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Management Summary

The evolution of corporate planning has been characterized over the last decade by more attention to
detail, new planning tools and extended planning horizons. The increased complexity that this brings
with it, however, today impedes companies” ability to act and quickly react in a volatile market envi-
ronment. A survey conducted among managers and decision-makers of the 100 companies with the
biggest sales volumes in the D-A-CH countries confirms this dilemma. They all consider planning to
be a key instrument of management, but 92% of the survey respondents consider theirs to be so
Lbulky” inits current form, and its results so inconclusive, that it now seems to need reworking and
further development.

So how can companies structure their planning process to be more effective and yet at the same time
less cumbersome? In other words: how can planning once again become a powerful management
tool for dealing with economic reality?

Based on the relevant interfaces and reciprocal effects with the control system, we consider four
main strategic focuses to be of importance here, each of which has to be embedded in an improved
planning architecture, in a form tailored to each company's individual characteristics:

1. Target-based planning: Consistent objectives across all hierarchical levels
promote continuity and reduce costs 2. Measures-based planning: As a binding
process element, individual measures enhance commitment and consistency
3. Continuous planning: The rolling forecast ensures a view that goes beyond
the rigid business-year logic 4. Scenario-based planning: Scenarios account for
uncertainties and enable more rapid reaction to change
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What do decision-makers think of the planning
in their company?

If you ask managers and people involved in the planning process what they think of the planning in
their company, the responses you receive are surprisingly similar. The value of planning as such is
undisputed. It serves the management as a basis for decisions and informs relevant stakeholder
groups about the company’s future prospects. At the same time, there is enormous pressure on plan-
ning to change. Only a small minority of the decision-makers surveyed consider their current planning
to be meaningful enough, and see no need to revise the planning systems in their companies. Most
of them consider a greater focus on the needs of dynamism and volatility, and a reduction of the time
required for planning and the degree of detail to be imperative. In short: The reduction of costs and a
return to concentrating on the essentials are the order of the day.

WHAT STATE IS CORPORATE PLANNING IN?

1. What is the fundamental reason for planning?*

O -

3%

2.1s the planning in its current form informative

enough to fulfill these purposes?

To inform the management
about the company

To inform equity and
debt-capital investors

To fulfill corporate
governance requirements

Other

3.Doyou see a need to revise the content 4, Do you see a need to revise your planning systems

in terms of planning duration or level of detail?

of your planning systems?

Yes, steps have already been taken, laun-

g ched or are planned to shorten the process

Yes, steps have already been
taken, launched or are planned

Yes, steps are in preparation to reduce

Yes, but NO actual steps are the level of detail

16%
planned Yes, but NO steps are planned
to shorten the process
No 21% Yes, but NO steps are planned to reduce

the level of detail

.

* multiple responses allowed

T Survey in collaboration with Munich Technical University at the 100 companies with the biggest sales volumes in the D-A-CH countries
(including 18 DAX, 15 MDAX, 11 WBI and SPI companies)
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The results of the study shed light on where the higgest problems lie for the managers of company
groups. The forecasting quality has to be focused on more. More attention also has to be paid to
longer-term and strategic issues, and on becoming more flexible, in order to be able to react better to
.change as the only real constant”. The response patterns suggest that a holistic and universal ap-
proach has to be pursued; an approach that provides the right answers to the right questions, that
offers the relevant information in flexible tools, that thinks strategically and comprehensively, and
that is nonetheless streamlined.

SURVEY OF MANAGERS
IN THE 100 COMPANIES
WITH THE BIGGEST SALES
VOLUMES IN THE D-A-CH
COUNTRIES'

WHAT ARE THE CAUSES AND WHAT ARE THE CURES?

5. What do you think are the main reasons 6. How do you intend to improve the meaningfulness
for the pressure on planning?* of your planning? *

Volatility of the sales markets Increasing the forecast quality 86%
Shorter product/ 0 Showing how the company o
. 46% . . Lo 86%
business cycles develops in various situations
Insecurity in o Concentrating on the long-term o
. . 44% 31%
corporate financing company development
Anincreased need for information o Constantly refocusing on the 0
. ; . % 25%
equity/debt capital providers current demands on the company
Volatility in the o Concentrating on the short-term o
AR 8%
procurement markets company development
Internatlopgllzatlon Other I 3%
of competition
Brand decline
Other

7.Whattool do you consider to be suitable to improve the meaningfulness

of the planning in your company?*

Continuous planning 87%

Scenario simulation 46%

Range simulation 44%

*multiple responses allowed
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The continuous improvement process does not
have the necessary scope

Pressure to change is not something new. Most companies already subject their planning to a conti-
nuous improvement process (CIP), but it generally cannot adequately deal with the problem areas
described in the study. Typical challenges such as too many required resources, a lack of comprehen-
siveness or consistency within the planning or a lack of management impulses as a result of it are
sometimes even exacerbated by a CIP. This is by no means a surprise, as a CIP aims at alleviating
symptoms: it cannot completely heal structural problems or weaknesses.

In a first step toward more effective planning, exogenous causes have to be exposed by optimizing
the design of interfaces to other important processes and systems in the company. Only then can one
start to ,heal” the endogenous causes by changing the process design.

Q « Not binding and consistent enough ® CAUSES IN THE PROCESS DESIGN
g = Process not comprehensive
£ - Too detailed
S
o - Static view of a single issue
[=} .
S = Processes not aligned to each other
w
UPDATE

B - Planning indirect negotiation of remuneration PLANNING
w
£ + Understanding of the holding company’s role is not
S (thoroughly) reflected in the planning
w
= - Distribution of competencies in the group not
E adequately accounted for in the planning
% = Main planning objects do not correspond .

to the control level CAUSES IN THE INTERFACE DESIGN
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Understanding the interfaces to planning
is the first step in a redesign

The analysis of the exogenous causes and main interfaces to the planning process in the company
forms the basis of the planning redesign. In essence, there are four process and system dimensions
that have a substantial influence on the structure of the planning process, and that have to be corre-
spondingly aligned to it.

THE MAIN INTERFACES
P Regions Business divisions
DETERMINE THE I e SR

PLANNING DESIGN s - &
Comeemve Gl O

A) REMUNERATION SYSTEM C) DISTRIBUTION OF COMPETENCIES
To what extent are the goals of the How are the competencies spread b ) operative comp
remuneration system derived from the plan? functional divisions and regions?

PLANNING PROCESS

B) HOLDING ROLE D) CONTROL SYSTEM
What is the management understanding What minimum requirements do the control system
of the holding, and how strong is it? and management level place on planning?

Holding

Mgmt. Holding Strateg. Holding

I8 Fein holding functions
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A) Influence of the remuneration system

The more the goals of the incentive model are derived from the plan, the more top-down require-
ments have to be provided for in the planning process. Otherwise the planning runs the risk of beco-
ming an implicit negotiation about remuneration with lengthy rounds of coordination meetings. The
more the remuneration is separated from the planning, e.g. in the event of an actual-actual perfor-
mance measurement, the more bottom-up components the planning process can contain.

B) Influence of the holding role

A strategic holding places different demands on planning than an operative management holding or
a fully integrated operational parent. Finding the right balance for a company’s own management
understanding is a decisive parameter when determining the planning depth and the amount of infor-
mation required.

C) Influence of the distribution of competencies

Before thinking about the planning design, the distribution of competencies between operative com-
panies, functional divisions and regions has to be clearly defined. In particular functional divisions
often pursue comprehensive strategic goals, which have to be represented not only in group and di-
visional head offices, but also in the various operational units. When structuring the planning pro-
cess, distinct points in time, channels and platforms for the communication and coordination have to
be determined, in order to prevent ,silo thinking” and delays in planning steps.

D) Influence of the control system

The management level and control system set the minimum planning requirements. All relevant key
figures for the management level have to be accounted for in the planning activities. Here, the plan-
ning should be focused on the main drivers. It is a popular misconception that account-precise plan-
ning at the highest level of detail with overly detailed sub-plans increase the quality of the planning.
The opposite is the case: Details increase the work required, distract from the essence and lead to a
belief that findings are more accurate than they actually are.
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Process and components of the new
planning architecture

The overall planning process comprises three process steps and encompasses the four main compo-
nents of the plan. In the first step the group provides the long-term strategic vision and strategic fra-
mework. In the second top-level process step — generating a strategy — the divisions and product
lines derive and evaluate strategies and strategic measures. These form the basis of the long and
medium-term goals. The third step — the rolling operative planning — encompasses the operative
planning and the rolling forecast.

DOVETAILING OF THE
4 MAIN COMPONENTS IN
3 PROCESS STEPS

Strategic vision ’ Strategy generation/Goal setting ’ Continuous operative planning
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1.TARGET-BASED PLANNING 2.MEASURES-BASED PLANNING
Consistent setting of objectives across all levels As a connecting element, measures create

2 promotes continuity and reduces costs and effort commitment and consistency

g

=N

£

8

£ 3.CONTINUOUS PLANNING 4.SCENARIO-BASED PLANNING

= The rolling forecast ensures a continuous view Scenarios take uncertainties into account and
that goes beyond the rigid business-year logic enable faster reactions to change

1. Target-based planning: Consistent setting of objectives across all levels
promotes continuity and reduces costs and effort

Effective, target-based planning is founded on the consistency of the long and medium-term goals.
Minor deviations from the intended path should not be taken as a reason to keep adjusting medium
and long-term objectives, but unfortunately this is exactly what happens: the plan is revised at every
curve and medium-term goals are as good as never actually reached.

The deriving of objectives begins with the definition of the company group’s long-term strategic
guidelines. These form the basis for the long and medium-term goals, which are then broken down to
the main management level of the group. Then, this management level allocates the long and me-
dium-term goals to the subordinate units. The results are performance goals with a short-term hori-
zon that ultimately represent the target values of the operative plan, which is to be devised on a
bottom-up basis. In doing so, the responsibility of the management level has to be supported — it
alone is responsible for steering and assuring the goal attainment of the units under its control.
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The tight corset with strict guidelines as to the objectives to be covered by the plan minimizes the
number of ,planning uploads” and coordination loops.

2. Measures-based planning: As a connecting element,

measures create commitment and consistency

The advantage of keeping individual initiatives and measures clearly separate from one another is
obvious: it steers the deviation discussion away from reconciliation accounts and toward the rele-
vant measures, and it strengthens the relationship of the plan to the decision-making instances and
the management. The energy can be directed into managing the future goal attainment instead of
into analyzing deviations. Experience shows that while most companies occupy themselves intensely
with their strategy, they all too often do not show how they intend to turn it into action — the bridge
between strategic and operative planning is lacking. Measures-based planning can provide this
bridge. Instead of wasting resources on allocating cost types to cost centers in great detail, measures-
based planning focuses on activities for implementing the strategy. The strategic initiatives defined
in the strategic plan are refined, opened out and operationalized step by step until the crucial indivi-
dual activities are anchored in the annual operative plan. To achieve this, measures not only have to
be described verbally, they also have to be assessed as to their cost and benefit effects. While this
may sound very involved, it is nothing more than the systematic use of existing information. After all,
it is the proprietary task of the operative units to define and evaluate measures anyway. Measures-
based planning brings together the data, providing transparency without giving rise to additional
costs due to new data sets.

3. Continuous planning: The rolling forecast ensures a continuous view

that goes beyond the rigid business-year logic

Traditional budgeting processes focus solely on the end of the year and ignore the need to look be-
yond that. Business cycles and trends do not care whether a year is coming to an end or not, and this
is where the idea of a rolling forecast comes into play. By always considering the same number of
periods in the forecast, it always considers the same future timeframe. The task is to make the ex-
pected performance of the company transparent, by means of extrapolation. Together with the
measures-based plan, the steps are shown that have already been taken or that have to be taken in
order to ensure that the medium-term objectives are not endangered.

Trying to say what costs will be needed in a detailed two or even three-year plan in which the de-
cisive variables can only be determined with the greatest of uncertainty for more than one year is
nothing more than trying to predict the future with a crystal ball. In this study we recommend redu-

cing the amount of effort and cost by not making a detailed multi-year plan.
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These resources can be used much more effectively by compiling a rolling forecast that provides im-

portant, management-relevant information for a shorter period, and updating it several times a year.

4. Scenario-based planning: Scenarios take uncertainties into account

and enable faster reactions to change

Intense competition, volatile commodities markets, political instability, ... — the influences and para-
meters that have to be taken into account when planning are many and varied, and their impact on a
company's business can be immense. In order to increase the flexibility and reaction speed of the
planning, it is recommended to anchor two elements of a scenario-based approach in the planning
process.

The biggest risks and opportunities are identified at the level of the operative units when planning,
and backed up with an initial concept for possible countermeasures. This first element of scenario-
based planning ensures that the potential up and downsides of the business are made transparent,
and it significantly speeds up the reaction if one of the risks or opportunities does indeed arise, be-
cause the predefined countermeasures can be more quickly specified and realized.

The analysis of the dependency of the main key figures on the most important parameters (e.g. mar-
ket growth, exchange rates, commodity prices, degrees of utilization, ...) is the second building-block
of scenario-based planning. By means of simulation, the company group’s exposure to risk is illustra-
ted when various external variables change. Weaknesses can be identified early and mitigated.
Important conclusions can be drawn for minimizing risk. In order to keep the cost and effort involved
to an acceptable level, this part of the scenario-based plan has to be largely prepared automatically
and restricted to the upper management levels of the company group. The key is to come up with a
flexibly adjustable result and cash range based on a small number of central influential factors, wit-

hout having to restart the entire planning process.
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Case study — A streamlined and yet powerful
planning process in the automotive industry

An international automotive components supplier found itself exposed to numerous problems within
the scope of its planning. Its historically grown planning process occupied enormous resources
throughout the company group due to the effort and depth of detail it involved. And despite this the
results exhibited significant deviations from the plan, and gave rise to process breaks across plan-
ning phases (strategic vs. business planning) and planning objects (group vs. operative units). In par-
ticular in the cyclical automotive industry, being slow in reacting to changes in the environment is a
competitive disadvantage.

The situation made it necessary to restructure the planning process from the ground up. The result is
an end-to-end process design that brings together the three process steps and four main components
of planning in one comprehensive concept.

Strategic vision O Compiling strategy / Setting goals O Rolling operative planning

Strategic initiatives Strategic measures Operative measures

Setting Top-down
strategic goals as result of the
guidelines portfolio selection

Bottom-up Bottom-up Bottom-up EJ|
strategy compilation compilation of the plan rolling forecast

Horizon up to 15 years 7to3years -
Rhvih Every 6 years Every 3years Operative planning: annual
vthm or attrend break attrend break rolling forecast: quarterly
1. TARGET-BASED PLANNING 2. MEASURES-BASED PLANNING
3. CONTINUOUS PLANNING 4. SCENARIO-BASED PLANNING
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An intense consideration of the right choice of planning horizons and rhythms laid the ground stone
for the redesign of the planning system. An orientation toward the industry-typical development cy-
cles of three to seven years defines the planning horizon for the strategic plan (approx. two product
life-cycles) and the design of initiatives (approx. 1 product life-cycle). At the same time, there is a
strong orientation on the strategic guidelines and objectives when compiling the initiatives and ope-
rative plan, while resolving the interplay of effectiveness and efficiency. The result is a streamlined
process with planning rhythms that are just long enough not to endanger the ability to adapt and react.
The client’s formerly heavily decentralized and bottom-up planning culture was replaced by a more
top-down structure of setting objectives in the process. The support from within the organization was
assured by entirely reinterpreting the mixed-planning approach to compiling the strategy. Based on
strategic group guidelines, the product lines make suggestions for the future condition of their busi-
ness, coupled with a ,price tag”. The product lines state their strategic measures and estimate re-
quired investment amounts, expected EBIT contributions and NWC and FCF effects. Within the fra-
mework of its portfolio management, the group selects the most suitable combinations from the
proposed invest-return profiles, which then form the basis for the top-down objectives.

With this approach, an unwelcome pattern of behavior was also broken through: strategies without
sufficient ambition are eliminated via the competition between the product lines for the limited
available funding.

EXAMPLE OF
~MEASURES EVOLUTION

Strategic vision O Compiling strategy / Setting goals O Rolling operative planning

Strategic guidelines
Strategic guidelines
Strategic guidelines

n

Strategic initiatives - -
Strategic initiatives
Strategic initiatives I

m Localization of
product line xy
in South America

Expand
production

'
'
i
!
'
i
'
: s
! capacities

‘ Establish a new
! production site
'
'
!
'
i
'
i
'
)
i
'
.

Group and
business divisions (BD)

in Sao Paulo

Strategic measures =~ JOUSSENNEEY g pp————— —.

= Strategic measures SNy QUSRS DRI,

BT Strategic measures Ry ST BEEEE
i )
> Strategic measures LY CEECEERET s -

_______ Establish plant
(incl. ramp-up)

Productline (PL)

LB ocoocococcooooooocon

'
'
'
'
'

v

v

'
v v

cocoo A

Operative measures Operative measures

Legal Entity (LE)
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Special attention was paid to anchoring consistent and comprehensive measures-based planning.
The strategic guidelines prescribed by the management board form the framework from which the
strategic initiatives are derived. These are then refined throughout the course of the planning pro-
Cess.

As a result, a highly effective planning process was established that brought with it a considerable
reduction in cost and effort of around two months for every annual control process. The redesign of
the operative planning, with a relinquishment of detail depth and a reduction to a one-year horizon
played a not insignificant part here. The application of target-based planning was also an additional
alleviation. The management's expectations are not clearly formulated before the operative planning
process by prescribing objectives. The formerly often protracted iteration loops for deriving the goals
are today a thing of the past.

Stern Stewart & Co.

Stern Stewart & Co. is an independent strategy consulting boutique. Our consul-
ting focus is on the key management issues. This includes strategy and corporate
finance, as well as organization and performance management. We see the
company’s management as a strategic investor in the business and support them
to increase the value of their company.
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