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Executive Summary

Whenorganizations are faced with financial and operational challenges, the CFO is often looked upon as
GKS-ie22 LISNA2Y SELISOGSR (2 LINRPOARS tSIFRSNBEBKAL {F
waters. Unfortunately, many executives having thisp@nsibility may not have the wherewithabols,

or systemgo succeeduring economichallengesnd they in turn, reach out to others for assistance
Assuch, the CFO and the Finance team often have a symbiotic relationship with other improvement
initiatives such as Lean, Sigma, Continuous Improveme(l) etc., that depend on and trust Finance
to provide timely and accurate financial information. Howevecaading to the Chief Financial Officer

Insights from the 2017 IBMCdzA G S { G dzR& X

“Only 16% of the CFOs believe the finance organization is effectively combining
information from different parts of the enterprise — of vital importance.”

A critical component to effective financial and operational performance management is accurate data
by whid informed management decisions can be based. To that@gdnizationgely mostly on
financiallybased costing systenwghichare void of the necessary information to make such decisions
and, as such, the wrong conclusions usually result in the wrong solutions. For exampigcatait
component missing in moshanageriatostaccountingsystemss the inclusion of noffinancial
information ¢ critical to the determination of value. Informan, including perceptual and experiential
data, is often missing and is most critical in the identification of value or the lack thereof.

In addition to understanding critical financial and operational information, executives need tools to gain
a more acurate and truer picture of the costs and profitability of their products and services. However,
financial information alone is not enough to identify breakthrough opportunities in performance. Tools
necessary to improve financial and operational perfarmoeshouldinclude, but are not limited tahe

means tolower costsjmprove qualityenhanced revenues, engaged employees, and notgiesite

satisfied customers but a growing legion of loyal customers as well.

Page 1 of 15




The information contained in thigaperprovides the informational linkages necessary to achieve,
oftentimes breakthrough, improvements in organizational performance on several legetging,
revenue production, value improvemeratll while achieving improved stakelder satisfaction and
loyaly ¢ the goals and objectives shared with Lean;S8gma, as well as a host of other improvement
initiatives.

Introduction

Given the responsibilities that théhief FnancialOfficer, orCFQand their Financial staffaveregarding
their support of performance improvement, their roban be described in terms of the timeframémt
formthe basisofi KSANJ NBalLl2yaArAoAf AGASax
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1 Pastg controllership responsibilities that include reporting historical financial
performance.

1 Presentc administration of the dayto-day responsibilities of the Finance function
including regulatory requirements such as Sarba@ekey, ASC 606, etc.

1 Future¢ The CFO is responsible for leadership and partnership along with otbereC
peers for the financial and operational wéking of the organization. The CFO has been
specificallychartered with the responsibility for identifying, from a financial perspective,
where the organization is performing well along with identifying areas where
enhancements are required to meet financial and other organizational objectives.
carry out their resposibilities, their role includes supporting performance improvement
efforts within the organizationThis role is getting more attention these days due to
more global competition, economic upturnspportunities), and downturns {risis
management).

Symbiotc Relationship

Given the responsibility of Finance and FP&A to lead the efforts to improve operational performance
and the reliance upon Finance by Lean;8gma, Lean S8igma and Continuous Improvement
initiatives to provideaccurate cosinformation, a symbiotic relationship should be established between
these entities.
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improvement objectives expected from Finance.

There are numerous programadmethodologies designed to enhance performance aimed at cost
reduction, revenue improvemenguality improvementcustomer satisfaction, employee engagement,
etc., but these techniques awdten disjointed andrsoid of critical information that might tiehese
initiativesi 2 ISGKSNJ G2 | OKASPS 20SNIff LISNF2NXIFYyOS 2063
financial analysis

Assessing the Financial SituatieriProduct and Service Costing

One of the first steptaken by CFOs and théimancial Planning & AnalysiP&A staff to
understanding the financial welleing is to determine the costs and profitabilityfor-profit or
spending in publisector and norprofit organizations

Oftentimes, the first placto seekunderstandng ofthe financial welbeing of the organization is to

SEFYAYS UKS 2NHIYAIFUAZ2YQa FAYIYOAILf adldSYSyua
Income Statement Balance Sheet
ACME MANUFACTURING COMPANY ACME MANUFACTURING COMPANY
Income Statement Balance Sheet
Foe The Yoar Ending December 31, 2018 December 31, 2018
Reverwes $1,200.000
Cost of Goods Sold 497 000
Gross Profit $703,000 Assets
Current Assets $340.000
Operating Expenses Investments (long-ferm ) 25,000
Selling Expenses $87,600 Property, plant & equipment - net 480,000
Administrative Expanses 110,500 Other assots 12.500
Total Of Expenses $198,100 Total Assets $857,500
Operating Income 504,900
Interost Expense 18,500
Income Before Taxes 486.400 Liabilities & Stockholders’ Equity
Income Tax Expense 136,192 Current Liabiities $220,000
Non-Current & Long-Term Liabedities 280,000
Net Income (affer tax) $350,208 Stockholders’ Equity 357.500
Total Liabdities & Stockholders’ Equity $857,500
Eamings Per Share $1.75
(based on 200,000 shares outstanding )

GAAP accountingupported by General Ledger systensslesigned to capture costs at the
functional/department level anélthough theycan bestructured for P&L data at a granular levep(,

office or branch), theymay notdeal with indirect/overhead costs, overlap/duplication, value creation, or
activity fragmentation. Therefore GAAP accounting provides little, if any, managerial insights that can
be used to identify improvement opportunitie§.o support improvement initiatives, more detailed
managerial coshccounting systems are required
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9 Conventional Absorption Cost Accounting (ACA) ¢ Having its roots going back to over a
century, conventional absorption costingmains the dominant methothat is used for
costing products and services. As the name iesplACA is the method by which
overhead andndirect(O&l)expenses NBE 0O2YY2yf & dlindsdf 2 OF 6 SR¢
BusinesgLOBr outputs of the organization.O&l costs are allocato the LOBs
typically usingnetrics associated with each LOBuchmetrics include direct labor
costs, machine hours, number of emploge#oor space, ancevenues.For example,
LOBs having proportionately greater revenues often subsidize LOBs having smaller
revenues that mayin fact, carry greater O&l expens®&l osts, sometimes exceeding
50% of all spending, are typically aggregated then allocated to the LOBs using one or
more LOBidentified metrics. The major drawback is that resulting LOB costs may be
grossly inaccurate as LOBs will be assigned costs unassiogi#tt the creation, selling,

and delivery of thespecificlINE RdzOd 2 NJ A SNIDA OS @ lfaz2z OKFy3$

not necessarily be accompanied by a change in O&I spending.

Cited in the January, 2017 McKinsey white pai@ho Should Pay for Supgor
Functiong ¢ & X¥ne of the basic problems with allocation practices: they often result in
business units [LOBs] paying for costs that they cannot control [costs not incurred by the
LOBsjel Y Rwhat [leaders] want most from an allocation system is actionable
information.€

9 Conventional Driver-Based Activity Based Costing (ABC) ¢ ABC utilizes a twetage
process for costing LOBSrst, resource cets are allocated to activitiethen secondly
activity costs are allocated to products and\dees whictcreates the potential for
significance errors.

0 Stage 1, the first source of error. Resource costs are allocated to the
activities using resource drivers. A commonly used resource driver is the
distribution oftotal effort expressed as a percentage of &érarFull-Time
Equivalency(FTEEffort as per the instructions given byleadingABC
software tool¢ dwages coming the GL system will be allocated to activities
according to the distribution of total FTEs associated with those activities® &

Perhaps the asiest way of describing this method is by a simple example.
a) Assume a departmegbnsistingof a manager and 3 other employees, b)
total department wages are $400,000 per year, c) each employee
represents 25% of total FTE effort, and d) each emplogefopns only one
unique activity. The table below shows how the wages are distributed to
the activities performed:
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9 Time-Driven Activity Based Costing (TDABC) TDABC is a costing method that uses the time

A B C D
Wages & % of Activity % of W&S Allocated
= : % of Effort z to Individual
Employee Activity Salaries Total W&S Allocation L Error
(W&s) | (a+$400,000) (FTE) ( Cx$400,000) Employee Activities
([D+A]x100)

Manager Activity #1 $192,000 48% 25% $100,000 52% -$92,000
Employee #1 Activity #2 $48,000 12% 25% $100,000 208% $52,000
Employee #2 Activity #3 $92,000 23% 25% $100,000 109% $8,000]
Employee #3 Activity #4 $68,000 17% 25% $100,000 147% $32,000,
Totals $400,000| 100% 100% $400,000 S0)

Although total department costs can be assigned to activittes grror
within each activitys quite significant and becomes more inaete and
misleadingf additional activities are performed by the department
(including shared activities among departmental employees along with
cross-functional activities performed across departmental boundaries).

0 Stage 2the second source of error. The manner in which activity costs are
allocated to cost objects(g., LOBs, channels, customers, etc.). A single
principalActivity CostDriver (ACD)s identified for each activity and an
average cost per ACD is computed and used to assign activisytcos
objects based on the consumptiontbie number ofdriversconsumedoy
each object. The two main issues associated with this approach Jaitee
selection of a single driver that represents the cost behavior of the activity
when, in actuality, the @ivity may be influenced by a multitude of drivers,
and 2) the use of aaverage ACD rate. The ACD rate may be comprife
wide dispersion of costs favhich the average rate often is not
representative of any individual product or service. As altes0Bs
receiving the activity costs in this manneill be over or under-costed.

required to complete each step in a process to produce a product or deliveriaeseivhe cost

of a product or service is determined by multiplying the total time required to complete a series
of process steps by the capacity cost rate, whereas the capacity cosexatested as a cost

per unit of time) is determined by the total &b of capacity suppliedch costs include

personnel; benefits; management; occupancy; utilities; equipment costs; and allocatedindirect

and overhead spending) divided by the practical capacity of resour¢esressed using a unit of
time)withinagiveni A YS LISNA 2 Ro {AYAEFNI G2 ! /1 X (iARYRANJ
many cases in an arbitrary manner ) such that theyrepresentan overhead codb the

department that isperformingthe prescribedorocess Since managerial and O&I costs are

blended intothe total cost of capacity supplied, the activities associated with tii&&kcosts

cannot be determined so the value resulting from such costs cannot be established. Since many
Grata GKIFEGZ G 0Sadasz Ol y ori@bleAnRiBe/consumptiSriucht & & |
activitiescannot be described in terms of specific procetep timeand therefore they cannot

be adequately costed angbt may represent a significant portion of total spending. To refer to
TDABC as activity based cngtimay be a misnomer as it does not follow the tenets associated

with conventional ABC and modtosely resembléndustrial Engineeringrocessbased costing

and ACA.
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It is oftentimes believed that errorsever and under costing) associated with convermthal driverbased

ABC and TDABC tend to cancel each other and any residual errors are insignificant and immaterial. On
the contrary, such errors compourgkrrors in object costs resulting from inaccurate activity costs

which, in turn, result from errorsiiresourceto-activity allocations are magnified and as such resulting

object costs cannot be relied upon to make informed management decisftsntimes, because of

such errors, total AB@ TDABCosts do not match total expenditures as reported ie AL,

dzy RSNXYAYAyYy3 YIylI3aSySyidQa O2yFTARSYOS Ay G(GKS NBa

If the answers to the following astions regardingnanagerial costiccounting systems leaves much to
be desired, consideration shouié given to an alternative approach.

1. Isthe way you computand measure produtservice costand profitabilityhurting the

dzt

2NBFYATFGA2yQa FOoAtAGE G2 YIE1S AYT2NXYSR RSOA&A

2. Do you know exactly wat employees are actually doing create valu@

A Unique Perspective of Managerial Costird\ctivity Value Management

Activity Value Management (AVM) ¢ AVM is a new way of thinking about cost and the ultimate use of
financialand non-financial information to achieve breakthrough opportunities in performance
management. Unlike ABC and TDABQVIAas its roots, not in accounting, but in the integration of
process/activity analysi®llowing the tenets oalue Engineering. As such, AVM extends beyond
simply costing, but focuses on value creation necessary to improve performance while enhancing
stakeholder loyalty and engagement. The objectives of AVM are to:

1 Improve LOB costing by eliminating the types of errors fdandore conventional
approaches;

=

Diagnose performance in terms of costs, profitability, customer loyalty, employee
commitment,processes, and activiti€sa precursor td_ean and Six Sigma initiatives;

Focus on value creation and cost optintiaa rather than cost reduction;
Improve customer loyalty while improving emgh®e engagement and satisfaction;

1
1
1 Enhance resource utilizatipproductivity, and strategic alignment
1

Provide knowledge transfer armhgagethe entire workforce in the improvement effort.

tKSasS 202S0GA8Sa INB | OKASOSR o0eéx

1. Using arevolutionary costing approach that directly assigns all organizational cost and
effort simultaneously to activities, products, and services without any intermediate cost
aggregation, averaging, or indirect allocations characteristic of more outmoded
techniques. All costéncluding O&I costs) are treated as direct to improve accuracy and
precision of costing and profitability assessment while preservingdirédctional audit
trail between all resource costactivities,and cost targets.Since all unbundled costs,

gleaned directly from both the GL and HR systems are directly assignexittdmenes
match GL costs and, as such, may be considesebbsely GAAP compliant.

2. Delivering eusiness assessment system that improves financial and operational
performance by seamlesslyinking qualitative experiential stakeholder inpuith
activities costs, and cost targetthen applying a unique set of prescriptive analytical
tools to identify breakthrough opportunities.

Page 6 of 15




( Resource Cost & )
Effort (FTEs)

a ("
[ Activities Cost Targets ]

.

Experiential Data

Unlike most financialpased quantitative methods described earlier which are void of qualitative
stakeholder input, AVM prades the connections between customer/employee commitment and
organizational performance.

PERFORMANCE

a
N
NEAvMY
y

CUSTOMERS EMPLOYEES/

N 3
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gain the utmost support andommitment from upper managememtecessary to ensure success

Project Management

Committed “C-Level” Structure
Management Oversight -
Committee (MOC)

AVM Implementation

Team Specialist Staff, Lean,

f
by

Certified
AVM
Professional Internal
Facilitator
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The project is managday a Certified AVM Specialisbrkingin tandem with aninternal Facilitatorfor
knowledge transfer) as well as a crodsinctional AVM Implementation Tearh f £ NS LJ2 NI \B3H ¢
Oversite Commiee. Once the diagnostic assessment is performed and target areas selected, the
Implementation Team, along with the Internal Facilitator, will facilitate a number of project t¢ams

and Six-Sigma teams may be utilized for this purpose) responsible fodeveloping/implementing

solutionsg all reviewed and approved by th@versight CommitteeThis structure overcomes number

of commonobstacles associated with Lean,-Sigma, Continuous Improvemeatid many other

improvement initiativeqe.g., leadership, time, project selection, and ensuring that the right data is

utilized). The study follows aomprehensive and comprehensilpeoject plan hatisrelativelystraight

forward and time/resourceefficientX

Phase | Phase Il Phase Il
Diagnostic (needs assessment) Prescriptive Implementation
Il 1 1
f I \ [ )
Planning Synthesis Solutions

(2-3 Weeks) (1-2 Weeks) (1-2 Weeks)

Data Collection Data Analysis Implementation
(2-5 Weeks) (3-4 Weeks) & Follow-up (TBD)

9 Step 1 Planning. During this step, organizational information is capture; processes and activities
defined;the data-collection schedule is developed; and the project is introduced to all
management personnel.

9 Step 2 Data Collection. Quantitative cta collection is perfaned whereby a profile for each
resource component is establishatkfining thecost and/or effortattributed to the activities
performed for each product/servidarget. Note, for employeeboth the costanda measure of
effort are used, permitting measements such as staffing by activity or activity fragmentation
(defined as the number of employees engaged in an activity as compared to the FTE equivalent).
Qualitative experiential data is captured from stakeholders.(employees, customers,
customers of competitors, vendors, etc.) representing issues, concerns, roadblocks, and
performance opportunitiegor which the information is assigned to processes, activities, and
product/service targets.

9 Step 3Synthesis. Various diagnostic reports are defined, produced, revieveediupdated if
necessary.

1 Step 4 Data Analysis. Diagnostic information is analyzed necessary to identify the most
opportune areas requiring corrective and/or improvement actions. Normallyirthst
important 5 to 7 target areas arselected for specific solutions which are closely managed by the
AVM Implementation team. The remaining opportunities are addressed on-goiog basis.

9 Step 5Solutions. Specific solutions are developed includibgt not limited to, financial analysis,
resource requirementsesponsibilities miestonemetrics,progress reportingetc.

Note: The Oversight Committee is briefed after each step in the process to ensure that time and
resourcegemain committedandanyroadblocks areemoved.
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Lean vs Relevance

Lean —Much has been written regarding the benefits associated with Lean Management. There are
numerous variations as to the definition of Lean. Howetrer most prevalent theme with regard to

[ Sty alylr3aSYySyid Aax

The removal of waste from processes — less materials, less human effort, less time, less
space, less energy, etc.

Relevance — On the other hand, AVM focuses on relevance whigtiresses the necessity of the process

or activity in relation to the strategic direction of the organization. Relevance and Lean work hand in
hand with the firstdiagnosticassessment beinthat of relevance or alignmentpf the activitywith the
strategic direction of the organizaticemd secondarily to perform relevant processes and activities using
Lean thinking. In other words, Relevance takes precedence over Lean. There is no need to improve a
process that should not be performed in the firstggg O2 YY 2 y f & NdovingoNMIdthd é 2 &
Additionally, there is no greatdreanimprovement than total elimination.

Common Tools & Analytical Analysis

AVM employs numerous strategic and tactical tools which augthase of Lean, $iSigma, etc.

a2YS 2F G6KAOK | NB 270 StyliransBSigmareayhBufdRestNBoRtribatetd ¥ £ A
organizational performancé

= Financial Analysis = Mission-Critical Analysis

= Stakeholder Issue Analysis = Cross-Functional Analysis

= Activity Scoring = Fragmentation

= Organization Structure Analysis = Process/Activity Analysis

= Revenue Analysis = Cost of Failure

= Risk Identification & Control = System/Investment Analysis

= |nternal Benchmarking = Pricing Analysis

= Wage & External Spend Analysis = Resource Utilization (misplaced effort)
= Overlap & Duplication = GStrategic Alignment of Resources

= Cost Behavior Analysis = Behavioral Forecasting/Budgeting

XeAGK (GKS F2ff206AY BrebdS8BonA YAY | NB GF NBSG I NBI a

Overlap &
Duplication
(X-Functional)

Profitability Project

Analysis Identification

Experiential
Input
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Overcoming Resistance

The AVMsystemis designed to produce significant results in the form of solutions designed to improve
financial and/or operational performance. Change will be required and often change is met with
resistance as people naturally feel more comfortable with the status diowever, f the Management
Oversight Committeexpects and is given the possibility giignificant results, thewill be more

committed to supporting the effort and implementing thecommendedchanges.However the

challenge that remains svercomng resistancdy those more directly affected by the change. in
FRRAGAZ2Y (2 GKS G22ta 2FGSy |ada20A1 4GSR gAGK [ S
that might be necessary to motivateose impacted by the chang®elow are just twestrategiesthat

can be used to reduce resistance:

1 Provide Overwhelming Information ¢ The lack of supporting information is often the underlying
cause of resistance. To reduce resistance, information must be generated to build the case
Yy S OS a adishig thelstatus quod € Iy & andJRidsingafgri@ation will create
uncertainties regarding the change proposHlowever, the AVM approach provides the causal
metrics as to the reasons ftine recommended change, for example:

0 Thetrue cost and effort assmated with processes and activities as well as both
the cost and profitability of the lines of business (LOB) along with the bi
directional audit trail that provides the necessary supporting evidemieh
cannot be generated using conventional managearigt accounting systems as
described earlier.

0 Unnecessary and avoidable overlap and duplication of effort by process, activity,
and LOB.

0 Negative stakeholder experiential information regarding the performance of
processes, activities, and LOBs.

o0 Fagmentaton ¢ activity fragmentation is a major cause of inefficiencies.

Misplaced efforig work performed by the wrong people in the wrong
departments.

o Inappropriate utilization of resourcespeople workingoelow their grade level,
highly-compensated employeesepforming work tha should be performed by
lessercompensated employees.

0 The amount ohon-mission and/or norcritical work performed within each
departmentthat does not align with organizational strategies

Note: The above information can be produced malfly for smaller organizations, but larger
organizations greater than 506 employee may require some computing muscle necessary to
process the information.

9 Evaluate Risks and Rewards of Change ¢ Oftentimes rather than accepting some risk to achieve
a greater good, many play it safe by focusingshortterm initiatives or to adhere to the status
quo. Borrowed from psychologyhé Risk/Rewardnatrix can baused to clarify the risks and
rewardsassociate wi implementingorganizational change. The purpose of this matrix is to
compartmentalize fears and/or obgions to organizational change and hopefully minimize any
possible risks.
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Best Case Worst Case

Att The most positive outcomes The worst case outcomes
ttempt . . : .

Dl associated with the change associated with the change
Don't The best case outcomes The worst case outcomes

Attempt | associated with the status quo | associated with the status quo

Oftentimes the worst case outcomes of not attempting the changedrant 4) can be rather

dire, such as declining financial performance, loss of jobs, and perhaps even the closure of the
business. The questidhat remains- dis the organization willing to risk the worst case

outcomes of attempting the change (quadrant 2) to avoid the worst case outcome of not

attempting the change (quadrant 4), and to hopefully achieve the best case outcomes of the
attempting the change (quadrant 1)?¢ a2 NB 2 ¥ (tfisymatiixkviil kelp ylaity the
advantages and disadvantagessociated with organizational change.

Case Study
A financial servicegrganization was facing a $25 milliprofit shortfall andto mitigate this challenge
they embarked on a number oésponses

1 Implemented Lean Si®igma struggled with a slow stagndlittle bottom-line impact
T I ANBRpkE &@2)3a deffailedl tf quay RN | rddbdIsEd OSR a
1 Unsuccessfully initiated an Activity Based Costing (ABC). study

In addition to the financial shortfall, management expressed additional coscegardingthe:

9 Lack of understanding of the true cost and profitability for 15 lines of business (LOB).
1 Flat revenue growth over the previoushdyears.
9 High number of customer complaints and defectid68% churn every 2 years).

In summary, what they did...

1 Formed both an ¥ecutiveOversite ©@mmittee and a crosfunctional AVM
ImplementationTeam.

91 Defined nearly 500 crodainctional processes and activities (2 weeks)

1 Captured andlirectly assigned the costnd effortof nearly 2,400 employees and 70
non-personnel expensgo all activities in support of 15 LOBgerformedwithout
using pooling, aggregation, allocations. Capturednearly 2,600 performanceelated
commentaries from employees, existing customers, and defected custamlated to
issues, concerns, roadblocks, and opportunitib®fwhich were assignetb the costed
processes and activitieglinkingfinancial data with performance information necessary
to assess value (5 weeks).

1 Synthesized the information necessary to identifgothree dozen opportunities
related to improving financi&bperational performance as well as customer loyalty and
employee satisfaction.
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1 Presentedheir findings to the Steering Committee to distill the opportunities down to
the top 57 opportunities for which the Steering Committee identified four major areas

AY B6KAOK 2

Financial
Performance

Line of Business

& Total Frofitability

Major Areas
of

Strategic Concentration
Pricing
Value, Competition & Profit
Maximization

$?

02y OSYy NI GSX

Organizational
Performance

plication,
source Cost
Effort, etc.

L

Customer
Churn

Customer Support Cost, Effort,

Iszues, & Safisfaction

In summarya sampling ofvhat they foundand for which solutions were implement&d

9 The cost and profitability of each LORny cell can contain experiential information
captured from customers, employees, and perhaps customers of competitors regarding
issues, opportunities, and possible satus. Each cell contains a complete audit trail of
specific component cost and effofddrsonnel and non-personnel) captured by activity,
department, and LOB.
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1 Because a mature LOB was originally believed to have both low and declining
profitability (based on an absorption cost accounting system), customers were being
migrated to a highly technical replacement offering. It was discovered that the mature
LOB was actually operating at a 45% operating margin while customers were migrated
to the replacement ffering operating at a negative 13% margithe source of the
$25M profit shortfall.

Operating Margin by LOB
>0 140%
125%
Originally v
believed to sso ik 120%
have both 3 100%
100% ¥
lowand s 360 g
declining w g z
— -
profitability | 2 Replace wx 3
Z s &
& s Migrating Customers sox% &
§ $20 s
a $2 oo S8
LoB#s |_—7 D D W% O
usicasi so 4 Doew——seosoogg D‘ﬂ
5 4. 10: @ 48 7 8 9 A2 ‘4 2

15 14 11
520 / 0% LOB#6

Originally believed (Replacement)
to be highly
profitable

9 Customer churn was a majooncern of management, knowirthat it represented a
loss of revenues and a high cost associated with responding to the issues expressed by
O0dza 12 YSNAE @ ¢KS LINPOS&aa 2F a{ dzLLI2 NI Ay 3
(nearly 10% of total spend) yet garnered close to 500 experiential stakeholder
commentsand wascited as a major cause of customer defection. The cost of Customer
Supportconsisted mainly of $13.6M from Sales &&7M from Qverations. Input from
Saleddentified this effortasrepresenting nearly 200 FT#&#hin Salesandwas non
missionrelated work as the primary group responsible for customer sewige not in
Sales butesided in Operations. Sales performed this work because of the lack of trust
of Operations to resolve customer issues and they expended this effealtage
discontentedcustomersnecessaryo preserve revenues. Unfortunately, tcoser
dissatisfaction continuedAlso cited was the dissatisfaction on the part of Sales
personnel associated with the loss of commissions from new sales due to the diversion
of effort to customer support.This normissiondiversionof Sales effort waswentually
determined as a source of lost revers@ $45M annually.

Note: To demonstrate the importance of capturing activity efforterms of FTEHs
addition to costsjs that activity fragmentatione(g., the comparison between the actual
number of employees engaged in an activity and the FTE equivalent) will identify
excessivelyragmentedactivitieswhich negatively impact productivityAlsq the cost

per FTEan be computed and used as an indicator to identify work activities that could
be perfomed by lessecompensated employees while freeihgghercompensated and
experienced employees to concentrate on more missiatical activities
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| Highly Fragmented

v
| ACTIVITY 1 ssaes | s | OTHERS | TOTAL |
uwunl D | cost e[| = | T ee [ o | cost [hE| 8 | cost [me] = |
| _2315212] Determine pricing/Profitabitty | $732.0%1 11.01] 28s]) sme.2ns]  1.69] 28] $29.479] 035 3| sssszes| 13.05] 313

gl®

$13,604,905] 197.52] N/A | $8,752.351] 239.57] W/A | $1.598,174] 6.1a] W/A | $23,955 430 a3.23] N/A |
s 8,008 ok 36| /A | $3, . | S222.712] 3.00] WA | $8,727,409] 226.66) N/A
137] 51264, 2 047] 22| 52.091.069 75.26] 397]

| 8 224}

51
Z-V:
22

2lelels
8

wliala
wlig
B

N 5931251 2188 144

| $13604905 | | 197.52 FTE | | $8,752351 | | 239.57 FTE |

1 Of the nearly500 stakeholder experiential comments captutédt related tocustomer
support, manyof which were negative as well as offering possible opportunities. Given
the previousfinding, an analysis of the Sales organization in terms of effort was
performedwhereby a 50% improvement in missioglated activities was achieved by
shifting nonmisson-related effortexpended orsupporting customers to their mission
of generating revenues resulted an additional $45M of annual revenuesa

remarkable achievement given that revenue growth had been flat for the previgus 4
years.

DEVELOPIMAINTAIN
SUPPORT PRODVSVS

INFRASTRUCTURE (259%)
(1467%) Q

SUPPORT CUST &
END-USERS
(28.75%)

GENERATE
REVENUES
(5453%)

b
DELIVER o :
PRODUCTS 50% improvement

{1.61%) in effectiveness!

Shift from non-mission to mission-critical activity

1 The AVM Implemdation team, working with other functional areas, took responsibility
for re-pricing service offeringsbéth higher and lower) to improve profitability, re
designed the Sales compensation plan, identified LOBs that should be sunset, and
restructured the mmber and location of Sales officesll such actionsvould have been
traditionally considered 2-f ¥ Y A prévibus lileAn SiRQigma teams.

Case Summary

Dueto the discoveries attributed frora thorough diagnosis of total operational performance, the
organization refocused their Lean Six Sigma initiatinel working in partnership Finanae Y 2 SR (1 K S
YSSRESE sAGK NBIFNR (GE%Jfstllip&ang)in iepegdtable Brarkinl) b o n a
improvements achievedadditional revenue growth d¢45M (12.5% growth) , both of which were

accompanied by a significargdudion in customer churrachievedoy enhancedcustomer

satisfactiortloyalty ¢ all accomplished without any negative impact on staffing.
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Contribution to Performancdmprovement Initiatives
Oftentimes, selection of pésrmanceimprovement projectsaré A SR 2y GKS Galj dzS| 1 &
intuition. The datadriven improvement cycle that forms the basic tenet of Lean andigima Define,
Measure Analyze Improve andControl (DMAIC} is missing an important elemegtDiagnosis. You
OFlyy2i RSTAYS ¢KIFU &2dz KIFI dSyQi RAIFI3Iy2aSRH ¢ KS
the most opportune areas of concentration for other improvement initiatives sudteas

management, Sisigma, Lean S8igmaContinuous Improvemengnd Balanced Scorecard to ensure

the highest possible ROI by focusing on the most important areas that hold the promise of performance
improvement.

Brian Higgins is a Principal at Management Resource Technologies, Ltd., in Aurora, Colorado. Mr. Higgins has
extensive experience in the development of advanced FP&A systems associated with performance management. He
can be contacted via LinkedIn at linkedin.com/in/brianhiggins5e or email at mrtinfo@ MRT-Ltd.com
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