M FORUII 06

RESUIISTUIroUgi Innovaton

what makes you # I l?

specia




BIV FORUN-06

esulisthronghinnovation

O

—

what makes you # I l?

specia




o
e

what r‘m & T e,

The Other IBM — IBM Global Business Services

It’s a different kind of world.
You need a different kind of IBM.

- IBM Global Business Services combines an +
extraordinary level of experience, intellectual
capital and operational expertise to:

— Solve business problems; and
— Transform critical business processes

- IBM Global Business Services is deeper in :
— strategy and change management
— practical understanding of customer service issues
— supply chain and financial management
- HR
- IBM has global experience in 17 industries
as diverse as government, retail, and media
and entertainment

IBM FORUM 06
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What is Component Business M lling
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Today’s Reality

IBM Global Business Services

special

“luxury of assuming that business models
were more or less immortal. Companies
always had to work to get better... but they
seldom had to get different - not at their

core.”

Gary Hamel and Liisa Valikangas,
‘The Quest for Resilience’

Harvard Business Review
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The process perspective can improve how a business operates but it doesn’t force
the generalisation of common tasks nor help rationalise shared activities.
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IBM Global Business Services

A process task is treated as a stand
alone entity, re-engineered for
improvement, and implemented

without being fully integrated across
the entire enterprise.
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However, CBM seeks to identify the collection of specialisation capabilities that can be
combined as a network to support the full array of processes.

150-300
significant processes
supported by 50-80
specialist components

IBM FORUM 06
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The evalution of business structure

Mowy, leading companies are adopting a mere companentized approach to thelr busingsses,
realizing substantial changes in the effectiveness, efficiency and flexinlity of their
arganizations, onving sustainable growth
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A Business Component Map is a tabular view of your business components
in

the scope of interest

Columns are Business Competencies,
defined as large business areas with
characteristic skills and capabilities, for
example, product development or supply
chain.

A Business Component is a part of an
enterprise that has the potential to operate
independently, in the extreme as a separate
company, or as part of another company.

Financial
Control and
Accounting

Business New Business Relationship Servicing & Product
Administration Development Management Sales Fulfilment

An Accountability Level characterises the
scope and intent of activity and decision-
making. The three levels used in CBM are
Directing, Controlling and Executing.

Fulfilment Portfolio
Planning Planning

Business Account

Directing Planning Sector Planning Planning

Sales Planning

Sector Relationship

Business Unit
Tracking

Compliance

Fulfilment

Sales
M Planning

Controlling | ———

N Product i Credit Reconciliation

= Directing is about strategy, overall

direction and policy. Product product
. . . . Directory Sales ulfi Cu
. Control_llng is abo_ut monltorlng, A o Fufilment Aecounts
managing exceptions and tactical : Credt
e . Executing Administration Customer
decision making Marketing Dialogue Document
. . ) ucti Campaigns nagemen ner
* Executing is about doing the work anToduction — Menagement s
Routing

IBM FORUM 06
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The business component

A business component is & part of an enterprisa that has the potential lo
operate indepencertly, in the extreme case as a separate company,
or as part of another company

Business Component

Why it exists Business Purpose
\What if does Activilies

How it does it Resources
» People Applications

» Know-how Infrastructure
v Technology

Y F ; .
IBM Global Business Services IBM FDHUM ﬂﬁ =
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Component Business Modeling (CBM) is a powerful new tool

Enabling you to address a range of business and technology issues

- Distinguish between differentiating and operating components and where
to invest

- Business components provide the capability to easily view the enterprise
through a number of different “lenses,” simply by changing the criteria by
which components are evaluated

— e.g. financial, strategic fit, organizational, technical

- This componentized view of your business is an evolution of traditional

views (business unit, function, geography, process)

- allows you to have transformation discussions in a non-solid, agnostic
manner

IBM Global Business Services
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What are some examples of how CBM can be applied to your
situations?

- Strategic issues
— Aligning business capabilities to the overall strategy and identifying differentiating requirements
— Ensuring investments are aligned with the strategy

- Sourcing issues

— ldentifying non-differentiated parts of the business that are better served with shared services or
alternate sourcing / partnering arrangements

 Technology issues

— Creating an underlying technology architecture that leverages the existing investments and builds
incremental capabilities to support increased flexibility and responsiveness and a componentised
approach

* Mergers & Acquisitions

— Enabling a comprehensive, non-political and non-siloed view of the organisational capabilities and
creating a single roadmap for integration

* Prioritising transformation initiatives

— Creating integrated business and technology transformation roadmaps that are aligned with the
overall strategy

IBM Global Business Services
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Case study 1: One way to clarify your differentiating capabilities is to
evaluate positioning vis-a-vis customers and consumers

Strategic Positioning Framework

Measurement

» |mportance in their lives
» Perceived difference
» Price premium

s

High

= Market share Importance fo
= Loyalty Consumers
RLO‘;;V;,‘;‘:;; Measurement
2 * Resistance to price
S decline
Low High' = Resistance to store
Degree of Leverage promotion
with Retailers = Retailer profit

= Manufacturer profit

IBM FORUM 06
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Each of a company’s Play Big priority capabilities are mapped to identify the

key components

Play Big Strategic
Capability

Core Components

Consumer Insight to
Innovation

Category/ Brand Strategy Planning, Product Ideation/Devel, Marketing
Analysis

Collaborative
consumer mgmt.

Category/ Brand Strategy Planning, Brand P&L, Matching Supply/Demand,
Mark Effectiveness, Product Ideation/Devel, Marketing Analysis, Marketing
Execution

Effective marketing
spend

Brand P&L, Mark Effect, Mark Analysis, Mark Exec, Cust Relat Strat,
Customer Relationship Planning, Customer Insights, Account Management

Collaboration and
integration

Matching Supply and Demand, Product Ideation and Development, Product
Directory, Value-Added Services, Customer Account Servicing, In-Store
Invent Mngmnt, Cust Directory, Mnfctrng Strat, Supplier Relationship
Mngmnt, Supplier Control, Plant Inventory Mngmnt, Mnfctring Procurement,
Supply Chain Strat/Planning, Distribution Oversight, Alliance Mngmnt,
Indirect Procurement

Strategic partnership
mgmt.

Value-Added Services, Supply Chain Strategy and Planning, Alliance
Management

IBM Global Business Services
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CBM will help to identify differentiating components for the Consumer
Products industry

Consumer Relationship

Customer Relationship

Manufacturing

Supply Chain & Distribution

Business Administration

Planning and
Analysis

Category/Brand Strategy

Customer Relationship

Manufacturing Strategy

Strategy

Category/Brand Planning

Customer Relationship

Supplier Relationship
Management

Planning

Monitoring and
Controls

Matching Supply and
Demand

Marketing Development
and Effectiveness

Product Ideation

Execution

Production and Materials
Planning

Customer Insights

Account Management

Product Development

Value-Added Services

Supply Chain Strategy

Supply Chain Planning

Corporate Strategy

Corporate Planning

Alliance Management

Line of Business Planning

Differentiating

IBM Global Business Services

Non-Differentiating

IBM FORUM 06
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Components are assessed and segmented to determine their positioning in
the operating model

High 1 Consolidate 2  Achieve Superiority
(Organisation
-Specific)
* Maximise efficiency and = The focus of the business — strive for
consistency best-in-class performance

= Cannot outsource due to

customisation and integration with Indvesttto gain unique competitive
other business activities advantage
Deg ree of Example: Treasury & risk mgmt. Example: Product ideation
organisation - -
uniqueness 3 Manage as Utility Q Leverage Specialists
* Operate o? speé:ific _sebrlvice-_le_vel Internal capability not unique; best-
agreements and variable pricing in-class partners exist in marketplace
" Use pa_rtne_rs with scale, onv Sitry Seek tightly integrated relationships
anq sy\_ntchlng costs, and high and block competitor access
Low reliability
(Industry- Example: Product development

Generic)  Example: Finance & accounting

Low (Non-Differentiating) High (Differentiating)

IBM FORUM 06
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The resulting CBM Map incorporates attributes and can be used to identify

the role of the organisation

Consumer
Relationship

Planning and
Analysis

Category/Brand Strategy

Category/Brand Planning

Operational

Customer
Relationship

Customer Relationship
Strategy
Customer Relationship
Planning

Operational

Manufacturing

Manufacturing Strategy

Supplier Relationship
Management

Production and Materials
Planning

Operational

Supply Chain &
Distribution

Supply Chain Strategy

Supply Chain Planning

Operational

Business
Administration

Corporate Strategy
Corporate Planning

Alliance Management

Line of Business
Plannina

Monitoring and
Controls

Execution

Brand P&L Management

Matching Supply &

Assessing Customer
Satisfaction

IManufacturing Oversight

IDistribution Oversight

ISuppIier Control

IIn-Bound Logistics

Business Performance
Management

Operational

Customer Insights 1 3 J|External Market Analysis | 1
Demand
Marke_tlng Deviand Account Management Out-Bound Logistics 3 Org?mzatlon and Process 1
Effectiveness Design
— Compliance .
Concept/Product Testing H Value-Added Services IMake Products 3 D'smb'."t'on Center 3 Treasury and Risk 1
Operations Management
Product Development Cust_or:ner Account Assemble/Package 3 Transportation 3 |laccounting and 6L 3
Servicing Products Resources
Product Management 1 Retail l\!larketmg Plant Inventory 3 En route Inventory 3 Ilndirect Procurement 3
Execution Management Management
IMarketing Execution 1 In-Store Inventory 3 Manufacturing 3 Facilities and Equipment 3
Management Procurement Management
Consumer Service 3 [JCustomer Directory 3 HR Administration 3
IProduct Directory 3 IT Systems and 3

Operations

Differentiation Ke

[Non-Differentiated

IBM Global Business Services

Operational Key

[Consolidate

IBM FORUM 06 ..
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Create a “Heat map” by defining and considering the financial drivers

Example:
Consumer
Packaged Goods

Financial View

|:| High Capital Area

. High Cost Area

High Cost &
Capital Area

Consumer
Relationship

Customer
Relationship

Manufacturing

Supply Chain &

Distribution

Business
Administration

Category/Brand Customer Relationship
Strategy Strategy
Strategy
Category/Brand Customer Relationship
Planning Planning
e ——
Brand P&L Assessing Customer
Management Satisfaction
Matching Supply .
Tactics and Demand Customer Insights
Marketing Development
& Effectiveness
Account Management
Product Ideation o -
Value-Added Services
Execution Product Management !

Marketing Execution

Product Directory

Retail Marketing
Execution

In-store Inventory Mgmt

Customer Directory

Manufacturing Strategy

Supplier Relationship
Management

- Production and
Materials Planning

Manufacturing
Oversight

Supplier Control

Make Products

Assemble/Pkg.
Products

Manufacturing
Procurement

Supply Chain Strategy

Corporate Strategy

Corporate Planning

Transportation
Resources

Supply Chain Planning

Distribution Oversight

Management

En route Inventory

IBM Global Business Services

IBM FOR

UM 06
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Alliance Management

Line of Business
Planning

Business Performance
Management

External Market
Analysis

Organization and
Process Design

Legal and Regulatory
Compliance

Treasury and Risk
Management

Facilities and Equipment
Management
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Procter & Gamble is leading the traditional CPG industry in its development
of a networked business model

e o

Online techniques reduced new Rolled out global e- Outsourced bar Partners include Outsourced CRM technologies,
product concept testing from weeks procurement soap Schneider and contact support and global
to days system for MRO manufacturing Exel Logistics el fulfillment services

A A
Partnered with Clorox on a food- / Industry leader in trade customer

wrap technology to get it to market collaboration and integration
faster

\ 4

Product P e Manu Logistics Consumer Customer
Development facturing IDistribution Mtg Mgt

Outsourced corporate facilities
Facilities/G&A Management management and project

L management
m—G Human Resources

IT Management Outsourced computer systems and
data centers

“Connect & Develop Program” to
generate new product ideas outside
of the company

\ 4

NN\ /

\ 4

Outsourced global employee
services to IBM (effective 1 Jan 2004)

Finance/Accounting/Legal

. . ] ] Planning to outsource payables
|:| = Differentiators I:I = Non-differentiators 1Q04

“Our core capability is to develop and commercialize. Branding is a core capability. Customer business development is a
core capability. We concluded in a lot of areas that manufacturing isn’t. Therefore, I let the businesses go do more
outsourcing. We concluded that running a back room wasn’t a core capability. You do what you do best and can do world
class.”

— A.G. Lafley, Chairman and CEO, Procter & Gamble

Source: Sykes Enterprises Press Release, 30 Jun 03;
Business Week, 7 Jul 03; Oster Dow Jones Select, 17

IBM Global Business Services Jun 03; PR Newswire, 17 Jun 03; Fast Company,
Sept 03; , July 2002;

Company web sites Results through Innavalion
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Case Study 2: In this Automotive example, Corporate-level value drivers
are broken down into operational levers where transformation becomes
meaningful

Pain: Deteriorating margins
Reason: Escalating vehicle servicing costs

Pain: Escalating vehicle servicing costs
Reason: Increasing warranty costs

Director Director Pain: Increasing warranty costs

Sales Customer Service Reason: Poor claims management
process and fragmented warranty
information

IBM FORUM 06

IBM Global Business Services
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Using the value driver trees, we identify that Warranty and Claims Handling
are KPls that would have immediate impact on COGS and SG&A

= Pats Revenue
= Share of After Market
= Parts Supply vs Demend

Ccoureane]—| o - Gtoms Rt
= Service Target Attainment

Identify Operational Levers

| Pats | = Pats Rturn

\ehides |+ st of End of Life Processing

Driver tree helps to

understand relevant KPI's for [sec] |
this solution
Value Driver Tree indicates

SGBA |

that claim processing ties to
SG&A.

Number of \ehides Processed
= Number of Recyded Parts

Warranty Mgt costs tied to
= Sarvice Target Attainment

COGS in form of parts, recall, p— | = Narber of Lhresdved Brchiams
etc. | Effidengy and | Badimee | & Doaers
Manege Risk » Parts Supply vs Demend
= Qustomer Sdtisfaction
= 3d Party Qudlity Renking

Inventory _—
Says Qost of Inverttory Parts Inventory |

= Pats Inventary Tumns

IBM FORUM 06

IBM Global Business Services
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Customer reports incident or
recall

Dealer diagnosis of incident

OEM/supplier provides tech
support

Dealer submits warranty claim

OEM validates claim and IDs
need to evaluate part

Dealer returns part

OEM analyzes claim

OEM determines pay out to
dealer

OEM pays claim

OEM generates reports, early
warnings

Supplier investigates part
problems

Supplier re- imburses OEM per
contract or agreed to settlement

Supplier generates
reports

Supplier and OEM history used
by other areas of business

IBM Global Business Services

Direct

Control

Execute

Using CBM, the Warranty Claims Processing components can be identified
at an enterprise level

IBM FORUM 06

Results through Innovalion

Business Financial Product/ Production Supply Marketing Service &
Administration = Management Process Chain & Sales Aftersales
Corporate/ LCB Portfdio q Supply Chain Qustomer
Srdegy & Strategy & Froddion Stretegy & Relationship
Raming Fanning reegy Raming Strategy -
\khicle Sale
Qrganization & Mester Demend Sdles &
Froess Rilldes oo Production Ranning Promion iy
Cpitd Ranning Panning
. ot Supplier
Aliance ""E{;‘F:",-n;“‘ Design Ries Prodution Rilationship Brand
Strategies & Rdicies Rules & Pdlidies Ranning Management
Humen Cxpital Rsk Progam Produdtion
Management Management Management Scheduli
& Internal Audit i
o] iz, 19 R |
Treasury Design Monitoring
Tax
Intellectual Menagement
Property - -
Knowledge &
ing Inventory
Fant
o
Building’ Fadlit Cparations _
e Transportation
& Equipment Management
Meintenance
IT Systems
& Qperations Y ETEGEIE Iz G
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WCP
Components

Activity Level 1

Strategic | Financial Transform-
Inapact ationa aritvi

Vehicle Service

Quality A
ManagementP -~
Delvelop
Devyelop

Basic

Competitive

Parity

Competitive

Parity

d i [] < 2 ) 0 (e
Arbitrate with Dealers
- achi

Collision

Consumer
Relationship
Management

Ma
Hallow-!

brovi | -

Customer 360

Provide Telematics Service

RetaJlLD.LLect_ManaaPmPnt

anage Relationshi (‘ontarte

Supplier
Relationship
Managemen

Supplier Qualifd
ManagementSiipp

Aonito oplier Performance

t+ Manage ertification "0

Limited

Mianage pplie omm | ation

pplier in ln.

s Qu3 Planning
anced Prod Quali acking

Competitive Lirfis

e Monitoring

Parity

rain Suppliers

IBM Global Busin

ess Services
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Putting these all together by component gives a clear view on a prioritized
set of initiatives that need to be undertaken

Discussion Points

Are there high fixed
cost areas that can be
converted to variable?

How easily can key
business areas be
transformed?

What are the barriers
to making changes for
a component?

What are the
transformational
dependencies between
components?

T | .
1/ -
e
: ]
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Case study 3: We have created a specific version of CBM for the CIO

IT Customer IT Business Business Information Service and Service and Service
Relationship Management Resilience and Solution Solution Delivery and
Management Knowledge Development Deployment Support
Management
Business Business
Technology Resilience i ’
Information Services
Strategy Strategy Management Delivery
Strat & s Enterprise Stratea Strateay
ra eg_y Egaet:\ll?gegt Architecture ggguhaa‘ﬁ?’e Development Deployment
Planning Solution Strgtegy Strategy Strategy
Strategy Portfolio
Management Knowledge
Management T Sl
Integrated Strat Strategy
Technology Risk Strategy rategy
Innovation
Business Financial Cg niinuous Information Operati
usiness ) ; perations
Management ; Services and L
PeIDrlfgrr]rr?iar]gce 9 Operations Architecture Solutions SieEe Planning
Lifecycle Planning
Business Reguiatory Inf i Planning
Compliance nformation Infrastruct
Checks & Demand Technology P Resource n}{zzéﬂfcl;re
Controls Management Performance & Management Planning
Value Integrated Risk
Management q
Services and Reloase
— Knowledge Solutions .
Communications Human Security, Privacy Resourc?e Architecture Ranning SSeur;\)I;i)gerts
Planning Resources And Data Management Planning
Management Protection
B IT Financial S ; SSupport
Management . Data and ervice an ervices
Performance g Business Content Solution Change Management
Mgmt Resilience Management Creation Implementation
i Staff
Operations Administration Inf};astructure
& & Development esource
E ti Management
Xecution IT Sserlvice and Regulatory Knowledge Service and Rel
olution Supplier and Compliance Capture Solution | f
Marketing ggmract Remepdiation And Availability Maintenance Implementation Infrastructure
Administration Operations

IBM Global Business Servi@?§005 IBM
Corporation

IBM FORUM 06
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Every industry is following the path of external specialization with several
entering the Industry Networked phase

Industries Are in Different Phases of External Specialisation

Financial Banking oooo:ooouooocoooooooooo.ooooooo
Services insurance - IR nsuance N
Financial Markets -c°<--- G oescecscaccs b2 Financial Markets .
. KEY
Telecom ©
Communications . Profiled Industry
Energy & Utilities .
o Consumer Products «------ Goeeeeeeee Consumer Products . s emali
o Retail = ceeeeee XIS Retail | : Specialization
Distribution ~ Life & Pharma ~ +++++- Y Life & Pharma : Level - 1983
_ Travel & Transp  °c°c°°* R s e oo Travel & Transp el External
o - - .
- EUTET R . ... ... .. Sererneennnaaannns Specialization
Aerospace & Defense------ SOCRRSs Aerospace & Defense . Level - 2003
. ical & Petrol cccccesess % cecececececscesed
Industrial < Chemical & .Petrol : g Chemical & Petroleurn
Electror"cs .......... X R R > Electronics *
Forest & Paper  +-<°-° 1t Forest & Paper 5
o Industrial Products °°°° > Industrial Products o
Public Sector { Healthcare X< 2 Healthcare 5
Internally Integrated Strategically Partnered . Industry Networked

IBM FORUM 06

IBM Global Business Services
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In conclusion, we have found that modelling a business as a network of
components can lead to value creation in three critical areas

- Efficiency
— eliminate duplication
— optimise processes around centralised, bounded business activities.

- Strategic planning
— expose the true cost, process effectiveness and output quality
— evaluate differentiating components and strategic actions to take.

*  Flexibility
— CBM allows firms to be more nimble and respond to rapid changes in the business
environment.

IBM Global Business Services

IBM FORUM 06 & A
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