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Working on What Matters

By: John Petrie, Senior Associate

Introduction:
Not long ago, we were invited to visit a large packaging company which had been “in Continuous Improvement (ClI)”
for nearly a decade. They wanted help because their efforts were not having any impact on their profitability.

Their sector of the industry suffers from substantial over-capacity, which has created major challenges for all the
major players. Our starting point is an assessment in which we meet a broad cross-section of people and gain
understanding of what they have been working on, how they have gone about it and what results they have achieved.

What We Found:
Conventional wisdom in this industry is that the only way to make money is to keep the presses running. Anything that
slows down the presses must therefore be fixed.

With that principle in mind, the company launched a number of projects aimed at improving uptime; project teams
consisting of the crews and technical people were put in place and they developed good ways of measuring
performance, getting to root causes and taking corrective action. Several of these projects delivered substantial
improvements in up-time.

The Solution:

In this industry, cost of raw materials is by far the largest proportion of total cost. It therefore made sense to re-focus
the improvement efforts on ways of improving yield, defined as the percentage of inputs that end up as saleable
product made correctly the first time.

Although it is too soon to be able to report results, this new focus has revealed all kinds of problems leading to yield
loss, including:

Lack of training

Inconsistent procedures

Errors in getting correct customer requirements
Inconsistent internal information

Standard loss factors which may lead to complacency
Inconsistent raw materials coming from a sister plant

These kinds of problems are now being prioritized and attacked.

Conclusion:

This is an example of a well-intentioned company that did not ask what impact their projects would have on the
bottom line. If that question had been asked, a much different direction would likely have been taken. As Bill Conway
often said, at least 50% of CI involves working on the right thing.
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What is the Expected Bottom Line Impact Of Productivity Improvement?
By: Sheila Julien, Senior Associate

No simple and true answer to this question can be found. Productivity improvements impact capacity rather than
directly impacting costs or revenue. Consequently, other more strategic factors will determine whether and how much
of an impact the productivity improvement will have on the bottom line. The impact on the costs and/or revenue
depends on which operations senior management targets, the productivity improvement efforts and how well
management plans for and utilizes the extra capacity generated.

To illustrate this, let’s look at five different scenarios:

Each organization has 30 people at an average cost per person per year of $50k. Each organization is able to
achieve a 50% reduction in the amount of time required to handle the current workload.

In a simple (imaginary) world, the impact of productivity improvement would be the same — 30 people, 50%
productivity improvement, $50k/year — should be simple math, right? In the real world, the impact could vary
dramatically. Other factors, such as potential for sales growth, transferability and scarcity of skills, attrition, etc. have a
very significant impact on the value of any productivity improvements the organization may achieve.

The graph to your right illustrates how the bottom line impact

varies for different organizations, even when the magnitude Likely Bottom-line Impact of a 50% Productivity
of the productivity improvements and the size and cost of the Improvement Varies by Organization
organizations are identical.
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Organization B takes advantage of the productivity improvements to lay off 15 people. That amounts to $50k x 15
people laid off, or $750k. But transition costs associated with the layoff amount to $20k each, bringing the savings
down to $450k in the first year. Excess office equipment sold on the secondary market yields a small pittance,
bringing the bottom line results up to $452k. The freed-up space has no monetary value.

The other parts of the corporation take note of the layoff and stonewall any future efforts to study and improve their
work.

Organization C has 50% attrition. They stop hiring and use continuous improvement and process redesign to shrink
the time required to do the job by 50%.
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Because they do not have layoffs, their return on the study and improvement of work is: 15 people they don'’t have to
hire x $50k/year, or $750Kk, plus the costs of hiring and training the additional staff ($50k) to total $800k the first year.

Organization D expects to double sales over the next year. Improving the work so as to cut the required time in half
enables them to forgo hiring an additional thirty people at an annual cost of $1.5 million and arranging training, space
and equipment for the new employees ($250k) — totaling $1,750k the first year. Alternatively, if they could handle
twice as many customers at almost no additional cost, they may be able to find a new price point that would very
profitably take away business from all their competitors.

Organization E is a bottleneck organization — that is, the skills required to do this work are in scarce supply and they
cannot hire the additional people to accommodate their unmet demand.

In this case, the true value of improving the productivity is not tied to the salaries of the people or cost of hiring but
rather to the profit of the potential sales that are being lost. In this example, the special-skilled workers now complete
1,000 units of work each year. Each unit of work yields a gross margin of $400. If one could double this organization’s
through-put, selling the additional output at a gross margin of $400 each, the bottom line impact of the improvement
would be the value of the additional sales: 30 current workers x 1,000 additional units x $400 margin each, or $12
Million.

Deciding where to seek productivity improvements:

1. When you want to gain productivity improvements, you want to first look toward organizations that are
growing and profitable rather than those whose workload is shrinking and/or unprofitable. This may seem
counter-intuitive for companies that think of productivity improvements as a means of cost cutting and focus
most of their attention on the lagging areas — but growth areas are clearly where the most lucrative returns
from productivity improvement will be found.

2. If no parts of the business are currently growing, look to where they might leverage excess capacity to help
gain business. The additional capacity gained from studying and improving the work enables an organization
to bring in considerably more revenue at the same cost structure, providing a pricing advantage. Or explore
whether the capacity can be used to add services which drive up business volume.

3. If there are no growth opportunities, look to areas with high attrition.

4. If there are no opportunities for growth and no areas with especially high attrition, develop a resource plan
that identifies how many people you will need to have per department and improve the work to meet that
number. You will want to try to retain the people most effective at studying and improving their own work and
that of the organizations they manage, releasing those who are least effective at studying and improving their
work. The contrary more often happens, with downsizing organizations disproportionately retaining people
who are least likely to recognize and capitalize on the opportunities for eliminating waste in their work.

So the real answer to the question, “What is the expected bottom line impact of a productivity improvement?” is ... it
depends. It all depends on the value to you of the extra capacity that the productivity improvement will produce.
People who are skilled at studying and improving work can find ways to improve virtually any process. The question
management must answer is where would the productivity improvements create the most value and focus the efforts
there.
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Remembering Don Brown
By: Bill Conway

— l |.- . Many of you have probably heard that we lost a good friend, when Don Brown died in November
| after a short iliness. We sorely miss him, his laugh, his focus on “cash and customers” and his
excitement about improvement.

Don Brown traveled the world. He worked with me for more than thirty years. During that time, he
traveled throughout the United States, Mexico and Canada; to countries throughout Europe,
Central and South America, the Middle East, Africa and Asia. Where there were people
interested in improvement, Don wanted to be there

He had seen how The Right Way To Manage®© transformed organizations and changed people’s mindset about life
and work. He knew a lot about improvement and could take the principles of work, along with statistics, a focus on
customers, and respect for employees to help people begin to see how things could be different.

He was intolerant of waste and excited about opportunities, and he saw those opportunities everywhere. When he
was in Mexico and Nigeria, he helped people sell more copying machines. In Costa Rica, he studied and worked with
people to develop better ways to grow and harvest bananas. With several supermarket customers, he looked for ways
to improve productivity and customer satisfaction.

With a specialty chemical company, he helped identify new markets, new customers and new ways of doing business.
With a credit union, he helped look for ways to shorten the time from loan application to loan approval. He even
helped a local church and priest identify the changes needed to help them grow and to “get more people in the pew.”

Wherever he went and whatever he did, he saw opportunities... at the bank, buying a car, salmon fishing on the
Miramichi River, even during his medical treatment at Dana Farber in Boston.

Now some people probably think that a person who saw all of these opportunities might get a little crotchety, and
occasionally Don did. He coached people and organizations to improve; he nudged them; pushed them and yes, he
occasionally pulled them kicking and screaming to improve. He wanted the people and organizations that he worked
with to be better. He knew they could be better, and those who let him help them, truly were better.

Don helped each of us at Conway to be better too. Whether it was developing new products or services, responding
to a customer request, or teaching and mentoring consultants and staff, Don was there.

We are thankful for having known him, worked with him, and learned from him. Don was honest and fair. As one client
said, “When Don Brown was at your side, you never had to watch your back.” Don had such an impact on people that
when the doctor told him that there was nothing further that could be done, the doctor cried and Don consoled him.
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