adjusted Present Value, The survey is based on the responses of 302 CFOs, as are the rest of the figores
in this paper.

Source:“How CFO’s Make Capital Budgeting and Capital Sttue Decisions” Stern Stewart

EDUCATING HETWORKING INFLUENCING

Copyright 2 2004 Americas’ SAP Usars” Group



ASUG

AMERICAS" 5AP USERS" GROUP

(+# (

Ask 3 people what the “ROI” on your project is and see
how many answers you get....

Copyright 2 2004 Americas’ SAP Usars” Group



ASUG

AMERICAS" 5AP USERS" GROUP

1%

CFO’s tend to discount a business case based on
the following factors;

Your Expected Benefits

Less: Perceived risk
Less: Actual $$ the company can spend
Less: The company’s strategy
Less: What competitor’s are doing
Less: Corporate priorities
Less:. Past investment history
$$ Net Benefits $$

EDUCATING HETWORKING INFLUENCING
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Top management support
Strategic alignment

Compelling case for change
Line ownership

Risk assessment

Evaluation of viable alternatives
Vision of the future state

...and the most compelling argument...

(ol oy |
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«Sales Data
eInventory Costs
sInventory Positions
*Supply Statistics
«Service Levels
*Gross Margins
eCustomer Segments
Lot Sizes

«Capacity
*Production Orders
Fill Rates

«Sales Allowances
*Chargebacks/Deductions
*EftC....

EDUCATING HETWORKING INFLUENCING
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Tie back your operational
measures in a manner
that relates directly back
to the Income Statement
and Balance Sheet, and
you have just created an
“Irrefutable Business
Case”.




How to chart a self-funding path to deploying more
SAP technology
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Reduce
Input for
a given
Output

Increase
Output
for Given
Input

McKinsey Quarterly
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Examples

Financial Services /
Telecommunications

- Cutting customer acquisition
costs and improving retention

Apparel Retailer

- Reducing obsolescence and
Improving inventory velocity

Semi-Conductor Manufacturer

- Improving demand visibility and
reducing supply chain costs/time
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For example:

e

BW for Customer
nalytics

CRM Sales for
Increasing
Customer Revenues
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Started with the Financial Statement Focus On
Strategic Opportunities (“Alignment”)

Benchmark “lite” conducted (“Set The Stage”)

Bottoms-Up Analysis with Current Operational Data
(“Line Ownership”)

Dose of Reality Added In (“Credibility™)
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$56
million

$55
million

[

Income Statement

Balance Sheet

Financial Levers

Productivity Levers

Revenue

Promised ship date accuracy, prioritized key

: <+— account management (discount policies,
nly Gr Margin Impact C .
(only Gross Marg pact) prioritized ATP allocation), faster NPI
Selling, General & No
Administrative Expenses recommendation

Inventory, A/R, A/P
Carrying Costs

Optimize or reallocate warehousing space and
labor, reduce rework, unpack, damages

Gross Margin (Cost of

Optimize discount policies, reduce product

Goods Sold) options, lead suppliers, supplier consolidation
Introduce ATP capability, optimize safety
Inventory < buffers, lead time reduction, increase

production flexibility, optimized build-ahead

Shorten sales cycle time of dealers,

Accounts Receivable <« distributors, and branches. Automate
payments, Optimize payment terms.
. No
<
Fixed Assets recommendation
Accounts Payable <«—| Balance late charges with cost of money,

renegotiate terms

Impact



3 Year CAGR of Revenue

< |

30.0%
Current Target
. 22% State BIC Selected Avg.
25.0% Revenue Growth -4.4% 25.2% 5.7% 5.7%
$ Improvement ($MM) N/Al $ 218 $ 74 $ 74
20.0%+
16.7% $Improvement@Gross nAl $ 64 | $ 16| $ 18
Margin Level (SMM)
15.0%+
10.0%-+
6.4%
4.1%. 445
5.0% -+ I I 3.5% 3.0% » 6%
0.8%
0.0% ; ; ; ....- | 10'0%
(0.2%) l
-5.0% -+ (4.4%)
-10.0%-L
= U7 T = =




N
[

Current Target
State BIC Selected Avg.
25095 Future Statp 22,094 Gross Margin % 17.0%|  29.5%|  22.0%|  23.7%
$.Improvement($MM)- AR 93| s 37| s 50
Historical
29.5% _
3000 "7 292 g 4y, $ Improvement (SMM) NAl s e4|s  16|s 18
Revenue Lift
24.5%
25.0% C281% o0 -
SN 21% L6,
20.0% 18.6%
17.0%
15.0%
10.0%
5.0% |
0.0%
0.0% : : : : : : : : : : : :
) 5:’

* COGS at Actual



Inventory Turnover

%

9.0 +

7.0 +
6.0 +

5.0 +

3.0 +

20 +

‘Future StatI ‘ 8.1'

8.2

Current Target
State BIC Selected Avg.
Inventory Turns 6.1 8.2 8.1 5.5
Inventory Turns $ Improvement
N/A 27 25
(SMM) $
Inventory Carrying Cost $ N/A 1l s 13

Improvement ($MM)

8.0 7.8
7.3
| 6'1

6.0
54
4.8 4.8
4.4
I 2.4

2]

HU




Days Sales Outstanding

70.0 T

60.0

50.0

40.0

30.0

20.0

10.0

| Future Statp | 53.7|

Current Target
State BIC Selected Avg.
DSO 66.1 40.3 53.7 52.2
$ Improvement ($MM) N/A 52| $ 25| $ 28
A/R Financing Charge Release $ N/A $ 11 1

Improvement ($MM)

—

u)

INT]

HU|
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High

Simply stated, the higher the volume, the
lower the margin as shown in the graph
+ below

Margin

Low :
Customers Annual Volume for a Product (SKU) High

+ Potential Opportunities
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o|nputs *Outputs
« 52 weeks of customer order 1. Mean Absolute Deviation  Optimal inventory levels for

history and forecast history components aligned with the

.. . target average X day
by FG, by shipping location. procurement lead time.

Varying service levels % and lead times
5. Procurement Lead Time VajiElili - Safety stock levels

By product category, SKU, plant
Inventory turns

Days of usage

Where used list

» Projected inventory
¢ Initial MRP Component Profile
° * Planning Strategy (Forecast,
ROP, Kanban, VMI,...)

* Simulated MRP (within FG-PTF)

« Standard cost « Out of Scope to gauge current net stock
requirements.

* Simulated MRP to explode FG-

. Forecast & FG-Sales and

. compare component usage

patterns + proposed inventory.

* Finished Goods bill-of-
material structure

* Procurement lead time for
components - Planned

¢ On-hand inventory levels

We modeled Client X’s demand and supply chain with the variables shown above.
Statistical techniques were incorporated to achieve the results.



Total Revenue

excl. Deleted, NPI, Obsolete, Unknown

excl. ' MTO' revenue

Net Revenue $ used for analysis

$1,090,843,982
$64,077,397
$6,091,735

$1,020,674,850

800.00

700.00 4

600.00 1

500.00

e ($MM

300.00

Revenu

200.00

100.00 4

0.00

@ 400,00

Revenue By Price Type
678.31
186.60
1953 80.98
|:| 027 249 006
1 ‘ ; B e
Parts  Accessories  Trim Displays ~ Faucets Sinks Others

Price Type

Revenue Percentage By Price Type

—0.01%

4.85%

7.93%

18.28%

0.03%

66.46%

O Parts

B Accessories
O Trim

O Displays

B Faucets

@ Sinks

B Others




COGS By ABC Class

5%

80%

oA
mB
ocC

[ Class | COGS ($MM) |
A $329,583,118
B $63,112,386
C $20,603,862

$413,299,366

COGS

Price Type A | B | c
Parts $15,548,013 $5,864,328| $3,402,240
Accessories $16,027,483  $13,375,452| $7,050,494
Trim $52,509,433  $15,044,971| $4,376,014
Displays $337,434  $1,298,641
Faucets $236,785,034 $23,977,088  $3,596,361
Sinks $8,713,155 $4,444,791 $708,848
Others $28,875 $65,665 $145,047

SKU-L Count 14,518

Price Type A | B | C
Parts 53 215 4417
Accessories 138 664 3488
Trim 321 672 1242
Displays 11 534
Faucets 862 804 714
Sinks 55 135 106
Others 2 85 0
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A B
ABC Class

* < U
COGS Vs INV By ABC Class
350

[70)

5

= 300

=
S 250
3
g 200 @ COGS
g 150 = INV
9]
Q
@) 100
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Inventory Burn Tracker

, $48 10.50
5 5 %46 10,00 £
° = $44 =
o= 950
> %42 5
S 9.00 £
S $40 &
% $38 850 g
= $36 8.00

Now Dec, Jan, 04 Feb, Mar,04 Apri,04 May, Jun, 04 Jul, 04 Aug, Sep,

03 04 04
Period (FY04)

== Projected On_Hand Projected Inventory Turn

04 04

Note: Analysis does not include factory shut down.




FG Inventory

Millions

Inventory Sensitivity By Lead Time

$40
$35
$30
$25
$20
$15
$10

$5

$0

@ Projected FG Inventory

0 -10% -20% -30% -40% -50%

Lead Time Reduction (%)

Lower the lead time, lower the inventory




Location
KINS
LASV
OAKV
PRTL

Price Type
Parts
Accessories
Trim
Displays
Faucets
Sinks
Others

Current On-Hand Projected On-Hand : :
$30,429,047 snpies  1he optimal inventory
$10,236,276 $8,313,428 for Company X
$4,305,373 $4,583,880 Finished Goods is
$60,714 $37,858 $36M........ but
$45,032,311 $35,576,811
Current On-Hand Projected On-Hand
$1,578,216 $4195849 T nearly $5 MM
$9,323,029 $5,365,497 g ) :
$5,098.440 4415221 4mm N SAVINGS IS from
$811,931 $310.976 C items which will
$27,374,044 $19,921,222 Il take several years
$740,800 $1302,832 1 to burn.
$90,503 $48,969



* ,@( # -

| Location| Item | demandcov Class | Price Typd Average Demahdstandard Cokt Current InvCost Projected InvCost Saving | Weeks to butn
KINS 87881 0.54A Faucets 1017.24 29.685 $594,294 $141,639 $452,655 15
KINS L84510 0.35A Faucets 212.25 23.2457 $389,087 $28,716  $360,370 74
KINS 87400 0.56A Faucets 2002.25 30.9799 $693,020 $403,282 $289,739 5
KINS 87105 0.73A Faucets 1074.42 29.0761 $524,417 $239,813 $284,604 10
KINS 87428 0.4A Faucets 1632.02 27.724 $499,725 $247,644 $252,081 6
KINS 84424 0.59A Faucets 1042.5 23.8407 $416,998 $187,092 $229,905 10
LASV 87881 0.76A Faucets 126.93 29.685 $239,677 $21,880 $217,797 58
KINS 87581 0.39A Faucets 829.88 26.6964 $317,367 $119,018 $198,349 9
KINS 84781 0.47A Faucets 726.88 26.2312 $258,482 $101,636 $156,3846 9
KINS 21030W 0.23A Accessories 1534.17 9.5766 $233,382 $78,969 $154,413 11
LASV 87400 0.75A Faucets 388.92 30.9799 $240,714 $91,377 $149,336 13
LASV 87428 0.38A Faucets 358.36 27.7781 $176,391 $53,873 $122,518 13
LASV 87105 0.6A Faucets 222.03 29.2347 $163,247 $43,247  $120,000 19
KINS 62320 0.36A Faucets 11485.15 9.0946 $264,362 $151,859 $112,503 2
KINS 3847NL 0.61B Accessories 7 148.11€4 $430,580 $41,429 $389,151 376
KINS L.84681 1.17B Faucets 28.41 20.0051 $193,649 $5,730 $187,920 331
KINS 8999P 0.46B Faucets 21.25 85.7451 $149,797 $17,896 $131,901 73
KINS 84431 0.86B Faucets 52.34 15.5224 $130,528 $5,260 $125,268 155
KINS 3845NL 1.28C Accessories 1.21 108.4248 $145,723 $11,209 $134,514 1026
KINS 21028 1.39C Accessories 4,19 8.189 $115,170 $484 $114,686 3343

........of which $2.5M can be saved in the next 6 months.

Note: Inventory as of showed savings of $2.46 MM for the Top 20 SKU's,
of which $1.4M can be saved in the next 4 months.
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PLOT: COV & COGS
Re-Order Point / Make to Order

9

8

7 o Collaborative forecast / VMI

6 : S

5 &
§ . ’1 ’0 2 . & sku| Forecast / Re-Order Point

* 0
° 0’0’ * *
2 ’ »%,o’ . . * Forecast (quantitatively driven)
S e
o ‘ ‘ ‘M’V »
0 > 0.2 0.4 o 0.6 0.8
COGS ($)

New planning strategies by “inventory category” will produce

Investment payback (using APQO) within 8 months
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Hig

Implementation: Upgrade
ERP(SAP), APO, CRM...

h
[ Technology

“Strategic” Self Funding

Organizational
Realignmer

~—*

\Supply Chain Strategy & Executiod

Channel Stratégy |

P

Questionable feing Analysis | ow Hanging
Returns Fruit

Network
Analysis

Low

Hard Execution éasy
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Upgrade SAP

Network
Analysis

Purchasing
&Supplier Analysis

Shared Services Strategy

Supply Chain
Strategy & Execution

Product
Eng./Dev
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Cumulative Cost Break Even Analysis Impact on EBIT
$16.0
$16.0

$14.0 1 /——‘ $14.0 __

$12.0 $12.0 — —
F $10.0 E $;g:g 1 B
% $8.0 - g $6.0
2 $6.0 2 340 -

$4.0 $2.0 |

$- — —
$2.0 1 $(2.0) 1 -Q3+Q4 2004 2005 2006 2007 2008
$ ‘ ‘ ‘ i 2003
Q3+Q4 2004 2005 2006 2007 2008

2003

=¢— Total Benefits  ==l==Total Cash Cost Of Ownership (net)

. 0O SAP (incl. Training and BW) B Upgrade SAPt
Benefits - Costs O Supply Chain Strategy §CM / APO
- inance — .

Benefits Total P2P B Channel Strategy O Contingency
Total P2F 9% Benefits
Benefits 42%
10% W $XXX, X
FXXXKXXX.

XOXXX XXX

XXX, XXX

Total I12C

Benefits
39%



How companies are approaching the justification for
upgrading
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Technical

HW Consolidation
SW Consolidation
Maintenance

Functional

New processes
Better decisions
Cheaper integration

Strategic

New processes
Reduced interaction costs

Market share / EBITDA
Growth




“Cost Center”

Extract information
for better decision-
making

mySAP Enterprise

“Business Enabler

New processes,
“Leverage the

MySAP Business
Suite

investment”
“Strategic Partner” “Cost of doing Stand-alone mySAP
business” Enterprise




What actions you can take if your CEO believes you
didn’t realize any return from your original SAP
Investment
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Find value in sunken IT investments first to
establish credibility;

One final piece of integrating technology

Industry-specific application that ties
systems together

Go back and ‘redo’ processes,
managerial systems and/or
organizations

Innovate selectively and demand business
units to comply with standards

Partner to learn and focus on reducing
Interaction costs

Focus, focus, focus
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Lack of perceived value from your original investment is
probably based on one of the following reasons;

The system was abandoned when
implementation troubles began or
the cost outweighed the benefit

Only parts of the business were
automated so end-to-end
automation reduced the payback.

The focus wasn’t on areas that
produced the greatest productivity
levers

Business processes /
organizational changes were not
made to take advantage of the
enhanced capabilities



How will it be different
this time?




Educate you on a unigue approach to improving your
odds of getting your SAP Project (or any technology
Initiative) approved by the CEO.

Use current operational data and tie it back to your
financial statements

Paint the “Upgrade and Beyond” picture for your
executives

Be able to describe how business will be done
differently in the future
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Choose This..... ...or this!

Excel Spreadsheet with a
Payback Period Analysis
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Drop me a note at
or contact me directly at (216) 674-9068

Ask for a copy of EntryPoint’s Executive Briefing called,

“Building The Irrefutable Business Case”

www.entrypointconsulting.com



