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Several years ago, we saw change coming

No one envisioned it would come at the rate and speed we’ve
seen over the last two quarters.

= Financial markets redefined globally

- Reverberations affected every other industry

= Impact still revealing itself in markets around the world




Constant change is the reality of global integration

The world is connected A series of shocks
CoNOMICALLY [
SOC IAL LY = Energy geopolitics
TECHNICALLY = Global supply chains

= Security
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Current changes in economic environment affect all
global markets...

Unprecedented constraints on
access to credit and capital

Falling demand, increased price
sensitivity

Typical cost

»
Disruption in supply chains management will
NOT be enough

Firms must examine
working capital &

Restructuring of industries investment

New regulatory regimes

Stress on global inter-
dependencies

Urgency for real change is a plus: people want it



...At the same time, broader forces are at work

) - Pervasive connections and communications
Emerging markets
Open trade

»

) - Systems-level complexity
Viral spread of information
Difficulty managing information overload

) * Instrumented
Interconnected
Intelligent

Leaders will capitalize on new opportunities



Transformational leaders convert crisis
into opportunity

The key precondition for
REAL CHANGE
now exists

A period of discontinuity is
A PERIOD OF OPPORTUNITY
for those with courage and vision

THERE WILL BE WINNERS
and there will be losers




We globally integrated IBM to participate in the world’s
growth markets and improve productivity ...

Strong Geographic Growth 2008 Revenue by
Countries with IBM revenue growth greater Geographlc Reglon
than 10 percent in local currency in 2008 (excludes OEM)

21%

Asia Pacific

37%

Europe, Middle East and
Africa

43%

Americas




IBM's Integrated Supply Chain — At a Glance

Why? What we’ve done

= Established online links to suppliers, partners and
clients, cutting processing time for average PO from

= The ISC is accountable for $40 billion, or
a month to less than a day

roughly 50 percent, of IBM’s total cost and
expense = 95% of business partner orders now “touchless”
= |n 2002, formed the Integrated Supply Chain as a

= |SC was a fragmented cost center and not single business unit

mission critical _ o
= Manage entire ISC — from procurement and logistics

= Distributed and hard-wired to business units to strategy and planning -- on a global basis (moved
procurement HQ from Westchester to Shenzhen,
= Pockets of integration in functional silos but China)
no enterprise-wide common processes = Consolidated transaction processing in global
delivery centers in Malaysia, Bratislava, Spain and
Brazil

" IBM has been on the forefront of globalizing the supply chain...|
think the interesting thing is the strategic implications. For IBM it
says we are shifting, yet again, from being a traditional
manufacturing business, to a solutions business.” - Kevin
O’Marah, AMR Research

Integrated Globally




IBM's Integrated Supply Chain - At a Glance

How we’ve done it Impact

Tied ISC together with shared
measurements to support end-to-end
operation

Focused on client satisfaction along with
operational results

Leveraged global scale — nearly 20K
employees at 100 locations in 62
countries, speak 80 languages, 31K
suppliers connected online

In 2005, introduced world’s first supply-
chain business transformation outsourcing
capability

Applied supply chain principles to services
business

= Driving EPS growth for 23 straight
quarters

Averaging $3-5B in savings every year
for the last five years

A 5-point improvement in margins since
2003

Improving sales force productivity; now
spending 38% more time with clients

Turning orders 32% faster and improving
client satisfaction




Visibility: Supply chain visibility leads the CSCO’s agenda

How significant are the following barriers to visibility & collaboration?
(respondents answered very to moderately significant)

Organizational silos inhibit collaboration 75%

Individuals are too busy to assist others

0,
across the organizational supply chain 75%
Performance measures not aligned to reward

individuals for collaboration

68%

Technological tools do not effectively support

visibility & collaboration 63%

Collaboration not viewed as important 52%

Concerns about intellectual property limit
effective collaboration

31%
¥ very Significant ™ Greatly Significant ~ Moderately Significant

To what extent have you
adopted the following practices?

5% 70%

As #1 Challenge — Why are we

NOT integrating & collaborating
more to increase visibility?

Real-time information Event
transparency inside  management &
and outside the alert notification
enterprise

.Widely adopted Somewhat adopted




Future Outlook: The Smart Supply Chain will require more connectivity, .
collaboration, and integrated processes to improve visibility among network

partners as demonstrated by leaders

Extent of implemented Integration Practices
Leaders vs. Others

7% Largest gap
& some 79% 1% o
extent
72% 72% 1%
x
61% 63% 62%
53%

Extensive 16% 19% 9% .16%

Planning with Continuous Customer Shared, real-
Suppliers Replenishment Inventory Planning  time electronic
with customers & Deployment data
Leaders: . Extensive Some Implementation

Others: Extensive Some Implementation

Key Capabilities

Decision-support based
advanced analytics and
optimization to automate and
self-actuate supply chain
transactions.

Multi-partner collaborative
platform

Sense-and-respond demand &
supply signal notification

Smart devices & sensors (RFID)
to capture real-time visibility:

—  Shelf-level
replenishment

— forecasts/orders
— schedules/commitments
— pipeline inventory

— shipment lifecycle status



Managing risks, both operational and
financial, is a top concern of supply chain executives world-wide

What are the obstacles for implementing risk
management programs?

Process 46%
Data 42%
Enabling o
technology 34%
Culture 26%
Organization 23%
Access/Process What is your organization’s approach
controls 15% to performance and risk management?
. . o
Financial 6% Do not have any
formal risk or Formal performance
performance tools ) monitoring
11% incorporates risk
© indicators
Formal
o A\
performance 31%
monitoring 20% \\
doesn’t \
incorporate \
risk \
38% \

----------- 69%

Formally monitor both
performance & risk but separately
(e.g. - tools, process)



Rising customer demands ranks as
' the third highest supply chain challenge

Extent of external demand collaboration with customers Almost Half (47%) FAIL to Collaborate
Very great extent with Customers!

No extent  _---~
: Significant extent What are the most significant
challenges in bringing new
, 19% products and services to market?
67%
28%

Little extent Moderate extent

Correct identification of
customer needs




Future Outlook: Responding to new cost pressures will always be ‘
a challenge. What will tomorrow bring?

Most have adopted these practices widely/

comprehensively Key Capabllltles

89%

81%

37% 1 22%

0
81% 77%

22% [ 20%

Agile Supply Chain

(Rapid Response to

changes in market
conditions)

Maximizing variable
supply chain costs to be
aligned with revenues

Leaders: . Extensively adopted . Somewhat adopted

Others: . Extensively adopted Somewhat adopted

Simulation models and
analyzers to evaluate
flexibility factors: service
levels, costs, time, quality w/
inventory synchronization.

Variable cost structures that
fluctuate with market
demand

Outsourcing non-
differentiating functions to
share risks across the global
network

Sensor based solutions to
reduce inventory costs with
increased visibility



Globalization Low cost country sourcing and operations have

caused lead time, cost, quality and service level issues

Average percentage of direct materials sourced

The three year outlook

Central or South America

a5 % 43y *tl// 4 indicates a continued
Africa 3 7 o . 0

Eactorn Increase In sourcing
astern—— ) Asia or Asia 9 =

Europe g Pacitic % ,_ from low cost regions

61% 37 ===y despite on-going and
P s ' ' anticipated challenges

Canada
-15%

What are the major challenges that you have in regard to
global sourcing & global operations?

-30%  western Europe Delivery issues and reliability of commitments _ 80%
(EU 15)
Lead times are greater than expectations _ 76%

What is the anticipated three year change in sourcing

to the following regions? g 75%
o Capacity issues for new / unproven sources or _ 76%
—-.- Bar indicates respondents average response to operations supply
increase or decrease
Difficulty evaluating / managing new sources _ 73%
Regulatory / legal issues in sourcing or _ 65%
manufacturing country contract

M Have experienced issues M Future concern



And how does talent management fit into all of this?

i,

What are your top 3 capability-building challenges facing
your organization?

Culture that supports learning & _ 40%
development activities 0
Rotating leadership talent across _ 379
business units / geos 7%
Cross-training individuals needed _ 330
in other parts of the organization 7o
Developing basic skills across the _ o
employee base 30%

Rapidly getting new employees _ o
up to speed 29%

Passing on knowledge from older 249
to younger employers ©

o8

/|

Forecasting skills required in the o
near future 23%

Building leadership talent was clearly the largest issue in managing world-wide

talent




The “Smartmap” to the Supply Chain of the Future

— SCM Competency Areas —

Instmmented

|nterconne cted Enterprise

Lifecycle
Apps

Strategy Planning Mat

Sourcing Operations Logistics

Intelligent

Integrated real-time transactions (ERP) with business intelligence

Multi-partner collaboration platform
Predictive sense-and-respond event detection & resolution

Supply chain risk analysis & mitigation models

Probability-based risk mgt . . . L
Risk-adjusted inv. optimization

Customer-segmented product lifecycle management

Real-time consumption & rep

Variable cost structures that fluctuate with market denjand

| |
I I Optlmized inve.zntory [ Asset I\:Igt / exem:tion

Dynamic supply & demand balancing

Outsourcing non-differentiating functions
| || | | | | | | |
Enviro_nmental st:ategies wi sustainab-ility models. for usage impact ar.1alysis

Global centers of excellence to optimize capability and delivery

Each company must plot their unique journey to smarter supply chain capabilities



An Integrated Supply Chain for a Smarter Planet

\ﬂ/ High-performing, globally integrated enterprise that returns real value
to investors

\
‘]! Unparalleled integration across the entire business from customers,
partners, supplier and service providers

\@’ Flexible, sustainable supply chain practices that effectively and
strategically drive growth

\@’ Utilizing the best practices and techniques we prescribe to our clients
for a smarter supply chain of the future

Instrumented Intelligent

Interconnected



