Brought to You by

Like the book? Buy it!



Ron Basu
J. Nevan Wright

T e .._jl = . ‘ .

| Ty P
v I T

T ﬁmﬂﬁﬂlﬂ :ﬁﬂ_‘fs‘t‘g‘,'jﬂ"hﬁf_‘ 2
— o = E

&



Quality Beyond Six Sigma






Quality Beyond Six Sigma

Ron Basu and Nevan Wright

UTTERWORTH

EIT NE MANN
OXFORD AMSTERDAM BOSTON LONDON NEW YORK PARIS
SAN DIEGO SAN FRANCISCO SINGAPORE SYDNEY TOKYO



Butterworth-Heinemann

An imprint of Elsevier Science

Linacre House, Jordan Hill, Oxford OX2 8DP
200 Wheeler Road, Burlington MA 01803

First published 2003
Copyright © 2003, Elsevier Science Ltd. All rights reserved

No part of this publication may be reproduced in any material

form (including photocopying or storing in any medium by
electronic means and whether or not transiently or incidentally

to some other use of this publication) without the written

permission of the copyright holder except in accordance with the
provisions of the Copyright, Designs and Patents Act 1988 or under
the terms of alicence issued by the Copyright Licensing Agency Ltd,
90 Tottenham Court Road, London, England WAT 4LP. Applications
for the copyright holder’s written permission to reproduce any part
of this publication should be addressed to the publisher

British Library Cataloguing in Publication Data
A catalogue record for this book is available from the British Library

Library of Congress Cataloguing in Publication Data
A catalogue record for this book is available from the Library of Congress

ISBN 0 7506 5561 5

For information on all Butterworth-Heinemann
publications visit our website at www.bh.com

Typeset by Replika Press Pvt. Ltd, India
Printed and bound in Great Britain



Contents

Foreword by Professor John S. Oakland vii
Preface iX
Acknowledgements Xi
1 Why FIT SIGMA™? 1
2 History of the quality movement 1
3 The enigma of Six Sigma 33
4 Case studies: Six Sigma in practice 53
5 Lean enterprises 68
6 The methodology of FIT SSGMA™ 81
7 FIT SSGMA™ and service organizations 112
8 Project management and FIT SIGMA™ 138
9 Implementation, or making it happen 150
References 174
Glossary 179

Index 185






Foreword

Since the early 1980s, in the ‘Western World" we have been in what | have
called aquality revolution. Based on the simple premise that organizations of
all kinds exist mainly to serve the needs of the customers of their products or
services, good quality management has assumed great importance. Competitive
pressures on companies and Government demands on the public sector have
driven the need to find more effective and efficient approaches to managing
businesses and non-profit making organizations.

In the early days of the realization that improved quality was vital to the
survival of many companies, especially in manufacturing, senior managers
were made aware, through national campaigns and award programmes, that
the basic elements had to be right. They learned through adoption of quality
management systems, the involvement of improvement teams and the use of
quality tools, that improved business performance could be achieved only
through better planning, capable processes and the involvement of people.
These arethe basic elements of aTotal Quality M anagement ((TQM) approach
and this has not changed no matter how many sophisticated approaches and
techniques come along.

The development of TQM has seen the introduction and adoption of many
dialects and components, including quality circles, international systems and
standards, statistical process control (SPC), business process re-engineering
(BPR), lean manufacturing, continuous improvement, benchmarking and
business excellence.

An approach finding favour in some companies was Six Sigma, most
famously used in Motorola, General Electric and Allied Signal. This
operationalized TQM into a project-based system, based on delivering tangible
business benefits, often directly to the bottom line. Strange combinations of
the various approaches have led to Lean Sigma and other company specific
acronyms such as ‘ Statistically Based Continuous Improvement (SBCI)’.

The authors of this book have looked at the history of what | call TQM
and devel oped another approach — Fit Sigma— which they hope will address
some of the failures in the implementation of earlier projects and
programmes, particularly in smaller companies and service organizations. In
Fit Sigma the authors offer a holistic approach that fits the needs of all types
of businesses and sustains improved performance. | wish them well with this
book, but readers should recognize that the key element of any successful
improvement management schemeisreal and total commitment to the approach,



viii  Forword

alignment with the business strategies and dedicated follow through in the
implementation.

John Oakland

Executive Chairman

Oakland Consulting plc (www.oaklandconsulting.com)

and European Centre for Business Excellence (www.ecforbe.com)

Professor of Business Excellence and Quality Management, Leeds
University Business School

Professor Oakland is author of Total Quality Management — text with
cases, Statistical Process Control and Total Organizational Excellence,
all published by Butterworth-Heinemann.




Preface

Whilst passing through Miami airport en route to Mexico City, Ron came
across an article on Six Sigma in USA Today, 21 July 1998. It read: ‘ Today,
depending on whom you listen to, Six Sigma is either a revolution slashing
trillions of dollars from corporate inefficiency or it's the most maddening
management fad yet devised to keep front-line workers too busy collecting
data to do their jobs'. At that time Ron was coordinating a Global MRPII
programme between all manufacturing sites of GlaxoWellcome, including
the X ochimilco sitein Mexico. The Global Manufacturing and Supply Division
of GlaxoWellcomewas considering a‘LeanSigma’ initiative, which was meant
to be a hybrid of Six Sigma and Lean Manufacturing. It struck Ron that the
message in USA Today reflected not just the doubts (or expectations) in the
minds of colleagues, but perhaps also those of quality practitioners world-
wide.

These doubts or expectations addressed many questions. Isn’t Six Sigma
simply another fad, or just a repackaged form of TQM? It appears to be
successful in large organizations like Motorola and General Electric, but can
a small firm support such a programme? How can we apply Six Sigma
methodology, originating from manufacturing operations, to the far larger
market of the service sector? Like any good product, Six Sigma will have a
finite lifecycle — so what is next? Surely one big question is, how can we
sustain the benefitsin the longer term? It is good to be ‘lean’ but isn't it better
to be ‘fit’, to stay agile? The idea of writing Quality Beyond Sx Sgma to
addressthese issueswas mentally conceived at Miami airport, and the concept
of FIT SIGMA™%* was born.

Ron nurtured the concept of FIT SIGMA for about two years, and then the
opportunity came to write the book. In 2000 Nevan Wright, Ron’s co-author
for Total Manufacturing Solutions, returned to England from New Zealand to
complete his PhD research at Henley Management College, and met up with
Ron. Nevan has carried out extensive research into total quality and service
performance, and is also the author of The Management of Service Operations.
From our previous partnership we knew that we complement each other and
share the same philosophy re. quality and continuous improvement, and thus
we found a perfect fit for the FIT SIGMA project.

The central theme of this book is to provide a practical approach for FIT

*FIT SIGMA™ s a trademark of Performance Excellence Ltd, UK, copyright Ron
Basu.
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SIGMA, supported by case studies and phased action plans. The three distinctive
features of FIT SIGMA are:

1. Fitness for purpose
2. Sigma (%) for improvement and integration
3. Fitness for sustainability.

FIT SIGMA hasthreeimportant aspects. Thefirst isthat with FIT SIGMA we
identify key areas where zero defects are essential plus areas where zero
defects are possible, but we also recognize that there are areas where zero
defects are not essential or practical. We believe that Sigma should fit the
requirements of the organization, rather than the organization striving to fit
an imposed mathematical formula. Using our approach Six Sigma can be
made to fit any type or size of organization, whether in manufacturing or
services. The second focuses on deploying a holistic approach to Six Sigma,
with a conscious shift from variation (o) to integration (X) across every
function. Thethird aspect is sustaining the benefits gained. Many an organization
has adopted Six Sigma, and the same applies to other quality initiatives, and
found that the initial enthusiasm and successes gained were not sustained. In
Quality Beyond Sx Sgma we show how to sustain the benefits gained, and
how to maintain the enthusiasm of the staff of the organization. We call this
‘keeping fit'. Thus FIT SIGMA (or FIT %) means a quality system that first
fits the needs of the organization (fitness for purpose), secondly is a holistic
approach that integrates (%) al functions, and thirdly keeps the organization
fit. Once an organization isfit, its culture will be developed to such an extent
that staff will be striving for organizational kaizen —i.e. the organization as a
whole will continuously become even fitter!

Senior executives and managers of all types and sizes of organizations and
management consultants and students of all disciplines will find this book a
stimulating guide to quality and operational excellence.

Lumen accipe et imperiti — Take the light and pass it on.

Ron Basu and Nevan Wright
Gerrards Cross, England and Auckland, New Zealand, June 2002
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1
Why FIT SIGMA™?

Men my brothers, men the workers, ever reaping something new:
That which they have done but earnest of the things that they shall do.
Tennyson

Introduction

This chapter considers the world of change and the need for organizations to
be aware of the factors required to sustain competitive advantage from the
introduction of change programmes.

A competitive world

Thisisacompetitive world. The pace of change isincreasing, and businesses
are continuously being disrupted by external factors. In recent times the
biggest external factor has been e-commerce or e-business. The spectacular
rise in 1999 and fall in 2000 of so many dot.com companies showed that
without substance no businesswill survive. When alarge bubble bursts, innocent
bystanders will feel some effect. E-business has actually been around for
many years, and organizations with substance have benefited vastly from the
intelligent use of information technology. The most successful pioneer in e-
business is arguably the banking industry; likewise, the success of bar coding
in the supply chain cannot be denied. In 2001 e-business made another
spectacular advance, with the formation of large business-to-business alliances.
Business to business (B to B) took on a new meaning with the advent of the
Covisint alliance between Daimler/Chrysler, Ford and General Motors. It is
reported that the alliance of these three major (and fiercely competitive)
organizations has a purchasing power of $300 billion per annum. Theinteresting
phenomenon isthat such fiercely competitive organizations have been ableto
form an alliance at all! Other industry groups have been quick to follow — for
example, the oil companies, the aeronautical industry, the computer industry
(led by IBM), and alliances of fast-moving consumer goods distributors.
Change is here to stay; it comes quickly and from unexpected quarters.
The challenge for al businesses is to find the benefits of change, with the
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aims of generating real revenue and delivering enhanced value to customers.
The B-to-B alliances are at early stages of development and the benefits are
yet to berealized, but the advantages of bar coding, supply chain management
and electronic banking are obvious and are now taken for granted. The failed
dot.com companies clearly did not produce real revenue and generally did not
provide the benefits promised to customers, and thus their early apparent
success was not sustainable.

There are similar stories of unsustainable improvements in traditional
businessesin the old economy’ (prior to e-business). In spite of the demonstrated
benefits of many improvement techniques, such as Total Quality Management,
Business Process Re-engineering and Six Sigma, many attempts to implement
and sustain improvements have fizzled out, not with a bang but with awhimper.
What ismore puzzling is that some companieswho successfully implemented
a quality initiative and initially reported substantial improvements have
subsequently experienced overall drops in performance and profit, resulting
inlay offsand lowered employee morale. For example, Motorola, the originator
of Six Sigma, announced in 1998 that its second quarter profit was almost
non-existent and that it was reducing its staff of 150000 by 15 000. At the
time of writing (May 2002) the situation for Motorola has not improved. The
actual number of job cuts since August 2000 is 48 400 (almost one-third of
thework force); for the year ended 2001 the company reported itsfirst operating
lossin 71 years; and the stock value has declined by 73 per cent over the last
two years.

Why successes are not sustained

There are many hidden reasons why organizations (in both the old and the
new economies) do not sustain the initial successes gained from improvement
initiatives.

One main factor isthe lack of solid measures. All companies have one key
measure; the return on assets, or the ‘bottom line'. However, the bottom line
is a historical measurement — no matter how good the accounting system, by
the time the bottom line is known it is too late to influence the result. The
bottom lineisin itself a measure of the result, and for many, such as bankers,
investors and the share market, it is the result. Thus most organizations
considering anew management technique or quality initiative, such asbalanced
score cards, business process re-engineering, benchmarking, just-in-time systems
or what ever else is the flavour of the month, are in the main looking to save
costs so as to improve the bottom line. Lip service is given to customer
service (as espoused in the mission statement), but the reality is to get the
costs down and the bottom line up. The measures must be truly balanced and
underpinned by aformal process of periodic assessment and senior management
review.

The second main factor isthe apparently finitelifecycle of change programme
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‘products’ such as TOM and Six Sigma. Turner (1999) finds that a typical
scenario for the implementation and maintenance of a quality programme has
a lifecycle of approximately two and a half years. He believes that initially
enthusiasm is high and staff are very committed to a new way of working, but
as time progresses setbacks may occur, unanticipated problems may arise, or
perhaps the novelty simply wears off. Another key factor is the lack of a
holistic approach to the management of organizations where economic, social,
and environmental criteria of the business are valued for its sustainability.
Thisfundamental strategy has been described in detail in Total Manufacturing
Solutions (Basu and Wright, 1998). The Department of Trade and Industry of
the British Government has sponsored a project called SIGMA — Sustainability:
Guidelines for Management — under the direction of the British Standards
Institute to promote the holistic principles of sustainability. The aim of the
SIGMA project is given as ‘to build the capacity of organizations to meet
their business and other institutional objectives by more effectively addressing
their social, environmental and economic dilemmas, threats and opportunities
(see www.ProjestSIGMA.com, December 2001).

Six Sigma

Six Sigmais an approach that takes awhol e system approach to improvement
of quality and customer service so as to improve the bottom line. The Six
Sigma concept matured between 1985 and 1986, and grew out of various
quality initiatives at Motorola. Like most quality initiatives since the days of
Dr W. Edwards Deming in the 1960s, and in particular the concept of Total
Quality Management (TQM), Six Sigma requires a total culture throughout
an organization whereby everyone at al levels has a passion for continuous
improvement with the ultimate aim of achieving virtual perfection. The
difference with Six Sigmais the setting of a performance level that equatesto
3.4 defects per 1 million opportunities. To know if Six Sigmahas been achieved
a common language is needed throughout the organization (at all levels and
within each function), and common uniform measurement techniques of quality
are necessary. The overall Six Sigma philosophy has a goal of total customer
satisfaction.

In 2000, Ron Basu surveyed the following leading companies who had
adopted the Six Sigma approach to quality:

* Motorola

e Allied Signal (Honeywell)
e General Electric

¢ Raytheon

e DuPont Teijn

e Bombadier Shorts

e Seagate Technology
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» Foxboro (Invensys)
* Norando

* FEricson

e Dow Chemical.

Ron found that the main driver leading to the application of Six Sigmato a
company is cost saving rather than customer satisfaction! In coming to this
conclusion Ron benefited from informal networking with members of the
above companies and aso leading consulting groups such as Air Academy
Associates, Rath and Strong, Price Waterhouse Cooper, lomega, and Cambridge
Management Consulting.

The surveyed companies reported between them along list of intangible
and indirect benefits. However, these benefits did not seem to be supported by
any employee or customer surveys (Basu, unpublished paper).

Nonetheless, very real results from the adoption of Six Sigma continue to
be reported. For example, in 1997 Citibank undertook a Six Sigma initiative
and after just three yearsit was reported that defects had reduced by ten times
(see Erwin and Douglas, 2000, for details). Likewise, General Electric reported
that $300 million invested in 1997 in Six Sigma delivered between $400
million and $500 million savings, with additional incremental margins of
$100 to $200 million. Wipro Corporation in India says that two years after
starting in 1999, defects were reduced to such an extent asto realize again of
eight times over the investment in Six Sigma.

Against this background let us examine the evolution of the total quality
improvement process (also known as operational excellence) from ad hoc
improvement, to TQM, to Six Sigma, up to Lean Sigma. Building on the
success factors of these processes the key question is, how do we sustain the
acquired benefits? The answer lies with FIT SIGMA.

Lean Sigma

Basically, if accuracy in the order of 3.4 defects per million opportunities is
added to the key ingredient of quality, and this is implemented across the
business with an intensive education and training programme, we have Six
Sigma. We will now look at lean enterprise, which is in fact an updated
version of industrial engineering. With lean enterprise thefocusison delivered
value as seen by the customer. The aim is to eliminate all non-value-adding
activities (wasted effort, wasted materials) for each product and process along
the value chain. The value chain begins with the supplier and the supplier’'s
supplier, and flows through the transformation process to the organization’s
direct customer, and finally to the customer’s customer. The value chain relies
on two-way communication from the end user back to the original supplier.
The integration of Six Sigma and the lean enterprise approach gives Lean
Sigma.
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Incremental is not enough

What frightens people is the target of Six Sigma — 3.4 defects per million
opportunitiesis amost perfection, and seemsimpossible or even unnecessary.
Instead, some management hide behind the concept of continuousimprovement.
However, amost all organizations today are striving to make continuous
gradual or incremental improvements, and these compani es obviously include
your competitors! Incremental today is not enough; it is too slow, and only
keeps pace with mediocrity. What do you do if your main competitor announces
that it has reduced expenses by 10 per cent, it will deliver amarkedly improved
product in half the time and increase the level of service, and will not increase
the price? Erwin and Douglas (2000) cite Craig Erwin of Motorola:

Before Sx Sgma, we were interested in continuous improvement, but we
tended to accept quality that mirrored our competitors. We were internally
focused and accepted the argument that things couldn’t be made better.
When we started, many people thought Sx Sgma was unrealistic.

Ron Randall of Texas Instruments, in comparing his division (DSEG, now
called Raytheon Tl Systems) with Motorola, said:

... in addition to being impressed with the quantitati ve methods the moment
that helped cement everyone's commitment was when DSEG looked at its
products and compared them to similar ones from Motorola. e were less
than Four Sgma AND Motorola was close to Sx. We couldn’t believe
someone was 2000 times better than us. It really got our attention. \We were
always pursuing quality, we thought, but it was incremental.

Motorola initially concentrated on applying Six Sigma to its manufacturing
units. Bob Galvin, former chief executive of Motorola, now says that the lack
of initial Six Sigmainitiative in the non-manufacturing areas of Motorolawas
amistake that cost Motorola at least $5 billion over a period of four years!

The new wave: quality beyond Sigma

FIT SIGMA is the new wave of Sigma. Lean Sigma provides agility and
efficiency; FIT SIGMA aso ensures sustainability. We call this maintaining
fitness. FIT SIGMA also considers what is really required for a specific
organization or operation. Wewill show that isnot necessary for every operation
to achieve the virtual perfection level of 3.4 errors per million opportunities
— FIT SIGMA iswhat isfit for the operation. Not all organizations need the
intensive and expensive ‘al or nothing’ investment required by the Six Sigma
deployment plan.
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Our philosophy is the adaptation of the Sx Sigma approach to fit an
organization’s needs so as to maintain performance and organizational
fitness.

The evolution of TQM to Six Sigma to Lean
Sigma to FIT SIGMA

The evolution of TQM to FIT SIGMA is shown in Figure 1.1.

It began with Total Quality Management (TQM), as originated by Dr
W. Edwards Deming. Dr Deming, an American statistician had great input
into turning around Japanese industry after the Second World War. His efforts
were so appreciated that the Japanese have an annual highly recognized quality
award known as the Deming prize.

After his success in Japan, Dr Deming was not really recognized in the
United States until the 1980s when he, in his eighties, was asked by the CEO
of Ford to advise on how to get quality back into the car manufacturing
industry. At that time American industry, in particular the automobile sector,
was reeling from the influx of high quality and comparatively cheap Japanese
products. Deming is credited for turning Ford around by introducing quality
methods based on rigorous discipline in the factory, statistical methods, and
a change in culture.

The change in culture required:

« Management to recognize that 90 per cent of all quality problems (faults,
scrap and reworks) were the result of poor management and processes

» Workers and management to learn to trust each other so that everyone
accepted that each had a personal responsibility for quality and improvement.

Following his successes in Detroit, for a time Dr Deming became the most
widely sought-after management guru in America. Deming and the quality
movement is discussed in some detail in Chapter 2.

Six Sigma began with Motorola under the leadership of Bob Galvin in the
mid-1980s, and was not an entirely new technique. Six Sigmatakes a handful
of proven techniques from TQM and uses them to train a small group of in-
house technical people to become Sigma*Black Belts'. Thistraining includes
the use of advanced computer programs, which in themselves are not difficult
to learn or apply. Advanced Black Belts become Master Black Belts, and
Master Black Belts provide technical leadership for the Six Sigma program.
Whereas Black Belts apply the mathematical statistical formulas, Master
Black Belts must also understand the theory on which the statistical methods
are based. Master Black Beltstrain Black Belts and Green Belts. Black Belts
typically receive 160 hours of classroom instruction and one-on-one project
coaching from Master Black Belts or from consultants; Green Belts are Six
Sigma project |eaders capable of forming and leading Six Sigmateams. Green
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Belt training usually consists of five days of classroom training, covering
project management, quality control tools, problem solving and data analysis.
Drawing on Deming’s‘ Plan = Do = Check = Act cycle (PDCA)’, Six Sigma’'s
performance model is: Define = Measure = Analyse = Improve = Control
(DMAIC). DMAIC is explained more fully in Chapter 3.

It is important to note here that Six Sigma is a disciplined methodology
and that it requires an infrastructure to assure that performance improvement
initiatives are supported with the necessary resources.

The next wave in the FIT SIGMA evolution is Lean Sigma. Lean Sigma
incorporates the lean production methods of the Japanese just-in-time approach
synonymous with Toyota and made famous by Womack, Jones and Roos in
their bestseller The Machine That Changed The World (Womack et al., 1990)
Lean production aims for elimination of the seven mudas (non-value-adding
activities):

. Excess production (no stockpiling of finished goods)

. Waiting (no buffer stocks between processes, no idle time)

. Conveyance (movement is reduced to a minimum)

. Motion (elimination of unnecessary motion, adoption of ergonomic
principles)

. Process (Deming claimed that 90 per cent of waste is due to inefficient
processes)

6. Inventory (materialsshould arrive when required, go straight into production,

and flow like water through the system to the end user)
7. Defects (the aim being zero defects).

A WNP

)]

Lean Sigmarelates not just to production operations; the principles are equally
applicable to service operations. The overall aim is to reduce waste and
improve the delivery times of products or services. The predictable Six Sigma
process combined with the speed and agility of lean provides solutions that
give better, faster and cheaper business processes coupled with improved
customer satisfaction.

FIT SIGMA (Figure 1.2) is the process that enables the dramatic bottom-
line results of Six and Lean Sigma to be sustained. It ensures that where
extensive training and development of skilled Sigma practitioners (Master,
Black Belt and Green Belt) has been carried out, thisis are not wasted and the
benefits are secured for the long term.

FIT SIGMA adds the following features to Six and Lean Sigma:

« A formal senior management review at regular intervals, similar to the
sales and operational planning process

» Periodic self-assessment with a structured checklist, which is recognized
by a certificate or award, similar to the European Foundation of Quality
Management or Baldridge process

e A continuous learning and management programme

» A whole systems approach across the entire organization.
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Summary

FIT SIGMA is ot a statistical tool; it is both a management philosophy and
an improvement tool. The underlying philosophy is that of a total business-
focused approach underpinned by continuous reviews and aknowledge-based
culture to sustain a high level of performance. In order to implement the FIT
SIGMA philosophy, a systematic process is necessary. The process is not a
set of new or unknown tools. The tools are drawn from those that have been
tried and proven in the successive waves of quality over the last 40 years,
beginning with TQM, going on to Six Sigma and including Lean Sigma. The
difference in FIT SIGMA is recognition of the need to sustain and retain
successes. Itisnot arigid programme in search of problems; it isan adaptable
solution that can be tailored to fit any organization.

FIT SIGMA is not a magic formulg; it is a total business philosophy,
process and culture.
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History of the quality
movement

The bitterness of low quality is not forgotten
Nor can it be sweetened with low price.
Marquis De Lavant (1734)

Introduction

The Malcom Baldridge Award, the Deming Quality Award and The European
Foundation of Quality have all served to give TQM ahigh profile. One count
suggests that there are over 400 TQM tools and techniques (Pyzdek, 2000).
Thishigh profile has, however, paradoxically contributed to alevel of scepticism,
especially by middle managers and staff. Promises have not been realized,
high-profile organizations that claimed to be practising TQM have gone into
decline, and staff have seen slogans and mission statements published that
focus on customer service and people coupled with TQM, followed by
redundancies and drastic cutsin training budgets. This chapter discusses what
is meant by quality and gives a historical overview of the development of
quality thinking, beginning with Total Quality Management. It concludes
with a summary of how FIT SIGMA™ builds on prior quality initiatives.

World class

Theterm world classisgenerally attributed to Hayes and Wheelwright (1984),
who related best practice to German and Japanese firms competing in export
markets. Schonberger (1986) used the term ‘best practice’ to describe
manufacturers making rapid and continuous improvement. World classin the
nineties was extended to include lean production (see Womack et al., 1990),
referred to in Chapter 1.

Fry and co-workers (1994) and Harrison (1998) say best practice refersto
any organization that performs as well as or better than the competition in
quality, timeliness, flexibility and innovation. Knuckey and co-workers (1999,
p. 23) explain that:
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... the logic behind best practice is simple: because operational outcomes
are a key contributor to competitiveness and business performance, and
because best practice should improve operational outcomes, by implication
good practice should lead to increased competitiveness. Best practice should
lead to world class service.

Knuckey et al. (1999, p. 137), on behalf of the New Zealand Ministry of
Commerce, found from research of 1173 New Zealand manufacturing firms
that the ‘main sources of competitive advantage’ and ‘ best practice’ is;

» goodwill and trust with suppliers and distributors
* trust, goodwill and commitment from employees to the firm's goals, and
reputation with clients.

Why best practice and world class is essential

There is no doubt that people today are more travelled, better educated and
consequently more discerning than ever before. Customers know what is on
offer elsewhere, they have experienced it and their expectations have been
raised by advertising and marketing. Likewise, shareholders and other financial
stakehol ders can be excused for wondering why the rapid technol ogical advances
of the last decade have not resulted in increased performance and higher
returns on investment. At the same time, the well-publicized and promised
benefits of technology haveled customersto expect —even demand —improved
products and service at less cost. Quality service, reliable products, value for
money and accountability are now taken for granted. Competitors are global,
standards are world class, and organizations that fail to meet world-class
performance will soon be found out.

The Japanese approach to Total Quality
Management

W.E. Deming

Total Quality Management (TQM) has its origins in Japan. In the 1960s,
Japan went through a quality revolution. Prior to this, ‘Made in Japan’ meant
cheap or shoddy consumer goods. The approach used in Japan in the 1950s
and 1960s to improve quality standards was to employ consultants from
America and Europe, and the most famous of these consultants was Dr W.
Edwards Deming. Deming's philosophy was to establish the best current
practices within an organization, to establish the best practice as standard
procedure, and to train the workers in the best way. In this manner, everyone
would be using the same best way. His approach was to involve everyone in
the organization and win them over — he believed that quality was everyone's
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business. Deming said finding the best way meant collecting the facts, amassing
data, setting standard procedures, measuring results, and getting prompt and
accurate feedback on these results so as to eliminate variations to the standard.
He saw this as a continuous cycle. Deming emphasized that people can only
be won over if thereistrust at all levels. This means that management must
be prepared to allow and encourage employees to take responsibility, and
employees must be prepared to accept responsibility. Employee participation,
through understanding objectives, processes and contributing through
improvement suggestions, is a serious part of the Deming philosophy. He
claimed that cultivating the know-how of employees was 98 per cent of the
quality challenge — as Gabor (2000) says, Deming has been criticized for
hyperbole! However, Gabor adds (p. 293), quoting a Ford engineer, ‘ Deming
understood that you can’t turn quality on like a spigot {tap}. It's a culture, a
lifestyle within a company’. The first of Deming's fourteen points of quality
is‘Create constancy of purpose toward improvement of product and service',
and his second point is ‘Adopt the new philosophy . . . management must take
leadership for change’ (Deming, 1986; Walton, 1986; Gabor, 2000). The
overall philosophy of TQM isone of incremental and continuous improvement,
not revolution.

Deming'’s fourteen points of quality

No section on Dr Deming is compl ete without reference to hisfamousfourteen
points of quality (the comments in parentheses are our notes, and not direct
guotations of Deming):

1. Createconsistency of purposetoward improvement of product and service.

2. Adopt the new philosophy (management has to learn its responsibilities
and to take leadership. It isdifficult for management to accept that 90 per
cent of problems lie with management and the process).

3. Cease dependence on inspection to achieve quality (supervision and
supervisors’ wages do not add value, they are an extra cost; far better if
staff take responsibility and supervise themselves. Deming also added
that if quality isbuilt into the design or process, then inspection will not
be necessary).

4. End the practice of awarding business on the basis of the price tag (the
cheaper the price, the higher the number of failures. Move to dedicated
suppliers, and value reliability, delivery on time and quality).

5. Improve constantly and forever the system of production and service
(thisis an extension of the Japanese philosophy of kaizen, whereby not
a day should go by without some incremental improvement within the
organization).

6. Institute training on the job (become a learning organization with a
willingness to share knowledge).

7. Institute leadership (everyone at all levels, especially supervisors, should
be team leaders and not disciplinarians. Everyone should be encouraged
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to develop self-leadership. Quality is too important to be left to

management).

8. Drive out fear (encourage people to admit mistakes; the aim is to fix not
to punish. However it is expected that people won’t go on making the
same mistakes!)

9. Break down barriers between departments (eliminate suspicion between
departments. There needs to be clear objectives, with everyone striving
to work for the common good).

10. Eliminate slogans, exhortations and targets for the workforce (thereis no
use asking for zero defects if the process or the product design is not
perfect; 10 per cent across-the-board cost reduction demands are poor for
morale if they are not possible).

11. Eliminate work standards — quotas — on the factory floor (e.g. 100 pieces
per hour with abonusfor a110 will result in 110 pieces, but not necessarily
in quality products. The focus will be on output numbers rather than
quality. If the worker is encouraged to consider quality, 95 high-quality
pieces per hour will be worth more than 110 if 15 (of the 110) are
subsequently rejected or returned by the customer).

12. (&) Remove barriers that rob the worker of the right to pride of
workmanship (givethem theright tools, right materials, right processes
and comfortable working conditions; treat them with respect).

(b) Remove barriers that rob people in management and in engineering
of their right to pridein craftsmanship (thisincludes appraisal systems
that reward on bottom-line results and keeping expense budgets down,
and ignore customer satisfaction. If cost is the only driver, then
training, maintenance and customer service etc. will suffer).

13. Institute a programme of education and self-improvement (encourage
staff to seek higher educational qualifications; become a knowledge-
based organization).

14. Put everybody in the company to work to accomplish the transformation
(change of culture is difficult to achieve. Dr Deming saw that everyone
has to be involved in transforming the culture of an organization).

Dr Joseph M. Juran

Deming was not the only guru of quality used by the Japanese. Dr Joseph M.
Juran was al so associated with Japan’s emergence as the benchmark for quality
of products. Juran was, like Deming, an American statistician, and there are
similarities between hiswork and that of Deming. Above al, both men highlight
managerial responsibility for quality. Arguably Juran was the first guru to
emphasize that quality is achieved by communication. The Juran trilogy for
quality is planning, control and improvement (Juran, 1989). His approach
includes an annual plan for quality improvement and cost reduction, and
continuous education on quality. Juran’s foundations are till valid, and are
embedded within Six Sigmaand Lean Sigmaand our FIT SIGMA philosophies.
Juran uses the term ‘quality control’, but this does not refer to the post-
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production inspection that passes for quality control in many organizations.
He argues, and few would disagree, that inspection at the end of the line, post-
production, is too late to prevent errors. Juran says that quality monitoring
needs to be performed during the production process to ensure that mistakes
do not occur and that the system is operating effectively. He does this by
examining the relationship between the process variables and the resultant
product. Once these rel ationships have been determined by statistical experiment,
the process variables can be monitored using statistical methods. Juran adds
that the role of the upper management is more than making policies; they
have to show leadership through action — they have to walk the talk, not just
give orders and set targets. He saysthat quality is not free and that investment
(often substantial) in training, including statistical analysis, is needed at all
levels of the organization. Juran also believed in the use of quality circles. As
he describes them, quality circles are small teams of staff with a common
interest who are brought together to solve quality problems. Our constituents
for a successful quality circle are discussed later in this chapter.

As can be seen from this brief synopsis of Dr Juran’s philosophies, there
is nothing that he says that is not complementary with Six Sigma.

Armand V. Feigenbaum

Feigenbaum is recognized for his work in raising quality awareness in the
USA. Hewas General Electric’sworldwide chief of manufacturing operations
for adecade until thelate 1960s. Theterm Total Quality Management originated
from his book Total Quality Control, first published in 1961 (Feigenbaum,
1983). Feigenbaum states that Total Quality Control has an organization-
wide impact, which involves managerial and technical implementation of
customer-orientated quality activities as a prime responsibility of general
management and of the main-line operations of marketing, engineering,
production, industrial relations, finance and service as well as of the quality-
control function itself. He adds that a quality system is the agreed company-
wide operating work structure, documented in integrated technical and
managerial procedures, for guiding the coordinated actions of the people, the
machines, and company-wide communication in the most practical ways,
with the focus on customer quality satisfaction.

Feigenbaum was one of the first writers to recognize that quality must be
determined from the customer’s perspective, and NOT the designer’s (or the
engineer’'s or the marketing department’s) concept of what quality is.

Feigenbaum also said that the best does not mean outright excellence, but
means the best for satisfying certain customer conditions. In other words, as
in FIT SIGMA, ‘best’ means sufficiently good to meet the circumstances.
Feigenbaum, like Deming and Juran, found that measurement is necessary,
but whereas Deming and Juran tended to measure production and outputs
Feigenbaum concentrated on measurement to eval uate whether good service
and product met the desired level of customer satisfaction.
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Dale (1999) believed that Feigenbaum’s major contribution to quality was
to recognize that the three major categories of cost are appraisal, prevention,
and cost of failure. According to Feigenbaum, the goal of quality improvement
is to reduce the total cost of quality from the often quoted 25-30 per cent of
cost of sales (ahuge percentage when you think about it) to aslow apercentage
as possible. Thus Feigenbaum takes a very financial approach to the cost of
quality.

To summarize, Feigenbaum’s approach is not substantially different to that
of Deming and Juran but his emphasis is different — he defines quality in
product and service from the customer’s perspective, he does not aim for the
outright best, and he takes a financial approach to the cost of quality.

P.B. Croshy

P.B. Crosby, aguru of the late 1970s, was the populist who ‘sold’ the concept
of total quality management and ‘ zero defects’ to the USA. Although the zero
defects concept sounds very much like Six Sigma, in fact Crosby takes avery
much softer approach than does Deming, Juran, Feigenbaum or Six Sigma.
His concept of zero defects is based on the assumption that it is always
cheaper to do things right the first time, and quality is conformance to
requirements. Note the wording ‘conformance to requirements — thus any
product that conformsto requirements, even where requirements are specified
at less than perfection, is deemed to be defect free.

Crosby developed the concept of non-conformance when recording the
cost of quality. Non-conformance includes the costs of waste and scrap, down
time due to poor maintenance, putting thingsright, product recall, replacement
and, at worst, legal advice. All these can be measured, and, according to
Croshby, cost of non-conformance ‘can be as much as 20 per cent of
manufacturing sales and 30 per cent of operating costs in service industries'.
To this list we add the costs that can’t be measured when things go wrong,
such as market reputation and consequential lost sales, and lost management
time wasted on troubleshooting and customer relations— time and energy that
could have been well spent on planning and strategy etc.

Crosby is famous for saying that quality is free (Crosby, 1979). He
emphasized cultural and behavioural issues ahead of the statistical approach
of Deming and Feigenbaum. Crosby was saying that if staff have the right
attitude, know what the standards are and do thingsright first time every time,
the cost of conformance is free. The flow-on effect is that motivated workers
go further than just doing things right; they detect problems in advance, are
proactive in correcting situations, and are quick to suggest improvements.
Crosby concluded that workers should not be blamed for errors, but rather
that management should take the lead and the workers will follow. Crosby
suggests that 85 per cent of quality problems are within management control
(Deming put this figure at 90 per cent).
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What of the Japanese?

The more important of the Japanese writers on quality are Genichi Taguchi,
Ishikawa, Shingo and Imai. Also, Toyota is of course widely cited as the
epitome of lean production (Womack et al., 1990).

Of the Japanese approaches to quality, the Taguchi methods have been the
most widely adopted in America and Europe. Taguchi, an electrical engineer,
used an experimental technique to assess the impact of many parameters on
a single output. His method was developed during his work rebuilding the
Japanese telephone system in the 1970s. His approach to quality control is
focused on ‘off line' or loss of function (derived from telephone system
failures).

The Taguchi approach is to:

« Determine the existing quality level measured in the incidence of down
time, which he called ‘ off line’

¢ Improve the quality level by parameter and tolerance design

« Monitor the quality level by using statistical process control to show upper
and lower level variances.

Taguchi advocates three stages of quality design, namely:

1. System design—thisisthe development of the basic system, which involves
experimentation with material s and the testing of feasibility with prototypes.
Obviously, technical/scientific knowledge is a requisite.

2. Parameter design — this begins with establishing the optimum levels for
control factors so that the product or processis least sensitive to the effect
of changes of conditions (i.e. the system is robust). This stage includes
experimentation, with the emphasis on using low-cost materials and
processes.

3. Tolerance design — this includes setting numerical values (factors) for
upper service levels and lower acceptable service levels, and reconciling
the choice of factors in product design. In turn, this includes comparison
of costs by experimenting with low-cost materials and consideration of
more expensive materials to reduce the tolerance gap. Design includes
process design and product design; process design includes choosing the
upper and lower parameters of service, and product design includes
reconciling the choice of materials against the desired service level
parameters.

Taguchi promotes three stages in devel oping quality in the design of product
or systems:

1. Determine the quality level, as expressed in his loss function concept
2. Improve the quality level in a cost-effective manner by parameter and
tolerance design
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3. Monitor the quality of performance by use of feedback and statistical
control.

As Ferguson and Dale (1999, p. 350) say:

Taguchi has raised the awareness of engineers and technical staff to the
fact that many of the problems associated with design, production costs
and process control can be resolved using experimental design and analysis
methods. This contribution to both awareness and the knowledge base of
the subject should not be overlooked.

Basu and Wright, and Total Quality Management

Basu and Wright (1998) identify a hierarchy of quality management that has
four levels: inspection, control, assurance and Total Quality Management
(TQM).

Quality inspection and quality control rely on supervision to make sure
that no mistakes are made. The most basic approach to quality is inspection,
detection and correction of errors. The next level, quality control, isto inspect,
correct, investigate and find the causes of problems and take actionsto prevent
errors re-occurring. Both methods rely on supervision and inspection. The
third level, quality assurance, includes the setting of standards with
documentation and al so the documentation of the method of checking against
the specified standards. Quality assurance generally also includes third-party
approval from arecognized authority, such as found with the | SO 9000 series.
With quality assurance, inspection and control are still the basic approach,
but in addition a comprehensive quality manual, the recording of quality
costs, and perhapsthe use of statistical process control and sampling techniques
for random and the overall auditing of quality systems would be expected.

Quality inspection and control and quality assurance are aimed at achieving
an agreed consistent level of quality, first by testing and inspection, then by
rigid conformanceto standards and procedures, and finally by effortsto eliminate
causes of errors so that the defined accepted level is achieved. We see this as
acold and sterile approach to quality. It implies that once a sufficient level of
quality has been achieved then, apart from maintaining that level (which in
itself might to increase productivity. Supervisors were employed to maintain
the best method. Workers were not expected to make suggestions; their job
wasto do what they were told while management did the thinking.) It implies
that the bosses know what is best; they set the standards, and they inspect and
control to see that the standards are adhered to. This does not mean that
management is not taking into account what the customer wants or isignoring
what the competition is doing, it just means that the managers believe they
know what is best and know how this can be achieved.

Total Quality Management (TQM) is on a different plane. Total Quality
Management does, of course, include all the previouslevels of setting standards
and the means of measuring conformanceto standards. In doing this, Statistical
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Process Control (SPC) may be used; systemswill be documented, and accurate
and timely feedback of results will be given. With TQM 1SO accreditation
might be sought, but an organization that has truly embraced TQM does not
need the | SO stamp of approval. 1SO is discussed briefly later in this chapter.

Any organization aspiring to TQM will have a vision of quality that goes
far beyond mere conformance to a standard. TQM requires a culture whereby
every member of the organization believes that not one day should go by
without the organization in some way improving the quality of its goods and
services. The vision of TQM must begin with the chief executive. If the chief
executive does not have a passion for quality and continuous improvement,
and if this passion cannot be transmitted down through the organization, then,
paradoxically, the ongoing driving force will be from the bottom up.

Figure 2.1 depicts a TQM culture wherein management has the vision,
which is communicated to and accepted by al levels of the organization.
Once the quality culture has been ingrained in the organization, the ongoing
driving force is ‘bottom up’.

Vision
...... Top management

...... Middle management

x I ------ First-line managers

------ Front-line staff

Front-line staff

P

Customers

Figure 2.1 Quality and the driving force.

Generaly it isthelower-paid members (shop assistants, sal es representatives,
telephone operators, van drivers, accounts clerks) of the organization who
will be physically interfacing with the customers or providing the service,
and it istheir attitude and level of helpfulness that will determine the overall
perception of quality by the customer. These workers have a huge part to play
in how the customer perceives an organization. It is on the lower levels, then,
that an organization must rely for the continuing daily level of quality.

Once the culture of quality has become ingrained, quality will be driven
from the bottom up — whether by the factory worker or the sales assistant —
rather than achieved by direction or control from the top.

Management will naturally continue to be responsible for planning and for
providing the resources to enable the workers to do the job. However, unless
the machine operator, shop assistant, telephone operator, cleaner, van driver
and junior account clerk are fully committed to quality, TQM will never

happen.
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TQM also goes beyond the staff of the organization; it involves suppliers,
customers and the general public.

American and European approaches to Total
Quality Management

We have discussed the Japanese overall approach to TQM in the section
relating to ‘quality’ gurus. As we have seen, the approaches that emanated
from one culture, such asthe Taguchi method, have crossed national boundaries.
Likewise, the principles of TQM as practised in Japan were picked up by
Feigenbaum and Crosby in the USA, and rapidly spread through the
subcontinent, Europe and the rest of the world.

Inthe USA and in Europe, senior management, bankers and investors have
a morbid fascination with share prices. They consequently feel pressure to
meet short-term six-monthly targets of interim and annual reports, which are
widely publicized and scrutinized. On each occasion that areport or statement
is made, they must show a healthy bottom line or at least provide a promise
of better results in the short-term forseeabl e future. Thus with the share price
hanging like the sword of Damocles over their heads, the tendency is to look
for instant results and quick fixes. The timeframe is short term, and if results
are not readily apparent there will be a move to some other solution. The
Japanese, however, know that success is rarely an overnight phenomenon.

The implementation of TQM, because it requires a total change in
management thinking and a major change in culture, will take years to
internalize. Thus with some organizations, because results are not instant,
TQM has lost favour. Even where some positive results become apparent in
a short space of time, they may not always seem to be major. How, though,
can you tell if there have been benefits, and if they are significant or not?

If after adopting TQM an organization is still in business and the results
are slightly up on the previous year, is this something to be excited about?
Maybe the shareholders won't see this as a triumph, but it may well be. If the
organization had not begun its quality revolution, perhaps the results would
have been much worse.

John Oakland

In the UK, Professor Oakland is recognized as the leading light of Total
Quality Management. His particular brand of TQM is essentially pragmatic,
and includes awhole systems approach without relying on either quantitative
or qualitative measures. It has been suggested that he leans towards qualitative
aspects, i.e. theissues of culture, communication and teamwork. Some might
refer to these as the ‘softer issues', as it is difficult to quantify in ‘hard’
statistical terms alevel of culture or teamwork. Like many writers, Oakland
stresses the importance of these issues and offers a culture change cycle
based on psychometrics such as MBTI and FIROB (Oakland, 2000).
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Oakland'’s ten points of senior management

pOWDDE

o

Make a long-term commitment

Change the culture to ‘right first time’

Train the people to understand the customer—supplier relationship

Buy products and service on total cost (like Deming, Oakland is saying
that the purchase priceisnot thefinal cost; total cost includes performance,
running costs and repairs and maintenance costs)

Recognize that systems improvements must be managed

6. Adopt modern methods of supervision and training, and eliminate fear

9.

10.

(the supervisor has to move from a strict disciplinarian role somewhat
towards a mentoring role — guiding and supporting, not kicking butt and
taking names)

Eliminate barriers, manage processes, improve communication and
teamwork (encourage cross-functional department support, not defensive
silo mentalities)

Eliminate arbitrary goal s and standards based only on numbers, eliminate
barriers to pride of work, use correct methods to get the facts and do not
accept fiction or hearsay.

Constantly educate and train and use in-house experts where possible
(bearing in mind that Oakland himself heads a consulting group)
Utilize a systematic approach to TQM implementation.

Referring back to Deming’s fourteen points, it can be seen that Oakland’sten
points reinforce rather than significantly add to TQM. Oakland has, however,
applied a set of implementation tools known as Quality Function Deployment
(QFD) to create a ‘Goal Deployment’ approach to aligning TQM with the
business strategy.

QFD began in Japan in 1966, and Dr Yoji Akao is the recognized guru.

QFD is a systematic approach to the design of a product or service so that
customers’ needs are met first time and every time. The approach includes
forming teams of staff from across the functions of an organization to find out
customers' needsand arrange how to meet them. QFD when applied to product/
service design is achieved by:

Market research

Basic research

Invention

Concept design

Prototype testing

Final product or service testing
After-sales service.

Oakland's QFD-based Goa Deployment approach requires top management
commitment, and teamwork across the organization, and good process
management. Oakland has been credited in the UK with successfully introducing
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TQM to thousands of companies. His approach is easy to understand, it isa
methodical and a straightforward way of implementing a quality initiative.
The tools he uses — quality process improvement teams, statistical analysis
and process management (discussed later in this chapter) —are easily assimilated
into FIT SIGMA.

Jan Carlzon

Sometimes, just a change in attitude and the recognition of key problem areas
can be sufficient to make a big difference. For example, when Jan Carlzon
took over Scandinavian Airlines (SAS) the airline was about to lose $US20
million. He found that SAS was a very efficient organization — it knew its
business of transporting goods and people by air, and did this with clinical
efficiency. It had sufficient resources and well-trained staff, and 10 million
passengers were carried each year. Carlzon then established that for each
passenger there were five occasions when the passenger came into contact
with front-line employees, and that this contact lasted on average for 15
seconds. He called these contact times ‘moments of truth’ when he said
(Carlzon, 1989):

Last year 10 million customers came into contact with approximately five
SAS employees, and this contact lasted on average of 15 seconds each
time. Thus, ‘ SAS is created in the minds of the customers 50 million times
a year, 15 seconds at a time. These 50 million ‘moments of truth’ are the
moments that ultimately determine whether SAS will succeed or fail as a
company. They are moments when we must prove to our customers that
SASis their best alternative.

By establishing moments of truth, converting the staff to his way of thinking
and taking some positive actions, within twelve months he was able to turn a
$20 million loss into a $40 million profit.

However, this exampleis an exception. Few turnarounds are this dramatic,
and generally benefits accrue over longer terms. The philosophy of TQM is
to look for continuous improvement, not major breakthroughs, any major
breakthrough is a bonus. No organization can ever say that TQM has been
achieved — the quest for improvement is never-ending.

ISO 9000

In adiscussion on the subject of quality it would be wrong to ignore the effect
that the International Standard Organization 9000 series (1SO 9000) has had
on quality. The SO 9000 series and the more recent 14000 environmental
series have been developed over a long period of time. The origins can be
traced back to military requirements — for example, NATO in the late 1940s
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developed specifications and methods of production to ensure compatibility
between Nato forcesin weapons and weapons systems. In Britain 1SO 9000's
predecessor was the British standard BS 5750, which was introduced in 1979
to set standard specifications for military suppliers.

I SO 9000 certification meansthat an organization constantly meetsrigorous
standards (which are well documented) of management of quality of product
and services. To retain certification the organization is audited annually by an
outside accredited body. 1SO 9000 on the letterhead of an organization
demonstrates to its employees, to its customers and to other interested bodies
that it has an effective quality assurance system in place.

Total Quality Management means more than just the basics as outlined in
1 SO 9000; indeed, 1SO 9000 could be seen as running contrary to the philosophy
of TQM. AsAllan J. Sayle (1991) pointed out:

It isimportant to recognize the limitations of the | SO 9000 series. They are
not and do not profess to be a panacea for the business's ills. Many
companies have misguidedly expected that by adopting an 1SO 9000 standard
they will achieve success comparableto that of the over-publicized Japanese.
One must not forget that the SO 9000 standards did not exist when the
Japanese quality performance improved so spectacularly: many Japanese
firms did not need such written standards, and probably still don't.

What does ISO 9000 achieve?

SO 9000 exists primarily to give customers confidence that the product or
service being provided will meet certain specified standards of performance,
and that the product or service will always be consistent with those standards.
Indeed, some customers will insist that suppliers are 1SO accredited.

There are aso interna benefits for organizations that seek 1SO 9000
accreditation. First, by adopting | SO 9000 the methodol ogy of the | SO system
will show an organization how to go about establishing and documenting a
quality improvement system. To achieve accreditation, an organization has to
prove that every step of the process is documented and that the specifications
and check procedures shown in the documentation are always complied with.
The recording and documenting of each step isalong and tedious job; perhaps
the most difficult stage is agreeing on what exactly the standard procedureis.

If an organization does not have a standard way of doing things, trying to
document methodswill prove difficult and many interesting factswill emerge.
The act of recording exactly what is happening and then determining what the
one set method should be is in itself a useful exercise. Non-value-adding
activities will be unearthed and, hopefully, overall a more efficient method
will emerge and be adopted as standard procedure. Determining a standard
does not imply that the most efficient method is being used; the standard
adopted only means that there is now a standard method (not necessarily the
most efficient), that the method is recorded, and that the recorded method is
used every time. The standard method not only includes the steps taken in the
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process, but also lists the checks and tests that are carried out as part of the
process. This often requires the design of new and increased check procedures
and a method for recording that each check or test has been done.

From thisit can be seen that the adoption of 1SO 9000 rather than streamlining
an organization might actually serve to increase the need for audits and
supervision. SO 9000 can therefore, to this extent, be seen to be contrary to
the philosophy of TQM. With TQM staff members are encouraged to do their
own checking and to be responsible for getting it right first time, and the need
for supervision becomes almost superfluous. With 1SO 9000, the standard
method will likely be set by management edict and, once set in place, the
bureaucracy of agreeing and recording improvements may stultify creative
improvements.

ISO tends to be driven from the top down and relies on documentation,
checks and tests to achieve a standard, somewhat bland, level of quality
assurance. TQM, on the other hand, once established relies on bottom-up
initiatives to keep the impetus of continual improvement. However, as the
Deming method of TQM does advocate a stabl e system from which to advance
improvements, the adoption of the SO 9000 approach means that there will
be a standard and stable system. To this extent, SO 9000 will prove a useful
base for any organization from which to launch TQM.

Continuous
improvement

Figure 2.2 The wedge(s).

ISO 9000 - the wedge

Asshown in Figure 2.2, 1SO 9000 can be depicted as the wedge that prevents
quality slipping backwards, but the danger isthat it can also be the wedge that
impedes progress.

Notwithstanding the benefits of obtaining a standard stable system through
ISO procedures, it must be queried why a true quality company needs |SO
9000. If the customer or potential customer isnot insisting on 1 SO accreditation,
then the time and effort (and the effort expended will be a non-recoverable
cost) makes the value of 1SO to an organization highly questionable.

Gaining 1SO 9000 accreditation isalong and expensive business. Internally
it requires much time and effort, and most organizations underestimate the
time and effort involved. Generally, recording the systems alone will require
the full-time efforts of at least one person.
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Example 2.1 SO accreditation in a small print shop

One small print shop, employing twenty people and with one main
customer, was sold the idea of 1SO accreditation by a consultant and
advised that the process of obtaining accreditation would take nine
months. The actual time taken was two years and three months. The
main customer had not asked for accreditation, but the difficulties
experienced by the print shop in getting accredited led the customer to
query the efficiency of the organization and the account was almost
lost. What of the expensive consultant? Well, he took his fee and rode
off into the sunset.

Theinternal costs of obtaining accreditation are expensive—more expensive
than most organizations are prepared to admit. Total internal costs will not be
known unless everyone involved in setting up the systems records and costs
the time spent, and this is seldom done. The external costs can be equally
expensive. It is not mandatory to hire an external consultant, but there are
advantages in doing so. Consultants are not cheap, and quotations from at
least three should be sought. Briefing the consultants will force an organization
to do some preparatory work, which if properly approached should help in
clarifying the overall purpose and give some indication of the effort that will
be involved. Once the consultant is employed, it is the organization hiring the
consultant that does the work. Consultants point the way —they give guidelines
and hold meetings, they help with the planning — but don’t expect them to get
their hands dirty. They won't actually do any work; the organization seeking
accreditation does the work!

Accreditation can only be obtained through an approved certifying body.
Thefee charged by the certifying body isrelatively small, and depends on the
size of the organization and the level of accreditation.

The I SO 9000 series has several standards— 9000, 9001, 9002, 9003, 9004
and, since 1996, the SO 14000 series:

¢ 1SO 9000 mainly deals with how to choose other 1SO series standards for
inclusion in a contract between a customer and a supplier.

¢ |SO 9001 should be chosen if there is design work or changes to designs
involved, and/or if after-sales service is required.

¢ 1SO 9002 should be chosen if there is no design work involved and/or no
after-sales service in the contract. Some people think that 1SO 9002 is
easier to achieve and that therefore that 1SO 9002 isalesser ‘ qualification’
to 9001. Thisis not so. If there is no design work involved or after-sales
service required, then 1SO 9002 is appropriate and it is no less onerous
than 9001.

¢ 1SO 9003 only requires one final check, and thus is not a good way of
reducing costs of mistakes and of instilling a quality culture into the
organization. Of course, 1SO 9003 can be amended to include corrective
action taken during the process and so on. If such amendments are made,
then SO 9002 may be more appropriate.
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* 1S0O 9004 extensively usestheword ‘ should' . Thismeansthat an organization
is not required actually to do anything included in the standard, and thus
I SO 9004 can only be regarded as an advisory introduction paper to quality
management. It is not so much that what 1SO 9004 covers is wrong; it is
the lack of compulsion that makes 1SO 9004 of little value for contract
purposes. If a customer were to use | SO 9004 in a contract document, then
‘should’ ought to be replaced with ‘shall’ throughout.

» The 14000 series concerns environmental (green) issues. Achievement of
the standardsis said to lead to business benefit through process performance
improvement, cost reduction, reduced pollution, legislative compliance,
and an improved public image. All very good — but if an organization has
asocial conscience and is environmentally aware, why would it need 1SO
accreditation?!

Throughout the 1SO 9000 series, reference is made to documentation. To
meet the 1SO requirements, it is not necessary to have hard copies of quality
plans, quality manuals and procedures. Indeed, when people have a computer
terminal at hand they are more likely to search the computer than to leaf
through large manuals. Also, with a computer system it is easier to update the
records with the latest procedures and to ensure that the user acknowledges
receipt of change when using the system. In this way the system can be kept
almost instantly updated, and staff can be encouraged to make improvement
suggestions.

The other important aspect of | SO isaudits. The external audit requirements
of the SO 9000/14000 series are more towards compliance checks after an
activity has started or been completed. This type of check confirms that
procedures are being kept to, or that an outcome complies with the standard.
Where mistakes are found, they are retrospective. Audits highlight where
errors have occurred and thus indicate the need for corrective action for the
future, but they don’t stop the error happening in thefirst place. To be effective,
whereinternal auditsarein placetheinternal quality auditor should betrained
in audit procedures and the purpose of auditing. Auditors should be there to
help and guide, not to trap and catch. If the audit is preventative — that is,
before the event rather than after — so much the better.

To summarize this discussion concerning 1SO 9000, with TQM theaimis
continuous improvement and, with the continuing impetus for quality,
improvement being driven from the bottom up. SO 9000 will not necessarily
achieve this. At best 1SO can be seen as a step on the way to TQM; at worst
it might actually inhibit TQM, asit relies on the setting of top-down standards
and controls and might deter staff from suggesting changes. A true TQM
organization does not need | SO, but if ISO isinsisted on by a customer it can
be made to fit into the overall TQM plan.

Kaizen

The Japanese have a word for continuous improvement: kaizen. The word is
derived from aphilosophy of gradua day-by-day betterment of life and spiritual
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enlightenment. Kaizen has been adopted by Japanese businessto denote gradual
unending improvement for the organization. The philosophy is the doing of
little things better to achieve along-term objective. Kaizen is ‘the single most
important concept in Japanese management — the key to Japanese competitive
success (Imai, 1986).

Kaizen moves the organization’s focus away from the bottom line, and the
fitful starts and stops that come from major changes, towards continuous
improvement of service. Japanese firms have for many years taken quality for
granted. Kaizen is now so deeply ingrained that people do not even redlize
that they are thinking it. The philosophy is that not one day should go by
without some kind of improvement being made somewhere in the company.
The far-reaching nature of kaizen can now be seen in Japanese government
and social programmes.

All this means trust. The managers have to stop being bosses and trust the
staff; the staff must believein the managers. Thismay require amajor paradigm
change for some people. The end goal is to gain a competitive edge by
reducing costs and improving the quality of the service. In order to determine
the level of quality to aim for, it is first necessary to find out what the
customer wants and to be very mindful of what the competition is doing.

Thedaily aim should be accepted as being kaizen —that is, someimprovement
somewhere in the business.

Quality circles
In the 1960s Juran said (Juran, 1988):

The quality-circle movement is a tremendous one which no other country
seems to be able to imitate. Through the development of this movement,
Japan will be swept to world leadership in quality.

Certainly Japan did make arapid advance in quality standards from the 1960s
onwards, and quality circles were part of this advance. However, quality
circles were only one part of the Japanese quality revolution.

Quality circles have been tried in the USA and Europe, often with poor
results. From our combined first-hand experience of quality circlesinAustralasia,
the UK and Europe, South America, Africa, Asia and India, we believe that
quality circles will work if the following rules are applied:

1. The circle should consist only of volunteers

2. The members of the circle should all be from different functional areas

3. The problem to be studied should be chosen by the team, and not
imposed by management. Problems looked at by the circle may not
always be directly related to quality or, initially, be seen as important by
management.
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4. Management must wholeheartedly support the circle, even where initially
decisions and recommendations made by the circle are of an apparently
trivial nature or could cost the company money (such as arecommendation
for monogrammed overalls).

5. The members of the circle will need to be trained in working as a team
(group dynamics), problem-solving techniques, and in how to present reports.
The basic method study approach of asking why (what, where, when, who,
and how) is a standard quality circle approach to problem solving, and
members need to be taught how to apply this structured approach to solving
problems.

6. The leader of the circle and the internal management of the circle should
be decided by the members.

7. Management should provide amiddle manager as mentor to the circle. The
mentor’s roleis to assist when requested and generally to provide support.
The mentor does not manage the circle.

The overall tenor of these rules is trust and empowerment. Management of
the organization has to be seen to be willing to trust the members of the circle
to act responsibly, and must then be active in supporting the circle. Although
initially the circle may not appear to be addressing hard quality issues, very
real benefits can be expected as the confidence of the members increases.

Side benefits of quality circles, which are nonetheless important, are the
fostering of a supportive environment that encourages workers to become
involved in increasing quality and productivity, and the development of the
problem-solving and reporting skills of lower-level staff.

In Japan, the quality circle traditionally meets in its own time rather than
during normal working hours. Not only do circles concern themselves with
quality improvement; they also become a social group engaged in sporting
and socia activities. It is not expected in a European country that a quality
circle would meet in the members’ own time; few workers are that committed
to an organization. However, there is no reason why, once the quality circle
isup and running, management could not support and encourage social events
for a circle, perhaps in recognition of an achievement.

Quality project teams

A problem experienced in the UK was the blurring of quality circles and
quality project teams. The project team approach is top down — that is,
management selectsa hard quality problem and designates staff to be members
of the team. The top-down, conscription approach might appear to be more
focused than the quality circle approach, but the fundamental benefits of a
voluntary team approach are lost. With the pure bottom-up quality circle
approach, the members are volunteers and the circles consist of people
who work well together and who want to contribute to the success of the
organization.
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Ishikawa (fishbone technique), or cause and effect

TheIshikawa diagram, named after itsinventor Kaoru Ishikawa (1979, 1985),
or the cause and effect diagram, is designed for group work. It is a useful
method of identifying causes and provides a good reference point for
brainstorming (brainstorming is discussed in a separate paragraph later in this
chapter).

The usual approach is for the group to agree on a problem or effect. A
diagram is then drawn consisting of a ‘backbone’ and four (or sometimes
more) fish bonesto identify likely causes. Common starting points are people,
equipment, method, and material.

The following eight causes cover most situations:

. Money (funding)

Method

. Machines (equipment)

Material

Marketing

M easurements

Management and mystery (lack of communication, secret agendas etc.)
. Maxims (rules and regulations).

ONOUTAWN R

Example 2.2 A large travel agency

Consider the situation where customers of a large international travel
agency sometimes find when they arrive at their destination that the
hotel has no knowledge of their booking.

In this case, to get started, the quality circle might begin with four
basic possible causes: people, equipment, method and supplier (Figures
2.3, 2.4).

People Equipment

Effect

Method Material

Figure 2.3 Ishikawa diagram.
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People Equipment

Clear instructions? Computer reliable?

Temporary staff

E-mail sent/received?

Booking sent? Confirmation of message?

Training

Hotel
Not booked
. Stationery
Recording method Hotel system
Checklist Reliability
How often?
Authority .
Which hotels?
Method Supplier

Figure 2.4 ‘Cause and effect’ (from Wright, 1999).

The circle now has aclear picture of the possible problem areas and
the linkages. The diagram points the way for collection of data. In this
example, training and standard procedures appear to be worthwhile
areasto follow up, and asecond likely cause might lie with the suppliers
(hotel systems); finally, the e-mail system might need checking. In a
more detailed problem, sub-causes may need further breakdown until
the true cause of the effect is determined. The main question is ‘ What
and why?', see Table 5.1, Chapter 5.

Brainstorming

Brainstorming should be considered as afun way of identifying all the causes
of a problem. It consists of a group of people being given a problem to
consider, with every person encouraged to make at least one suggestion.

Before the actual brainstorming process begins, it is important that the
subject is defined and the rules of the session agreed. Members of the team
will need at least five minutes of thinking time before the brainstorming
proper begins.

Some rules for successful brainstorming are:

« Make one person responsible for recording suggestions on a white board
or large flip chart.

« Encourage everyoneintheteamto ‘freewheel’. There should be no criticism
of seemingly silly suggestions.

« Every one in the team should come up with at least one suggestion, and
other members of the team should not interrupt or make comments.
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» Take suggestions by working around the room so that every one hasaturn.

« If someone is unable to contribute first time round, pass on to the next
person.

e Typically, there will be alot of suggestions in the first 20 minutes, then
therewill bealull. Don’t stop when thislull occurs; keep going, asusually
there will be another burst of ideas. Often the second burst provides the
most creative ideas.

* Keeptheinitia ideasin front of the team until the end of the brainstorming
session.

* When suggestions have dried up, review (as ateam) the suggestions made
and sort them into logical groups. Some suggestions will be found to be
duplications and can be eliminated. One method of sorting the suggestions
is to use a form of the cause-and-effect diagram.

Compatibility with FIT SIGMA

All of the foregoing methods are compatible with FIT SIGMA. Some of
them, such as ISO 9000/14000, are not necessary, but if they exist in an
organization then they are not wasted and provide a good foundation to move
up to FIT SIGMA. FIT SIGMA is both a philosophy and an improvement
process. The underlying philosophy isthat of atotal business-focused approach
underpinned by continuous reviews and a knowledge-based culture to sustain
ahigh level of performance. In order toimplement the FIT SIGMA philosophy,
a systematic process is recommended. This process is not a set of new or
unknown tools; in fact these tools and this culture have been proven to yield
excellent results in earlier waves of quality management. The differentiation
of FIT SIGMA isthe process of combining and retai ning successes. Itsstrength
isthat it is not a rigid programme in search of problems, but an adaptable
solution fit for any specific organization.

FIT SIGMA is anew and exciting approach to harnessing and sustaining
gains from previous initiatives to secure operational excellence.

Summary

This chapter has covered the history of quality, reflected on the contributions
of quality gurus since the 1960s, and considered some approaches and basic
tools used in various quality systems.

Our belief isthat quality isnot anew or separate discipline; that it pervades
all management actions. Our philosophy isthat quality istoo important to be
left to the managers and that quality is everybody’s concern — not only within
the organization, but also of customers, suppliers and any other stakeholder.

Quality has two main aspects; it can be measured from the customers’
perspective (customer satisfaction) and it can be viewed from the perspective
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of efficient use of resources. These two seemingly separate objectives are in
fact inseparable when quality is considered. An organization that wishes to
compete in the global market must be efficient and provide a high level of
customer satisfaction. No organization will be ableto afford to provide world-
class service unless its use of resources is efficient and non-value-adding
activities have been minimized, and no organization can afford not to be
world class.

This chapter also briefly considered the part | SO 9000/14000 hasin atotal
quality approach. Specific techniques such as quality circles and cause and
effect analysiswere also introduced. Finally, it was shown that elements of all
the quality initiatives over the last 40 years are compatible with FIT SIGMA.
FIT SIGMA isthe new wave that enables an organization to maintain operational
fitness.
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The enigma of Six Sigma

Probable impossibilities are preferred to improbable possibilities.
Aristotle

Introduction

In this chapter we discuss the essence of Six Sigma; what it is and what it
isn’t. For astart, it isn't the new maddening management fad that keeps front-
line workers too busy collecting data to do their jobs, nor isit an instant fix
that will overcome corporate inefficiency and savetrillions of dollars. Properly
applied, Six Sigma has a proven record of creating a huge impact for
organizations in performance. For this to happen, Six Sigma does require
dedication and strong overt management support. It builds on the philosophy
of Total Quality Management by adding advanced computer programs for
analysis and benchmarking of performance. It requires an infrastructure of a
small group of highly trained in-house technical consultants. It is a whole
systems approach, and it cannot be applied haphazardly.

Challenges

For those championing Six Sigma there are many challenges, of which the
two most significant are;

1. Initiative fatigue — the confusion and tiredness of staff when there is a
succession of new initiatives to generate productivity and quality (e.g. a
succession of maddening management fads that keep front-line staff from
doing their jobsl).

2. Thefear of statistical complexity — staff either see Six Sigmaas ‘too hard’
or as statistical mumbo jumbo. Or because they can’t understand, or are
afraid that they will be shown up, they find it more comfortableto denigrate
rather than to learn.

In this chapter wewill take the mystery out of the apparent statistical complexity
of Six Sigma, remove the enigma of Six Sigmaand show that there is nothing
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to fear. The result will be a better product and service for the customer, and
asimplified, foolproof, easy-to-control process for the organization —a process
that is efficient and will save a fortune in reducing the cost of sales.

What is Six Sigma?

Sigmaisaclassical Greek letter (o) that isused in mathematical and statistical
models to signify the standard deviation from the mean. This might sound
like statistical mumbo jumbo, but in reality is a very simple concept. The
mean (more correctly referred to as the arithmetic mean) is what most of us
would call the average — for example, if a cricket player bats in 10 matches
and achieves a total score of 650, then the average is 65 (even though the
player might have ‘scored’ nil on one occasion and 250 on another). Each
turn at batting contributes to the average. In statistical terms, the arithmetic
mean of the total score of 650 is 65 (650/10).

The next basic concept in statistics is frequency distribution. An often-
used examplein statistical textbooksisthetossing of ten coins 100 times. The
result of each throw of the ten coins could range from ten heads and no tails
to ten tails and no heads, with any combination in between (i.e. one head and
nine tails, two heads and eight tails and so on). We would expect that, with
evenly balanced coins, we would be more likely to get five heads and five
tails than ten heads and no tails!

Table 3.1 gives the result of this experiment, which can be shown as a
histogram (Figure 3.1) or as a distribution curve (Figure 3.2).

Table 3.1 Results of tossing 10 coins 100 times

Number 0 1 2 3 4 5 6 7 8 9 10
of heads
Frequency 1 2 5 12 18 23 16 10 9 3 1

The curve shown in Figure 3.2 is an example of a normal distribution
curve. The curveis bell-shaped (i.e. it is symmetrical from the midpoint). Of
course not all distributionswill givethis shape, but under normal circumstances,
given alarge enough population (in our example 100 throws of 10 coins), it
is very likely that the distribution curve will be similar to that shown in
Figure 3.2. The midpoint is shown on our curve as ‘x’. In statistical language,
X represents the measure of central dispersion; in everyday English ‘ midpoint’
indicates the same thing and is good enough for us!

If we assume a normal distribution curve as shown in Figure 3.2, one
standard deviation from both sides of the midpoint (midpoint plus or minus
one sigma) will include 68.27 per cent of the total; two standard deviations
(two sigma) from both sides of the midpoint will include 95.45 per cent of the
total; and three standard deviations (three sigma) will cover 99.73 per cent. If
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Figure 3.1 Histogram showing the results of tossing 10 coins 100 times.
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Figure 3.2 Distribution curve showing the results of tossing 10 coins

100 times.

we extend out to six standard deviations (six sigma) from each side of the
midpoint, we cover 99.99966 per cent of the total!

For the quality programme known as Six Sigma, for a process, the higher
the sigmathe more of the outputs of the process (bethey products or services),
and the closer they will be to always meeting the customer requirements — or
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in other words, the higher the sigma the fewer the defects. It should be noted
that the higher multiple sigmadoes not increase the ‘ variation’; it only increases

the area covered under the distribution curve. For example:

Thus, in effect, Six Sigma is a theoretical statistical measurement allowing
the measurement of the quality of products and services to a position
where there are practically zero defects for any product or process in an

With one sigma, 68.27 per cent of products or services will meet
customer requirements and there will be 317 300 defects per million

opportunities

With three sigma, 99.73 per cent of products or serviceswill meet customer

requirements and there will be 2700 defects per million opportunities

With six sigma, 99.99966 per cent of products or serviceswill meet customer

requirements and there will be 3.4 defects per million opportunities.

organization.

Example 3.1 How to calculate sigma, or standard deviation

The mean deviation is the deviation of every item from the agreed
average (see arithmetic mean above). If we sum the deviations and find
the average value, we have the mean deviation. Because some items
will be below the average (minus) and some will be above (plus), we
will have negative and positive items. If we summed all the deviations
and allowed for the plus and minus signs, it is possible that the total
would be zero (pluses and minuses cancelling each other out). Thus we
ignore the signs and treat all deviations as positive. The justification for
this is that we only want to know the spread of the items around the
mean; we are not concerned if they are above or below it.

Although ignoring the signs (plus or minus) is sufficient to show the
distribution of data around acentral position, disregarding the signs can
be dangerous for advanced statistical work. Thus the mean deviation is
seldom used, and the standard deviation is preferred.

The standard deviation isfound in the same way asthe mean deviation,
but the plus/minus signs are not ignored. I nstead we square the deviations,
which makes all the items positive. For example, +2 X +2 = 4 and -2 x
—2 = 4, and thus the negative signs are eliminated when data is squared.

The standard deviation for data is found in the following manner:

» Calculate the mean

» Find the deviations from the arithmetic mean

» Square each deviation (all items will now be positive)

e Add the squared deviations

* Find the average of the squared deviations, this is known as the
variance

e Take the square root of the variance.
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This can be expressed mathematically as

_VI(x-X)2
n

(o)

where g = standard deviation; Z = sum (or total) of; x = each individual
item of data; ¥ = the arithmetic mean; and n = the total number of
observations.

Consider a set of five observations: 20, 18, 22, 16, and 24. The total
is 100, and the mean or average is:

_ 2
= _y = @ =20
5
X y Dev Dev2
20 20 0 0
20 18 -2 4
20 22 2 4
20 16 -4 16
20 24 4 16

Variance = 40/5 = 8
Standard deviation = V8 = 2.828

For this example, one standard deviation (2.828) either side of the mean
equals 68.27 per cent of the total population.

Why Six Sigma?

Six Sigmaisnot just a statistical approach to measure variance; it isaprocess
and culture to achieve operational excellence. Following its success, particularly
in Japan, Total Quality Management (TQM) seemed to be everywhere. Sayings
synonymous with TQM, such as work smarter not harder, right first time and
every time, zero defects, quality isfree, fithess for purpose, and the customer
is king, became so over-used as to become hackneyed clichés. Although
TQM wasthe‘in” management tool in the 1980s, by the 1990sit was regarded
by many (especially in the USA) as an embarrassing failure and was written
off as a concept that promised much but failed to deliver. Some believe that
TQM swung too far towards the ‘soft’ issues of culture, consensus and staff
involvement — the ‘ country club’ approach. In any event, research by Turner
(1993) has shown that any quality initiative needs to be reinvented at regular
intervals to keep the enthusiasm level high. Against this background, Six
Sigma emerged to replace the ‘tired TQM philosophy.

Six Sigma began in 1985 when Bill Smith, an engineer with Motorola,
recommended the reinserting of hard-nosed statisticsinto the blurred philosophy
of TQM. It should be remembered that Deming, Juran and Feigenbaum (see
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Chapter 2), the pioneers of TQM, were statisticians and had all preached the
need for measurement and control charts. Indeed, in Japan there was never a
dilution of the statistical roots of TQM. Only inthe USA and Europe, with the
‘soft’ politically correct approach to staff and theideathat if customer service
ishigh (*haveaniceday’) the numbers (bottom line) will look after themselves,
wasthe statistical approach to TQM lost. Although Six Sigmabegan in Motorola,
itsgreatest successes have been inAllied Steel and General Electric. Following
the recent merger of these two organizations, General Electric has becomethe
worldwide leader for Six Sigma.
The key success factors differentiating Six Sigma from TQM are:

e The emphasis on statistical science and measurement

 Structured training plans at different levels (Champion, Master Black Belt,
Black Belt and Green Belt)

» Theproject-focused approach with asingle set of problem-solving techniques
such as DMAIC (Define, Measure, Analyse, Improve and Control)

» The reinforcement of Juran’s tenets, such as top management leadership,
continuous education and annual savings plan

» That the effects are quantified in tangible savings (as opposed to TQM,
where it was often said we can’'t measure the benefits, but if we didn’t
have TQM who knows what losses might have occurred?)

Thislast point, the quantification of tangible savings, isamajor selling point
for Six Sigma.

Itisusually possible to measure the Cost of Poor Quality (COPQ) with the
sigma level at which the process consistently performs. The COPQ if the
performance level is at six sigmawill be lessthan 1 per cent of cost of sales,
whereas at three sigma (three sigma is regarded by many organizations as a
very acceptable level of process quality) the corresponding COPQ will range
from 25-30 per cent of cost of sales. These figures are explained and justified
later in this book.

The structured approach of Six Sigma

Following the rigorous application of Six Sigma in many organizations,
including Motorola, Allied Signal, General Electric, Bombardier, ABB,
American Express, Wipro, GSK and others, a proven structured approach has
emerged for product and processimprovement. This structured and hierarchical
process is shown in Figure 3.3.

The top management must have atotal commitment to the implementation
of Six Sigma and accomplish the following tasks:

1. Establish a Six Sigma leadership team
2. Develop and roll out a deployment plan for the training of Master Black
Belts, Black Belts and Green Belts
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Executive Leaders/Sponsors

A

Master Black Belts
(also known as champions)
Owners of Critical Projects

4

Black Belts
(also known as Experts)
Change agents assigned to
Masters to tackle critical projects

4

Green Belts
(also known as Agent/Advocates)
Grass root support to implement
changes

Figure 3.3 The structured approach of Six Sigma.

3. Assign Master Black Belts to identify and own critical projects related to
key business issues

4. Provide support to Black Belts to make breakthrough improvements in

critical projects

. Encourage Green Belts to identify and implement ‘just do it" projects

. Set aggressive Six Sigma targets

7. Continuously evaluate the Six Sigma implementation and deployment
programmes and make changes if necessary.

o O

Six Sigma deployment

A critical piece of the successful Six Sigma experience is the Six Sigma
deployment plan. A typical plan includes four parts:

1. Business alignment planning

2. The first wave of Black Belt training

3. The second wave (and subsequent waves as required) of Black and Green
Belt training

4. Infrastructure development to deliver results and sustain culture.
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Business alignment planning assuresthat Six Sigma projects align with business
strategy and drive results. Preliminary project selection criteria start with
projects having potential substantial savings (US$ 1 million or more). During
the leadership education programme, which usually lasts from five days,
Master Black Belts are selected and Masters are assigned to key business
issues and projects. Intensive Master Black Belt training takes three to four
weeks. While the Masters are being trained, the selection process for those to
be trained as Black Belts is carried out.

Master Black Belts (MBBs) have a thorough understanding of the
improvement process, DMAIC, Six Sigma-associated statistics and change
management. Master Black Beltsare capabl e of leading and managing significant
end-to-end projects, and also coaching Green Belts.

Black Belt training is a combination of formal classroom training and on-
site project work. Training is spread over four to five months, and includes
four or five weeks of classroom work with the balance on-site project
work.

Green Belts (GB) have an awareness of Six Sigmaprinciplesand in particular
apply the DMAIC cycle to work with and support Black Belts in end-to-end
projects. Green Belt training is usually spread over six to seven weeks, including
five days of formal classroom work.

External consultants and experienced trainers are usually needed to manage
and train the first deployment wave. For the second and third waves of the
deployment plan, in-house Master Black Beltstake charge of both thetraining
and the management of specific projects.

Certification of Black Belts and Master Black Belts

Black Belts are awarded a certificate after:

» Completing three weeks of formal classroom Black Belt training

* Completing one week of change management and project management
training

» Completing, as ateam leader, an end-to-end $1 million Black Belt project

« Demonstrating Six Sigma commitment, evidenced by mentoring Green
Belts and preparation of Green Belt training material.

Master Black Belts are awarded Masters' certificates after:

» Black Belt certification

« Completion of five end-to-end Black Belt projects as team |leader

« Deélivery of three Green Belt training sessions

« Demonstrating commitment to the Six Sigma philosophy through mentoring
Black Belt and/or Green Belt projects

» Designing Black Belt training materials.
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Sample of Black Belt training
(Minitab software is used in Statistical Applications.)

Week One Week Two Week Three Week Four

Define and Analyse Improve and Advanced statistical

measure control tools

Variation Process mapping Generating Design of experiments
improvement

Sigma Root cause Selecting Process capability

calculations analysis solutions

Data collection SPC tools Change management ~ Process optimization

Sampling Creativity Key Performance Multivariance charts
Indicators (KPIs)

Cost of poor Input/output Project management  Design for Six Sigma

quality (non-

conformance

analysis costs)

A sample deployment plan is shown in Figure 3.4.

World class

The success of Six Sigma has been well publicized for companies respected
for their ‘world class' engineering and manufacturing excellence. But what
does world class signify?

As explained in Chapter 2, the term ‘world class' has been attributed to
Hayes and Wheelwright (1984), who related it to the capabilities of Japanese
and German firms competing in export markets. Since then the term world
class has been expanded to include such concepts as lean production, being
the best competitor in at least one area of manufacture, growing more rapidly
and profitably than the competition, hiring and retaining the best people,
outpacing the competition in responding to market shifts (price changes,
innovation of new services and products), and always continuously improving.
Thus world class has come to mean a capability to deliver innovative and
quality products at a lower cost, when the customer wants them, at a level
better than the competition. Any definition of world class will now include
thefive aspects of quality, timeliness, flexibility, innovation and competitiveness
(adapted from Fry and co-workers, 1994). The point is that what was best
practice ten years ago is not what best practice is today. Nor does copying or
chasing an organization deemed to have achieved world class mean that the
chasing and imitating organization will also achieve world class. What is
good for one organization at a point in time may not necessarily be good for
another organization.



Sample Deployment Plan

Months

One

Two

Three

MBB = Master Black Belt
= Black Belt

BB

Four Five Six Seven Eight Nine
%
Project
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Figure 3.4 Sample Six Sigma deployment plan.
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Six Sigma in service industries

It might be considered that Six Sigmarelates better to manufacturing, and, as
stated above, the publicized successes have been in manufacturing and
engineering operations. However, American Express, very much a service
operation, began a successful Six Sigma pilot in 1998, and is now rolling out
the Six Sigma programme worldwide. Additionally, much of the success of
General Electric (GE) was in the GE Capital division (the financial services
operation that accounts for over 40 per cent of GE's business). Bob Galvin,
the former Chief Executive Officer of Motorola, has stated that the lack of
initial Six Sigma emphasisin the non-manufacturing areas was a mistake that
cost Motorola at least $5 billion over a four-year period.

One reason for this misconception isthat service organizations are usually
unaccustomed to looking at their processesin the traditional systematic ‘input—
process—-output’ manner of manufacturing (see Figure 3.5). A simplified input—

Inputs _— ‘ —_— Outputs

Pressure —— —> Weight
. —> Densit
Temperature ———» Chemical y
Time ——» Manufacturing [ Potency
Amounts Process —> Defect rate
Substance ‘A > Production rate

Substance ‘B | » Waste

Figure 3.5 The Sigma input—process—output approach.

process—output (IPO) diagram for a sales process, as shown in Figure 3.6,
illustrates the point that a process is a process regardiess of the type of
operation or organization. All processes have inputs and outputs; likewise, all
processes have customers, suppliers and quality criteria.

Theobjective of Six Sigmaisto gain significant breakthroughs and improved
results by doing things better, faster and cheaper. Therefore, Six Sigmahasto
be incontrovertibly applicable to service industries.
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Example sales office

Resources
staff

Materials

Equipment

machines Sales

process

Delivery
(to customer)

_—

Customer
advice

Inputs - Process — Outputs

Figure 3.6 Simplified input—process—output diagram for a sales process.

Definitions and examples

Example 3.2 Cost of poor quality

The Cost of Poor Quality (COPQ; Figure 3.7) is derived from the non-
value-adding activities of waste in a process, and is made up of costs
associated with

1. Internal failure

2. External failure
3. Appraisal

4. Prevention

5. Lost opportunity.

Price to
customer for
service and/

or product

Profit margin

Profit margin

Reported cost
of sales

Waste (COPQ)

Actual cost of

sales

Figure 3.7 The cost of poor quality.

Wild (2002) shows a similar breakdown in Figure 3.8.
Internal failure costs occur prior to product or services delivery, and
include:
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» Design corrective action

e Purchasing failure costs

e Production rework

e Material losses

e Energy losses

e Machine down time

e Overtime and labour costs

e Supervision and inspection costs
e Costs of management overheads.

External failure costs are incurred after product service provision, and
include;

» Cost of recalls/withdrawals

* Returned/replacement goods

e Liability claims

e Customer complaint investigations

» Adverse regulatory reports/actions

e Loss of customer goodwill and loyalty

 Effects on reputation/future demand/marketplace perceptions.

Appraisal costs are associated with measuring, evaluating, testing and
auditing products or servicesto ensure conformance with desired quality
standards and performance requirements. These costs include:

e Purchasing appraisal costs

» Receiving and inspection of inwards goods

e Manufacturing appraisal costs

 Inspection resources (supervisors, inspectors and auditors)
e Laboratory support

» External appraisal costs, and cost of external auditors.

Prevention costsinclude all those costs associated with activities designed
to ensure that products or services meet the needs of the customers.
This includes not providing unwanted extras, and making sure that
what is provided is what the customer actually wants. These costs
include;

e Marketing research

+ Customer perception surveys

e Supplier reviews and ratings

» Process validation

» Field trials

e Operator statistical process control (SPC)
e Quality education
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¢ Continuous checks on workers and on processes to make sure that
there is no deviation from the specification for goods or services.

Lost opportunity costs are associated with the longer-term negative
impact on the business, and include:

e Lost sdles

e Lost customers (both existing and potential new customers)
e Delayed market entry (and lost opportunities)

e Environmental and safety issues.

The cost of poor quality (COPQ) should be reported in both money ($)
and in ratios. Each factor can be reported separately. Initia failure +
External failure + Appraisal + Prevention + Lost opportunity costs is
expressed as the Total Quality Cost in $.

Total Cost of Quality $

Monthly Cost of Sales $

COPQ ratio =

Example 3.3 The define, measure, analyse, improve, control cycle
The Define, Measure, Analyse, Improve, Control (DMAIC) cycle is
shown in Figure 3.9. DMAIC isthe basic tool of the Six Sigma process.
The five steps comprise:

1. Define opportunities (D). Thisisdone through identifying, prioritizing
and selecting the right projects. The key elements of this step include:
e Validating business opportunities
e Documenting and analysing possible projects
e Establishing and defining customer requirements
e Assessing benefits
e Selecting projects.

2. Measure performance (M) of the projects and process parameters.
The key elements of this step include:

e Determining what to measure for inputs, process and outputs

e Establishing a plan for data collection

e Validating results and analysing variations

« Determining the level of Sigma performance, allowing for process
capability.

3. Analyse opportunities (A). Opportunities are analysed by identifying
key causes and process determinants. The key features of this step
include:

e Analysing the input—process—output (1PO) to focus on problem
areas

e Analysing the flow processto identify non-value-adding activities

e Determining root causes

e Validating root causes.
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DMAIC: Six Sigma Improvement Process

Define opportunities
Measure performance
Analyse opportunity
Improve performance

Control performance

Define

\))\/’ COntro/
S
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Figure 3.9 DMAIC cycle: Six Sigma improvement process.

4. Improve performance (1). Thisis achieved by changing the process
so as to optimize performance. The key elements of this step are:
e Generating improvement ideas
e Quantifying and selecting solutions
» Presenting recommendations
e Implementing change.
5. Control performance (C). Thisisessentid if gains areto be maintained.
The key features of this step include:
» Developing and executing pilot projects
« Planning and implementing solutions
e Monitoring and evaluating results
e Project closure is established as standard operating procedure
» Recognizing (celebration) of benefits gained.

Example 3.4 Design of experiments

Design of Experiments (DOE) is a technique of examining controlled
changes of input factors and the observation of resulting changes in
outputs — i.e. the response to input changes.
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The origin of DOE is with R.A. Fisher in the 1920s, and his work
in the Rothamsted laboratory for the agricultural industry (Fisher, 1925).
The technique has been enhanced and applied in quality management,
most notably by Ishikawa and Taguchi in Japan (see Chapter 2 for the
Taguchi method).

The main objectives of this experimental approach are:

1. To obtain the maximum amount of information by using a minimum
amount of resources

2. To determine which factors shift the average response, and which
have little or no effect

3. To find settings for inputs that optimize the output and minimize the
cost, and to validate results.

Figure 3.10 shows an example of an experiment designed to identify
the effect of several factors.
Different strategies can be adopted for experimental designs, including:

e Adjusting one factor at atime

1. Factor A affects the
average

Az

m

y
B;
B,
2. Factor B affects the
y
G
G

y

standard deviation

3. Factor C affects both
the average and the
standard deviation

4. Factor D has no effect

Figure 3.10 Example of an experiment to identify the effect of several
factors.
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» Adjusting several or all input factors
e Fractional adjustment of a factor

an optimal process.

Amount of substance ‘A’
Amount of substance ‘B’

select the one factor at a time strategy.

P1 High pressure

P2 Low pressure

T1 High temperature

T2 Low temperature

H1 High process time

H2 Low process time

A1 High proportion of ‘A’
A2 Low proportion of ‘A’
B1 High proportion of ‘B’
B2 Low proportion of ‘B’

The key steps for design of experiments are:

— for example,
Input factors — Process —
Pressure - Manufacture of tablet —
Temperature
Time

e The use of advanced models such as those developed by Taguchi.

1. Define the problem and objectives — for example, test the different
types of manufacturing processes for pharmaceutical tablets to find

2. Map the processwith asimplified input—process—output (1PO) diagram

Outputs (responses)
Hardness

Weight

Potency

Defect rate
Production rate

3. Select the best design strategy to suit your operation — for example,

4. Conduct the experiment and record the data — for example,

Factors

Response values

o
—
T
>

Run

@

yl...yl2 y s
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NNNNN R
NNNN PR
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5. Analyse the data, draw conclusions, validate results and make
predictions.

There are some proprietary software tools available for the analysis of
data. MINITAB™ provides comprehensive functionality.

Example 3.5 Design for FIT SGMA™

Design for FIT SIGMA (DFFS) utilizes the most powerful tools and
methods known for devel oping optimal designs. Thesetools and methods
include both DMAIC and DOE, and are capable of interfacing with any
existing product development process of any organization. There are
differences between DMAIC and DFFS, but the similarities are such
that both approaches are compatible; one relatesto processimprovement
and the other to product development and process. Both require arigorous,
disciplined approach.

The comparison is:

DMAIC DFFS
Define Define
Measure Measure
Analyse Analyse
Improve Design
Control Validate

In the context of DFFS, the first step, Define, has two objectives:

1. To get the project running, including the full involvement of the
marketing function.

2. To agree and define critical quality factors as seen by the customer.
In Six Sigmalanguagethisisreferred to as Critical to Quality Factors
(CTQ). Itisimportant that the customers' requirements are understood
when defining the CTQs. Six Sigmarefersto thisas Quality Function
Deployment (QFD).

The second step of the DFFS project includes not only understanding
customer needs but also measuring and prioritizing them. In many cases
customer needs will be several, but not all will be of equal importance.
The emphasis here is not on the measurement of process efficiency, but
very much on what the customers (internal and external) expect from
the outputs of the process.

In the analyse stage of DFFS, design options are examined and
evaluated. The DOE techniqueisextensively applied to assesstheresponse
of each design factor and combination of factors. The next stage of
DFFS focuses on design optimization, and establishes the best nominal
settings of design parameters and tolerances. The final stage deals with
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the validation of the design specifications. Verification ranges from
ensuring that the design includes the establishment of process control
once full-scale manufacturing begins.

DFFS provides many tangible benefits to organizations, including:

e Long-term cost reduction

* Reduction of time to market

» Definition of customers' needs, which improves quality in meeting
these needs.

All of the above might sound straightforward, but experience has shown
that there is a steep learning curve with the first project. There is also
a need for athorough understanding and application of the appropriate
statistical tools. An extended version of DFFS, which has an even more
in-depth customer focus, is known as Design for Customer Impact
(DFC).

Summary

This chapter provides an introduction to the process and tools of Six Sigma.
We have shown that the approach is to simplify and optimize the process to
gain efficiency, and to make a determined effort to understand and measure
exactly what customersreally want. AsWild (2002) finds, the two key objectives
of organizations are customer service and efficient use of resources, and these
objectives are often in conflict. The aim of Six Sigmaisto reduce the conflict
by fully understanding what the customer really wants and then designing the
product and process to minimize the costs of production.

This chapter has introduced several acronyms, but acronyms alone don’t
make the difference; understanding the philosophy and the rigorous adherence
to the steps of Six Sigma will make the difference!
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Case studies: Six Sigma In
practice

If the cap fits, wear it.
Charles Dickens

It iswell accepted that in the 1970s Japanese firms set the pace by their focus
on quality and performance reviews. By comparison western companies (i.e.
USA and European owned and operated companies) appeared to be less
concerned about the importance of quality measures and theimpact of standards
of performance on bottom-line results. TQM initiativesthat were taken seemed
to concentrate on softer cultural issuesrather than ‘hard’ performance standards.
However, with the introduction of Six Sigma tools in the 1980s Motorola
revolutionized the quality movement. Western companies that operated at
levels of two to three sigma (with between 45500 and 2700 defects per
million operations) became increasingly interested in improving their
performance standards (and their share price). Although 99 per cent sounds
very good, it slowly dawned on companiesthat thereisatremendous difference
between 99 per cent and 99.9997 per cent — for example, for every million
articles of mail the difference is between 10 000 lost items and 3 lost items.
Again, for 2 million prescriptions of medicine per annum 99 per cent =
20000 wrong prescriptions, whereas 99.9997 per cent in theory equatesto 7
wrong prescriptions (and for 20 million prescriptions the decrease is from
200000 errors to 68). In practice 99.9997 per cent would mean no wrong
prescriptions, as the process and culture is conditioned for zero defects rather
than being one that accepts that it is inevitable, and acceptable, that mistakes
will occur.

The first wave of organizations to use Six Sigma, following the grand
groundwork of Motorola, included Allied Signal, Texas Instruments, Ratheon
and Polaroid (to name but a few). GE entered the arenain the mid-1990s and
in turn was followed by many powerful corporations, including SONY, HOB,
Dow, Bombardier, and GSK.

The ability to leverage the experience of successful Six Sigma players
proved highly attractive, both as a competitive issue and also to improve
profit margins. Thefollowing case exampl es provideinsightsinto organizations
that are achieving success in their business performance through the use of
Six Sigma programmes.
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Case study 1: General Electric (GE)

With over 4000 Black Belts and 10 000 Green Belts across its businesses, and
Six Sigma savings of $2 billion in 1999 alone, GE is a comprehensive Six
Sigma organization. GE is the benchmark for Six Sigma programmes.

The company

General Electric has been at the top of the list of Fortune 500's most admired
companiesfor thelast five years, and without doubt their Six Sigma programme
has played a key role in their continued success. In 2001 GE’s turnover was
over $125.8 hillion, they employed 310000 people worldwide, and their
market value was $401 billion. With earning growing at 10 per cent per
annum, GE also has the enviable record of pleasing Wall Street and financial
analysts year after year. GE’s products and business categories span a wide
spectrum and include automotive, construction, health-care, retail, transport,
utilities, telecommunications and finance industries.

Driver for Six Sigma

The CEO of GE, Jack Welch, is reported to have become attracted to the
systematic and statistical method of Six Sigma in the mid-1990s. He was
ultimately convinced of the power of Six Sigma after a presentation by Allied
Signal’s former CEO, Larry Bossidy, to a group of GE employees. Bossidy,
aformer Vice Chairman of GE, had witnessed excellent returns from Allied
Signal’s experience with Six Sigma.

In 1995 GE retained the Six Sigma Academy, an organization started by
two early pioneers of the process, both ex-Motorola, Michael Harry and
Richard Schroeder. It was pointed out that the gap between three sigma and
six sigma was costing GE between $7 and $10 billion annually in scrap,
rework, transactional errors and lost productivity. With the full and energetic
support of Jack Welch, senior management became fully committed to the
Six Sigma programme. ‘GE QUALITY 2000' became the GE mantra for the
1990s and beyond. Jack Welch declared that ‘Six Sigma, GE Quality 2000
will be the biggest, the most personally rewarding and in the end the most
profitable undertaking in our history!’. While financial benefits and the share
price were a driving force in Six Sigma deployment, GE identified four
specific reasons for implementing it:

1. Cost reduction

2. Customer satisfaction improvement
3. Wall Street recognition

4. Corporate synergies.
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Improvement programme

Although Motorola pioneered the Six Sigma programme in the 1980s to
improve manufacturing quality and eliminate waste in production, GE broke
the mould of Motorola'soriginal process by applying the Six Sigma standards
to its service-oriented businesses — GE Capital Services and GE Medical
systems. Note that GE Capital Services accounts for nearly half of GE's total
sales.

The Six Sigma programme was launched in 1995 with 200 separate projects
supported by a massive training effort. In the following two years a further
9000 projects were successfully undertaken, and the reported savings were
$600 million. The training investment for thefirst five years of the programme
was close to $1 billion. GE also instituted a personnel recruitment plan to
augment the cadre of dedicated full-time Six Sigma staff. Figure 4.1 shows
the structure of atypical GE Six Sigma team.

v v
CIO Division CEO

o

Director,
Six Sigma

!

Manager,
Six Sigma

I

Master Black

Quality team [« >

Champion

Belt
< > Black Belt - » Team leader
< > Green Belt < »| Team members

Figure 4.1 The structure of a typical GE Six Sigma team.

The GE programme revolved around the following few key concepts, al
focused on the customer and internal processes:

e Critical to Quality — the determination of and development of attributes
most important to the customer

e Defect — the identification of failure to meet customer wants

¢ Process capability — what the process can deliver

¢ Variation —what the customer sees and feels, as against what the customer
wants
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» Stable operation —ensuring consistent and predicable processesto improve
what the customer sees and feels
» Design for Six Sigma — designing to meet customer needs and process

capability.

Model for roll out

There does not appear to one universal model for roll out of Six Sigma
amongst the companies that have implemented a Six Sigma programme.
However, the Six Sigma Academy advises that there is a general model that
is effective and has been adopted/developed by GE. This general model is
shown in Table 4.1.

Table 4.1 GE training model

Phase one

Phase two

Phase three

Phase four

Phase five

Phase six

Business units select champions and Master Black Belts. The Six Sigma
Academy recommends one Champion per business group and one
Master Black Belt for every 30 Black Belts

Champions and Master Black Belts undergo training. The overriding
deployment plan is developed

Champions and Master Black Belts, with the assistance of Black Belts,
begin identifying potential projects

Master Black Belts receive additional training, focusing on how to train
other staff

Black Belts undergo training and the first projects are officially launched

Black Belts begin training Green Belts

Key benefits achieved

Figure 4.2 showsthe direct financial benefits achieved by GE over afour-year

2000
1800 A
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1400 A

$ Million

1200

1000 - [ Benefits
800 B Costs
600 -
400 ~
200 A

0 -
1996 1997 1998 1999

Figure 4.2 Six Sigma payoff at GE.
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period. This provides evidence of the very real benefits that are achievable
from a Six Sigma programme. With FIT SIGMA™, the next stage is to
sustain and to grow the benefits.

At the second level of benefits, where the impact on savings is not direct,
the achievements, average per year, include:

e 20 per cent margin improvement

e 12-18 per cent capacity increase

e 12 per cent reduction in headcount

e 10 per cent to 30 per cent capital expenditure reduction.

Some specific examples from business units are:

¢ GE Medical Systems—in the introductory year there were 200 successful
projects

» GE Capital —invested $6 million over four yearsto train just 5 per cent of
the work force who worked full time on quality projects, and 28 000 quality
projects were successfully completed

¢ GE Aircraft Engines — the time taken to overhaul engines reduced by an
average of 65 days

e GE Plastics—in just one project, a European polycarbonate unit increased
capacity by 30 per cent in eight months.

Market consultants and analysts have reacted favourably to GE’s achievements
with Six Sigma. Merrill Lynch is quoted as saying: ‘ Six Sigma balance sheet
discipline plus service and global growth are helping fuel (GE's) 13 per cent
earning per share gains'.

On 8 May 2002 GE announced that it will deliver record earningsin 2002
of more than $16.5 billion, and it comfortably forecast double-digit earnings
growth for 2003.

Lessons learned

At one level, to emulate GE maybe considered as being beyond the reach of
many companies. It is cash rich, and its business generates over 10 billion
dollars per month ($125.8 billion sales for 2001). It makes rea things like
turbines and refrigerators, and people buy their products with real money.
However, on closer examination there are some strong learning points from
the GE Six Sigma programme that can benefit any company embarking on a
quality programme. These include:

1. Leadership support. Thereis absolutely no doubt from published data that
the chief architect of successwas Jack Welch. For any organization wanting
to change a culture such as is required for Six Sigma and FIT SIGMA,
strong unstinting leadership from the top is essential. Likewise, all senior
management must be engaged and believe in the philosophy.
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2. Definition of Sx Sigma objectives. The objective is to be world class.
World-class companies such as GE recognize that quality initiatives are
synonymous with profit enhancement and share price. World class means
internal efficiency, best practice and a focus of customer satisfaction. The
lesson is that anything less than an ambition to be world class simply
won't do.

3. Development of initial processesand tools. At GE each problem was defined
through measurement and analysis along a five-step DMAIC (Define,
Measure, Analyse, Improve and Control) approach, and the use of the
seven quality ‘tools’ of control charts, defect measurement, Pareto analysis,
process mapping, root cause analysis, statistical process control, and decision
tree diagram. The lesson is that a structured approach has to be followed
for Six Sigma process management.

4. Alignment of Sx Sgmawith career paths. At GE, Black Belt status became
essential for staff on the fast track for advancement. Black Belts were
rewarded with share options (in most companies share options are reserved
for senior management). The lesson from thisis that recognition has to be
given to motivate and retain valuable talent.

5. Sx Sgmaand serviceindustries. The piloting of Six Sigmain GE Medical
Systems and GE Capital Services incontrovertibly proved that Six Sigma
is not just for manufacturing; the process is equally applicable to all
operations, including services. GE has opened the gate for service operations.
In western economies, 80 per cent of gross domestic product is from the
Service sector.

Case study 2: The Dow Chemical Company

The company

The Dow Chemical Company, at just over 100 yearsold, iswidely recognized
as a technol ogy-based manufacturing business. With annual sales of US$28
billion, Dow is the world leader in the production of plastics, chemicals,
hydrocarbons, and herbicides and pesticides. Dow is also a leader on
performance plastics (adhesives, sealants and coatings). Other productsinclude
polyethylene resins for packaging, fibres and films, as well as performance
chemicals such as acrylic acid. Dow has recently bolstered its polyethylene
operationswith the acquisition of Union Carbide, and a so produces commaodity
chemicals (chlorine and caustic soda) and oil-based raw materials. They have
customers in more than 170 countries who have a wide range of markets,
including food, transportation, health and medicine, personal and home care,
and building and construction, among others. Dow has a policy of sustainable
development, and uses * triple bottom-line' results— an approach that measures
success by economic prosperity, environmental stewardship and corporate
social responsibility. The company has approximately 50 000 employees around
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the world, 208 manufacturing sites in 38 countries, and supplies more than
3200 products.

Drivers for change

Dow’s mission is‘ To constantly improve what is essential to human progress
by mastering science and technology’. Dow has set its aspirations purposely
high. These higher aspirations have fuelled the company’s journey toward Six
Sigma and business excellence. This mission is founded upon a long history
of continuous improvement and corporate reinvention. Throughout the early
1990s, Dow employed a number of measures to streamline and improve its
competitive position. Value-based management tools were instituted, quality
performance mechanisms put in place and re-engineering practicesimplemented.
In 1994, the company refocused and re-shaped its strategy. The result of this
effort was a strategic blueprint containing four critical and interrelated
components:

1. Competitive standard
2. Value growth

3. Culture

4. Productivity.

Following the development and implementation of the strategic blueprint,
Dow continued its improvement journey. Global workstations established a
communications pipeline that allowed all employees around the world to
share acommon computer systems, thereby accel erating the pace and quality
of communications. Through this period Dow also implemented a people
success system for the development and growth of human resources, and
established a leadership development network to build on leadership skills
and align the organization. The company also instituted growth acceleration
initiatives to place increased focus on value growth, and launched strategic
performance measures to track company performance against key metrics.

While the productivity measures implemented in the 1990s established
strong competitive advantages, Dow leadership’s vision extended beyond the
role of leadership in the chemical industry and extended to business excellence.
In late 1998, the Dow leadership embarked on a search for an enabler that
would drive the company to the next level of productivity, performance and
value. L eadership teamsvisited anumber of top-tier global companies, holding
discussions on the latest ideas and trends in productivity and improvement.
The search led to Six Sigma.

Dow’s implementation of Six Sigma began by taking a four-month hiatus
to formulate a breakthrough implementation strategy. Within the context of
this planning, a number of key decisions were made that set Dow’s
implementation of Six Sigma apart from that of others. One decision was that
Six Sigma at Dow would be integrated into the business strategies of the
company rather than being relegated to a corporate role. Many quality
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programmes of the past that were relegated to corporate roles were plagued
with responsibility but little authority. In effect, this decision added vigour to
Dow’s implementation of Six Sigma by placing accountability for results
directly on the shoulders of the business leaders of the company.

Additionally, Dow wanted to distinguish its practice of Six Sigma beyond
afocus of the MAIC (Measure, Analyse, Improve, Control) methodology of
Six Sigma by incorporating linkages to those strategic drivers that are at the
centre of focus for the company. The first of those drivers is a concentrated
emphasis on Six Sigma projects that drive customer loyalty. Second, Dow
choseto create a Six Sigmalinkage to the technology of leveraging. Throughout
the 1990s, Dow instituted a global business model and a single information
technology platform. With Dow’s integrated business structure, single
information systems platform and global technology centres, the company
was in a strong position to leverage best practices from Six Sigma.

Implementation design

The Dow leadership team travelled to Scottsdale, Arizona, to meet with the
Six Sigma Academy in early 1999. Following a series of meetings, two
businesses within the company implemented Six Sigma. Late in the summer
of 1999 Dow leadership made a bold commitment, expanding the
implementation to al its businesses and functions around the world.

Under the leadership of Kathleen Bader, the* Staircase of Change L eadership’
(see Figure 4.3) was employed to develop an implementation designed to
drive changein arevolutionary, yet sustainable, manner. Each successive step
in this staircase builds upon the previous step, forming a solid foundation for
change leadership. The steps in this staircase include:

1. Vision. Dow’'sstated vision for Six Sigmais: ‘ Dow will become recognized
and lauded as one of the premier companies of the 21st century, driven by
an insatiable desire to achieve a Six Sigma level of performance and

| Success

| Culture change

| Implementation |

| Articulated strategy

| Best practices

| Behaviours

| Language

| Values

|
|
| Atitude |
|
|

| Vision

Figure 4.3 The Dow Staircase of Change Leadership.
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excellencein all that we do’. Additionally, the Dow vision for Six Sigma
was cast in the company’s 1999 annual report to sharehol ders, ‘ delivering
$1.5 billion in EBIT cumulatively by 2003 . . ..

. Values. Dow widely communicatesits corporate values— integrity, respect
for people, unity, outside-in focus, agility and innovation — to encourage
all employees to honour the relationships.

. Attitude: In its highest form, Six Sigma represents a mindset change that
focuses on results, accountability, and data-driven decision making. In
the environment of a large globa corporation the unified, passionate
attitude of leadership isessential to effective change. According to Kathleen
Bader, ‘ It isan attitude that imposes accountability . . . and inducesresults'.
. Language. The soul of attitude is evidenced in language. Theimplementa-
tion of Six Sigma utilizes its own terminology. Utilizing the common
language of Six Sigma was ingtituted as a leadership practice.

. Behaviours. A listing of behaviours was communicated throughout the
company in ‘road shows' . These behavioursincluded: adopting intolerance
for variation, measuring inputs not just outputs, demanding measurement
and accountability, requiring sustainable gains, delivering on customer
satisfaction to build loyalty, and leveraging for competitive advantage.

. Best practices. Dow undertook adiligent study of best-in-class Six Sigma
practitioners in order to identify key success factors and gaps. From this
study came numerous best practices. Additionally, gaps were identified
that were employed to differentiate Dow’s implementation of Six Sigma.
Specifically, these gaps were customer loyalty and leveraging. The
application of customer loyalty to Dow’simplementation of Six Sigmais
much more than lip service and good intention; up to 25 per cent of all
Six Sigma projects are focused on driving a customer loyalty differential
for Dow. Moving a customer from being satisfied to being loyal can
create a powerful, sustainable businessimpact, and Dow hasimplemented
a process model that drives this critical transformation. Leveraging is
defined as the effective multiple implementation of demonstrated best
practices. Breakthrough quality, coupled with Dow’s unique ability
instantaneously to transmit a Six Sigma solution from Texas to Taiwan,
turns ideas into impact on the bottom line. Breaking down silos and
unleashing the power of leveraging across every Dow business around
the world is having a multiplier effect on the company’s implementation
of Six Sigma. Leveraging isan integral component of Black Belt training
at Dow. Furthermore, Dow has established L everaging Championswithin
each of its businesses.

. Articulated strategy. Thedriversfor change facing Dow created an urgency
that would not wait for evolution, and a detailed and rigorous breakthrough
strategy was devel oped. The Six Sigma breakthrough strategy implemented
at Dow wove together three leading edge processes:

* The stages of change

¢ The management of change

¢ Managing implementation.
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10.

Implementation. Full-scale implementation of Six Sigma at Dow began
early in 2000. As many as four training waves, each containing
approximately 200 Black Belts, have been conducted since the full-scale
launch. Champions and Process Owners are also identified to make sure
that control plans stay in place and gains are sustained for the long term.
Culture change. A Six Sigma resource commitment was established by
the company. This commitment callsfor 3 per cent of all employeesto be
Six SigmaBlack Belts. Black Belts are expected to fulfil atwo-year, full-
time commitment to Six Sigma. In addition, employee compensation
plans are tied to Six Sigma results. Top leadership has established an
expectation that all employees have at |east one personal goal tied to Six
Sigma, and all of its professional-level employees must be engaged in a
successful Six Sigma project by year-end 2005.

Success. Thereis an old maxim: ‘Nothing succeeds like success' . Dow’s
Six Sigmaimplementation is generating significant financial results, and
is effectively driving positive, powerful cultural change.

Key benefits achieved

While Dow does not release its aggregate Six Sigmaresults, it has announced
that by year-end 2001 the company was more than halfway towards its goal
of achieving US$1.5 billion in cumulative Earnings before Interest and Taxes
(EBIT) from Six Sigma.

Of al Six Sigma projects that have been closed through the realization

phase, the average financial impact is US$520 000 per project.

At

the time of this writing:

Dow has 1269 active Black Belts. This represents 2.4 per cent of the
company’s current population. Although thisis short of the 3 per cent goal,
the employee population has grown significantly in recent times due to
major acquisitions.

23 per cent of all Dow employees have been involved in a successful Six
Sigma project.

Dow has more than 2800 active Six Sigma (MAIC) projects and more than
100 active Design for Six Sigma projects.

Despite challenging economic conditions, Dow fully expectsto achieveits
goa of US$1.5 hillion in cumulative EBIT by 2003.

Lessons learned

1

The value of constancy of purpose. Dow began itsfocus on Six Sigmawith
top-down leadership endorsement. The power of that endorsement has
been sustained and has grown sinceitsimplementation began. This* constancy
of purpose’ sends a clear signal to the entire company about long-term
expectations and true cultural change.
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2. Financial rigour. Dow instituted business rules and established a team of
trained financial analyststo review and validate financial benefits from its
Six Sigmaprojects. Applying financia rigour to projects offerstransparency
and credibility to the company’s implementation of Six Sigma.

3. Data capture and knowledge management. Six Sigma drives a data-based
decision-making process. In order to capture and leverage knowledge, a
flexible and user-friendly database must be established. Dow has invested
significantly in the construction and maintenance of its database system
for Six Sigma. Thisinvestment is paying substantial dividendsin terms of
knowledge capture for leveraging and tracking of project metricsfor ongoing
improvement.

4. Away to do work . .. not an additive. Many falsely believe that Six Sigma
is additive or parallel — in other words, Six Sigma is often viewed as
something el se that the organization has to do rather than the way in which
work is done. It is essential clearly to position Six Sigma as the way in
which work is done

5. Pipeline momentum. One challenge of implementation through rapid
transformation isthat it is possible to deplete the project pipeline. Keeping
arobust pipeline is essential to maintaining and building momentum for
Six Sigmaimplementation. Time spent up front in creating aproject pipeline
is well spent.

(Sources: Kathleen Bader and Jeff Schatzer of The Dow Chemical Company,
May 2002; http://www.moneycentral.msn.com 17 May 2002.)

Case study 3: Seagate Technology

The company

Seagate’ s position asthe world’'slargest manufacturer of disk drives, magnetic
disks and read—write heads and a leader in Storage Area Network (SAN)
solutions puts it at the heart of today’s ‘information-centric’ world. Since its
founding in 1979, Seagate has successfully relied on a strategy of vertical
integration —designing, devel oping and producing the key enabling technologies
that gointo its storage products, rather than relying solely on outside suppliers.
At the core of Seagate's success is its advanced development of hard disk
drive products. Seagate is the market leader in each of the segmentsin which
it competes, ranging from price-sensitive desktops to performance-intensive
network servers, and produces a broad range of disk drives in capacities
ranging from 20 Gbytes to an industry-leading 180 Ghytes. In the growing
market of consumer el ectronics devices, which includes personal video recorder
(PVR) products, gaming consoles and digital audio jukeboxes, Seagate has
shipped nearly three million disk drives and taken market leadership.
Seagate Technology isaglobal company employing nearly 50 000 people,
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with R&D and product sites in Silicon Valley, California; Pittsburgh,
Pennsylvania; Longmont, Colorado; Bloomington and Shakopee, Minnesota;
Oklahoma City, Oklahoma; Springtown, Northern Ireland; and Singapore.
Manufacturing and customer service sites arelocated in California, Colorado,
Minnesota, Oklahoma, Northern Ireland, China, Indonesia, Malaysia, Mexico,
Singapore and Thailand.

Drivers for change

Seagate is the world’'s leading provider of storage technology for Internet,
business and consumer applications. Seagate’s market leadership is based on
delivering award-winning products, customer support and reliability to meet
the world’'s growing demand for information storage.

Six corporate objectives drive all day-to-day activities within the company.
They are:

Improve Time-To-Market (TTM) for all products

Lead the industry in key technologies

Create world-class manufacturing operations

Develop strategic relationships with vendors and key customers
Provide best-in-class product and process quality

Become an employer of choice.

oupwdpE

Why implement Six Sigma? The market leadership of the company is
continuously challenged in a highly competitive and dynamic environment,
asis indicated by the following measures:

* Volume products remain in production for only 6-9 months

» Technology content doubles every 12 months

»  Worldwide shipments of hard disk drives increases by 10-20 per cent per
year

e Cost per unit of storage drops 1 per cent every year.

In 1998 Seagate’s senior executive team was concerned that business
performance was not on a par with expectations and capabilities. The quality
group was charged with recommending a new model or system with which to
run the business. The Six Sigma methodology was selected and launched in
1998 to bring common tools, processes, language and statistical methodol ogies
to Seagate as a means to design and develop robust products and processes.
Six Sigma helps Seagate make data-based decisions that maximize customer
and sharehol der value, thusimproving quality and customer satisfaction while
providing bottom line savings.

Six Sigmawas one of the three key activities seen as essential for Seagate’'s
continuing prosperity. The other two were:
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1. Supply chain — how to respond to demand changes in a timely manner,
execute to commitments and provide flexibility to customers

2. Core teams — how to manage product development from research to
volume production.

For example, Seagate’slean manufacturing activities are akey part of Seagate’s
supply chain improvements and are increasingly tightly bound with Six Sigma.
L ean manufacturing’s val ue stream mapping approach and Six Sigma’'sanaytical
strength fit together extremely well to define, solve and then prevent problems.

As Six Sigma matures at Seagate, leaders are shifting their focus from
reactive to proactive deployment and are placing further emphasis on weaving
Six Sigma into business areas in addition to operations. The company also
deployed Design for Six Sigma methodology (DFSS), providing new tools
and an emphasi s on designing products based on a systems engineering approach,
SO core teams are now starting to manage all drive, component and advanced
development programmes using the DFSS methodology. The voice of the
customer in the form of Critical To Quality parameters (CTQs) is assessed
against existing capabilities using aflow-up and flow-down processto identify
any gaps that must be bridged to provide solutions to the customers’ needs.

Implementation design

The Six Sigma Academy was employed to guide the implementation and
provide the initial waves of training for executives, champions and Black
Belts through late 1998 and 1999. Black Belt candidates were trained in the
USA and Singapore. The three-year deployment plan followed the path of
manufacturing operationsfirst, then process and support engineering, followed
by design engineers, administration, sales and marketing, and then began to
engage suppliers and customers as well. Over the four training phases of
DMAIC each Black Belt candidate was expected to follow the ‘Learn-Do’
cycle, with areal project being worked on and reviewed both at the home site
and in class. All siteswere assigned Hands-on Champions, members of senior
staff familiar with the operational requirements of the sites and trained in
project selection and support.

Seagate has now developed and customized training materials so as to be
self-sufficient in training up to the Master Black Belt level. Training centres
of excellence exist in the USA, Europe and Asia-Pecific areas. Green Belt
training is now required for all Seagate’s professional and technical staff.

DFSS training was rolled out within design centres and functions, then
through the advanced technology groups from 1999 to 2001.

Key benefits achieved

Go back to the year 1998 at Seagate. Upon hearing the term * Six Sigma’, the
majority of employees probably stared blankly and asked, ‘What in the world
doesthat mean? Four years later the snapshot is much different — Six Sigma,
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ahousehold word at Seagate, isnow highly visible and is producing impressive
resultsfor the company, both in hard savings and in improved business processes.

In hard savings, Seagate has achieved nearly $700 million. All savings are
validated independently and audited by the finance team, using very strict
criteria. It is also certain that the so-called ‘soft savings' that Seagate has
achieved but not counted far exceed this value.

Hard savings, although an essential metric to track the progress of the
activity, are only asmall part of the story. Seagate's operational performance
has improved tremendously on an overall basis. The company has moved into
atechnology leadership position that hasin turn led to improved market share
in an ever more demanding customer environment. While Six Sigma is not
the sole contributor to this impressive performance, it has been an essential
enabler. Six Sigma enables top-line growth as well as bottom-line savings.

As Six Sigma matures at Seagate, its leaders are shifting their focus from
reactive to proactive measures—‘We've done quite well at cleaning up problems,
S0 now we can evaluate and prevent potential problems,’ says Jeff Allen, Vice
President of Six Sigmaand Design For Six Sigma. Thisleadsdirectly into the
increasing use of DFSS, to leverage the effort earlier in the product lifecycle.

Here are some measures of Seagate’s progress:

» Over 600 Black Belts have been trained or are in training, with many now
reintegrated into business functions after their two-year full-time assignment.

e Over 2700 Six Sigma projects have been completed.

» Green Belt training is nearly complete, with over 5500 employees trained.

* Over 1500 Design for Six Sigma engineers have been trained or are in
training.

» Seagate€’s Six Sigma projects have delivered nearly US$700 million of
cumulative, validated financial savings.

Lessons learned

Themain learning pointsfrom the Six Sigma programme at Seagate Technology
include:

1. Metrics of management. Companies using Six Sigma need to learn how to
use the metrics to manage — to make appropriate decisions on a holistic
basis, avoiding sub-optimization. This task of integration with the whole
of the company’s business process is the key.

2. Goals. Set aggressive goals — don’t make them too easy.

. Soft savings. Develop a system for tracking ‘ soft savings'.

4. Common language. Devel op a common language and encourage its use on
a widespread basis early in the programme.

5. Train all functions. Embed the business process within the organization by
training all functions— use Green, Black Belt and customized programmes
as appropriate.

w
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Company leaders are now asking: What is the next step for this programme?
Are employees ready to take that step? And how do we get there?

In April 2002, a diverse group of representatives gathered for a two-day,
intensive planning session to help define Seagate’s future strategy for Six
Sigma. The fourteen representatives formed acollective vision for Six Sigma’'s
future over the next three years, and included specific elements that will help
to build a solid basis for future growth. Some of the input included:

e Integration — Seagate is at a point where the Six Sigma effort can start
shifting from being viewed as an initiative to being integrated into the way
the company does business. It becomes embedded within the organization.

e Metrics—critical processeswill be well understood and their performance
tracked with customer-focused, variation-based metrics. These metricswill
guide company strategy and behaviour well beyond current implementation,
taking Seagate to the next level of managing via metrics.

¢ DFSS — al products being developed will use the Design for Six Sigma
process, enabling time-to-market and time-to-volume consistency and
predictability. The DFSS process will integrate all functional groups into
a global new product-delivery team.

* Projects—adynamic processfor prioritizing projects and all ocating resources
will exist to verify that Six Sigma projects are addressing current critical
business issues.

Future plans include an ongoing assessment of the programme to make sure
Six Sigmaisdelivering what it isintended to deliver. * Six Sigmais becoming
embedded in our everyday activities in many areas thanks to the work of
many empl oyees who embraced this program, President and COO of Seagate
Bill Watkins said. ‘Our dedication to Six Sigma can be seen in the financial
returns and also in the pervasiveness of the program throughout the company’ .

(Information provided by members of the Seagate Technology Six Sigma
team, supplied by Rob Hardeman and Clare Desmond of Seagate Technology,
Ireland.)
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Lean enterprises

Vision without action is a daydream
Action without vision is a nightmare.
Japanese Proverb

Introduction

In this chapter the concept of lean enterprise and itsimpact on Six Sigma are
considered. It is shown that lean enterprise began in car manufacturing in
Japan, but that today a lean enterprise is any organization that has largely
eliminated any activity that absorbs resource but does not add value to the
product or service. The requirements for |ean are considered and are married
to the concepts of Six Sigma. We conclude by showing how the benefits of
Six Sigmaand lean can be combined with FIT SIGMA™ to keep an enterprise
lean and fit.

Origin of lean

Aswith all facets of the quality movement, the origin of lean enterpriseisin
manufacturing. Lean enterprise philosophy (and make no mistake, lean is
more than a system, it is a philosophy) began with Japanese automobile
manufacturing in the 1960s and was popularized by Womack and co-authors
in The Machine that Changed TheWbrld (1990), which is essentially the story
of the Toyota way of manufacturing automobiles. Up until then the
manufacturing of automobiles had changed very little since Henry Ford adapted
the conveyor belt for manufacturing cars in 1913. Prior to Henry Ford's
assembly line, the automobile had been a luxury item handmade by a group
of workers in a stationary workplace. Ford’'s conveyor-belt (the assembly
line) approach allowed production to take place on a moving belt with each
worker doing a small, specialized task. Ford believed that if each step of
production was broken down to the smallest element, then ‘ the stupidest man
could becomeaspecialist in two days . With this moving conveyor-belt approach
Ford was able to produce 250 000 cars ayear, which sold at $500 each. From
being a luxury item that only the rich could afford, the car now became in
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effect a consumer item within the reach of most families. The downside was
the minute division of labour, the cyclical nature of the work, and theinexorable
pace of the moving conveyor belt. Workers lost a sense of purpose of what
they were doing; they could not see that they were building cars but rather
saw a repetitive, mindless task, such as putting bolts on a component as it
moved past them. As it saysin The Man on the Assembly Line (Walker and
Guest, 1952):

The assembly lineis no place to work, | can tell you. Thereis nothing more
discouraging than having a barrel beside you with 10 000 boltsin it and
using them all up. Then you get another 10 000 bolts and you know that
every one of those bolts has to be picked up and put in exactly the same
place as the last 10 000 bolts.

Chrysdler, General Motors and other manufacturers soon adopted the assembly-
line approach, but whereas Ford only had one model (the model ‘T’) the
others, led by General Motors and Chrysler, began offering several modelsin
the 1920s. Ford had to follow suit, and to do so had to cease production for
seven months while new models were rushed into production. The assembly-
line approach was still used and models were made in batches. Changing a
model required set-up time for the change of dies etc. Work at each stage of
production was still broken down to the lowest level, workers were not expected
to think, and there was a heavy reliance on inspection and testing to maintain
the standard of the finished product.

The next major changein car manufacturing is credited to Ohno Taiichi of
Toyota. Ohno Taiichi returned to Japan after visiting car manufacturersin the
USA in the 1960s and developed a new method of manufacturing, which
became known as lean production.

The main characteristic of lean production, sometimes referred to as
Toyotaism, is that materials flow ‘like water’ from the supplier through the
production process and on to the customer with little if any stock of raw
materials or components kept in warehouses, no buffer stocks of materials or
part-finished goods between stages of the manufacturing process, and no
output stock of finished goods. This ‘just-in-time' approach requires that
materials arrive from dedicated suppliers on the factory floor at the right
stage of production just when required, and when the production process is
completed it is shipped directly to the customer. With no spare or safety stock
in the system there is no room for error. Scheduling of activities and resource
has to be exact, communication with suppliers must be precise, suppliers
have to be reliable and able to perform to exacting timetables, materials have
to arrive on time and meet the specification, machines have to be maintained
so that there is no down time, operators cannot make mistakes, there is no
allowance for scrap or rework and, finally, the finished product has to be
delivered on time to customers. This is often implemented by circulating
cards, or kanbans, between a workstation and the downstream buffer. The
workstation must have a card before it can start an operation. It can pick raw



70 Quality Beyond Six Sigma

materials out of its upstream (or input) buffer, perform the operation, attach
the card to the finished part, and put it in to the downstream (or output) buffer.
The card is then circulated back upstream to signal that the next upstream
workstation should carry out the subsequent cycle. The number of cards
circulating determines the total buffer size. Kanban control ensures that parts
are made only in response to a demand. With computer-controlled production,
the kanban principle applies but there is not a physical movement of cards;
information is transferred electronically.

This ‘just-in-time’ approach generally precludes large batch production;
instead items are made in ‘batches’ of one. This means that operators and the
system have to be flexible, and ‘single minute exchange of dies (SMED)
becomes the norm. A lean approach reduces the number of supervisors and
quality inspectors. The operators are trained to know the production standards
required and are authorized to take corrective action — in short, they become
their own inspectors/supervisors. The principlesof Total Productive Maintenance
(TPM) and five Ss (from a set of Japanese words for excellent housekeeping,
see below) are followed, and as aresult the equipment becomes morereliable
and the operator develops ‘ownership’ towards the equipment.

Another important aspect of the Toyota approach was to expand the work
done at each stage of production. For example, ateam of workersisresponsible
for a stage of production (or ‘work cell’) on the moving assembly line, such
asinstalling the transmission or the seats, etc. Each teamisresponsible for its
part of the assembly, and it may be able to make minor changes to procedures
within the confines of atime limit (the time allowed on the moving line for
production to move from one stage to the next) and specified standards — for
example, the team can change the order of assembly at its workstation but
does not have the authority to add extra nuts, etc. Quality standards are
assured with the application of zero quality control or quality at source before
the actual production begins, and poka yoke (mistake proofing) during
production.

The original Toyota model of Lean Manufacturing, from which various
hybrids were developed, comprised eight tools and approaches:

1. Total Productive Maintenance (TPM) — see Basu and Wright (1998), pp.
96-99.

2. Five Ss — these represent a set of Japanese words for excellent house
keeping (sein, sort; seiton, set in place; seiso, shine; seiketso, standardize;
and sitsuke, sustain).

. Just in Time (JIT)

Single Minute Exchange of Dies (SMED)

. Judoka or zero quality control

. Production work cells

. Kanban (see above)

. Poka yoke.
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These terms, and others, are explained in the glossary at the end of the book.
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Muda

A visitor to alean manufacturer will be struck by the lack of materials; there
is no warehouse, no stocks of materials between workstations, and no stocks
of finished goods. At first glance this suggeststhat lean isan inventory system.
However, lean is not just an inventory system; it also means the elimination
of muda. Muda is a Japanese word that means waste, with waste being defined
as any human activity that absorbs resource but creates no value, and thus the
philosophy of lean is the elimination of non-value-adding activities. The
rough ruleisthe elimination of any activity that does not add value to the final
product, and the taking of action so that the non-value activity never occurs
again.

Before anything can be eliminated it first has to be identified. The Toyota
approach to identifying areas of waste is to classify waste into seven mudas:

. Excess production

. Waiting

. Movement or transportation
Motion

. The process

. Inventory

Defects.

NOoOU A WNE

The approach is to identify waste, find the cause, eliminate the cause, make
improvements, and standardize (until further improvements are found). The
usual approach isakin to flow process charting (as used by industrial engineers)
to show operations, transports, delays and storage. A flow process chart is
shown in Figure 5.1. Once the process has been charted each activity is
queried as to why it happens, with the aim of elimination or improvement.
Questions are asked in the order what, where, when, who and how —i.e. what
is done and why is it done (what would happen if it wasn’t done), what else
could be done and what should be done, when isit done (why that sequence),
where isit done and why there, who does it and why that person, and how is
it done and why that way. This approach, the basic problem-solving technique,
isshown in Table 5.1. Obviously al of these questions can equally be applied
to a non-manufacturing operation, and if asked in an office where there has
been a bureaucratic culture the results can be quite startling. In organizations
where we have consulted we have found whole departments repeating and
recording information that has already been recorded elsewhere, and asif that
was not bad enough we have often found that much information is collected
and recorded but isnever referred to (et alone adding valueto agood or service!).

What is a non-value-adding activity?

If the concept of elimination of non-value-adding activity was taken literally,
then what of overhead departments and support departments such as finance
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Present method

Worker

» To goods receiving department

(1) Locate component
(2) Book out
¢ To inspection department

(3) Set up on bench
Visual inspection
o Measure and record length

(5) Measure and record diameter

(s) Stamp
» To stores

o Book into stock

« Return to inspection

| Flow process chart

Type Worker and material
Job Inspection of component
Begin  Worker in inspection department
Material in goods receiving
Finish  Worker in inspection department
Material in stores
Material Key

Stamped
(4) p

$ To stores

v Stored

Wait
Wait
<I To inspection

(1) set up on bench

9 Measured

(3) Measured

Await arrival of workerO Operation

Inspection

Summary
Worker

< Uo0o o

Material

4

Figure 5.1 Worker and material flow process chart.

Table 5.1 Basic problem-solving chart

Why?
e What? Why? What else?
¢ Where? Why? Where else?
* When? Why? When else?
¢ Who? Why? Who else?
¢ How? Why? How else?
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and human resources — what direct value do they add to the product or to the
customers? And what value is added to the product or service by having pot
plants in the staff cafeteria? Interestingly, when a company goes into
receivership, often the first department to be closed by the receiver is the
human resource department, which suggests that receivers and statutory
managers do not see the human resource function as adding value. However,
let us accept that some activities are necessary and cannot be eliminated even
though they do not directly add value to the product or service. For example,
compiling and filing the annual report does not add value to the product but
nonetheless is legally necessary. Likewise the pot plants (and the cafeteria
itself) do add to a pleasant environment and might help establish teamwork
and a positive culture. Not all non-value-adding activities can (or should) be
eliminated! (Save our pot plants...)

Extension of lean model

Today any operation that aspiresto world class has to be lean, and to provide
excellent service. Over the years the Toyotalean model has been adapted and
extended to cover any enterprise, including pure service-type organizations
where steps are taken to identify activitiesthat do not add val ue to the product
or to the service provided to the customer and, where possible, eliminated.
For manufacturers the competitive difference between one manufacturer and
another will be service, and for a service industry the only difference can be
in the level of service provided. It follows that organizations that can produce
the best products at competitive prices, and provide excellent service, will
have an added advantage if resources are not being wasted on activities that
do not add value.

In congruence with value-driven objectivesto satisfy customers, as outlined
above, one important extension of the lean model is the value stream. As
shown in Figure 5.2, the value stream is a set of specific actions required to
bring aproduct (goods or services) through the three critical business processes:

< Information flow
Follow-up

Define Design Provide | Process Deliver value
value | value pack | resources| resources | value pack | service

Physical flow >

Figure 5.2 A value stream.
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1. Operations — from the concept through detailed design and production to
launch

2. Information flow — from order taking to detailed scheduling to delivery

3. Physical flow — from raw materials to a finished product in the hands of
the customer.

On a closer analysis, the value stream contains three complementary
characteristics of delivering the best value to customers. First, similar to
Porter’svalue chain (Basu and Wright, 1998, pp.192—-193), the primary activities
of ‘Operation’ are underpinned by support activities of both ‘Information
flow’ and ‘Physical flow’. Second, similar to supply chain management
principles (see Wright, 1999, pp. 45-46), departmental boundaries areignored
and the synergy of marketing, operations, accounting and human resourcesis
applied to manage the whole process and deliver the product to the customer.
Third, the model underlines the fact that defects or non-value-added activities
at alater stage of the stream are more expensive than those at an earlier stage.

Characteristics of lean production

Since the 1960s, lean production has evolved and developed the following
features:

« Assembly line production, but there are longer periods at each stage of
production so teams of workers are now involved in installing a complete
component —i.e. fitting the seats into a car and testing them — rather than
an individual tightening a single set of nuts.

« Integrated production from the supplier through the manufacturing process
to the customer.

» Supplierstreated as members of the production team. Suppliersare appointed
on the basis of reliability, delivery on time and to specification, rather than
on price alone. This extends back down the supply chain to the suppliers
of suppliers.

e Just-in-time delivery of materials from suppliers. This results in the
elimination of warehouses of input material's, and buffer stocks of materials
between stages of production.

« Finished goods are not held, but are delivered direct to the customer.

The emphasisis on prevention of mistakes rather than detection of errors by
inspection. Prevention is achieved by workers knowing the standards and
self-testing, rather than relying on independent checkers. The principles of
lean are equally applicable to service industries.

Lean for non-manufacturing operations

For non-manufacturing operations, lean means the elimination of any wasteful
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activity (muda) that does not add val ue to the service provided to the customer.
Typical examples of muda in a service operation such as secretarial
administration are:

» Excess production — preparing reports that are not acted upon

» Waiting — processing monthly or in batches, and not continuously

» Transportation — fax machines and printers are at a distance from the
workstation

» Motion — steps and data entry

» The process — signoffs

* Inventory — transactions not processed, work waiting to be done

» Defects — incorrect data entry/typing mistakes/misfiling.

Staff are encouraged to take responsibility for their activities and be proactive,
and to make suggestions for improvement of process (more efficient use of
time and resources) and enhancement of the level of service provided to the
customer. Teamwork, open communication and flexibility are accepted as
part of the culture.

What does the customer want?

The focus of lean is on providing an improved product or better service to
customers. To achieve this objective, the organization has to know what the
customer wants and what the customer values in terms of specification, cost
and timing. Knowing what the customer wants is one aspect, but knowing
how well we perform to the customer’s requirementsis another issue. Assuming
that we have made an effort to find out exactly what the customer values, then
theissueismeasuring our performance. Thus some key performanceindicators
have to be identified, and a method of monitoring performance devised.
Obvioudly this is compatible with Sigma. With Sigma, areas to be measured
areidentified, standards are set, and theaim isto reach Six Sigmain performance.
Where Six Sigmais not achieved, actions are taken to find the causes of non-
performance with the aim of elimination of the cause.

Example 5.1 American Aluminium Industry

Author and researcher Dr James P. Womack, president of the Lean
Enterprise Institute, told attendees at a meeting of the Aluminium
Association that companies that produce aluminium are among the many
basic industries that could do a lot more with less difficulty and lower
costs if they did some lean thinking.

Womack described the labyrinth and costly processes associated with
delivering an aircraft, automobile or drinks can, and suggested that
manufacturers think about the consumer first and work backward to
gain efficiencies and cut out the non-value-adding activities:
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Ask, from the customer’s standpoint, what is of value among your
activities? What is wasted? How can we eliminate the waste? It's so
simple and yet so very hard to do. Most people arein love with their
assets, technologies and organization.

He cited a military aircraft programme as an example:

Thetypical subassembly goesthrough four plants, four statesand 74
organizational handoffs between engineering, purchasing and
fabricating operations. It goes 7600 miles and takes darn near forever.
It takes two to four years from beginning to flyaway condition.

Womack pointed out that manufacturers need to identify the value
stream for each of their products, and document all the stepsit takes to
get from raw material to the customer:

Sep 1, get the value right. Your customer is not interested in your
assets. Heisinterested in hisvalue. Sep 2, identify the value stream
from start to finish, not just within the walls of your plant or company.

He advised that the remaining val ue-creating steps should be organized
so they impact on the product in a continuous flow:

If, and only if, you can create flow, then you can move to a world of
pull. You put the forecast in your shredder and get on with your life.
And you make people what they want. The customer says, ‘| want a
greenone'. And you say, ‘Here'sa green one' . That’s a very different
world from your world of endless forecasts, always wrong, and the
desperate desire to keep running, which makes you produce even
more of the wrong thing because that makes the numbers look good
in the short term.

(Case reported in Metal Center News, May 1999, Vol. 39(6), p. 123.)

Lean and Six Sigma

Monitoring performance can, in most areas, be straightforward in the factory.
Within a factory it is easy to measure if production is to specification, if
finished goods are delivered on time, and if they are delivered in the right
quantities. Such measurement should begin with the receipt of input materials,
and suppliers should be judged on performance to Six Sigma. Six Sigma
measures can be set for suppliers of inward goods through every stage of
interaction, including the final stage of payment — i.e. are invoices correct?

In the production process itself, stocks of raw materials, waste and scrap
in production, idle operator time, buffer stocks of materials between processes,
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down time of machines, the production cycle time and the costs of each
failureto conform to the standard are all areasthat lend themselvesto specific
Six Sigma projects.

Oncethe goods have been produced, the next stage is shipment to customers.
Again there are obvious easy measures here — e.g. the goods shipped meet the
specification, are delivered on time, with the right quantity, and invoicing is
accurate. All these activities are easily identified, and performance to Six
Sigma should be simpleto measure. Other measures can be set after consultation
with customers; it is important that we know what the customers value and
that we measure our performance against agreed customer criteria.

Knowing what to measure is just the start; recording performance requires
a process and some discipline. Measurement alone is not sufficient unless
some action is taken. Measurement is taken to show where performance is
below the Six Sigma standard. Once a variance has been found, then action
has to be taken to find and eliminate the causes. With lean organizations there
is no room for errors, and the Six Sigma project approach is an obvious
method of eliminating them. Lean goes further than basic Six Sigma, as it
reguires an understanding of where value is being added and which activities
are non-value adding.

Working with suppliers

With Lean production the aim is to achieve a just-in-time system. ‘Just in
time’ meansthat materials are received directly into production from suppliers
just when required. This means that suppliers have to be geared up to deliver
to the right specification and on time. With just-in-time manufacturing there
isno room for errorsin specification, or for late delivery. All of thisrequires
the closest cooperation and teamwork with suppliers. A truly lean organization
manages the supply chain right back to the original equipment manufacturer
— in short suppliers become part of the team and, on top of the obvious
measures of meeting specification and delivery times, are valued for loyalty,
proactive advice and service. Indeed, key suppliers often become members of
the design team for new products/services. Specification and timing can be
measured using Six Sigma criteria, but attitude and cooperation is not so easy
to measure and i s often overlooked in the mechanistic approach of Six Sigma.

Although with lean cost is not the key measure, nonetheless cost is still an
important issue. Thus with a lean organization, cooperation with suppliers
means the lean organization lending Six Sigma trained staff to bring the
supplier up to Six Sigma status, or to use the Six Sigma project approach to
identify and eliminate non-val ue-adding activitieswithin the supply organization.
Toyota and McDonalds, although not Six Sigma organizations, have a long
tradition of ‘lending’ their quality and efficiency experts to key suppliers to
improve performance and lower cost. With McDonalds the emphasis is on
consistency of product —indeed at one stage in Europe the potatoes were not
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up to standard, and McDonalds resorted to airfreighting potatoes from Canada
until consistency could be achieved from European-grown potatoes. In this
case the McDonald scientists worked closely with the European growers to
achieve a potato of the required standard. Toyota is not only concerned with
the consistent quality of parts (thisis now taken for granted by the suppliers
and Toyota) but also with getting suppliers’ costs down so as at least to hold,
if not reduce, the price of parts. Toyota are more than willing to ‘lend’ teams
of experts to show the supplier how to perform better.

Lean Sigma and FIT SIGMA

Asindicated in Chapter 1 and discussed further in this chapter, the industrial
engineering tools and Toyota approach of lean enterprise complement the
rigour and statistical processes of Six Sigma. It is the integration of these
tools and this approach that addresses the entire value delivery system known
asLean Sigma, or Lean Six Sigma. In asimplified model (see Figure 5.3) the
variation control of Six Sigma added to the waste control of lean enterprise
hasled to Lean Sigma, and when sustainability is added we get FIT SIGMA.

Example 5.2 Lean Sgma in Glaxo\W&llcome

Before the merger with SmithKline Beecham to form GSK, the
pharmaceutical multinational GlaxoWellcome set out to establish
Manufacturing and Supply as a core competence in 1999, and a major
driver to achieve that was Lean Sigma. Drawing from the |learnings of
Six Sigmaprogrammes and L ean M anufacturing successes, the company
developed a worldwide programme to roll out Lean Sigma as a
transformational and continuous improvement process for the
Manufacturing and Supply Directorate comprising over 19 000 employees.

The declared principles of Lean Sigma were:

. To specify value in the eyes of the customer

. To identify value stream; eliminate waste and variation

. To make value flow by pull from the customer

. To involve, align and empower employees

. Continuously to improve knowledge in pursuit of perfection.

abhwpNnpE

The core content of the programme was the training of 175 Experts
(equivalent Black Belts) supplemented by Leadership training. The
Experts had target cost savings projects and the L eadership themselves
had the responsibility to lead ‘Just Do It' projects. To bolster these
continuousimprovement efforts, the training of 900 Advocates (equivalent
Green Belts) was planned. The training and consultancy support was
provided by a group of consultantsled by Air Academy from Colorado,
USA.
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Figure 5.3 Quality beyond Six Sigma.
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Arguably, GlaxoWellcome (GW) was one of the first users of the
integrated Lean Sigma approach. Although the programme was not in
place within GSK when the merger took placein 2001, the fact the GW
programme was retained by GSK is a testament of success.

Summary

The outward and visible result of lean in manufacturing is the absence of
inventory, but this is only an indication of what lean actually means. Lean
means the identification and elimination of non-value-adding activities. Lean
has a customer focus, but also includes dedicated suppliers, and the closest of
co-operation with suppliers.

Sigma, when combined with lean, includes measurement of performance
through the production process (from the receipt of materials through to the
finished product) to Six Sigma performance. Six Sigma project teams are
used to identify problem areas and to eliminate non-value-adding activities.
Lean enterprises include not only manufacturing organizations, but also any
organi zation that has the philosophy of identifying and eliminating non-value-
adding activities.

It isnot surprising that organizations, whether they are from the manufacturing
or service sectors, are moving more and more towards L ean Sigmarather than
pure play Six Sigma. This hybrid provides both robustness and flexibility in
the programme, and thus is a good foundation for FIT SIGMA.



6

The methodology of
FIT SIGMA™

Suit the action to the word, the word to the action.
Shakespeare, Hamlet Act 3

Introduction

The success of Six Sigma and Lean Sigma cannot be faulted. The rigorous
Six Sigma process combined with the speed and agility of Lean Sigma has
produced definitive solutions for better, faster and cheaper business processes.
Through the systematic identification and eradication of non-value-added
activities, an optimum value flow is achieved, cycle times are reduced and
defects are eliminated, with the result of an improved all important bottom
line.

However, managers confused by the grey areas of distinction between
different quality initiatives and challenged by increasing internal demands
and external competition are expressing concerns, including the question
‘how do we sustain the results? This chapter answersthis question and shows
how to maintain and build oninitial benefits. We call this‘ sustaining fitness'.

Barriers to achieving and sustaining results

A recent survey by Basu (unpublished GSK survey, January 2001) has shown
that there are considerable barriers to achieving and sustaining results in
quality initiatives. These are illustrated in Figure 6.1.

The biggest obstacle appears to be the packaged approach of quality
programmes, causing a paucity of customized local solutions. Furthermore,
due to the ‘top-down’ directive middle managers are often not ‘on board’ —
the initiative is not owned by employees. We can identify additional and
complementary areas of concern, including:

e ‘Some star performers of Six Sigma have shown poor business results
(e.g. site closures by Motorola)
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Quality movement
Main barriers

Lack of key resources | 5%

Multiple culture and language | 8%

Not the no. 1 project

Special local issues
(e.g. merger, new CEO)

20%

Middle management resistance | 25%

Lack of local examples | 30%

T T T T
0% 5% 10% 15% 20% 25% 30%
Source: GW Survey, January 01

Figure 6.1 Main barriers to quality movement.

e ‘Incomplete initiatives' (e.g. Marconi abandoned Six Sigma during the
economic downturn of 2001)

* ‘Change of management and loss of sponsors' (e.g. the decline of Six
Sigma at Allied Signal after the departure of Larry Bossidy)

« ‘External push by high-powered consultants' (e.g. the dominance of the
Air Academy consortium in the GSK programme)

* ‘Excellent early resultsnot sustained’ (e.g. Ratheon relaunched Lean Sigma
after a drop in performance)

» ‘High start-up costs impede small- and medium-sized enterprises (the
initial training start-up cost for Six Sigmaisreported to be over $1 million)

« ‘Still regarded as tools for manufacturing’ (in spite of the success of Six
Sigma in GE Capital).

The dramatic bottom-line results and extensive training deployment of Six
Sigmaand L ean Sigmamust be sustained with additional featuresfor securing
the long-term competitive advantage of a company. If Lean Sigma provides
agility and efficiency, then measures must be in place to devel op a sustainable
fitness. The processto do just that is FIT SIGMA. In addition, the control of
variation from the mean in the Six Sigma process (0) is transformed to
company-wide integration in the FIT SIGMA process (FIT ). Furthermore,
the philosophy of FIT 2 should ensure that it is indeed fit for purpose for all
organizations — whether large or small, manufacturing or service.

FIT X is a solution for sustainable excellence in al operations. It is a
quality process beyond Six Sigma. The fundamentalsof FIT X are underpinned
by three cornerstones, as shown in Figure 6.2.

Taken individually, the main components of these cornerstones are not
new, but they do constitute proven processes. What is new is the combining
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Figure 6.2 Fit X fundamentals.

of these components, and thus the total FIT Z is both novel and unique. The
elements are;

1. Fitness for the purpose
¢ Initial assessment
e For dl functions
¢ For any size of organization.
2. Sigma (Z) for improvement and integration
e Appropriate Six Sigma tools
¢ Learning deployment
¢ Project plan and delivery
¢ Shift from variation (o) to integration ().
3. Fitness for sustainability
¢ Performance management
¢ Senior management review (S& OP)
» Self-assessment and certification
¢ Knowledge management.

Fitness for the purpose

It was Joseph Juran who coined the phrase ‘fitness for the purpose’ (Juran,
1989) relating to the basic requirements for quality. In the context of FIT X,
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‘fitness for the purpose’ has wider implications. Here, fithess means that the
FIT ~ methodology is tailored to fit all types of operations (whether
manufacturing, service or transport) as well as all sizes of organizations
(whether a multi-billion dollar global operation or a small local enterprise).
The customization of the improvement programme to identify the right fit
appropriate to the type and size of operation is determined by a formalized
initial assessment process.

It is advantageous, although not essential, to apply the initial assessment
process based on a set of questions that could be applied subsequently for the
periodic self-assessment or certification process. The certification process,
which will be described in more detail later, may be adapted either from
international quality awards (such as the European Foundation of Quality
Management, or America’'s Malcolm Baldridge Quality Award), a holistic,
published checklist (such as Basu and Wright's Total Solutions 200 Questions;
Basu and Wright, 1998), or the organization’s own checklist. Regardless of
which checklist is adopted, it is essential that it is customized and that the key
players of the company believe in it.

As part of the Six Sigma or Lean Sigma programme, a ‘baseline analysis
iscarried out to identify areas of improvement after committing the company
to a rigorous deployment programme. For FIT X the initial assessment is
similar to that of a baseline analysis, but it is carried out right at the onset
before the start of the deployment plan.

We believe that there are substantial benefits to be gained from the
organization designing its own assessment process rather than following a
consulting firm's standards. However, it is imperative that the company is
aware of the requirements and criteria of the assessment. Theinitial evaluation
requires a good understanding of the company’s own processes, with the
objective of training to international standards. It isnecessary that the assessor
is trained to know what to measure and what international (world class)
standards are.

Example 6.1 Sx Sgma in a small and medium enterprise
The Solectron factory in Ostersund, Sweden, where AXE switchboards
are manufactured, employs approximately 1000 people. The site was
formerly part of the Ericsson Network of core products. Solectron, as
an independent company, was experiencing tough competition even at
the crest of the ‘telecom boom’. With the downturn of the market from
2000, the competition became increasingly fierce. The management
were toying with the idea of launching a Six Sigma initiative, but their
initial enquiry revealed that they would be set back by at least $1
million if they began aformal Black Belt training programme with the
Six Sigma Academy at Scottsdale, Arizona.

Ericsson, the parent company of previousyears, had already embarked
upon a Six Sigma initiative. The Black Belt training programme was
also in full swing. Solectron decided to send a promising manager to a
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Black Belt training course viathe Ericsson deployment plan. The young
manager duly returned to Ostersund with great enthusiasm and applied
a preliminary ‘base line analysis rooted in a simple checklist. The
results were then presented to the management, and a customized
progranme was drafted. The training programme was extensive, but
Solectron relied on the Black Belts from Ericsson and also retained the
same consultants as and when required.

Ten members of the top management team attended a one-day course
on Six Sigma, fourteen people were trained as‘ Black Belts' on aseven-
month part-time programme, and twenty more attended a two-day course.
Six Sigma applications at this factory saved US$0.5 million during the
first year of the project. This amounted to about $500 per employee, but
was actually closer to a huge $36 000 per employee trained in Six
Sigma methods. A modest start in terms of savings per Black Belt
perhaps, but the investment was also a fraction of a ‘pure play’ Six
Sigma initiative. More significantly, this customized approach enabled
Solectron to have a launch pad to gain a much-needed competitive
advantage.

Solectron applied the FIT ~ methodology ‘ Fitness for the purpose’,
albeit not consciously under the FIT X label.

Look first before diving!

Many organizations have dived into a Six Sigma programme without going
through the earlier crucial stages of identifying thereal requirements. Arguably,
a significant number of companies that initiated a Six Sigma programme did
so because they felt threatened in terms of their very survival, or they became
victims of management fads. In some cases Six Sigma was attempted as a
panic attempt when it was too late, and disappointment was expressed when
the bottom-line and share price did not miraculously improve within a short
period.

The GE factor

For many, the well-publicized successes of General Electric with Six Sigma
— ‘'the GE factor’ — was too strong to ignore. The ‘' GE factor’ should not be
interpreted as a licence blindly to copy General Electric, but GE should be
seen as an exhortation to ‘get effective’. This is best achieved by learning
from General Electric, applying the FIT = methodology of what isfit for you,
and understanding how to stay fit.

Starting point

The starting point is an initial assessment, as illustrated in Figure 6.3.
Theinitial assessment process can benefit from the application of arating
scale of 1 to 5 for each criterion or question, with 1 being ‘poor’ and 5
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Figure 6.3 Fitness for the purpose.

‘excellent’. A spider diagram can be constructed from the scores to highlight
the gaps. The assessment process is described in more detail later in this
chapter (see also Figure 6.14).

The'*fitnessfor the purpose’ philosophy also appliesto the type of business,
whether it is manufacturing operations in a factory or a service procedure in
an office. The success of GE Capital after the application of Six Sigmaiswell
documented. Jack Welch has, however, often been quoted as the success
factor rather than the application of the principles of Six Sigma; additionally,
it has to be remembered that GE Capital is a huge enterprise. That FIT X
methodology is applicable to arelatively small service operation is shown in
the following example of alegal practice.

Example 6.2 Sx Sgma in a legal practice

Countrywide Property Lawyers (CPL) isasubsidiary of the Countrywide
Assured Group in the UK, and was established in 1997 to provide a
specialized conveyancing service on residential property. Five CPL centres
were opened in Woking, Northampton, Brentwood, Cardiff and
Manchester. CPL has fewer than 400 employees, but it is the largest
conveyancing company in the UK.

Conveyancing is fast becoming a commodity product that can be
bought ‘off the shelf’. Flexihility, the use of IT enablers and quality
customer service are the differentiating factors in a competitive market
worth £400 million in England and Wales.

Part of the current conveyancing processis examination of the quality
of the data and information, including the review of contracts, title
deeds and financial information. At present, CPL does not know if its
conveyancing processisunder control. Client satisfaction questionnaires
completed by customers show a large variation in conveyancing lead
time of between 8 and 15 weeks. Although CPL currently reports that
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on averageit takes 10 weeksto see atransaction through from ‘ instruction’
to ‘completion’, thisfigure is proving to be misleading due to the large
variation in the process.

CPL considered the application of the Six Sigma concept to reduce
variation in lead time. The initial assessment indicated that more than
50 per cent of transactions take longer than 10 weeks and more than 15
per cent take over 14 weeks.

This is an example of where the FIT >~ methodology can be applied.
The focus is to train five experts (on one each site) specifically on the
connection between averages and span in variation. These experts will
train other employees, and thus variation control will be built into the
conveyancing process by employing the FIT >~ methodol ogy. The target
for ‘span’ will change from 8-15 weeks to 9-10 weeks. L osses will be
minimized and customers able to make, for example, firm arrangements
for aremoval van.

This is not ‘rocket science’, nor is it intensive Black Belt training
loaded with complex statistics; rather, it is organized common sense.
Thisis FIT Z — *fitness for the purpose’.

Sigma (2) for improvement and integration

The key cornerstone of FIT X methodology is ‘ Sigma (%) for improvement
and integration’. The ‘improvement’ aspect is essentially based upon the
proven tools and processes of Six Sigma/Lean Sigma initiatives. While the
contents of Six Sigmaor Lean Sigmaapproaches vary according to the company,
consultant or author, the common features with FIT X are:

» Appropriate Six Sigma tools

» Learning deployment

» Project plan and delivery

 Shift from variation (o) to integration (Z).

Appropriate Six Sigma tools

It is true that Six Sigma or Lean Sigma tools are not original. For example,
the focus on variation is historically known as the control chart of Deming
(1982) and Shewhart (1931). Design of experiments can belinked to Taguchi‘s
methods. Likewise, the proactive use of Pareto’s 80/20 analysisand Ishikawa's
‘fishbone’ diagram in Six Sigma is laudable, but these are scarcely new. The
flow process chart of Lean Sigmaisalso aclassic industrial engineering tool.
We also do not propose to introduce any so-called ‘new’ ‘FIT X tools', but
rather refer to them as ‘' Six Sigma tools' . Thomas Edison once said, ‘ Your
idea has to be original only in its adaptation to the problem you are currently
working on’. The adaptation of the existing tools is ‘appropriate Six Sigma’
tools, and these include the following.
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1. Basic tools:
e Pareto analysis
* Flow process chart
e UCL/LCL control chart
e Cause and effect diagram
* Input—process—output (IPO) diagram
* Brainstorming
e Scatter diagram
e Histogram
* The seven wastes
* Thefive Ss
2. Advanced tools:
» Failure mode and effect analysis/(FMEA)
» Design of experiments (DOE)
» Design for Six Sigma (DFSS).

Some of the tools have been described in previous chapters, and further
details of all the above can be found in the Glossary. We recommend that the
learning deployment of FIT X should ensure both the understanding and the
application of these well-developed and proven ‘ appropriate tools'.

Learning deployment

In order to use tools ‘appropriate for Six Sigma to achieve longer-term
benefits, it is essential that an extensive learning deployment programme is
dedicated to the education and training of employeesat al levels. Thelearning
deployment plan should be formulated after the ‘initial assessment’, and
details will vary according to the ‘quality level’ and size of the organization.
We recommend that the proven paths of previous Six Sigma and Lean Sigma
programmes should be treated with respect and a deployment plan built around
the outline shown in Table 6.1.

Table 6.1 Deployment plan outline

Programme Target audience Duration Approximate number
Leadership Senior management 2 days 3-5% of employees
education
Expert training Senior and middle 4-6 weeks 1% of employees
(Black Belt) management (in waves over

6 months)
Advocate training Supervisors and 1 week 10% of employees
(Green Belt) functional staff
Appreciation and All employees 2 x half days All

cultural education
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Through arigorous training deployment programme, Six Sigma contributes
to the creation of a people infrastructure within an organization to roll out a
comprehensive programme. Theissue is not who should be trained, but rather
who should be the trainer? The original source of Six Sigmatraining was the
Six Sigma Academy, founded in 1994 in Scottsdale, Arizona. It is run by
former Motorola experts Michael Harry and Richard Schroeder, and their
fees have been reported to start at $1 million per corporate client. Although
there are many capabl e consultancy firms offering training, training costs are
still running on an average threshold of $40 000 per ‘Black Belt’ (unpublished
GSK survy, January 2001). Theinitial start-up and training costs have prevented
many small and medium-sized companies from embracing a Six Sigma
programme.

Itisessential that high quality input is provided to the training programme.
This is usually available from specialist external consultants. At the same
time, a‘turn key’ consultancy support is not only expensive but also contains
the risk that ‘when consultants leave, expertise leaves as well’. Inthe FIT X
learning deployment programme, we recommend two options:

Option 1:

¢ Retain consultants for, say, 3 months

¢ Run part of leadership education and Expert training programme

« Develop, with the assistance of the consultants, the company’s own trainers
and experts to complete the remaining waves of leadership and Expert
training

e Train Advocates (Green Belts) using own experts

e Cultural education by line managers.

Option 2:

« Deploy consultants for one top-level leadership education workshop

e Train asmall team of Experts (two to five people) as trainers, and develop
a deployment plan with the assistance of consultants

¢ Roll out the deployment plan with the company’s own experts

e Ensure that the consultants are available if required

e Train Advocates (Green Belts) using own experts

e Cultural education by line managers.

In Genera Electric, the cathedral of Six Sigma, the Six Sigma programme
has been supported globally by a corporate team (known as CLOE — Centre
of Learning and Operational Excellence), based at Stanford, Connecticut.
Regardless of the type or size of operations, the development of own training
capability is the foundation of sustainable performance.
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Example 6.3 Six Sgma training deployment in Noranda Inc.
Noranda Inc. is aleading international mining and metals company for
copper, zinc, magnesium, aluminium and the recycling of metal, with
headquarters in Toronto. The company employs 17 000 people around
the world, and its annual turnover in 2000 was $6.5 billion.

In August 1999, the Board of Noranda decided to embark upon a
global Six Sigma project with an initial savings target of $100 million
in 2000. There were some specific challengesto overcome. The company
business is in a traditional industry with long-serving employees.
Furthermore, Norandaisa‘decentralized’ company with multiple cultures
and languages. Senior executives studied the experiences of other
companies (GE, Allied Signal, Dupont, Bombardier and Alcoa) and
invited the Six Sigma Academy from Arizona to launch the training
deployment programme.

The Six Sigma structure at Noranda focused on the training of the
following levels:

e Deployment and Project Champions
e Master Black Belts

e Black Belts

e Business analysts and validates

* Process owners

» Green Belts.

The Six Sigma Academy was intensely involved for the first three
months of the programme, and then Noranda started its own education
and training. The training accomplishments in 2000 were impressive:

« All 84 top executives followed a two-day workshop

* 90 Black Belts were certified

e 31 Champions were trained

e There were 17 days of Master Black Belt training

e There were 3000 days of Green Belt training

e There were more than 3500 days of training in 2000 — and this has
continued.

The learning deployment to train and develop your own Experts or Black
Belts provides a successful balance between a well-measured job structuring
by acentral team of industrial engineers and self-managed work teams. Over
theyearsthe principlesof industrial engineering and Taylorism became corrupted
to the stage where time and motion study people found the best method and
then imposed that method upon the worker. The external control impeded
teamwork and created the tedium of repetitive operations. This was followed
by the Quality Circles (mainly in Japan) and self-managed teams (mainly in
Scandinavia). The failure of the experimental Volvo factory at Uddevallain
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the early 1990s was a wake-up call to realize that the planners and team
leaders should be trained in analytical tools. The experience of both GM—
Toyota joint ventures in California and the Ford-VW factory in Portugal
demonstrated that group performance can be improved by training the teams
in industrial engineering principles. The collaboration of Expert (or Black
Belt) training and the team comprising Advocates (or Green Belts) provides
a balance of empowerment, motivation and measured efficiency.

Project plan and delivery

It is commonly agreed that the success of any project requires commitment
by the management, planning, resources and formal reviews. A FIT Z programme
isin effect a project, and the basic rules of project management apply. The
processlogic of aFIT X programmeis shown in Figure 6.4, where the positions
of a project plan and delivery have been highlighted.

The structure of a project organization varies according to the operations
and culture, but it must comprise some essential requirements:

e A sponsor or ‘torchbearer’ at the highest level of the organization

e Multifunctional project team leaders who are ‘Black Belt’ trained

« Two-way communication — both top down and bottom up

¢ RACI (Responsibility, Accountability, Consulting and Information) roles
must be defined clearly.

Figure 6.5 shows an example of a typical project organization for a FIT X
programme.

We recommend that at an early stage, following the initial assessment, a
project brief or project charter is prepared to define clearly:

e Project organization

e Timeplan

e Learning deployment

* Project selection criteria

* Key deliverables and benefits.

The project selection criteria cover two broad categories of projects within
the FIT X~ programme; large projects (managed by Black Belts) and small
‘just do it’ projects.

Project selection can rely on both the top-down and the bottom-up approach.
The top-down approach usually relates to a large ‘Black Belt’ project, and
considers a company’s major business issues and performance objectives.
Teamsidentify processes, critical to quality characteristics, process baselining,
and opportunitiesfor improvement. This approach hasthe advantage of aligning
FIT X projects with strategic and corporate objectives. The bottom-up approach
can apply to both large and ‘just do it’ projects.
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A rule of thumb for large Six Sigma projectsisto attain savings of $1million
per year per Black Belt from between four and six projects. A ‘just do it’
project does not usually incur a significant investment, and produces savings
varying from $5000 to $100 000 annually.

Adapting from Oakland (2000), we summarized five key sources for
identifying savings projects:

1. DPMO (Defects per Million Opportunities) — the number of defects per
unit divided by the number of opportunities for defects multiplied by
1000 000. This number can be converted into Sigma Value.

2. COGS (Cost of Goods Sold) — the variance is fixed and variable costs are
identified.

3. COPQ (Cost of Poor Quality) — this comprising internal failure costs,
external failure costs, appraisal costs, inspecting and checking costs and
lost opportunity costs.

4. Capacity (overall equipment effectiveness) — the number of good units a
process is able to produce in a given period of time.

5. Cycle time — the length of time it takes to produce a unit of product or
service.

It isimportant that, at the early stage of the programme, both large and *just
do it’ projects are straightforward and manageable. These types of projects
are often referred to as ‘low hanging fruits' (easily harvested) where quick
improvements can be achieved by use of ‘basic tools' (e.g. fishbone diagram,
flow process charts, histograms etc.).

For example, a simple selection process has been developed by Johnson
and Johnson at their Wippertal planin Germany. A rating of projection selection
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criteria related to savings and ease of implementation was applied, and the
projects were selected after plotting the scores on a graph (see Figure 6.6).
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Figure 6.6 Project selection.

FIT 2; more than a savings project

FIT Z ismore than the completion of a cost saving project. FIT X projects are
selected and implemented to strengthen the company’s knowledge base, stabilize
processes and procedures, and break down cross-functional barriers.

Example 6.4 A Sx Sigma project in the Dow Chemical Company
Film Tec Corp. is a subsidiary of the Dow Chemical Company in
Minneapolis, and a manufacturer of water purification membranes. The
quality of amembraneis determined by two criteria: flux (or the rate of
water that the membraneletsthrough) and how much impurity isremoved
from the water. At Film Tec, membrane elements were tested prior to
shipping to customers. The quality of membranes the customersreceived
was protected but the speed with which they were serviced suffered.
Rejected products were costing Film Tec approximately $500000 a
year.

With afocus on customer needs, the Six Sigma project team required
astrategic shift in participation by all employeesto analyse systematically
the internal manufacturing procedures. A key variable identified for
improvement was the inconsistency in the concentration of a chemical
component used in the manufacturing process. The problem stemmed
from theinterruption to batch feeding the chemical into the manufacturing
process. To reduce the variation, an inexpensive reservoir was added to
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feed the chemical while containers were exchanged. Additionally, a
level transmitter with an alarm was installed to a ert the operatorsto the
low level of the chemical.

The improvements have been significant. The reject rate has reduced
from 14.5 per cent to 2.2 per cent. In addition to these savings for Film
Tec, membranes are available to customers faster than before.

Shift from variation (o) to integration (%)

Our FIT Z process fully accepts the importance of variation reduction. The
risk of an improvement process based upon average values alone has been
incontrovertibly proven. Likewise, thereis an abundance of real-life examples
where added values of lower variation or ‘span’ are well established. It is
essential to focus on the variation control of sub-systems and individual
processes. However, the Six Sigmatheme of variation control has often caused
thefocusing of animprovement plan on arelatively narrow sector or department,
as in Motorola (www.ariacad.com, December 2001):

Bob Galvin, former CEO of Motorola, has stated that the lack of an initial
Sx Sgma initiative in non-manufacturing areas was a mistake that cost
Motorola $5 billion over a four-year period.

The success of Six Sigmawithin General Electric was further enhanced by
moving from a‘quality focus' to a‘businessfocus’ and extending the initiative
to its financial services area (e.g. GE Capital).

It is indicative, though not conclusive, that the maximum benefit of Six
Sigma will be obtained by integrating it with other proven continuous
improvement initiatives and extending the programme to encompass the total
business. When that happens, then Six Sigma embracesthe FIT Z philosophy
of integration. The shift becomes complete from a small sigma (standard
deviation) to a capital sigma ().

Figure 6.7 illustrates a mapping of the shift from Six Sigmato FIT Z.

‘ General electric

Integrated

Cl solution O . FIT T ‘ Ratheon

‘ Q Invensys
Q > 4 Q Motorola

Six Sigma '

‘academic’
approach

Functional/ Total business
local application applicatoin

Figure 6.7 A mapping of Six Sigma.
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We believe that the road map to sustainable success for the companies
engaged in the ‘pure play’ Six Sigma programme constitutes great progress
towards a company-wide integration of solutions in the FIT process.

Example 6.5 Integration of lean and supply chain with Sx Sgma at Sea
Gate

Seagate Technology is the world's largest manufacturer of disk drives
and HDD recording media. The company’s headquarters are at Scotts
Valley, California, and it employs 62 000 people. Its turnover in 2000
exceeded $7 billion. The business operates in a market environment of
short product lifecycle and quick ramp to high volume. The data storage
market is growing by 10-20 per cent per year and the technology content
doubles every 12 months. Volume products remain in production for
only 6-9 months.

Seagate Springtown (which is part of Seagate Recording) started a
supply chain project to improve materials management and develop a
strategic vendor relationship. The fabrication plan at Springtown
introduced the L ean Manufacturing philosophy that recognizesWASTE
asthe primary driver of cycletime and product cost. Very soon achange
had taken place at Springtown and Lean Manufacturing was wholly
integrated with the supply chain initiative.

The corporate office at Scotts Valley was rolling out a global Six
Sigma deployment programme. The Springtown site followed the Six
Sigma training programme and implemented a number of tools and
techniques, including the Process Map, Sampling Plan, Cause and Effect
Analysis and Control Plans, which identified a ‘hidden factory’. The
less visible defects of this ‘hidden factory’ included:

» Repeated measurements (in and out)

» Repeated chains (post- and pre-)

e Transits between manufacturing areas

» Process steps conducted in ‘non-standard operating conditions’
» High rework on a process.

The Six Sigma methodology proved a key enabler for Supply Chain/
Lean Manufacturing, and the integrated programme achieved improved
process capability and quality, as shown by:

 Increased throughput by 31 per cent

 Significant impact on capital expenditure due to increased efficiency
of existing equipment

e Lower work-in-progress

» 80 per cent pass rate on qualifications for vacuum tools (previously
40%).
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Fitness for sustainability

Managers who have steered their way through the challenges of a Six Sigma
or a Lean Sigma programme over the past years are probably proud of the
results and of the leanness of the operation. However, such a manager has
only just begun along the path of success. In alean programme the reduction
of overhead and cutting out non-value-added activities are all excellent
accomplishments, but this may be like a dieting plan to lose weight without
incorporating appropriate ongoing fitness routines. In a FIT X programme,
the sustainability of performanceisinstilled right through the process and not
just after the implementation of the deployment plan.

The fitness for the sustainability of performance is underpinned by four
key processes:

1. Performance management

2. Senior management review
e Self-assessment and certification
* Knowledge management.

Performance management

The point that the success of Six Sigmais highly focused on measurements,
both statistical and of savings, makes performance management alogical and
essential component of the programme. In the context of FIT X we address
some relevant issues, including what we measure, when we measure and how
we measure.

Thereislittle doubt, evenin the present environment of advanced information
technol ogy, that a company’s performance is governed by quarterly or annual
financial reports. These reports create an immediate impact on the share value
of the company. The majority of performance measures are still rooted in the
traditional accounting practice. Senior managers are usually driven to improve
the share price, and often they have personal share options in the company.
Thus the traditional accounting model of balance sheets and profit-and-loss
performance statementsis still being used to judge the success of organizations,
although by their very nature these are backward looking historical documents.
Although the information age is capable of providing real-time feedback,
performance is still judged on past results.

In addition to reporting basic financial measures (e.g. sales, net profit,
equity, working capital and return on investment), other traditional measures
have been extended to assess customer service (market effectiveness) and
resource utilization (operations efficiency). Wild (2002) argues that the three
aspects of customer service— specifications, cost and timing — can be measured
against set points or targets. Given many resources as input to a process,
resource utilization can be measured as ‘the ratio of useful output to input’.
Resource utilization is cost-driven, while the objective of customer serviceis
‘value added’ to the business.
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Themodelsof financia accounting, customer service and resource utilization
may also be applicable to some areas of FIT X~ — after al, they can’'t be
ignored — but they are not key aspects of the programme.

Kaplan and Norton (1996) argue that:

... avaluation of intangible assets and company capabilities would be
especially helpful since, for information age companies, these assets are
more critical to success than traditional physical and tangible assets.

Their model, the ‘Balanced Scorecard’, is illustrated in Figure 6.8.

The Balanced Scorecard retains traditional financial measures, customer
services and resource utilization (Internal Business Process), and includes
additional measuresfor learning (people) and growth (innovation). Thisapproach
complements measures of past performance with driversfor future development.
The Balanced Scorecard can be applied to a stable business process following
a good progress of the FIT ~ programme.

Performance management in FIT X should also be ‘fit for the purpose’,
and the appropriate metrics should depend on the stages of the programme.
There are three key stages of aFIT X initiative in the context of measuring its
performance, as shown in Figure 6.9.

Focus on strategic goals

Asdiscussed earlier, larger projectsin aFIT X programme are selected based
upon an organization’s strategic goals and requirements. The viability of the
project is then established based on certain quantifiable criteria, including
Return on Investment (ROI). At the project evaluation stage of aFIT Z initiative,
similar criteria should prevail. Although attempts must be made to show an
‘order of magnitude’ of ROI data, the emphasis should be focused more on
strategic goals and requirements.

The measurement process at the project implementation stage is basically
the monitoring of the key factors considered during the project evaluation
phase. The following six factors are suggested:

1. Determinethe project’s value to the business, which can be reflected in the
company’s overall financial performance. This factor can be applied by
monitoring the savings on a monthly basis.

2. Are additional resources required? If resources are outsourced, then this
cost ismeasured and monitored. The timescal e of the project isalso included
in this factor.

3. What metrics are required to monitor the performance of specific large
projects? Examples of this factor are Defects per Million Opportunities
(DPMO) and (Rolled Throughput Yield (RTY).

4. It is necessary to monitor the impact of the project on the external market
—whether thereis an eroding customer service or sales revenue as aresult
of key company resources deployed in the project.
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Stage 1
Project evaluation

I

Stage 2
Project implementation

}

Stage 3
Stable business process

Figure 6.9 The stages of performance management.

5. Ensurethat the FIT X initiative continuesto align with the overall mission
and strategy of the business.

6. Selective key performance indicators (KPIs) must be established for the
next stage of the stable business process.

Transition from initiative to sustained stability

The transition period of a FIT X initiative from the project stage to a stable
business operation is often difficult to pinpoint. The main reasons for this
blurred situation are the relatively short period of project duration and the
need for continuous modifications in a dynamic technological environment.
Therefore five of the six factors (excluding the second factor) should be
monitored for astable business operation. However, additional emphasis should
be given by focusing on the six aspects, the KPIs, and gradually all factors
can then be incorporated in selective KPIs. A customized Balanced Scorecard
should be appropriate for a stable business process.

Example 6.6 Monitoring performance during a Sx Sgma programme
at Dupont Teijin Films

Dupont Teijin Films is a global polyester films business with
manufacturing sites in the USA, Europe and Asia. The company was
created following the acquisition of Teijin Films of Japan by Dupont.
DTF is a market leader, but experiences tough competition from new
entrants. As part of the corporate Six Sigma programme, the Wilton
Site of DTF in Middlesbrough (UK) started the deployment plan from
1999. The main objectives of the programme included:

* Increased capacity

* Improved material efficiencies

» Cost reduction

 Increased revenue by higher sales volume.

The site project team followed a methodology of ‘successful
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implementation’ in three key categories — ‘Doing the Right Work’
(Process), ‘ Doing the Work Right’ (Efficiency), and ‘ Creating the Right
Environment’ (Education and Culture).

Within the category of ‘Doing the Work Right’ the team introduced:

e Input metrics
e Output metrics
e Tracking profile.

Theinput metricsincluded the number of Black Beltstrained and people
trained. The Output metrics covered:

e Doallars saved

e Number of projects per annum
e Quality index

e CTQ flowdown

e COPQ

e Strategic lining.

The project team followed an internal self-assessment process every
quarter, based on a‘ Do Right Work Checklist’ comprising 24 questions
in Customer Alignment, Business Alignment, Process Baselining and
Project Selection.

Senior management review

A recurring challenge for companies who have invested significant time and
resources in implementing proven improvement plans such as Six Sigma is
how to ensure their sustainable performance beyond the duration of a one-off
corporate exercise. The annual review of the change programme during the
budget planning is ineffective, because twelve months is a long time in a
competitive marketplace. In order to steer the benefits of the programme and
the business abjectives to a sustainable future, the senior managers who are
in the driving seats must have a clear view of both the front screen and the
rear-view mirrors, and they must look at them as frequently as possible to
decide on their direction and optimum speed.

In recent years the pace of change in technology and the marketplace
dynamics have been so rapid that the traditional methodology of monitoring
actual performance against pre-determined budgets set at the beginning of the
year may no longer be valid. It is fundamental that businesses are managed
based on current conditions and up-to-date assumptions; there is also a vital
need to establish an effective communication link, both horizontally across
functional divisions and vertically across the management hierarchy, to share
common data and decision processes. One such solution to these continuous
review requirements is Sales and Operations Planning (S& OP).

Sales and Operations Planning (S& OP) has become an established company-
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wide business planning process in the Oliver Wight MRPII methodol ogy.
Figure 6.10 shows the five steps in the process that will usually be present,
and these are described below. The process can be adapted to specific
organizational requirements.

2. Demand

/’ review
1. New product l
review \ 3. Supply Weekly

A review schedule

!

4. Reconciliation
review

5. Senior
» management
review

Figure 6.10 Senior management review process (S&OP)

Sep 1: New product review. Many companies follow parallel projectsrelated
to the new productsin R& D, Marketing and Operations. The purpose of this
planning process is to review the different objectives of various departments
at the beginning of the month and resolve new-product-related assumptions
and issues. The issues raised will impact upon the demand plan and the
supply chain at a later stage of the process.

Sep 2: Demand review. Demand planning is more of a consensus art than a
forecasting science. Demand may change from month to month, depending
on market intelligence, customer confidence, exchange rates, promotions,
product availability, and many other internal and external factors. Thisreview
at the end of the first week of the month, between Marketing, Sales, IT and
Logistics, establishes agreement and accountability for the latest demand
plan, identifying changes and issues arising.

Sep 3: SQupply review. In the current climate of increasing outsourcing and
supply partnership, the capacity of supply is highly variable and there is a
need to ensure the availability and optimization of supply every month. This
review, usually on the second week of the month, between L ogistics, Purchasing
and Production, establishes the production and procurement plans and raises
capacity, inventory and scheduling issues.

Sep 4: Reconciliation review. Issues would have been identified in previous
reviews of new products, demand and supply. The reconciliation step goes
beyond the balancing of numbers to assess the business advantage and risk
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for each area of conflict. This review looks at issues from the business point
of view rather than departmental objectives. This is also known as the
Pre-S& OP review, and its aim is to minimize issues for the final S& OP

stage.

Sep 5: Senior management review. Senior Managers or Board Members,
with an MD or CEO in Chair, will approve the plan that will provide clear
visibility for asingle set of members driving the total business forward. The
agendaincludes the review of key performance indicators, business trends of
operational and financial performance, issues arising from previous reviews
and corporate initiatives. Thisis a powerful forum to adjust business direction
and priorities, and is al so known as the Sales and Operations Planning (S& OP)
review.

In each process step the reviews must address a planning horizon of 18—
36 months in order to make a decision for both operational and strategic
objectives. There may be aperceived view that S& OPisaprocess of aggregate/
volume planning for the supply chain. However, it is also a top-level forum
to provide a link between business plan and strategy. The continuous
improvement and sustai nability of company performance by aFIT X programme
can only be ensured in the longer term by a well-structured S& OP or senior
management review process. Theresults and issuesrelated to FIT X should be
aregular item in the S& OP agenda. Figure 6.11 illustrates how a hierarchy of
KPIs can be applied and cascaded across the review processes.

Target user

» Management committee
* S&OP

¢ Pre-S&OP
* Planning cycle
meetings

Supporting

Component >

33 » Department/team
meetings

* Team/work
centre
Site specific « Continuous
Local improvements

Figure 6.11 Balanced Scorecard: measures and hierarchy.
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Example 6.7 S& OP ensures sustainable performance at GSK Turkey
GlaxoSmithKline Turkey (GSK Turkey, previously known as
GlaxoWellcome Turkey) was awarded MRPII ‘Class A’ certification in
1999 by business education consultants Oliver Wight Europe.

GSK Turkey launched a programme (known as EKIP) in January
1998 to improve company-wide communications and sustain a robust
business planning process using MRPII ‘best practice’ principles.

Since September 1998, the company has improved and sustained a
customer service level at 97 per cent and inventory turnover of around
5.0. The sales turnover in 1998 increased by 20 per cent in real termsin
spite of some supply shortfall from the corporate network in the first
half and the adverse economic and political conditions of Turkey. GSK
Turkey has been recognized as a major business in the pharmaceutical
giant GSK Group, and the business plan for 1999 was aiming at a
turnover of US $110 million.

Aspart of the MRP |1 ClassA programme, GSK Turkey installed an
S& OP process, which is underpinned by a set of business planning
meetings at various levels. In spite of the GlaxoWellcome and Smith
Kline Beecham merger and the corporate Lean Sigma initiative, the
S& OP process has been continued by the company every month.

The vigour of the S&OP process, championed by the Managing
Director, has helped the company to sustain and improve the business
benefits and communication culture, especialy when they were challenged
by a number of initiatives in hand, including:

o Transfer of office

» Rationalization of factory and warehouse

» Corporate Lean Sigma programme

» Merger of GlaxoWellcome and Smith Kline Beecham.

Self-assessment and certification

In order to maintain a wave of interest in the quality programme and also to
market the competitive advantage of quality, many companies dedicated effort
to the pursuit of an approved accreditation such as 1SO 9000, or an award
such as the Malcolm Baldridge Award (in the USA) and derivatives of the
Baldridge Award in other countries. The certification and awards have had a
chequered history. After a peak in the early 1990s, the Baldridge Awards,
although still prestigious in the USA, are not now as well supported in other
countries as previously. The same applies to 1SO 9000. Following the rush to
gain the SO stamp of approval in the 1990s, often driven by customer demand,
many companies have become disillusioned by the need for external audits
and by auditors mainly ensuring compliance with current procedures without
providing input into improving standards of performance. A number of
consultancy companies have introduced their own awards to progress an
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improvement programme (e.g. Class ‘A’ by Oliver Wight). Additionally,
companies (e.g. GE, Johnson and Johnson) have started devel oping their own
customized quality assessment process.

The need for an assessment programme

It is essential to incorporate a self-assessment processin aFIT > programme
in order to sustain performance and improvement. There are simply two
choices; either select an external certification, or develop your own checklist
based on proven processes. Table 6.2 highlights the relative pros and cons of
the two options.

Table 6.2 Standard accreditation or customized self-assessment

Option Pros Cons

Standard accreditation ~ Proven process Too generic to fit business
Known to customers and Invasion of auditors
suppliers and consultants
Trained auditors and More expensive
consultants available Not improvement driven
External networking

Customized Process ownership Lack of external

self-assessment Customized to business needs  benchmark
Improvement-orientated Time to develop and pilot

Common company culture
In-house knowledge-based
Enables self-assessment

There are several examples where a company achieved an external award
based on a set of criteria but without improving business performance. There
are also cases where, after the initial publicity, the performance level and
pursuit for excellence were not maintained. If the processis not underpinned
by self-assessment, then the award will gradually lose its shine. We therefore
recommend that a FIT X programme should adopt a self-assessment process
developed from proven processes, and two such processes are described below:
European Foundation of Quality Management (EFQM) and ‘ Total Solutions'.

European Foundation of Quality Management

The EFQM award is derived from America’'s Malcolm Baldridge National
Quality Award. There are similar accolades available in other countries, such
as the Canadian Excellence Awards and the Australian Quality Award.

The EFQM Award was established in 1991. It is supported by the European
Union, and the countries in the EU have their own support unit (e.g. the
British Quality Foundation in the UK). As shown in Figure 6.12, the EFQM
model provides a set of checklist questionnaires under nine categories each
containing maximum points. They are:



106 Quality Beyond Six Sigma

1. Leadership 100 points
2. People management 90 points
3. Policy and strategy 80 points
4. Resources 90 points
5. Processes 140 points
6. People satisfaction 90 points
7. Customer satisfaction 200 points
8. Impact on society 60 points
9. Business results 150 points
TOTAL 1000 points
EFQM model
People People
management satisfaction
(9%) (9%)
Leadership : Processes Customer Business
0 Policy & 0 0 i i O results
(10%) strategy (8%) (14%) Sat(lzgi/?)lon (15%)
Resources Impact on society
(9%) (6%)

Percentages refer to the relative weighting given to criteria.

Figure 6.12 EFQM model.

The first five categories (Leadership to Process) are ‘enablers’, and the
remaining four categories are ‘performance’ related.

‘Total Solutions’

This holistic approach of self-analysis covering all aspects of the business has
been described in detail in Total Manufacturing Solutions (Basu and Wright,
1998). As shown in Figure 6.13, ‘Total Solutions' enables self-assessment
against 20 defined areas (‘ foundation stones') to identify areas of improvement
for achieving the full potential of the business.

The business is built from the foundation stones up, and consists of the
‘six pillars' of total solutions. There are 200 questions in the checklist; ten
guestions for each foundation stone. These pillars are comprised as follows:

. Marketing and innovation
Supply chain management
. Environment and safety

. Facilities

. Procedures

People.
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Figure 6.13 ‘Total Solutions’: a holistic approach.

13. Reliable
manufacturing

14. Manufacturing
performance




108 Quality Beyond Six Sigma

Although the checklist is aimed at manufacturing operations, it can easily be
adapted to service operations. A ‘ spider diagram’ can be constructed from the
scores of each foundation stone to highlight the current performance profile
and gaps (see Figure 6.14).

Manufacturing
correctness
factor = 67

Manufacturing

correctness
rofile

P 18

e
12 11 10

Figure 6.14 Manufacturing correctness profile (spider diagram).

FIT X self-assessment

Our recommended methodol ogy of the self-assessment inaFIT X programme
comprises the following features:

1. Establishthepolicy of external certification or customized self-assessment
in line with the company culture and business characteristics.

2. Develop or confirm the checklist of assessment.

3. Train Internal Assessors in the common company assessment process
(one Assessor for every 500 employees as arough guide). The Assessors
should also carry out normal line or functional duty.

4. Train Experts (Black Belts) and Department Managers in the self-
assessment checklist and process.

5. Arrange for quarterly self-assessment to be carried out by Departmental
Managers.

6. Ensure six-monthly (at the initial stage) and annual (at the later stage)

assessments by Internal Assessors.

Analyse gaps, and implement measures to minimize them.

8. Consider corporate awards, depending on the performance attained, by
the CEO.
9. Review the checklist with the change of business every two years.
10. Consider external accreditation if it adds value to the business.

~
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The above methodol ogy isapplicableto all types of business, both manufacturing
and service, and all sizes of operations, whether large, medium or small. A
larger organization islikely to have its own resources to devel op and maintain
the process. A smaller organization may require the assistance of externa
consultants to develop the process.

Example 6.8 Janssen-Cilag applies ‘ signature of quality’ for continuous
self-improvement

Janssen-Cilag is the pharmaceutical arm of the Johnson and Johnson
Group, and has its European Head Office based in High Wycombe,
Buckinghamshire. The origins of the company lie as far back as the
1940s, with three companiesinitially in existence— Ortho Pharmaceutical
in the UK, Cilag Chemiein Switzerland, and Janssen Pharmaceuticain
Belgium. The merger was completed in 1995, and Janssen-Cilag is now
among the top ten pharmaceutical companiesin the world. The company
markets prescription medicines in a range of therapeutic areas —
gastroenterology, fungal infections, women's health, mental health and
neurol ogy.

The commitment of the company to the values and standards laid out
in ‘Our Credo’ drives management to strive continually for excellence
in a number of overlapping areas. Based upon the principles of the
Baldridge Award, the Quality Management team of Janssen-Cilag
developed a self-assessment process known as ‘ Signature of Quality’
(SoQ). The processis supported by achecklist on acarefully constructed
guestionnaire in five interdependent areas:

1. Customer focus

2. Innovation

3. Personnel and organizational |eadership
4. Exploitation of enabling technology

5. Environment and safety.

SoQ is managed as a global process from the US office, and each site
is encouraged to prepare and submit a comprehensive quality report
meeting the requirements. The assessment is carried out by specially
trained Quality Auditors, and a site may receive a SoQ Award based
upon the results of the assessment.

SoQ has been reported to be successful in Janssen-Cilag as atool for
performing aregular ‘ health check’, and as afoundation for improvement
from internal benchmarking.

Knowledge management

Almost 400 years ago, Francis Bacon stated: ‘Knowledge is power’. Peter
Drucker wrote in the Atlanta Monthly, 11 September 1995: ‘Knowledge has
become the key economic resource and the dominant, if not the only, source
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of comparative advantage’. Webster’'s dictionary defines knowledge as
‘familiarity or understanding gained through experience or study’. InaFIT X
initiative, an essential sustainable driver of performance management is the
sharing of knowledge and best practice. Although not explicit in his fourteen-
point philosophy, Deming advocated the principle ‘to find the best practices
and train the worker in that best way’ (Deming, 1986).

The key principles of knowledge management in FIT ~ methodology are:

1. Systematically capture knowledge from proven ‘good practices

2. Select examples of the ‘best practices’ based upon added value to the
business

3. Do not differentiate between the sources, regardless of theleve of technology
or economic power

4. Inculcate knowledge sharing between all units.

The essential ingredient for benefiting from knowledge management is the
establishment of a ‘learning organization’ culture. Unless members at all
levels of a company participating in sharing knowledge believe that their
business can benefit from it, then the exercise has little value. If a company
believes that it already knows the best way or that the ‘best practice’ is not
appropriate to their circumstances, then sustainable improvement just will
not happen. The development of a‘learning organization ‘ culture does not, of
course, happen overnight; it takes time, and requires the appropriate
infrastructure to be in place. Our experience is that time and money spend in
knowledge management is also invested in the most valuable resource of
competitive advantage — people. The support structure for such a knowledge-
sharing process should include:

« A champion as afocal point to coordinate the process

« A regular best practice forum to learn from each other and to network

« Internal and external benchmarking to assess targets and gaps

« Continuous communication through websites, newsletters, videosand ‘ visual
factors'.

Example 6.9 GE Capital shares best practice of 42 branches
General Electric Inc., with its global business of over US$ 120 billion
per annum, has been voted by Fortune as‘ The most respected company’.
GE is aso known as the * Cathedral of Six Sigma’, and the high profile
of the programme under the leadership of Jack Welch has been well
publicized. GE licensed Six Sigma technology in 1994 from the Six
Sigma Academy, rolled out the programme worldwide, and achieved
$2 billion savings in 1999.

GE Capital is the financial services arm of GE, and accounts for
approximately 40 per cent of the group turnover. The success of Six
Sigma in GE Capital has been a testament to the progress in service
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operations. One good early success story of GE Capital relates simply
to the sharing of good practice.

GE Capital fielded about 300 000 callsayear from mortgage customers
who had to use voice mail or call back 24 per cent of the time because
the employees were busy or unavailable. A Six Sigma team found that
one of their 42 branches had a near-perfect percentage of answered
cals, so:

The team analysed its systems, process flows, equipment, physical
layout, and staffing, and then cloned it to the other 41. Customers
who once found us inaccessible nearly one-quarter of the time now
had a 99.9 per cent chance of getting a GE person on the first try.

(Welch and Byrne, 2001)

Summary

FIT Z is a natural extension of the third wave of the Quality Movement,
offering a historically proven process to improve and sustain performance of
all businesses, both manufacturing and services, whether big or small.

FIT Z is not a statistic; it is both a management philosophy and an
improvement process. The underlying philosophy is that of a total business-
focused approach underpinned by continuous reviews and aknowledge-based
culture to sustain a high level of performance. In order to implement the FIT
> philosophy, a systematic approach isrecommended. The processis not a set
of new or unknown tools; in fact, these tools and cultures have been proven
to yield excellent results in earlier waves of quality.

The differentiation of FIT X is the process of combining and retaining the
success factors. Its strength is that the process is not a rigid programme in
search of problems, but an adaptable solution for a specific company or
business.

Small wonder then that FIT X can be seen to offer new and exciting
possibilitiesin the field of operational excellence. There is no magic formula
inanew name or brand; what counts are the underlying total business philosophy
process and culture of FIT Z.
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FIT SIGMA™ and service
organizations

The real voyage of discovery
I's not seeking new lands
But seeing with new ideas
Proust

Introduction

Itisgenerally agreed that 75 per cent of the workforce in the United Kingdom
isengaged in service industries. Thishigh percentage is not uniqueto the UK
it is representative of employment statistics for devel oped nations throughout
the world. Indeed, the US Bureau of the Census shows that over 80 per cent
of the workforce in the USA is employed in service industries. Although a
shift back to manufacturing industries has been identified (Basu and Wright,
1998), nonetheless it is obvious that the larger percentage of the workforce of
developed nations will continue to be employed in service-type activities.

There are several reasons for this. First, continual advances in technology
mean that manufacturing is considerably lesslabour intensive than in previous
times. Automation, robotics, advanced information technol ogy, new materials
and improved work methods all have led to the decimation of manual labour.
Second, for larger organi zations, manufacturing has become internationalized.
Many companies (for example Nike) that began with a manufacturing base
are now seen as primarily marketing and service companies, with manufacturing
being supplied by contractors or alied companies situated all round the world.
Additionally, organizations can no longer regard themselves as being purely
in manufacturing and hope to survive. The market first and foremost now
demands quality of product and service. Market expectations of the level of
quality are driven by perceptions of what technology is promising, and of
what the competition is offering.

Organizations now operate in a global market where national barriers and
tariff and customs duties no longer provide protection for a home market.
Any manufacturer, even if it has concentrated its efforts on supplying alocal
market, isin reality competing on the world stage. Competition is no longer
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limited to other local organizations, and the fiercest competition in the home
market will be from overseas-produced goods. This fact alone has meant that
manufacturers can no longer make what suits their engineering strengths, but
must now be aware of what the market wants and what global competition is
offering. And what the competition is offering is service, in the form of
delivery on time, marketing advice, training, installation, project management,
or whatever else is required to provide a total service as well as a reliable
product. For example, IBM, the consistent leader in the development of
information technological for over 50 years, now no longer relies on selling
technol ogy, but markets solutions. This means getting alongside the customer,
finding out their problems and then using the technol ogy to provide asolution,
with the emphasis being on the solution and not the technol ogy.

Finally, it has to be recognized that customers today are better travelled,
more informed and have higher expectations than did their predecessors.
Much of customer expectation for continuously improved product and service
has arisen from global competition, and the well publicized Total Quality
Management (TQM) drive of the 1980s into service industries. Thus for over
20 years customers have been told that they are kings and queens, and to
expect as a right products that work first time and a high level of service.
Even government departments have mission statements espousing service,
although the reality might be somewhat less than that desired by the customer!

Customers therefore expect, and take for granted, a reliable high quality
product for their money. Most organizations realize that their products actually
differ very little from those of the competition; any technological improvement
is soon copied, and the only real difference —the ‘ competitive edge’ — comes
from service.

The divide between service and manufacturing

If no serious operation can ignore market demands for service and world-
class quality, why bother to try to separate manufacturing from service?
Indeed, for a manufacturing organization aspiring to world-class status we
would agree, most emphatically, that the management of such organizations
must concern themselves with service and quality if they are to compete on
the world stage. However, a manager in a service industry such as health,
retail, distribution, education, travel, real estate, consultation, brokering, law,
accounting, administration of central and local government, transportation of
goods or people — the list is endless — where no direct manufacturing is
involved, or wherethe manufacturing islight and simple (such asin arestaurant),
does not have to know much about manufacturing. Although al the above
industries are reliant on manufacturers to varying degrees for the equipment
they use, or in the case of retailers for the goods they sell, the actual physical
heavy work of making the goods is not their concern. The analogy is that of
adriver of acar —itispossibleto be avery good driver without knowing very
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much about what happens under the bonnet. Some knowledge as to when to
change gear, and the danger of overheating due to lack of oil or water will be
of advantage, but not much moreisreally necessary. Likewise for management
in service industries; a detailed knowledge of line balancing for a high-tech
mass production assembly line of washing machines is not necessary for a
retailer of white wear. Some knowledge of lead timesfor deliveries, operating
instructions and the capacity of the washing machineis sufficient for the sales
person as a basis for good advice and service to the customer.

Thus there can be a separation of management into two distinct streams;
the first is the management of production operations (including service), and
the second is management of operations in service industries where only
some rudimentary knowledge of manufacturing is required.

The first stream, the manager that is involved directly in production and
manufacturing, needsto be well versed in strategies, tactics and methodol ogies
of production management, and also hasto be very aware of what constitutes
service and quality from the customer’s point of view so as to be able to
provide a quality product coupled with the service required to better the
competition.

The second stream consists of managers who are primarily engaged in
serviceindustries. These people do not need adetailed knowledge of production
systems and methodologies. They need to concentrate on providing a better
service than the competition, and on using their resources as efficiently as
possible to provide this high level of service.

The theme of this chapter is the elimination of non-value-adding activities
and the provision of customer satisfaction in service industries using FIT
SIGMA.. A whole systems approach, from supplier and subcontractorsthrough
the service provider to the customer and back again, is taken.

Definition of a service organization

A service organization existsto interact with customers and to satisfy customers
service requirements.

A service organization is when two or more people are engaged in a
systematic effort to provide services to a customer — the objective being to
serve a customer. For any service to be provided, there has to be a customer.
Without a customer, and interaction between customer and the service
organization, the abjective of providing service cannot happen. The degree of
intensity of interaction between the customer and peopl e of aservice organization
varies, and depends on the type of service offered. For example, a specialist
medical consultant will have a high degree of ‘face-to-face’ interaction with
the customer, and so will a hairdresser. Further down the scale of face-to-face
interaction comes a restaurant, where the customer judges the quality of
service by the level of interaction (knowledge of wine waiter, attentiveness of
waiting staff) as well as by the standard of the goods provided (wine and
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food). The restaurant in turn will, however, have a higher degree of personal
interaction than does a fast food takeaway (see Figure 7.1). At the bottom of
the scale in Figure 7.1 is automatic ‘cash-point’ banking, where customer
interaction is purely with a machine.

Interaction
Consultant

Barber
Bespoke tailor
Restaurant
Taxi
Fast food
Supermarket
Self-service petrol

Automatic cash point

High face-to-face Low face-to-face

Figure 7.1 Level of face-to-face interaction.

Irrespective of thelevel of face-to-face interaction, without some customer
interaction service cannot be provided. Note that this does not mean the
customer always has to be present when the service is being provided. For
example, when a car is being worked on by a mechanic the owner of the car
need not be present, but nonethel ess without the owner providing the car and
giving instructions (‘ grease and oil change, ready at five?') no service can be
provided.

Service operating system

A service operating system is the manner in which inputs are organized and
used to provide service outputs.

As shown above, without a customer the objective of service cannot be
delivered and therefore the customer must be regarded asinput into the system
providing the service.

Other resources which are inputs into the system include:

1. Materials. Materials used by the operating system include utilities such as
energy, water and gas. Materials also include goods that are consumed by
the system, goods that are transformed by the system, and goods held for
sale. (Transformation refers to changing the shape or form of inputs to
produce an output — for example, by placing lettuce leaves, a slice of
ground beef and a dlice of tomato between two halves of a bun we have



116 Quality Beyond Six Sigma

combined and transformed several goodsto produce anew good, commonly
known as a hamburger.)

2. Machines/equipment. Machines and equipment include computers,
communication equipment, plant, fittings, vehicles, display racksetc., and
real estate property available to the operating system.

3. People. Thismeans not only the number of people employed in the operating
system, but also includes the quality of the people (their knowledge and
skill levels, and dependability and attitude).

All of the above represent either a capital investment or an ongoing expense
to the organization.

Resources can be tangible or intangible. Tangible resources are physical,
and the amount or rate of use can be measured in quantifiable terms. Intangible
resources are more difficult to measure. These include:

« Time
e Information
» Attitude and skill of people.

Delivery on timeis an obvious measure of performance, but measurement of
effective use of time and information is less easy. Attitude and reliability of
people is a value judgement, which is even harder to measure. Nonethel ess,
the amount of time and information available will be important issues for the
manager of an operation, and likewise the friendliness and helpfulness of
staff will be important issues for the customer.

With today’s technology, information would seem to be readily available.
The concern is knowing what information is required, and then being able to
interpret and use information so as to achieve the organization’s operational
objectives.

The flow of resources through a service operating system is shown in
Figure 7.2. Customer and resources are brought together to provide a service
output.

Customer

Process :|,> Service output

Resources

Figure 7.2 Service industry: customer driven.
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Example 7.1 A bus service

A bus can travel on its advertised route, but until a passenger is uplifted
the function of the bus service is not carried out. Without a passenger
the function of the bus service—to carry passengers— cannot befulfilled.
An empty bus travelling on the bus route is nothing more than an
unutilized, or ‘stored’, resource. Apart from the bus itself, resources
such as fuel and time (wages of the driver) are being used.

Example 7.2 Hotel rooms/restaurants

Until a guest checks into a hotel, the service function of the hotel
cannot be performed. True the room can be ‘serviced' and prepared in
advance, but until a guest arrives there is no service output.

Similarly, in arestaurant it is possible for the chef to make up salads,
and even to prepare and cook meals in advance, before any patron is
seated. This may not be the policy (strategy) of a prestigious restaurant,
but nonetheless the decision (strategy) can be changed — i.e. it is not
essential to have a customer before a meal is prepared. However, the
function of the restaurant is not to prepare meals, the function is to
serve meals, and the delivery of service cannot take place without the
customer — it is not possible for the meal to be served unless thereis a
customer and the customer has placed an order.

In these examples—the bustravelling on its route, the prepared hotel room
and the partly prepared meal in the restaurant — there are stored resources
waiting for theinput of a customer. Without customer input, no service output
will be delivered.

Decision-making

Decisions range from long-term strategy to short-term day-to-day operational
concerns. Obviously the most pressing decisions are of a day-to-day nature.
Day-to-day operational decisionsarelimited by the objectives of the organization
and by what is feasible with the resources available. Figure 7.3 shows the
constraints of decision-making in day-to-day operations. The Mission /Policy
of the organization sets the scope. Once the policy has been decided, then
what is desirable is expressed as the objectives of the organization, and what
is feasible is limited by the resources available.

The more demanding the objectives and the fewer the resources, the less
choicethereis. The basic objectives are two-fold —to use resources as efficiently
as possible to achieve the highest level of customer satisfaction within the
constraints of policy objectives and available resources.
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Mission
Policy
I
Objectives Resources
(Desirable) (Feasible)
Operational
decision
Level of
customer

satisfaction

Figure 7.3 Making it happen.

Systems structure

In considering how service operations function it is useful to consider the
system structure. System structure is best shown in diagrammatic form using
the following symbols:

O The process of combining resources to add value

v ‘Store’ of resources, or queue of customers waiting to enter the system
—> The flow of resources through the system

C The customer

Note that the customer does not have to be external to the organization but
may be an internal customer. Theinternal customer can be defined as the next
person, or department, in the process.

Overall there are three basic service structures, but often organizations
will consist of a combination of systems. The structures and the form of
notation have been adapted from Wild (2002), who shows seven basic structures.

Manufacturing structures

Four of Wild's structuresrel ate to manufacturing operations, where the customer
is seen as pulling from the system. With a basic manufacturing system there
will be an input stock of materials; the operation will be to transform the
inputs into finished good (outputs), and the customer will be supplied from
the stock of finished goods. Wild shows this as:
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\Vi=>2O1=> AVi=>X¢

If finished good are not stocked and the finished product is delivered
direct to the customer, then the structure will be:

V> O C

With ajust-in-time manufacturing system (see Chapter 5) and Lean Sigma
the aim is not to hold input stocks, and finished goods are delivered direct to
the customer. The structure for this is shown as:

=> O > (

The fourth manufacturing structure shown by Wild refers to the situation
where no input stock isheld (such asinfood processing) and the raw materials
go straight into production. This structure is shown as:

=> O => V> (

With manufacturing structures the important point is that even in just-in-
time system manufacturing, although it is highly desirable to have a customer
order before beginning manufacturing, manufacturing can still take place
without customer input. For example, Toyota in Japan makes cars in batches
of oneto satisfy specific customer orders, but to balancethelineit isstill able
to make basic models for stock.

Service structures

With a service system it is simply not possible to provide a service without
customer input. In simpleterms, without the presence of acustomer ahairdresser
cannot cut hair.

Structure 1

Figure 7.4 shows service being provided direct to the customer from a stock
of resource. The stock of resource could be; a bus moving from stop to stop,
an accident ward waiting for patients, a restaurant waiting for diners, an
accountant waiting for clients, a call centre waiting for callers, a hairdresser
waiting for a customer. In this structure the customer does not normally wait,
the resources do. This means that the policy has to be for sufficient capacity
to be available so that no customer queues form.

Structure 2

Figure 7.5 shows how most service providerswould like to operate. Customers
form a queue for services, and the service provider does not carry surplus
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Figure 7.4 Service structures: Structure 1.

—D () —D

N

Figure 7.5 Service structures: Structure 2.

capacity —an exampleisadentist or any other provider of specialist services.
Customerstelephonein for service, and are given an appointment. The service
provider then schedules appointments — in effect, patients form a stock of
customers waiting for their turn and the dentist has no idle time, unless he or
she has scheduled time out. Evidence of this type of system can be seen at
banks, post offices and supermarkets, where customers queue for service and
the serving staff are kept busy. Refuse collection is another example; the
customer puts the wheelie bin out and the bin ‘waits' to be emptied. Another
exampleisthe call centre, where customersring and are put in a queue (most
government departments).

Structure 3

Figure 7.6 shows astructure where there is spare resource waiting for customers
and customer queues also exist.
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Figure 7.6 Service structures: Structure 3.

In reality, Figure 7.6 depicts how the dentist, the accountant, the lawyer,
the taxi driver, the travel agent and the social service worker operate for some
of the time. In effect, at times there will be spare capacity and at other times
customers accumulate in queues. Additionally, although the dentist would
prefer not to wait for customers but to draw customers from the accumul ated
stock in the appointment book, in practice he or she will be obliged to set
aside some time each day for emergency treatment. If no patient arrives
during the time set for emergency patients, then the dentist becomes an unused
resource. If however, the norm is for customer queues and at the same time
there are idle resources, thisis an inefficient operation. An exampleis that of
taxiswaiting for customers at city taxi ranks, and customers waiting for taxis
at the airport. The customer is frustrated waiting at the airport, and at the
same time there are idle taxis at the other side of town, thus neither are
resources being used efficiently and nor are customers being satisfied.

Limiting resource

In using the system structure to analyse an operation, it isimportant to identify
the key limiting resource. For example, a hospital might be limited in the
service it can provide by the number of beds available, or it might have
sufficient beds but not enough staff. A school might have empty classrooms
and awaiting list of students, but be limited by the number of teachers. In the
case of the school with the empty classrooms and a waiting list of students,
the limiting resource is the number of teachers. We would assume that in such
a case the teachers are fully rostered, and thus the system structure would be
Structure 2 (Figure 7.5).

Some readers will ask why a service system could not be ‘just in time' —
i.e. no spare resource and no customer queues. The answer isthat if customers
are never to be kept waiting there has to be spare resource; alternatively, if
resources are going to be fully utilized with no idle time then there has to
be a stock of customers to be drawn from. From time to time a perfectly
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balanced system might appear to exist, but this will only be a temporary
phenomenon.

Combined systems

Although three basic service system structures are shown above, for most
organizations a combination of structures will exist.

‘Pull’ systems

The structures we have looked at so far are customer ‘ push’ systems. Another
type of structure is a customer ‘pull’ system, which occurs where activities
take place in anticipation that eventually a customer will arrive. Sometimes
the projected demand is known with a fair amount of certainty in advance,
and activities can therefore be safely scheduled. In this scenario the expected
demand ‘pulls’ the system, rather than waiting for direct customer input to
push the system.

Example 7.3 A motel

A small motel consists of 20 rooms. Occupancy varies, but ison average
80 per cent. Some guests book in advance, but the motel relies mainly
on passing traffic. Each day previously occupied rooms are cleaned and
thelinenischanged in anticipation of guestsarriving. The system structure
can be depicted as in Figure 7.7.

0=

Figure 7.7 System structure of a motel.

In Figure 7.7, ‘Oi’ is the preparation of aroom, and ‘V’ represents
that cost has been incurred and resources transformed and held —* stored’
— in anticipation of a customer. The service operation doesn't actually
occur until ‘Oii’, i.e. aguest arrives (‘C’) and a room is allotted.

Figure 7.8 is a further example of customers pulling from the system.
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V= O =>C

Figure 7.8 Customer pull system.

In this case the resources, such as goods for sale are stocked and the
customer draws from a stock of goods. The function isthe making of the sale.

Importance of structures

It isimportant to realize which structure(s) applies to your organization. The
structure employed will determine what is feasible, and an understanding of
the structuresthat arein force will enable consideration to be given to changing
structures so as best to meet the aims and objectives of the organization. For
example, it will be a policy decision that:

* Resourcewill be stored in advance of customer requirements (see Structure
1, Figure 7.4). Such a structure requires some surplus capacity in the
system, OR

* No surplus key resource will be held and it is accepted that customers will
gueue for service (see Structure 2, Figure 7.5).

Key objectives

Managers of service operations have two key objectives. Thefirst isto satisfy
customer wants — without customers the organization will cease to exist. The
second key objective is the efficient use of resources. If an organization
cannot afford the level of service it is providing, it will soon go out of
business. Therefore the twin objective must be the provision of customer
satisfaction together (simultaneously) with the efficient use of resources.

Competition

The quality of product and the level of service provided in a competitive
market must at least equate to what the competitionis providing or is perceived
to be providing. Customers’ expectations are influenced by what they have
previously experienced, by what the competition is claiming to provide in
advertisements, by what the media is saying, and by the promises of
technological improvements.

Basic service requirements

When introducing the concept of customer satisfaction, it hasto be understood
that the basic requirement for customers is that the service must first match
their specification, and secondly meet time and cost constraints.
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Specification — providing the customers with what they expect to receive
or are prepared to accept — is the essential requirement. The service also has
to be provided at atime that is acceptable to the customer, and the price must
be reasonable.

What is acceptable or reasonable will always be open to question, and will
depend on how important the service is to the customer and the alternatives
available.

Example 7.4 A commuter bus service

Consider a commuter bus service — if a bus is not going from near
where we live (*a") to near where we work (‘b’) then we will not catch
it, if the timing does not get us to work on time we will not use it, and
if the cost is too high we will seek alternatives. Thus the essential
dimension of customer satisfaction is specification (the bus must be
going from ‘& to‘b’) —if the specification isnot right, time and cost are
irrelevant. Usually customers will accept (or tolerate) a service that
does not perfectly meet their requirements. The amount of tolerance
will be dependent on what the competition is offering or, if there is no
immediate competition, on what the alternatives are. Customers might
be prepared to trade some specification for cost or timing —for instance,
the passenger may be prepared to walk an extra block to catch atrain,
rather than take the bus, if the train fare is considerably cheaper.

Provider’s perspective

From the perspective of a services provider, what is provided has to be what
can be afforded, and it must be at |east up to the same standard as the competition.
The determination of what to provide is based on economic considerations
rather than altruism. Customers are needed for income, but in the long term
the organization cannot afford to run at a loss. Many an organization has
failed to survive although it has provided customers with excellent service.
Having offered a service that attracts customers — the specification is near
to what they want, and at an acceptable time and price — we then need to look
at ways of improving the service. The best protection against new competitors
entering the market is to be so good that they are discouraged from entering.

Added value

Generally, some added service can be provided at very little cost. Using our
bus service as an example; assuming that specification, cost and timing meset
the customer’s basic needs (the busis going to the right place at the right time
and the priceisright), additional quality service attributes that would probably
be appreciated by the passengers might include punctuality, cleanliness, a
friendly, well-presented driver, and consistency of service. Achieving apunctual
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service is achieved by good planning and should not cost the company any
extra; keeping the bus clean might add marginally to the cost (cleaning materials
and wages); issuing the driver with a smart uniform will obviously be a cost;
and training adriver to be courteous and well groomed might also incur costs.
Although all such costs are minimal when compared to the overall operating
cost of a bus company, the overall perception will be of an improved service.
However, the basics of specification, timing and costs have not changed.

Once a service level has been established, then the standard must be
maintained. It is important to remember that, above all, customers expect a
reliable and a consistent service. A service that is sometimes excellent and
sometimes indifferent will only confuse the customer.

For any organization, increased service at little or no cost will require a
specia culture. The workforce has to be enthusiastic and must have some
authority to make limited operational decisions. Creating a quality culture
resulting in staff motivated to reduce inefficiencies and to give friendly and
consistent service is essential for Six Sigma, and for FIT SIGMA.

Reverting to our bus service, having achieved the basics — right route,
right time, right price, clean bus, friendly well-presented driver —if the customers
are now surveyed and it is found that they would also like a more frequent
service, sheltered waiting areas and more comfortable buses, economics will
dictate whether thisis possible. Additional service at this level — a bus every
ten minutes rather than every half-hour, the provision of bus shelters, and an
upgrade of the fleet — adds an appreciable amount of cost, and the economics
of doing so, rather than what the customer wants, will determine if such
additional services are provided. However, it might be possible (if there are
sufficient buses and drivers) to provide a ten-minute service at peak periods
and reduce the service to once an hour at other times without adding to the
overall operating cost, while at the same time providing a better service for
peak-hour passengers.

We will now concentrate on determining who the customer really is, who
the stakeholders are, and how to rank the relative importance of the various
reguirements of customers and influential stakeholders.

Who is the customer?

At the outset of this chapter it was established that in service industries the
customer is an input into the process. Quite simply, without a customer no
service can be performed.

Internal customers?

In Chapter 2 we discussed the philosophy of Total Quality Management
(TQM). Some of the proponents of TQM consider the customer to be the next
step in the operating process. For example, with TQM a writer when passing
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amanuscript to aword processor operator would consider the operator to be
the customer. The TQM approach would appear to conflict with our stance,
which is that in a service industry the customer is an input into the process
rather than the next step of the process— thus we would show the writer asthe
customer.

The TQM concept of the internal customer was always a contrivance,
initially aimed to get factory workers on an assembly line to reduce waste and
pass on a good job to the next operator in the process. It was easy to say that
without customers goods cannot be sold, and without sales the factory will
close, but for the operator wielding the screwdriver and faced with a seemingly
never-ending assembly line the customer was remote and faceless. Making
the next person on the line become the customer was meant to give the
customer a face. We do not criticize this approach — anything that serves to
make work more meaningful, gives people more esteem and reduces costs
has to be applauded. However, in reality it has to be accepted that factory
workers have very little control over the quality of the product —workers does
not determine the thickness or quality of the material or decide how many
coats of paint will be applied, and even they tried to take a craft-worker’s
approach to the job, the time available to add the finishing touches to their
small step in the overall process would be restricted by the speed of the line.
Suffice to say that the concept of an internal customer, as the next step in the
process, will not help to determine what the end user (the real customer) of
the product or servicereally wants, and nor will it help when trying to analyse
the structure of an operating service system.

There can, of course, be customers drawn from within an organization.

Example 7.5 A research department

A large organization with its own research department has moved to
establish cost/profit centres. Previously the research department relied
on other departments of the organization for research projects — the
research department was not proactive in seeking work. The operating
structure is shown in Figure 7.9.

Scientists _
_ Stored Q -
data D RESEARCH OUTPUT

Equipment

< = Brief from

product
manager

Figure 7.9 Re: active structure.
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The resource of the department is the knowledge of the team, the
data that has been collected and stored, test equipment, computers and
so on. The customer input is the brief for the project.

Using our systems structure approach, it is apparent that without
input from the customer no research will begin, and it isalso likely that
the product manager and staff will be consulted at various stages as the
research proceeds — therefore the customer, although internal to the
organization, is more than (in TQM terms) just the next step in the
process. To limit the department to being the next step in the process
does not encourage proactivity, but encourages the department to think
of itself as the ‘customer’. As a ‘customer’ the culture is NOT to go
looking for work, but to wait for work to come to it.

Once it isrealized that the customer is an input, rather than the next
stage in the process, it can be appreciated that the department cannot
afford to wait passively for briefs from other departments. To survive,
the research department has to be proactive. It needs to promote itself
within the organization, and if sufficient customers are not available
from within there should be no reason why it should not promote itself
outside the organization —e.g. look for work external to the organization.

Example 7.6 A pension fund department

A pension fund department of awater board is now seeking to manage
funds for outside companies. A few years ago this would not have been
contemplated by the department, and even if such a suggestion had
been put forward —‘to go outside the organization for pension customers
—itislikely that it would not have been sanctioned by the board. This
is just another example of how deregulation and privatization around
the world have set the environment for government-type organizations
to become commercially orientated.

Satisfying the stakeholders, or who pays the
ferryman?

A stakeholder is anyone who has an interest in what an organization does.
This might seem a very broad definition, and indeed it is. Knowing who
stakeholders are and how their concerns might affect the operation of an
organization is critical.

With some organizations, usually public sector-type operations such as
education, health and social welfare, the person with the direct input into the
system (the student, the patient, the welfare beneficiary) has to be satisfied.
Without these people, the direct customers, the need for the service will
disappear; however, in many cases the direct customer does not personally
pay for the servicereceived. Fundsfor the operation come from the government,
or in some cases charitable trusts, and the body that providesthe funds obviously
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has a stake in the efficiency of the operation. These stakeholders, the fund
providers, should and increasingly do seek value for money. Value for money
not only includes providing alevel of serviceto the customer but also includes
efficient use of resources. There are al so other stakehol derswho do not directly
provide money, such as the general public in the guise of taxpayers, who are
also concerned that their money is being spent wisely.

Example 7.7 A government-funded university

For a government-funded university, the customer is the student (the
direct input into the teaching process). A major stakeholder is the
government (main source of funds), whose chief concern is getting
value for money. Other providers of funds include fee-paying students
and their sponsors (parents or work organizations), and business houses
who make grants or sponsor a chair. All these stakeholders will have a
stakein the quality of the outputs. Other stakehol derswho do not directly
provide funds for the university but who have avery real interest in the
quality and relevance of the teaching provided (for example, relevant
professional bodies/societies) may have some direct say regarding what
istaught for law and/or accountancy degrees. Likewise others who may
not directly contribute funds, such as some parents, employers and
prospective employers of graduates and, finally, the staff of the university,
areall stakeholders. Each group of stakeholdersislikely to have different
prioritiesin judging the service provided; some, such as fund providers
and taxpayers, will be anxiousthat resources are being efficiently utilized
(money is not being wasted), while others will be more concerned with
what is being taught, and the value of qualifications (the perceived
standard or status of the university).

Determining stakeholders

For commercia businesses a stakeholder is anyone with a pecuniary interest
in the organi zation (such as sharehol ders, banks, financiers, investors, suppliers
of goods and services, and the people who work in the organization and their
families). Other more general stakeholders include the share market, local
bodies in the district of the operation, people who live and work in the
operation’s general neighbourhood, and the Green movement. For government
and quasi-government organizations, charitable trusts and other like bodies,
stakeholders are fund providers, bankers, suppliers, people who work in the
organization and their families, and the community at large.

Customer/stakeholder priorities

Customer satisfaction therefore has two elements: first, we have to know
exactly what the customers want in terms of specification, price and timing;
and second, we also have to ensure that what is being offered and the manner
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inwhich we operate to satisfy the customer is not conflicting with the interests
of stakeholders.

Even if there are no stakeholders, and there are only customers to be
satisfied, it isimportant to determine different groups/segments of customers.
Pareto analysis will be a useful tool, and it may be found that a vital few will
account for up to 80 per cent of the business.

Stakeholders such as banks and creditors (suppliers of goods and services)
are generaly only interested in the financial security of the business. Other
stakeholders, such as people living in the neighbourhood of the operation,
have other concerns such as pollution, noise, and perhaps even heavy traffic
flows. If local concerns are known in advance, then action can be taken to
prevent offence. Actions that have to be taken as a result of protests or legal
initiatives not only taint an organization’s reputation, but are also be more
costly than if the operation had been set up correctly, and stakeholders’ concerns
had been known and addressed in the first place.

Composite customer service rating

Christopher (1992) gives a method of rating customer service, and this is
illustrated in Table 7.1.

Table 7.1 Composite customer service rating

Service index Weighting (%) Performance (%) Weighted score
(@ (b) (axb)

Order fill 45 70 0.315

On time 35 80 0.28

Invoice accuracy 10 90 0.09

Returns 10 95 0.095
100 0.78

Composite Customer Service Rating 78 per cent

In the example in Table 7.1, the key criteria has been established as order
fill and has been given arating of 45/100; on-time delivery is the next most
important, and other important criteria (but of lesser rating) areinvoice accuracy
and the number of returns (returns represent faulty goods). Column ‘b’ shows
that 70 per cent of orders arefilled, 80 per cent of orders are sent on time, the
accounts department are 90 per cent accurate, and 5 per cent of goods are
faulty. Christopher’s composite customer service rating is calculated against
internally set standards of service, and is calculated on internally gathered
data, rather than on feedback from customers. With FIT SIGMA, our approach
would be to ask the customers what they rate as most important and then set



130 Quality Beyond Six Sigma

up a project team to establish how we could achieve 100 per cent for that
particular criterion.

If we established from customersthat order fill wasindeed the most important,
and the customers rated this at 45/100 in importance, we would now aim to
score 100 per cent performance. This would be the brief for our FIT SIGMA
team. Once 100 per cent was achieved, then our total performance would give
a Customer Service Rating of 91.5 per cent.

However, no matter how good or how relevant we think our own internal
measures are, such as Christopher’s composite service rating, there is no
better method than to ask the customer. Ideally, internal measures should be
set against targets established by the customer. It could be that what might
seem trivial to the business has become, in the customers eyes, a major
problem. For example, we might find that an important customer claims that
it isimpossible to get through on the telephone. Once we appreciated this we
could then set the target that the phone must be answered in three rings, and
whoever is passing must pick up the telephone if it is unattended. Leaving a
message on voicemail is a very poor second best option. To stress the point
that we are easy to communicate with, we could also set a target that all
e-mails/faxes are replied to on the day received. No internal measures of such
targets are needed if the culture of the organization is such that all the staff are
driven by a desire to satisfy the customer.

Gap analysis

The level of service offered stems from the business policy, which in turnis
to alarge extent driven by what the competition is doing or is threatening to
do. When deciding and specifying a level of service, management relies a
great deal on the advice of the marketing function. If the marketing function
does not correctly interpret the requirements of the customer, then there will
be a gap between the level of satisfaction the organization believes it is
providing and what the customer believes they are getting. The concept of
service gaps arose from the research of Berry (1988) and his colleagues
(Parasuraman et al., 1985, 1991; Zeithaml et al., 1990). As Lewis (1994, p.
237) says.

They defined service quality to be a function of the gap between consumers’
expectations of a service and their perceptions of the actual servicedelivery
by an organization; and suggested that this gap is influenced by a number
of other gaps which may occur in an organization.

The magnitude of the gap will be compounded by the number of stepsin the
service process and by the distance of the operational function from the
customer.
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Example 7.8 Gap analysis

Suppose that the marketing department’s interpretation of what the
customer wants is only 90 per cent correct. Straight away, this means
that the actual performance can never be better than 90 per cent of what
the customer really wants. If however business policy is such that it is
deemed sufficient to provide resources to meet 90 per cent of customers’
requirements (this 90 per cent will be set on the understanding that
marketing is 100 per cent correct), then at best customers will now only
get 81 per cent of what they want. Let us assume that the operation
consists of a back office and a front office. Suppose the back office
slightly misinterpret what management want and also set themselves an
internal target of 90 per cent, and then further suppose that the front
office is so resourced that to the best of their ability they can only
achieve 95 per cent of the standard set; this means the final result will
be that the customer is at best receiving only 70 per cent satisfaction.
The calculation is as follows.

Customer requirement 100
Marketing misinterpret (get it 90% right) 90
Business policy sets target at 90% of 100

(but this actually equates to 90% of 90) 81

Under-resourced back office sets internal standard of better than
90% of target. Due to slight ambiguity and misunderstanding of
management target, even when 92% of internal target is reached
it is only 90% of what was set by management (90% of 81) 73
Front office, also under-resourced, is 95% on target (95% of 73) 69

Unless gap analysis is attempted, management will firmly believe
that the overall result is somewhere near 90 per cent of what the customer
wants. Each department, when queried, will fervently believe that it is
reaching between 90 and 95 per cent of required performance levels.

If an organization is close to its customers and aware of what the
competition is doing, then a gap of this magnitude should not happen.
The larger the organization and the greater the delineation of
responsibilities between departmental functions, and the further the
operationsfunction isremoved from the customer and from consultation
in business policy decisions, the greater the likelihood of gaps occurring
between what is provided and what the customer really wants.

FIT SIGMA and customer satisfaction

Asdiscussed above, generally an organization will aim consistently to achieve
certain standards or levels of quality as determined by business policy. The
decision asto the level of serviceto provide will be an economic one, driven
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by what the competition is doing or is likely to do. With FIT SIGMA the
intention should be accurately to define what the customer wants, in terms of
the basi ¢ requirements of specification, time and cost. Normally an organization
will not be able completely to meet all the requirements of the customer, and
some trade-offs will be possible. It is also wise to understand who the
stakeholders are and what their concerns might be. If the culture of the
organization is strong, the service level (as perceived by the customer) can be
enhanced by enthusiastic and helpful staff at very little extra cost. Once
customer needs have been accurately gauged, Six Sigmateams can be used to
isolate key areas of required performance and to establish improvements and
ongoing controls. The FIT SIGMA approach isnot to be perfect at everything,
but to concentrate on the areas that will give most benefit to the customer, and
that will at the same time reduce cost by reducing or eliminating non-value-
adding activities.

FIT SIGMA and resource utilization

Given infinite resources any system, however badly managed, might provide
adequate customer service.
Wild (2002, p. 11)

Many an organization has failed to survive although the customers have been
more than satisfied with what they have received. Thus customer satisfaction
isnot the only criterion by which managerswill bejudged. Customer satisfaction
must be provided simultaneously with an effective and efficient operation.
The level of customer satisfaction offered must not only be affordable to the
organization; it must also be consistent and sustainable.

FIT SIGMA aimsfor the efficient use of resources, and the elimination of
non-effective (non-value-adding) activities.

In service industries, the resources available will consist of a mix of the
following:

« People

 Information technology

« Equipment and machines (display racks, checkout facilities, materials
movement equipment etc.)

* Vehicles

» Space (offices, warehouses, display areas etc.)

« Materias(‘intermediate’ materials such aswrapping and packing materials,
stationery etc.)

* Inventory (stock for sale)

» Time and information.

Obviously not all serviceindustrieswill have (or need) all of these resources.
There will never be an unlimited amount of resource, and often resources will
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be limited in both quantity and quality. An increase of resources will be
dependent on funds available. When funds are not an inhibitor there can be
other constraints — for example, we may need specialized packing material
but it might be some weeks before suppliers can deliver.

Prioritizing resources

With FIT SIGMA, the above list of resources will be reduced or modified to
show the three most important resources for the organization —i.e. those that
are most necessary to satisfy the customers’ essential requirements of
specification, time and cost.

Example 7.9 A travel agent

For a travel agent, the three most important resources may be people,
information technology, and space. Certainly stationery and other office
supplies and equipment are needed, but these are of lesser concern than
the threeidentified. Likewise with the branch manager’s car —the branch
manager might see it as an important resource, but it is of minor
significance to the achievement of customer satisfaction.

Suppose that the travel agency has determined that it isvalued by the
customersfor friendly service and useful advice on means of travel and
accommaodation, accurate bookings and ticketing, speedy service, and
competitive prices and ‘special’ deals. This enables the agency to say
that ‘ customer satisfaction is judged by specification, time and cost’ —
specification being advice and accurate ticketing, time equating to speedy
service, and cost being competitive prices and special deals. To achieve
customer satisfaction as defined in this manner, the agency needs a
reliable integrated computer system that gives on-line information,
communication with airlines, hotels and so on, and confirmation of
bookings, tickets and vouchers. It also needs sufficient office space to
accommodate several staff members and customers at any one time,
and reliable, trained, well-presented and courteous staff.

Using the travel agency example, a matrix approach for customer
satisfaction and resource utilization can be used as in Table 7.2.

Table 7.2 Balance of objectives

Customer satisfaction Resource utilization
Specification Time Cost People IT system Space
3 2 1 2 3 1

3 = essential; 2 = important; 1 = less important.

For this example it has been established customers rate advice and
accurate ticketing as most important (specification), and that they are
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prepared to wait for information and for tickets but they do not expect
to wait more than five minutes before a consultant is available. Cost,
although important, isalesser consideration than accuracy and receiving
speedy service. Having established thisrating, the next step isto determine
the vital resources needed to give the customers satisfaction. In this
example a reliable integrated computerized information and ticketing
system is essential. When the system is ‘down’, little can be achieved,
information on prices, schedules, and availability of seats cannot be
provided, bookings cannot be made and tickets and vouchers cannot be
issued. A back-up ‘manual’ system consisting of the telephone, bound
books of pamphlets and handwritten tickets has proved in the past to be
not only unwieldy and slow but also expensive, owing to mistakes
being made through information not being up to date and bookings
being incorrectly recorded. ‘ Trained staff’ is an important factor, but is
of lesser importance than the system, for without the system the staff
can do little. Space is an issue, but in this example has not generally
proved too much of a problem. With a good system and well-trained
staff, customers can be turned around quickly; when the system is slow
or staff are inexperienced, then the time taken to serve a customer is
extended and space can become a problem.

Example 7.10 A computer service bureau

The bureau writes specialized softwareto order. The customer satisfaction
matrix showed that customers rated specification as important, time as
not so important (they were prepared to wait to get exactly what they
wanted), and that they were prepared to pay a reasonable amount.
Thus:

Specification Time Price
Required 3 2 2

But the perception of the service actually received by customers
showed a gap between expectations and performance:

Specification Time Price
Customer perception of service 2 1 1

It can be seen that customers were not satisfied. The software was
not always to specification, time delays were unacceptable, and cost
was too high (in comparison to what the competition was offering).

A self-analysis by the bureau found that the key resources were
skilled people, own hardware, and software used for developing new
programmes. Other resources, such as office space, materials, stationery
etc., were of comparatively minor importance:
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Resource analysis Hardware Software People
Actua performance 3 1 3

The analysis revealed that the hardware was adequate and the staff
were skilled, but the problem was with the in-house software. It had
always been known that there were problems with the software, but it
was also thought that the time delays had been caused by not having
enough trained people — indeed, consideration was being given to
increasing staff numbers. However, as pointed out by the accountants,
an increase of staff would add to the costs. When the staff were asked
for their opinion, they advised that delays and costly rewrites were due
to software problems.

FIT SIGMA: balancing of objectives

The two basic objectives for an operations manager are customer satisfaction
and resource utilization. The examples given above showed that by
understanding the key requirements of the customer, it is possible to attempt
amatch with the resources available. FIT SIGMA appreciates that it will not
always be possible to totally gain a balance between what the customer wants
and what the organization is able to do. For the manager of an operation, a
further restraint will be the objectives of the organization. If the objectives
are driven primarily by the need for efficient use of resources, then customer
satisfaction will be more difficult to achieve. As stated earlier in this chapter,
given infinite resources any system — no matter how badly managed — might
provide adequate service. Thetruth isthat there will not beinfinite resources,
and existing resources will often not completely mesh with the achievement
of total customer satisfaction. The manager of an operation will be expected
to achieve adequate use of resources and a reasonable level of customer
satisfaction. If the over-riding aim isto make the most efficient use of existing
resources, it might mean that the service to be offered has to be rethought and
re-promoted. Thus the service will be altered to meet the competencies of the
organization, rather than extra resources being added to meet a higher-level
service. Before any change to the specified service is contemplated, a Six
Sigma project team approach could be used to find improved methods of
operating and better ways of doing things using existing resource. Rather
than saying it cannot be done, the FIT SIGMA approach is to look for ways
to make the impossible possible with existing resources.

FIT SIGMA in service organizations: making a
difference

Theanalysisof both the characteristics and management of service organizations
as presented in this chapter has established that the FIT SIGMA approach can
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be effective in achieving service excellence. We have shown that a processis
a process, regardless of the type of organization — manufacturing or service.
All processes have customers and suppliers, input and output, and all processes
show variation. We have attempted to dispel some mindsets or misconceptions
that the service industry is different because it isintangible, inseparable from
customers, perishable (cannot be stored) and variable (one off). We can see
no reason why service and transactional organizations cannot look at their
processes in a systematic manner.

So if the process characteristics and management tools of service
organizations overlap with those of manufacturing, isit not logical to assume
that the FIT SIGMA approach for both sectors should be the same? The broad
answer is yes. The ‘fitness for purpose’ methodology of FIT SIGMA can
accommodate the variability between service and manufacturing as much as
the variability within the manufacturing sectors. However, there are areas
where some differentiation may be applicable, in particular, in ‘service level’
and ‘culture’.

Although it varies depending on the particular function, the process >
governing the service level of a service organization is likely to be less than
a zero-defect manufacturing organization. An error in a service function may
cause severe financial penalty, but a defect in a manufactured component
may cause loss of lives. A change from six sigmato five sigma is equivalent
to having unsafe drinking water for 15 minutes every day. Service organizations
arein an early stage of the learning curve of applying the Six Sigmatoolsand
techniques that have been implemented in manufacturing many years back.
This gap in experience should be recognized and reflected in a FIT SIGMA
programme as summarized in Table 7.3 (explanations of tools are given in the
glossary at the end of this book).

Table 7.3 Impact of lag in experience

Manufacturing Service
Programme start-up Easier to convince top Difficult to convince
management top management
Appropriate tools SIPOC, Flow Process, DOE, Same
Fishbone, Pareto, DMAIC
DFSS
Learning deployment Structured training Same
programme and process
Owners
Project selection Easier to quantify savings Difficult to quantify savings
Implementation Likely to have experienced Easier to implement
‘derailers’ and thus more after top management
difficult to implement approval
Sustainability Senior management review Same
Knowledge management
Performance management Specifically adapted for

and self-assessment service
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Summary

In this chapter we have determined that the prime objective of an organization
iscustomer satisfaction through the achievement of a consistent and sustainable
level of service. The determinant of the level of service to be provided will be
driven by the competition and demands of customersand stakeholders. Providing
the necessary affordable level of service management is vitally concerned
with efficient and effective use of resources. Resources are generally limited
in quantity and quality, and therefore there are potentially conflicting objectives:
customer satisfaction and efficient resource utilization. FIT SIGMA recognizes
this and provides an approach to determine what the customer really wants
and how to match resources to essential customer needs. With FIT SIGMA it
is shown that it is not essential to meet all customer needs but rather, by
making the best of existing resource, to meet key needs.
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Project management and
FIT SIGMA™

As does a camel beareth labour and heat and hunger and thirst through
deserts of sand, and fainteth not; so does the fortitude of a man sustain
him through all perils.

Akhenaten, circa 1370 BC

Introduction

To ageneral manager, project management could appear to be straightforward
—the very nature of any project is likely to mean that there is a definite goal,
abudget and atimeframe. When the project is completed everyone knows the
outcome—it iseasy tojudgeif the project has been completed to specification,
the cost can be computed, and it is very obvious if the target date has been
met. If only general management wasthat clear-cut! With general management
thereisaways more than one goal, and often goal s are competing for resources.
Thereis also no set timeframe — the business does not finish at the end of the
financial year, the show goes on year after year. So, given the clear-cut
objectives of projects, why do so many projects end up late and over budget?
Note, it is reported that in Europe construction projects run over budget by
270 per cent.

The body of knowledge for project management is now extensive. Most of
us will be familiar with the project management’s obsession with time, and
the various ‘critical path’ approaches to managing projects with milestones,
early start, duration, early finish, late start, float and late finish calculations.
There are several brands of software available that will calculate and show all
of the above. However, as has been pointed out by Goldratt (1999) in Critical
Chain, the calculation of float can be misleading. The apparent buffer of time
can evaporate due to preset times and allocation of resource, for if time is
saved in a preceding activity, resources may not be ready (or scheduled) to
start subsequent activities early and thus the ‘saving’ is lost. Goldratt aside,
the strength of project management is seen in abody of knowledge for managing
timeand planned scheduling of resourceto meet intermediate and final deadlines,
and the measurement of performance against time budget and specification.
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Thus project management would seem to have plenty of tangible measuresto
manage progress of a project and judge the performance of a project manager.
This being the case, what can Sigma (and more particularly FIT SIGMA)
offer to the project management’s body of knowledge?

This chapter identifies the common problems faced by project managers,
and shows where Sigma can ‘fit’ so asto make the project manager’slife (and
consequently the client’s life) easier.

The disadvantages of the project approach to
management

Wilemon and Baker (1983) observed, after studying a multitude of projects,
that ‘there seems to be no single panaceain the field of project management;
some factors work well in one environment while other factors work well in
other environments'. This shows that even 20 years ago it was dawning on
people, particularly practitioners, that the project approach has many flaws as
atool for getting things done. Unless this is appreciated the tendency is to
blame project failures as poor management rather than a weakness in the
concept of project management.

Common failures are the over-run in time and budget, and incomplete
achievement of the original objectives of the project. With so many texts, and
the body of knowledge, it is pardonable to wonder at the lack of transference
of experience from failures.

Projects generally have four basic elements: scope, time, budget and quality.
Subsidiary to these and cutting across all four are work breakdown (activities),
milestones, responsibilities, cost estimation, control of costs, estimation of
time, scheduling time and resource, controlling time, risk identification and
management, controlling risk, balancing objectives, execution and control,
finalization and close out, follow-up after hand over, team leadership and
administration, and choice of information system. With the FIT SIGMA
philosophy we take a whole systems approach to each of the four basic
elements and the subsidiary issues listed above.

Scope

The literatureis clear in that ideally the formal beginning of a project should
be with Terms of Reference. The Terms of Reference should begin with a
terse statement of the overall objective, such as ‘To build a bridge at XYZ',
‘To gain 1SO 9000 accreditation’, etc.

Unlessthe objective can be precisely stated in afew words, it suggests that
clients or sponsors are not clear as to exactly what they want achieved. As
Turner (1999) says, the definition of project isvital to its success. The Terms
of Reference should include the background and the scope (specification or
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objectives), and identify key steps for completion of the project, suggested
dates for each stage, the completion date and the budget. It is important that
the Terms of Reference should state to whom the project manager isresponsible.
Finally, the Terms of Reference should be dated and signed off. An experienced
project manager would not sign Terms of Reference until satisfied that all the
points listed above are covered. Michael and Burton (1991) stress that Terms
of Reference must always be signed off and formally approved on paper —‘a
nod is not good enough’.

The Terms of Reference establish the overall scope, budget and timeframe
—i.e. the three key elements of the project. The Brief follows the Terms of
Reference, and provides depth. The Terms of Reference say what isrequired,
while the Brief identifieswhat has to be done to make the project happen. The
requirements of the Brief are reasonably accurate estimates of resources, key
steps or tasks, and the skills required for each step. The Brief will aso
endeavour to establish cost, time and precedence for each step, and it islikely
that it will also consider responsibilities and authority for the supply of resource.
The Brief should not be limited to the above, but should include any issue that
will affect the successful outcome of the project, such as establishing
stakeholders. Stakeholders are individuals or groups who have an interest in
the outcome of the project. Obeng (1994) says that atypical project will have
supporters, and there will aso be some who opposeit. He recommends asking,
‘who isimpacted by what this project istrying to achieve? Oncethe stakeholders
areidentified, especially those who are not enthusi astic concerning the outcome,
the seasoned project manager will seek to find what the concerns are and, if
possible, to reassure dissenters or find ways around the concerns.

All of the above, especially the Brief, are based on estimates. By definition
each project is unique, and seldom can any planned activity be taken as a
certainty.

It isarecognized fact that many information technol ogy-type projects are
not completed as per the origina Terms of Reference — indeed many are
never completed at all! A well-published example is the UK government’s
project to introduce smart cards for social welfare beneficiaries. This project
ran for several years and was finally abandoned in 2000 at a cost, according
to the National Audit Office, of a billion pounds to the British taxpayers.
When the project was abandoned, it was said that the first three-month target
had not been achieved.

Project managers often give the following reasons for these types of failure:

» Clients didn't know what they really wanted, and
» Clients kept on changing their minds and adding extra features.

These reasons for over-runs in cost and time are likely to be very valid.

However, from a client’s point of view the reasons for the changes are
likely to be equally valid, and there will be a difficulty in understanding why
the changes should make an appreciable difference to cost. Project managers
are urged to view the project from a client’s perspective:
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« That the client appointed a project manager in the first place is evidence
that the client did not have the expertise or knowledge to carry out a
project.

« Theclient knew there was a problem and hired a project manager to solve
it

« Theclient isrelying on the project manager to advise and to suggest ways
of solving the problem

* Once the project is under way, the client gains a better understanding of
what is happening and will have ideas for improvements or changes.

For a short-term project such as building a house, no matter how carefully the
plans have been drawn up to meet the client’s wishes, once construction
beginsthe client will seethat an additional window would make sense, or that
a door has to be moved and so on. After all, a plan is one-dimensional, and
reality takes a different perspective once a plan begins to transform into a
three-dimensional product. Such changes, if agreed on early enough, will not
cause problems for the builder and should not add appreciably to the cost. For
longer-term projects, such as the British Government’s beneficiary payment
scheme, over time the sponsor will not only change requirements, but the
people that the project manager is dealing with will move on to be replaced
by a new group. Indeed this particular project began under a Conservative
government and carried on under a Labour government. It is easy to imagine
how many changes there were in the personnel of the client, at all levels of
management from ministerial down, each with ambitions and bright ideas!

FIT SIGMA solutions for achieving scope

First, we assume that the project has been properly constituted with appropriate
signed-off Terms of Reference. Thisis so basic we apologize for mentioning
it!

We have three main recommendations for achieving scope, and under the
heading of scope planning we make further suggestionsfor achieving acommon
vision and for control.

First scope recommendation

Our first recommendation concernsthe Brief. The FIT SIGMA approach isto
be generous in estimating the resources and time needed for inclusion in the
Brief, and then to make sure that the client understands that, due to the novel
nature of projects— each isunique and each will haveits own set of unexpected
problems — estimates of time and money for resource are based on best
guesses. It isimportant that the client understands that estimates arein reality
only best ‘guestimates’. Of course some clients will press for a fixed-cost
project. If the project is relatively simple (as with building a house) and
materials can be calculated and costed, this might be possible. However, even
here allowance should be written in to enable the builder to recover major
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price increases of materials, and for other contingencies such as problems
with foundations, water tables etc. It does not serve the client well if the
builder goes bankrupt and walks off the job!

Second scope recommendation

Communicate with the client. All project managers have to remember that
they don’'t ‘own’ the project; they are providing a service on behalf of the
client. When the Terms of Reference were first written, the client may have
emphasi zed finishing on time as being crucial. This does not give the project
manager carte blanche authority to spend extramoney above budget in trying
to make up lost time when delays occur. Likewiseif it becomes apparent that
the specified completion date is under threat, the project manager has a duty
to advise the client as early as possible.

We recommend weekly communication with client as standard practice.
The communication should be as short as possible — two pages should be
sufficient, printed on distinctive coloured paper so that the client can readily
recognize (and subsequently find) the weekly report. The first page should
give the actions planned for the previous week and the actual achievements
for the week, while the second page should show the planned activitiesfor the
next week. If there is a variance between what should have happened and
what actually happened for the previous week, a brief reason should be given
asto why, together with an outline of the effect on the overall project. However,
it is not sufficient to let the client know that the project has experienced a
problem that may result in atime problem; a solution must be recommended,
and this should include costs. The solution should never be put into effect
unless the client agrees in advance to the extra cost. In this manner, if the
project comes in late the client was made aware in advance, and was given
the opportunity to approve the ‘purchase’ of extra resource to make up the
lost time. If reporting is done on a weekly basis, and the client has been
involved in every decision that results in extra cost or in time delays, then
there will be no nasty shocks and recriminations towards the end of the
project when it becomes very obvious that there are problems. As President
Nixon found out, trying to cover up one small mistake can easily escalate
until subterfuge becomes a strategic option —and once this strategy is adopted,
itisamost impossible to turn back until the problem is so big that it becomes
evident to everyone.

We strongly recommend that the provision of aweekly progress report be
included in the Terms of Reference.

The benefits of the weekly report, for both parties, are:

« If the client is eager for the weekly report then it will reinforce to the
project manager that the client is serious and a sense of urgency will be
fostered

« It will enable the project manager to ask early for extra resource
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¢ If problems are known and shared by both parties as they happen, or as
they begin to emerge, then remedial action will be ajoint decision, with no
late shocks for the client

« The project manager will feel encouraged to be up-front and will feel less
alone. Frequency and the accustomed regularity of communication will in
itself help break down barriers and create a sense of togetherness.

Third scope recommendation

Use variation reports. If the client asks for a change that it would be possible
to add, amend or whatever, and the project manager enthusiastically agrees,
then often the changes are made with the project manager believing that the
client has given a firm directive to go ahead. However, eventually there is a
day of reckoning and the client gets the bill. The problem is that the client,
when asking for avariation, did not imagine that there would be an extra cost.
Take, for example, house construction. At an early stage a request to move a
window a metre to get a better view might not seem a big effort (after all, the
window exists and the house is still at the framework stage of construction),
but this could well take the builder several hours of [abour, for which he will
charge. The culmination of several such minor changes, all at the request of
the client (and perhaps even some suggested by the builder), might add up to
several thousand pounds not budgeted for by the client. Our recommendation
then isthat no matter how sensible the suggestion and how minor the cost, for
each variation to the Brief a cost variation advice should be issued to the
client before the change is made.

Scope planning

Professor Rodney Turner (1993, 2000) explains the mechanics of scope
management. He emphasi zes that the purpose isto ensure that adequate work
is done and that unnecessary work is not done. In FIT SIGMA parlance this
means that the purpose of the project must be kept firmly in mind, and for
every proposed action it has to be asked, is this really necessary for the
achievement of the project? This requires a clear set of objectives for the
project. The next stageis to determine the work that has to be done to achieve
each objective. In project management terminology this is known as work
breakdown, which means that work is broken down into areas of work that
each achieve one of the project’s objectives. It is important that the areas of
work cover all the objectives, but not more.

The next level of planning is milestones. Milestones are the individua
intermediate products or deliverables that build to the final objectives of the
project. The benefits of milestone planning are that it:

¢ sets controllable chunks of work
* shows how each chunk of work is related and builds towards the final
objective
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o sets fixed targets
» fosters acommon vision for all those involved, including contractors and
subcontractors.

With the FIT SIGMA philosophy, the milestone plan is transparent for all to
see:

* it enables the client to follow progress

* it provides a means of control for the project manager and will help in the
monitoring of progress

* it enables team members to understand their responsibilities

* it shows the overall vision for everyone involved.

AsProfessor Turner says, agood milestone plan isunderstandable to everyone,
is controllable both quantitatively and qualitatively, and focuses on necessary
decisions. Turner recommends that, no matter how large the project, there
should be no more than 25 milestones and no more than four result paths.
Regardless of the size of the project, limiting the milestones to no more than
25 gives an easily manageable and comprehensible picture of the whole.
Each milestone is made up of chunks of work. Obviously within these chunks
of work there will be key areas to be monitored, and each chunk will in turn
be broken down to have its own set of milestones.

With FIT SIGMA we do not recommend detailed planning for each milestone
before the project begins. This would mean a very rigid approach, which
would place unnecessary pressure on the project manager. Our approach is
only to preparefully detailed plansfor activitiesthat are about to start. Planning
done twelve months out, much like the accountant’s budget, will be out of
date within a matter of weeks.

Time

It is assumed that the reader is conversant with network, critical path (CPM
or PERT) scheduling methods. With computer packagesit ispossibleto calculate
and show early start, late start, baseline start, schedule start, actual start,
duration, float, baseline float, remaining float, remaining duration, early finish,
late finish, baseline finish, schedule finish and actual finish for each activity.
Baseline refers to the original plan and should not normally be changed; the
other times and floats should be upgraded as each activity is completed. It is
not uncommon for people to say that the project has come in on time and on
budget while overlooking the fact that the baseline has been long discarded,
so that in fact the project is only coming in on time and against budget due to
repeatedly changing the schedule at each review meeting.

We strongly recommend that the baseline, once set, is not changed —
otherwise, how can we judge how good the origin plan was? Knowing where
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delays occurred or where estimates were optimistic will enable better planning
for future projects.

Timeisonly one aspect of project management; it is not the be all and end
all. Since the beginning of project management with the Atlas project in the
space-race days of the 1950s, many managers unfortunately see project
management as the management of time. This is not to say that time is not
important — of course it is — but often achieving the scope will be more
important, and sometimes keeping to budget might take precedence. Generally
it is agreed that the three basics of project management are scope, time and
budget, and a change in anyone of these will cause a change in one of the
others (Figure 8.1). This suggests that one can be traded for the other — for
example, more scope will mean more time and more cost, while less scope
might mean less time and less cost. However, when things go wrong (i.e. a
key activity hasfallen behind schedul e) the decision will be between reducing
scope and finishing on time, or adding extraresource (cost) to try to make up
lost time, or not changing the scope and finishing late (generally this will
result in increased cost, as resources will be needed until the project is
completed). Thus although time in itself is not the be all and end all of a
project, atime delay might mean a change in scope and will almost certainly

add to the cost.

Figure 8.1 The inter-relationship of scope, time and budget.

The management of time begins in knowing the desired completion date,
and working back and determining the date that each milestone must be
finished by if the overall target date is going to be achieved. From this
backward pass at scheduling, the amount of time available for each milestone
and for each subordinate activity making up the chunks of work can be
calculated. Knowing how much time is available for each activity will have
a bearing on how much resource will be needed. As several tasks can be
carried out in paralel, generally shown as ‘paths’ on a precedence diagram,
it will be found that thereisafloat of sparetime for some activitieswithin the
overall time limit of the project. Some activities will have no float, and these
activities will be critical to the overall project completing on the due date.
The obvious approach is to give these critical activities special consideration
so that they do not fall behind schedule and delay the completion date. The
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problem that then arisesisthat if other activities are not sufficiently monitored
delays can occur for these activities, and they can fall behind schedule to such
an extent that they in turn put achievement of the desired completion date in
jeopardy.

In the simple example shown in Figure 8.2, Activities One and Two have
to be finished in sequence before Activity Six can start. Likewise, Activity
Six cannot begin until Activities Four and Five are finished. Thus if both
Activities One and Four begin on day one and there are no delays between
activities, Activity Five will finish two days before Activity Six can start.
Thistwo daysisthefloat for the Second Path. The First path has no float, and
if Activity Six isto start on day six then it is critical that Activities One and
Two are finished on time.

Float and critical path
Activity One Activity Two

First path Two days == Three days ——
Activity Six

(Scheduled to start on day 6)
Second path Activity Four Activity Five

One day =—— Two days ——

Figure 8.2 Float and critical path.

Eddie Obeng (1994) recommends allowing a buffer of time between every
activity, including critical activities, when scheduling resources. He says that
this buffer should be considered as a separate activity initsown right. Goldratt
(1997) demonstrates how float can be lost when subsequent activities are not
resourced so asto take the advantage of an early completion right through the
whole project.

With these warnings and general observations out of the way, let us now
consider what should be managed when considering time.

With FIT SIGMA, we recommend six steps in the control of time:

1. Set the start time, the amount of time (duration), and the finish time for
each activity. Treat float as a separate activity, and where there is no float
build in a buffer activity. This will become the baseline schedule, which
should not be changed.

2. Do not be overly concerned with the calculations of early finish/late finish
scenarios, but concentrate on the actual progress of each activity.

3. Manage and schedule resources to be available for the start date, monitor
to ensure that activities finish on time, but, by having a built-in buffer, do
not be unduly concerned if some of the buffer for each activity isconsumed.

4. At the end of each activity, update the schedule but do not change the
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baseline. If a buffer has not been consumed, move all activities forward
and schedul e resource accordingly. Add unused float or buffer to subsequent
buffers (unless already behind the baseline).

5. If an activity falls behind schedule and the buffer or float isin danger of
being used up for that activity, make the client aware of the situation, and
the likely effect on whether the final baseline is going to be achieved.

6. After consultation with the client, agree on remedial action when delays
occur that will endanger the overall finish date.

Budget

In the preceding section we discussed working back from the desired finish
date to determine time available for activities, and allocating resources
accordingly to meet the time schedule. Resources cost money, and thus in
working out the time schedule we are at the same time working out the cost.
Asgenerally there will be abudget and atime line in the Terms of Reference,
these two objectives are mutually dependent and a change in one will usually
mean a change for the other. In the same manner as the time baseline was
calculated, a budget baseline should be set at the outset.

Assuming that the budget baseline has been set, and that this baseline
includes a budget for each activity, then the control of the baseline budget is
similar to the monitoring and control of any expense budget. Computer printouts
will provide Budget to date, Actual to date, Variance for the whole project,
and likewise for each activity and each milestone. The only problem is that
computer reports are provided after the event. Even if this is only one day
after the event the computer record is still an historical record, and thus the
project manager is always getting budget reports after the money has been
spent. The aim should be to get Budget and Actual Cost reports as soon as
possible, but often it will be several weeks before invoices have been received
from suppliers and entered into the computer.

The FIT SIGMA approach to controlling costs

The shortcut for a project manager is to know the big costs and the fixed
costs, and to make adaily allowancefor all other costs. Wageswill (if keeping
to the baseline) be a known and a fixed cost. The wage amount for each
person used on the project should be calculated in advance to give a daily or
even hourly rate. For many projects wages will be amajor cost. Other major
costs include subcontractors, but again their charge on a daily basis should be
known in advance. The hire of special equipment might be a major cost, but
again there is no reason why this cannot be calculated on a daily basis in
advance. All other costs should be allowed for as onefixed figure; we call this
ongoing cost. Ongoing cost can be allowed for at a daily rate based on actual
costs incurred in previous projects. The ongoing cost figure should be a
constant, until actual costs are reported by the accountant (usually six weeks
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after the event). Once the actua costs are known, it might be necessary to
increase the ongoing cost daily figure. Knowing the cost of wages for each
person on adaily basis, ascertaining in advancethe daily cost of hired equipment
and subcontractors, and having a daily allowance for all other costs, the
project manager can have agood ‘feel’ of costs on an ongoing daily basis. It
might be necessary to have an assistant to keep this record, but if the project
manager concentrates on only the major costs, then a rough calculation can
be made in 30 minutes each day.

If it is obvious that costs are ahead of the baseline budget, then the client
should be immediately informed. If the costs are not recoverable from the
client, then the project manager’s senior management will need to beinformed!
There is little future in hoping that costs can be recovered at a later stage.
Even if savings can be made, it is best to be upfront when the problem occurs,
and to explain the remedial actions being taken.

Quality

Quality in projects as perceived by the client isgenerally based on intangibles.
Itistaken for granted by the client that the scope, budget and time will be met
— after all, that iswhat they paid for, and what the project manager contracted
to provide.

Thus quality from a client’s perception refers to the basics of scope, cost
and time plus the intangibles of the working relationship with the team, the
ability of the project team to accommodate changes to the scope,
communications, ease of transfer/implementation from project to ongoing
operation, training, and follow-up service after handover. For tangible projects
(such as a construction project), quality will also include a judgement on the
standard of finish, the cleanliness of the site, any extras provided etc.

From the project manager’s point of view, quality includes all of the above
plus the costs of non-conformance resulting in delays, overtime, rework,
wasted materials, idle time, putting right etc. Quality and the culture of FIT
SIGMA quality has been fully discussed in the preceding chapters, especially
Chapters 1-3, and is equally applicable to project management. One of the
key issuesfor project managersisthe building of team spirit and the fostering
of a quality culture, with all sharing the same ‘can do’ philosophy.

Our final comment relates to follow-up after handover. If through poor
management of the client or lack of training of operators the project does not
achieve full ongoing benefits, the shortcomings will be blamed on the project
manager. It is therefore in the project manager’s interest for the completed
project to work the way it was intended. A good project manager follows up,
and provides ‘after sales service'. This is nothing less than sound business
practice, and can lead to further business from the client or referred business.
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Summary

This chapter has discussed the key issues of project management, centring on
the key issues of scope, time, budget and quality. A holistic approach istaken,
as none of these four issues can be considered in isolation — a change or
shortcoming in any one will have an effect on the other three. Nonetheless, as
the standard approach in project literature is to discuss these issues under
separate headings, we have followed the same pattern.

The chapter has taken the standard and accepted approach to project
management and added a FIT SIGMA wisdom so as to make the project
manager’s life, and consequently the customer’s life, just that much easier.
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Implementation, or
making it happen

All is change, nothing is permanent.
Heracleitus (513 BC)

Introduction

When we began to write this chapter, Ron had just returned from a Six Sigma
conference at the Café Royal, London. A women delegate at the conference
commented: ‘A Six Sigma programme is like having a baby — very easy to
conceive but difficult to deliver’. The implementation of FIT SIGMA™ and
for that matter the implementation of any change programme is like *having
a baby’; the delivery of change is difficult. According to Carnall (1999):

... theroute to such changes liesin the behaviour: put some peoplein new
settings within which they have to behave differently and, if properly trained,
supported and rewarded their behaviour will change. If successful this
will lead to mindset change and ultimately will impact on the culture of the
organization.

Facts transfer

Then implementation of FIT SIGMA isamajor change programme designed
to transform an organization. This transformation can only come about if the
cultural change of mindset is combined with factstransfer. FIT SIGMA isnot
an ad hoc localized improvement project; it is a holistic programme across
thewhole organization. Therefore the essential characteristicsof aFIT SIGMA
implementation programme are that:

1. Itistop-led, with totally committed management, and bottom-driven (see
Figure 9.1)

2. The project management discipline of scope, time and budget is employed
(see Figure 9.2)
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3. There isrigorous specialist training
4. There is company-wide open communication, spanning all functions

5. Savings and success are measured.

Top management
vision and
commitment

|1

Staff
Bottom-driven continuous improvement

| Bottom-driven culture |

Figure 9.1 FIT SIGMA™ is a bottom-driven culture.

Scope

Time Budget

Quality

Project management
total discipline

Figure 9.2 FIT SIGMA™ project management — total discipline.

In the preceding chapters we have already touched upon many factors
related to implementation programmes — for example, Chapter 3 shows the
four key steps of Six Sigma deployment, Chapter 6 includes FIT SIGMA
methodol ogy for improvement and integration, and Chapter 8 emphasizesthe
importance of project management principles. There are also many publications
and articlesrelating to strategic change management and project management
(for example Carnall, 1999 and Turner et al., 1996) that it would be helpful
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to read before embarking on aFIT SIGMA programme. Some other literature,
however, implies that if an organization follows a recommended systematic
structured approach, change management is straightforward. Our experience
shows that arigid structured approach is far from a guarantee to success. We
recommend the following of a proven path with some degree of flexibility,
taking into account the requirements and the existing culture of the organization.

Below we outline proven pathways for implementing FIT SIGMA for
organizationsthat arein different stages of sigmaawareness and development.
We have categorized three stages of development:

1. New starters of FIT SIGMA
2. Organizations that have started Six Sigma but stalled
3. Organizations that have completed Six Sigma, but where to now?

Implementation for new starters

At this stage the management understands the need for change and the need
for an improvement programme. The main concern will be the change required
to the culture of the organization and the absence of a proven structure for
transformation of a culture. The management knows what it wants, but how
does it convince the staff that they need to or want to change? You can take
a horse to water, but how do you make it drink?

Here we provide a total proven pathway for implementing a FIT SIGMA
programme, from the start of the initiative to the embedding of the change to
a sustainable, ‘bottom-driven’, organization-wide culture.

Note that the entry point and the emphasis on each step of the programme
could vary, depending on the ‘state of health’ of the organization.

The framework of atotal FIT SIGMA programme is shown in Figure 9.3
and is described below.

Step 1: Management awareness

A middle manager has been tasked by the CEO with leading a Six Sigma
programme in alarge organization with no previous experience of Six Sigma.
The CEO hasjust read an article concerning Jack Welch's successes with Six
Sigmain Genera Electric, and heisfull of enthusiasm and has high expectations.
The middle manager has grim forebodings of failure. He realizes that the
CEO is apowerful member of the board, but after all heis only one member.
In another organization, the quality manager for a medium-sized company
has attended a Six Sigma conference and has mixed feelings of optimism and
doubt.

Our experience is that both these managers are right to be concerned. It is
essential to convince the CEO and at least one-third of the Board of the scope
and benefits of FIT SIGMA before launching the programme. The success
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ACT 9. Improve and sustain

% 8. Culture change

CHECK

7. Measurement of success

% 6. Project selection and delivery

DO 5. Training deployment

/ 4. Leadership workshops

3. Programme brief and organization

PLAN 2. Initial assessment

1. Management awareness

Figure 9.3 Framework of FIT SIGMA™ implementation.

rate of a ‘back door’ approach without the endorsement of the key players
cannot be guaranteed. If a programme is not company-wide and wholly
supported by senior management, itisnot FIT SIGMA —it may be adepartmental
improvement project, but it is not FIT SIGMA. In cricketing terms, a CEO
can open the batting but a successful opening stand needs a partner at the
other end.

Our experience suggests that management awareness has been akey factor
in successful application of Six Sigmain large organi zations. Various methods
have been followed, including:

¢ A consultant’s presentation to an off-site board meeting (e.g. General Electric)

« The participation of senior managers in another organization’s leadership
workshop (e.g. GSK and Ratheon)

e Study visits of senior managers to an ‘experienced’ organization (e.g.
Noranda’s visit to General Electric, DuPont and Alcoa).

Small and medium-sized companies can learn from the experience of larger
organizations, and indeed there can be mutual benefitsfor thelarger organization
through an exchange of visits. Service industry organizations may benefit by
exchanging visits with successful Six Sigma companiesin the finance sector,
such as American Express, Lloyds TSB and Egg Plc.

During the development of the management awareness phase, it is useful
to produce a board report or ‘white’ paper summarizing the findings and
benefits. This paper has to be well written and concise, and should not be



154  Quality Beyond Six Sigma

rushed. Allow between four and twelve weeks for fact finding, including
visits, and the writing of the ‘white’ paper.

Step 2: Initial assessment

Once the agreement in principle from the board is received, we recommend
aninitial ‘health check’ of the organization. There are many good reasons for
carrying out an initial assessment beforeformalizingaFIT SIGMA programme,
including the following:

* Having a destination in mind, and knowing which road to take, is not
helpful until you find out where you are

* Onceyou know the organization’s needs through analysis and measurement
of the initial size and shape of the business and its problems/concerns or
threats, techniques of FIT SIGMA can be tailored to meet the needs

* The initial assessment acts as a springboard through bringing together a
cross-functional team, and reinforcesthe ‘buy in’ at the middle management
level

« Itislikely that most organizations will have pockets of excellence, along
with many areas where improvement is obviously needed, and the initial
assessment process highlights these at an early stage

* The health check must take into account the overall vision/mission and
strategy of the organization, so asto link FIT SIGMA to the key strategy
of the Board; thus the health check will serve to reinforce or redefine the
key strategy of the organization.

There are two essential requirements leading to the success of the assessment
(health check) process:

1. Thecriteriaof assessment (check list) must be holistic, covering all aspects
of the business, and specifically addressthe key objectives of the organization

2. The assessing team must be competent and ‘trained’ in the assessment
process (Whether they are internal or external is not a critical issue).

It is sensible that the assessment team be trained and conversant with basic
fact-finding methods, such asare used by industrial engineers. Some knowledge
of the European Foundation For Quality Management (EFQM; see Figure
6.12) or the Baldridge (performance excellence) method of appraisal would
be most useful.

Once the health-check assessment is completed, a short report covering
strengths and areas for improvement is required. We stress that the report
should be short (not the 75-page report required for EFQM). In writing the
report the company might require the assistance of a Six Sigma consultant.
The typical time needed for the health check is two to six weeks.
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Step 3: Programme brief and organization

This is the organization phase of the programme, requiring a clear project
brief, appointment of a project team and the development of a project plan —
‘... mgjor, panic-driven changes can destroy acompany, poorly planned change
is worse than no change’ (Basu and Wright, 1998).

The programme must clearly state the purpose, scope objectives, benefits,
costs and risks associated with the programme. A FIT SIGMA programmeis
acombination of total quality management, lean management, Six Sigma and
culture change management. It isabig undertaking, and requiresthe disciplined
approach of project management — according to the Central Computer and
Telecommunication Agency (CCTA, 1999), ‘ Programme management is the
coordinated management of a portfolio of projects that change organizations
to achieve benefits that are of strategic importance’.

Onerisk at this stage is that management might query the budget for the
programme and there might be some reluctance to proceed. If thisisthe case,
then it is obvious that management has not fully understood the need for
change. This is why we have stressed the importance of the first step,
management awareness. Reinforcement could however well be needed during
Step 3, underpinned with informed assumptions and data including cost/
benefit/risk analysis. Unless management is fully committed, there is little
point in proceeding.

There is no rigid model for the structure of the FIT SIGMA team. Basic
elements of a project structure for a major change programme can be found
in Basu and Wright (1998) or Turner et al. (1996). Our suggested FIT SIGMA
model is shown at Figure 9.4.

Executive

Sponsor Torchbearer

Executive Steering

Champions Committee

Master Black Belt Programme leader

Black Belts Programme team

Green Belts

Figure 9.4 FIT SIGMA™ programme organization.
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Executive torchbearer

Figure 9.4 shows an executive torchbearer. The executive torchbearer will
ideally bethe Chief Executive (CEO), and the official sponsor for FIT SIGMA.
The higher up the organization the torchbearer is, the greater the success of
the programme. The role of the torchbearer isto be the top management focal
point for the entire programme and to chair the meetings of the Executive
Steering Committee. Being atorchbearer may not be atime-consuming function,
but it is certainly avery important in order to give the programme high focus,
expedite resources and eliminate bottlenecks.

Executive Steering Committee

To ensure a high level of commitment to and ownership of the project, the
Steering Committee should be drawn form members of the Board plus senior
management. Their role isto provide support and resources, define the scope
of the programme consistent with corporate goals, set priorities, and consider
and approve the programme team recommendations. In Six Sigmaterminol ogy,
they are the champions of processes and functional disciplines.

Programme leader

The programme leader should be a person of high stature in the company — a
senior manager with broad knowledge of all aspects of the business, and good
communication skills. He or she is the focal point of the project and also the
main communication link between the Executive Steering Committee and the
programme team. Often the programme leader will report directly to the
torchbearer.

The programme leader’s role can be likened to that of a consultant. The
role of the leader isto a great extent similar to Hammer and Champy’s ‘ csar’
in Re-engineering the Corporation (1993). The programme |leader’sroleis to:

» Provide necessary awareness and training for the project team, especially
regarding multifunctional issues

» Facilitate work of various project groups and help them develop and design
changes

 Interface across functional departments.

In addition to the careful selection of the programme leader, two other factors
are important in forming the team. First, the membership size should be kept
within manageable limits. Second, the members should bring with them not
only analytical skillsbut also in-depth knowledge of thetotal business, covering,
marketing, finance, logistics, and technical and human resources. The minimum
number of team members should be three, and the maximum seven; any more
than that can lead to difficulties in arranging meetings, communicating, and
keeping to deadlines. The dynamicswithin agroup of more than seven people
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allow a pecking order and subgroups to develop. The team should function as
an action group, rather than asacommittee that deliberates and makes decisions.
Their role is to:

« Provide objective input into the areas of their expertise during the health-
check stage
« To lead activities when changes are made.

For the programme leader, the stages of the project include:

e Education of al the people in the company

¢ Gathering the data

e Analysis of the data

¢ Recommending changes

* Regular reporting to the Executive Steering Committee and the torchbearer.

Obviously the programme leaders cannot do all the work themselves. A
programme leader has to be the type of person who knows how to make
things happen, and one who can motivate other people to help make things

happen.

Programme team

The members of the programme team represent all functions across the
organization, and they are the key agents for making changes. The members
are carefully selected from both line management and functional background.
They will undergo extensive training to achieve Black Belt standards. Our
experience suggests that a good mix of practical managers and enquiring
‘high flyers’ will make a successful project team. They are very often the
process owners of the programme. Most of the members of the programme
team are part-time members. As arule of thumb, no lessthan 1 per cent of the
total workforce should form the programme team. In smaller organizations
the percentage will of necessity be higher, so that each function or key process
is represented.

Task groups

Task groups are spin-off teams formed on an ad hoc basis to prevent the
programme team getting bogged down in detail. A task group is typically
created to address a specific issue, which might be relatively major (such as
Balanced Scorecard), or relatively minor (such as investigation of lossesin a
particular process). By nature, task group members are employed directly on
the programme on atemporary basis. However, by providing basic information
for the programme, they gain experience and Green Belt training. Their
individual improved understanding and ‘ ownership’ of the solution provide a
good foundation for sustaining future changes and ongoing improvements.
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Timeframe

A preliminary time plan with dates for the milestones is usually included in
the programme brief.
We have now covered the first three plan steps shown in Figure 9.3.

The ‘Do’ steps

After the Plan phase comes the Do phase (see Figure 9.3).

Once the programme and project plan has been agreed by the Executive
Steering Committee, there should be aformal launch of the programme. It is
critical that all stakeholders, including managers, employees, unions, key
suppliersand important customers, are clearly identified. A high-profilelaunch
targeted at stakeholders such as these is desirable.

Organization for small and medium enterprises

The structure of the programme will vary according to the nature and size of
the organization; for small and medium-sized enterprises (SMEs) a typical
structure is as shown in Figure 9.5. For small enterprises the programme
leader might be part time; in all other cases the programme leader will be full
time.

Structure for SMEs

Executlve team < > Torchbearer

Y

Programme leader

A

Y

Employees N > Programme team

Figure 9.5 FIT SIGMA™ structure for SMEs.

Step 4: Leadership workshop

All board members and senior managers of the company need to learn about
the FIT SIGMA programme before they can be expected to give it their full
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support and input. Leadership training is a critical success factor. Leadership
workshops can begin simultaneously with Step 1, but should be completed
before Step 5 (see Figure 9.3).

The leadership workshops last between two and five days and cover the
following issues:

¢ What are Six Sigmaand FIT SIGMA?

e Why do we need FIT SIGMA?

e What will it cost, and what resources will be required?

* What will it save, and what other benefits will accrue?

e Will it interrupt the normal business?

¢ What is the role of the programme leader and the Executive Committee?

Step 5: Training deployment

Training/learning deployment has been covered in Chapter 6 (Figure 6.2
refers). Thetraining programme, especially for the team members, isrigorous.
It might be queried whether it is really necessary to train to achieve Black
Belt certification —indeed, formal certification might not be essential. However,
thereisno doubt that without in-depth training of key members of the programme
little value will be added in the short term, and even lessin the long term. The
training/learning deployment creates ateam of experts. It has already expected
that programme memberswill be expertsin their own departments and processes
as they are currently being run, and that they will have the capability of
appreciating how the business as a whole will be run tomorrow. FIT SIGMA
will give them the tools for the business, as a whole, to achieve world-class
performance.

It is emphasized that, apart from the rigorous training in techniques and
tools, the training will also change how the members will look at things.
Training is an enabler, not only to understand the strategy and purpose of
change but also, as evidenced by the experience of American Express, to help
members to:

« ldentify project replication opportunities

e Understand leveraging the results of the programme

e ldentify and eliminate areas of rework

e ldentify drivers for customer satisfaction

e Leverage FIT SIGMA principles into hew products and services.

Smaller organizations are very often concerned about the cost of training,
especially themoney paid out to consultants and for courses. InaFIT SIGMA
programme, training costs can be minimized by careful selection of specialist
consultants and the devel opment of own training programmes. Porvair Limited
isan example of asmaller enterprise that achieved good resultswith alimited
training budget.
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Example 9.1 Porvair Limited
Porvair is a manufacturing company based in Wrexham, England. It
currently employs 80 people, and has annual sales of £6 million. There
are 2000 part numbersin the product range, which is made from plastic,
bronze or stainless steel, and the range is applied to porous media and
filtration equipment. The customers are involved in high-temperature
catalyst recovery, medical applications, nylon spinning and water filtration.
Prior to introducing Six Sigma, the company already had arespectable
reputation — as demonstrated by the fact that the Welsh Development
Agency designated the company as a benchmark site. However, the ad
hoc improvement programme relied heavily on one person, the technical
director. The other are of concern was that Porvair was experiencing
poor delivery performance — less than 50 per cent of deliverieswere on
time. Following a Six Sigma programme that commenced in May 2000,
by March 2002 the company had achieved remarkable results (see Table
9.1).

Table 9.1 Porvair performance increase

May 2000 March 2002
Delivery on time < 50% 90-95%
Head count 135 80
Customer complaints (per month) 12 7 (but now of a
minor nature)
Waste 14% 10%

Plus benefits from three Six Sigma projects, £206 000.

The company deployed a specialist Six Sigmaconsultant from Belfast,
and the costs of the training course were:

One Champion £14 000
One Black Belt £17 000
Four Green Belts £14 000
Other costs £12 000
Total £57 000

The Black Belt (once trained) carried out further training in-house
for additional Green Belts, and awareness training for all employees.
Thetraining costs at Porvair equate to £1000 per employee per annum.

Step 6: Project selection and delivery

The project selection process usually begins during the training deployment
step. Project selection, and subsequent delivery, is the visible aspect of the
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programme. A popular practiceisto begin by having easy and well-publicized
successes (known as harvesting hanging fruit). This was covered in Chapter
6, where it was recommended that quick ‘wins' should be aimed for (*just do
it") projects.

In a similar fashion, Ericsson AB applied a simplified ‘ Business Impact’
model for larger projects. Ericsson categorizes projects under three headings:

1. Cost takeout
2. Productivity
3. Cost avoidance.

A variable weighting is allocated to each category, as shown in Table 9.2.

Table 9.2 Project benefit categories and business impact

Level Cost takeout Productivity Cost avoidance
and growth
Definition ‘Hard’ savings ‘Soft’ savings Avoidance of
Recurring expense Increase of process anticipated cost
prior to Six Sigma capacity so you can Is not in today’s cost
‘do more with less’, structure

‘do the same with less’,
‘do more with the same’

Example Less people to Less time required for Avoid purchase of
perform activity an activity additional equipment
Less $ required for Improved machine Avoid hiring contractors
same item efficiency

Impact Whole unit Partial unit Not in today’s cost

Weighting  100% 50% 20%

Business impact = Cost takeout + 0.5 Productivity = 0.2 Cost avoidance — Implementation
cost.

When sufficient data are not available to provide an accurate estimate of
Business Impact, an approach of ‘ Derived Importance’ based upon scores for
various categories is a practical aternative, as shown in Table 9.3.

For smaller, ‘just do it’ projects, it isagood practice to establish an ‘ideas
factory’ to encourage task groups and all employees to contribute to savings
and improvement. Very often small projects from the ‘ideas factory’ require
negligible funding.

Project review and feedback

One important point of the project selection and delivery step is to monitor
the progress of each project and control the effects of the changes so that
expected benefits are achieved. The programme leader should maintain a
progress register, supported by a Gantt chart, defining the change, expected
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Table 9.3 Derived importance of projects

Projects Cost Produc-  Cost Employee Current  Feasibility Derived
take tivity avoidance satisfaction  perfor- importance
out mance Max.
High: 10 High: 5 High: 2 High: 3 Low: 10  High: 10 score: 40
Low: 1 Low: 1 Low: O Low: 1 High: 1 Low: 1

Design

packaging 9 2 0 2 7 8 28

Improve CEE 5 4 2 2 10 10 33

Passes

control 1 2 2 1 5 9 20

New product

development 7 1 2 3 2 2 17

benefits, resources, timescale and expenditure (to budget), and show people
responsible for actions.

This phase of review and feedback involves a continuous need to sustain
what has been achieved and to identify further opportunitiesfor improvement.
It is good practice to set fixed dates for review meetings as follows:

* Milestone review (at least quarterly) — Executive Steering Committee,
torchbearer and programme |leader

» Programme review (monthly) — programme leader and team, with a short
report to torchbearer.

The problems/hold-ups experienced during projects are identified during the
programme review, with the aim of the project team taking action to resolve
sticking points; if necessary, requests are made of the Executive Steering
Committee for additional resources.

Step 7: Measurement of success

The fundamental characteristic of a Six Sigma or FIT SIGMA programme
that differentiates it from a traditional quality programme is that it is results
orientated. Effective measurement is the key to understanding the operation
of the process, and thisformsthe basis of all analysis and improvement work.
In a construction project the milestones are tangible — they are physically
obvious — but in a change programme such as FIT SIGMA the changes are
not always apparent. It is important to measure, display and celebrate the
achievement of milestones in a FIT SIGMA programme. In Chapter 6 we
emphasi zed the importance of performance management to improve and sustain
theresultsof aFIT SIGMA programme. The process and culture of measurement
must start during the implementation of changes.

Our experience is that the components of measurement of success should
include:
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¢ Project tracking

e FIT SIGMA metrics

e Balanced scorecard

e Self-assessment review (Baldridge or EFQM).

There are software tools available such as Minitab (www.minitab.com) and
KISS (Keep It Simple Statistically; www.airacad.com/transact.html) for detailed
tracking of larger Six Sigma projects. However, in most programmes the
progress of savings generated by each project can be monitored on an Excel
spreadsheet. We recommend that summaries of results are reported and displayed
each month. Examples of forms of displays are shown in Figures 9.6 and 9.7.
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FIT SIGMA metrics

FIT SIGMA metrics are required to analyse the reduction in process variance
and the reduction in the rate of defects resulting from the appropriate tools
and methodology. A word of caution: Black Belts can get caught up with the
elegance of statistical methods and develop a statistical cult. Extensive use of
variance analysis is not recommended.

The following FIT SIGMA metrics are useful, easy to understand, and

easy to apply:

e Cost of Poor Quality (COPQ)
» Defects per Million Opportunities (DPMO)
 First PassYield (FPY).
Internal failure $ + External failure $
COPQ = + Appraisal and prevention $ + Lost opportunity $
Monthly sales $

Total number of defects x 1000000

DPMO = Total units and opportunities per unit

Number of units completed without defects and rework
Number of units started

FPY =

From measuring and monitoring FIT SIGMA metrics each month, opportunities
for further improvement will be identified.

Aswe have already emphasized, a carefully designed Balanced Scorecard
(see Chapter 6) isessential for improving and sustai ning business performance.
It is generally viewed that the Balanced Scorecard is applicable for a stable
process and thus should be appropriate after the completion of the FIT SIGMA
programme. This may be so, but unlessthe measures of the Balanced Scorecard
are properly defined and designed for the purpose at an early stage, its
effectiveness will be limited. Therefore, we strongly recommend that during
the FIT SIGMA programme the basics of the Balanced Scorecard to manage
the company-wide performance system should be established (see Figures
6.8 and 6.9).

The fourth component of measurement isthe * self-assessment and review’
process. There are two optionsto monitor the progress of the businessresulting
from the FIT SIGMA programme;

1. A simple checklist to assess the overall progress of the programme, or
2. A proven self-assessment process such as the European Foundation of
Quality Management (EFQM) or the American Malcolm Baldridge system.

We recommend the second option. In the initial health-check appraisal stage
we recommended using EFQM or Baldridge, and thus the methodology will
have aready been applied. Additionally it gives further experience in the self-
assessment process, which will enable future sustainability. Finally, it will
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provide the foundation should the organization wish at a later stage to apply
for an EFQM or Baldridge award.

Step 8: Culture change

A culture change must not begin by replacing middle management with imported
‘Black Belts'. Winning over, not losing, middle management is essential to
the success of FIT SIGMA — or for that matter any quality initiative.

What isrequired isthat the all-important middle management, and everyone
elsein the organization, understands what FIT SIGMA is, and has the culture
of quality. An understanding of Deming's fourteen points (see Chapter 2)
would be a sound start.

The FIT SIGMA Cultureis:

=

. Total vision and commitment of top management throughout the programme

. Emphasis on measured results and the rigour of project management

3. Focus on training with short-term projects and results, and long-term people
development

. Use of simple and practical tools

. A total approach across the whole organization (holistic)

. Leveraging results by sharing best practice with business partners (suppliers
and customers)

7. Sustaining improvement by knowledge management, regul ar self-assessment

and senior management reviews.

N

o oA~

Air Academy www.airacad.com (April, 2002) claim that it is important to
understand the culture type of an organization to ensure the culture change
necessary for the success of a Six Sigma programme. The culture types they
identify are:

1. Clan culture. The organization is considered to be people-orientated. It is
a nice place to work where people share similar interests, much like a
country club — i.e. they are clan-like, they all have similar beliefs and
values.

2. Hierarchical culture. The organization has aformalized top-down structure,
and people are governed by rules and procedures.

3. Enterprise culture. The organization is goal -orientated. Results are measured
and members are competitive. People are primarily concerned with getting
the job done.

4. Adhaocracy culture. The organization isdynamic, creative and entrepreneurial.
People are proactive and take risks, areinnovative and look for alternatives.

FIT SIGMA requires abalanced culture comprising key characteristics of the
above four types. If an organization is predominantly of one type, some
cultural change will be required. Training deployment (see Step 5 of Figure
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9.3) includes training for culture change, but training alone will not transform
the mindset required for FIT SIGMA.

Creating a receptive culture

An often-asked question is, how do we change culture?

It al begins with Vision. The vision of quality must begin with the Chief
Executive. If the Chief Executive has a passion for quality and continuous
improvement, and if this passion can be transmitted down through the
organization, then paradoxically the ongoing driving force will be from the
bottom up rather than being enforced from above, and with everyone sharing
the samevision. For similar viewpointsre. TQM see Crosby (1979), I shikawa
(1985), Schonberger (1986), Albrecht (1988), Collinsand Porras (1991), Creech
(1994), Dulewicz et al. (1995) and Gabor (2000).

Theword ‘vision’ suggests an almost mystical occurrence (Joan of Arc) or
an ideal (such as expressed by Martin Luther King, ‘| haveadream...). The
same connotation isfound when looking at vision in the organi zational context;
aleader with a vision is a leader with a passion for an ideal. However, . ..
unless the vision can happen, it will be nothing more than a dream’ (Wright,
1996, p. 20; see also El-Namki, 1992 and Langeler, 1992). To make avision
happen within an organization, there hasto be a cultural fit. Corporate culture
is the amalgam of existing beliefs, norms and values of the individuals who
make up the organization — ‘the way we do things around here’ (Peters and
Waterman, 1982; Peters and Austin, 1986). The leader may be the one who
articulates the vision and makes it legitimate, but unless it mirrors the goals
and aspirations of the members of the organization at all levels the vision
won't happen (Albrecht, 1988). As Stacey (1993, p. 234) says, ‘the ultimate
test of avision isif it happens'.

Culture and values are deep-seated and may not always be obvious to
members. Aswell asthe seemingly normal aversion to change by individuals,
often there isavested interest for members of an organization to resist change.
Middle management is often more likely to resist change than are other
members. Machiavelli (1513) wrote: ‘It must be considered that there is
nothing more difficult to carry out, nor more doubtful to success, nor more
dangerous to handle, than to initiate a new order of things . Human nature
hasn’t really changed much since the sixteenth century!

Organizations are made up of many individuals, each with his or her own
set of values. The culture of an organization is how people react or do things
when confronted with the need to make a decision. If the organization has a
strong culture, each individual will instinctively know how things are done
and what is expected. Conversely, if the corporate cultureisweak, theindividual
may not react in the manner that management would hope (Peters and Waterman,
1982; Peters and Austin, 1986; Carnall, 1999).

To engineer or change a culture, there has to be leadership from the top.
L eading by example might seem to be acliché, but unless the Chief Executive
can clearly communicate and demonstrate by example a clear policy, how
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will the rest of the people know what is expected? (Foreman and Money,
unpublished work; Foreman, 1996, 2000). Leadership does not have to be
charismatic, but it has to be honest. Leadership does not rely on power and
control. Basu and Wright (1998) find that real leaders communicate face-to-
face, and not by memos.

Mission statement to signal change

A new mission statement would seem to be alogical way for a Chief Executive
to signal achangein direction for an organization. Ideally the mission statement
should be a true statement as to the reason for being of the organization. It
should berealistic, and state the obvious. Profit isnot adirty word (Friedman,
1970), and customer serviceisimportant (Zeithaml et al., 1990; Kotler, 1999).
Generally, the key resource lacking in many organizations is quality people
(Barlett and Ghoshal, 1994; Mintzberg, 1996; Knuckey et al., 1999). Therefore
it would seem obvious for any mission to say we are in business to make a
profit, and we will make a profit by providing the customers with what they
want, and that we recognize that our most important resource in making this
mission happen is our people. It is important that the new mission isin tune
with what the people of the organization believe (the culture), and to achieve
amission that fits the culture it would seem sensible to get the involvement
and interest of all the staff in writing the new mission. Thus in this manner a
change in culture could begin with the determination and the buy-in by staff
into the new mission.

Learning for change

If employees, organization wide, are going to accept change, and themselves
individually change, they will need to learn certain skills. Skills such as;
understanding work processes,

solving problems,

making decisions, and

working with othersin a positive way.

All these types of skills can be taught. The main message that has to be
learnt is the need for cultural change, and for people to trust each other.
In particular management hasto win thetrust of lower level staff and have
to learn how to change from autocratic management to coaching and
mentoring. Lower level staff, in turn, have to learn to trust management.

(Wright, 1999, p. 219; see aso Hall, 1999 and Axelrod, 2001, who express
similar views.) Once this has been achieved the culture will be such that the
organization will be in tune with the philosophy of FIT SIGMA, and the ninth
step of FIT SIGMA (improve and sustain) will be second nature.
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Communication

Finally, the key to sustaining aFIT SIGMA cultureis communication. Methods
of communication include:

e Anintranet FIT SIGMA website, specifically developed, or clearly visible
in the corporate web site

e Specially produced videos or CDs

* A FT SIGMA monthly newsletter

* Internal emails, voicemails and memos with updated key messages — not
slogans such as work smarter not harder and other tired clichés

* Milestone celebrations

» Staff get-togethers, such as special morning teas, Friday afternoon social
hour, ‘town hall’ type meetings

* An‘ideasfactory’ or ‘think tank’ to encourage suggestions and involvement
from employees.

Step 9: Improve and sustain

‘Improve and sustain’ is the cornerstone of a FIT SIGMA programme. This
step issimilar to the fifth stage of team dynamicsfor project teams (Forming,
Storming, Norming, Performing and Mourning). In the Mourning stage the
project team disbands and members move onto other projects or activities.
They typically regret the end of the project and the break-up of the team, and
the effectiveness or maintenance of the new method and results gradually
diminish. Chapter 6 discussed in some detail thefact that to achieve sustainability
the following four key processes must be in place:

1. Performance management

2. Senior management review

3. Self-assessment and certification
4. Knowledge management.

The*end game’ scenario should be carefully developed long before the end of
the programme. There may not be a sharp cut-off point like a project handover,
and the success of the scenario isin the making of asmooth transition without
disruption to the ongoing operation of the business.

As part of the performance management the improvement targets should
be gradually and continuously stretched, and more advanced tools considered
for introduction. For example, the DFSS (Design for Six Sigma) is resource
hungry, and can be considered at alater stagein a FIT SIGMA programme.
With Six Sigma the aim is to satisfy customers with robust ‘zero defect’
manufactured products, and to do so DFSS is fully deployed, covering all
elements of manufacturing, design, marketing, finance, human resource,
suppliers and key customers (including supplier’s suppliers, and customer’s
customers).
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At an advanced stage of the programme, milestone reviews should be
included in senior management operational review team meetings (such as
the sales review meetings and operational planning meetings/committees),
i.e. not only the FIT SIGMA Executive Steering Committee.

We recommend that a pure play EFQM (or other form of self-assessment)
be incorporated as a six-monthly feature of the FIT SIGMA programme.
Even if the company gains an EFQM or Baldridge award, the process MUST
continue indefinitely.

Two specific features of knowledge management need to be emphasized.
First, it isessential that the company seeks leverage from FIT SIGMA results
by rolling it out to other business units and main suppliers. Second, it is
equally important to ensure that career development and reward schemes are
firmly in place to retain the highly trained and motivated Black Belts. The
success of sustainahility of FIT SIGMA iswhen the culture becomes simply
‘thisis the way we do things'.

Time scale

The time scale of FIT SIGMA implementation will last several months, and
is of course variable. The time not only depends on the nature or size of the
organization, but also on the business environment and the resources avail able.
Four factors can favourably affect the time scale:

1. Full commitment of top management and the Board
2. Sound financial position

3. Correct culture (workforce receptive to change)

4. A competitive niche in the marketplace.

It is good practice to prepare a Gantt chart containing the key stages of the
programme, and to monitor the progress. Figure 9.8 shows atypical timetable
for aFIT SIGMA programme in a single-site medium-sized company. The
diagram shows an order of magnitude only, and the sequence could well vary.
Thetimeline is not linear, stages overlap, and frequent looking back to learn
for future progress should occur.

FIT SIGMA for stalled Six Sigma

Some organizations have already attempted to implement a Six Sigma (or a
TQM) programme, but it has stalled. Results are not being achieved and
enthusiasm is waning; in some cases the programme has effectively been
abandoned. Thereasonsfor stalling are various, but often include an economic
downturn (such as experienced in the telecommunications industry in 2001),
a change in top management, or a merger or takeover.
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FIT SIGMA, not a quick fix

During restructuring, or if the company isin survival mode, theimplementation
of FIT SIGMA is not appropriate. FIT SIGMA is not a quick fix. After the
short-term cost saving measures of a survival strategy, when the business has
stabilized and a new management team is in place, then Six Sigma can be
restarted — but this time done correctly, using the FIT SIGMA approach.

It is likely when restarting that many of the steps, including training/
learning deployment, will not need to be repeated. However, in arestart there
isone big issue that makes life more difficult, and that is credibility. How do
you convince all the people that it will work the second time around? This
will put special pressure on Step 8, culture change. The employees could well
be tired of excessive statistics and complex Six Sigma tools. Selection of
appropriate tools is a strong feature of FIT SIGMA.

The FIT SIGMA programme for are-starter will naturally vary according
to the condition of the organization, but the programme can be adapted within
the framework shown in Figure 9.3. The guidelines for each step are:

1. Management awareness. If thisis not present, the programme cannot re-
Start

2. Initial assessment. This has to be the re-start point — where are we, where
do we want to go?

3. Programme brief and organization. The programme will need to be re-
scoped and new teams formed.

4. Leadership workshop. Thiswill be essential, even if management has not
changed.

5. Training/learning deployment. Appropriate tools should be selected. If
past team members (in particular Black Belts) are not happy with terminology
of the old programme, new terms should be used. Thetitle ‘Black Belt’ in
itself is not sacrosanct and might be changed. If the ‘old’ experts are still
in the organi zation, then training time might be reduced — even a one-week
workshop might be sufficient.

6. Project selection and delivery. Thisis the same as for the full FIT SIGMA
programme — harvest the hanging fruit.

7. Measurement of success. Review the old measures — what worked and
what didn’'t — and follow the full FIT SIGMA programme.

8. Culture change. Thisiscritical. Top management support must be extremely
obvious, and reward and appraisal systems aligned to FIT SIGMA.

9. Improve and sustain. Thisis the same as for FIT SIGMA.

FIT SIGMA for successful companies

William Stavropoulos, the CEO of Dow Chemical, is reported to have once
said: ‘the most difficult thing to do is to change a successful company’. It is
true that employees of companies enjoying a high profit margin with some
dominance in the market are likely to be complacent and to feel comfortable
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with the status quo. Perhaps it is even more difficult to stay at the top or
sustain success if the strategy and processes are not adaptable to change — as
Darwin (c. 1860) said: ‘It is not the strongest species that survive, nor the
most intelligent, but the ones most responsive to change'. It is possible for
management of some companies, after the completion of a highly successful
Six Sigma programme, to find their attention diverted to another major initiative
such ase-Business or Business-to-BusinessAlliances. Certainly new initiatives
must be pursued, but at the same time the long-term benefits that could be
achieved from Six Sigma should not be lost. FIT SIGMA for sustainability,
staying healthy, is the answer.

If acompany has succeeded with Six Sigma, then the time is now right to
move onto FIT SIGMA to achieve Step 9 — Improve and sustain.

External consultants

Many companies, especially SMEs, are often concerned with the cost of
consultantsfor a Six Sigma programme. Large consulting firms and academies
for Six Sigma could well expect high front-end fees. With FIT SIGMA, our
approach is to be selective in the use of outside consultants — that is, use
outside consultants to train your own experts, and to supplement your own
expertise and resource when necessary. No consultant will know you own
company as well as your own people will. For this reason we do not favour
the use of an external consultant as a programme leader.
InaFIT SIGMA programme, the best use of consultantsisin:

* Step 2 (Initial assessment). Here a Six Sigmaexpert or an EFQM consultant
may be used to train and guide your team.

e Steps 4 and 5 (Leadership workshop, and Training/learning deployment).
Outside consultants will be needed to facilitate the leadership workshops,
and to train your own Black Belts. Once trained, your own Black Belts
will train Green Belts and develop new Black Belts.

» Step 8 (Culture change). An outside consultant is best suited to develop a
change management plan for change of culture.

Summary

This chapter provides practical guidelines for making it all happen. Many a
Six Sigma exercise started with high expectations and looked good on paper.
Many an organization has been impressed by success stories of Six Sigma,
but is unsure how to start.

The implementation plan shown here will enable any organization at any
stage of a Six Sigma initiative to follow a proven path to success and to
sustain benefits. Our implementation plan has nine steps, beginning with
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Management awareness and leading to the ongoing step of Improve and
Sustain. There is no end!

Inthe spirit of FIT SIGMA, fit for purpose, thisframework can be adjusted
and customized to the specific needs of any organization.

At all stages of the programmeit is essential that not only are the Executive
Steering Committee and the torchbearer kept informed (the torchbearer will
keep the Board informed), but also that there is open communication with all
members of the organization, so that everyone is aware of the aims, activities
and successes of the programme.
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Glossary

Best practice Refers to any organization that performs as well or better than the
competition in quality, timeliness, flexibility, and innovation. Best practice should
lead to world-class performance.

Black Belts  Expertsin Six Sigmamethods and tools. Toolsinclude stetistical analysis.
Black Belts are project leaders for Six Sigma initiatives; they also train other staff
members in Six Sigma techniques.

BPR (Business Process Re-engineering) This has been described as a manifesto
for revolution. The approach is similar to taking a clean piece of paper and starting
al over by identifying what isreally needed to make the mission of the organization
happen.

Brainstorming A free-wheeling group session for generating ideas. Typicaly a
group meeting of about seven people will be presented with a problem, and each
member will be encouraged to make suggestions without fear of criticism. One
suggestion will lead to another. All suggestions, no matter how seemingly fanciful,
are recorded, and subsequently analysed. Brainstorming is useful for generating
ideas for further detailed analysis.

Cause and effect diagram The cause and effect, fishbone or I shikawa diagram was
developed by Kaoru Ishikawa. The premise is that generally when a problem
occurs the effect is very obvious, and the temptation is to treat the effect. With the
Ishikawa approach the causes of the effect are sought. Once these are known and
eliminated, the effect will not be seen again. For example, working overtimeis an
effect; adding extra staff does not remove the cause. The question is, what caused
the situation that led to overtime being worked?

COPQ (Cost of Poor Quality) The cost of poor quality is made up of costs arising
from internal failures, external failures, appraisal, prevention and lost opportunity
costs—in other words, all the costs that arise from non-conformance to a standard.
Chapter 3 discusses COPQ in some detail.

CTQ (Critical to Quality) Six Sigma refers to CTQS. This simply means the
identification of factors that are critical for the achievement of alevel of quality.

DFFS(Design for FIT SIGMA™) Thestepsare Define, Measure, Analyse, Design
and Validate (see Chapter 3 for detailed discussion).

DMAIC The cycle of Define, Measure, Analyse, Improve and Control.

DOE Theprocess of examining optionsin the design of aproduct or service. Controlled
changes of input factors are made and the resulting changes to outputs noted.
Losses from poor design include not only direct loss to the company from reworking
and scrap, but also include those owing to user downtime due to equipment failure,
poor performance and unreliability. Poor customer satisfaction will lead to further
losses by the company as market share falls.

DPMO (Defects per million opportunities) The basic measure of Six Sigma. It is
the number of defects per unit divided by the number of opportunities for defects
multiplied by 1 000 000. This number can be converted into a Sigma value — for
example, Six Sigma = 3.4 per million opportunities.
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E-business Electronic-business is more than the transfer of information using
information technology; it is the complex mix of processes, applications and
organizational structures.

EFQM (European Foundation for Quality Management) Derived from the
American Malcolm Baldridge Quality Award, this is an award for organizations
that achieve world-class performance as judged by independent auditors against a
checklist. The checklist is detailed and extensive, and covers Leadership, People
Management, Policy and Strategy, Partnerships and Resource, Processes, People
Satisfaction, Customer Satisfaction, Impact on Society, and Business Resullts.

Fishbonediagram Thefishbone, Ishikawa, or cause and effect diagram was devel oped
by Kaoru Ishikawa. The premiseisthat generally when a problem occurs the effect
isvery obvious, and the temptation isto treat the effect. With the Ishikawa approach
the causes of the effect are sought. Once these are known and eliminated, the effect
will not be seen again. For example, working overtime is an effect; adding extra
staff does not remove the cause. The question is, what caused the situation that led
to overtime being worked?

FITSIGMA™ (seedso TQM, Six SigmaandLean Sigma) FIT SIGMA incorporates
all the advantages and tools of TQM, Six Sigmaand Lean Sigma. Theaim isto get
an organization healthy (fit) by using appropriate tools for the size and nature of
the business (fitness for purpose) and to sustain a level of fitness. FIT SIGMA is
a holistic approach.

Flow process chart A flow process chart sets out the sequence of the flow of a
product or a procedure by recording all the activitiesin aprocess. The chart can be
used to identify steps in the process, value-adding activities and non-value-adding
activities.

FMEA (Failure Mode and Effect Analysis) This was developed in the aerospace
and defence industries. It is a systematic and analytical quality planning tool for
identifying, at the design stage of new products or services, what could go wrong
during manufacture, or when in use by the customer. It is an iterative process, and
the points examined are:

What the function is

Potential failure modes

The effect of potential failure

Review of current controls

Determination of risk priority (occurrence, detection, and severity of failure)
Identification of corrective actions to eliminate failures

Monitoring of corrective actions and countermeasures.

FPY (First Pass Yield) Also known as RTY, this is the ratio of the number of
completely defect-free units (without any kind of rework during the process) at the
end of a process and the total number of units at the start of a process. The
theoretical throughput rate is often regarded as the number of units at the start of
the process. RTY/FPY is used as a key performance indicator to measure overall
process effectiveness.

Green Belts  Staff trained to be Six Sigma project leaders, Green Belts work under
the guidance of Black Belts (see Black Belts).

Histogram A histogram isadescriptive and easy to understand chart of the frequency
of occurrences. It isavertical bar chart with the height of each bar representing the
frequency of an occurrence.
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Input—process-output diagram  All operations or processes have inputs and outputs,
and the process is the conversion of inputs into outputs. Analysis of inputs should
be made to determine factors that influence the process — for example, input
materialsfrom suppliers meeting specification, delivery on time and so on. Examples
of input—process—output diagrams for service and manufacturing industries are
shown in Figures 3.5 and 3.6.

Ishikawa The Ishikawa, fishbone or cause and effect diagram was developed by
Kaoru Ishikawa. The premiseisthat generally when a problem occurs the effect is
very obvious, and the temptation isto treat the effect. With the I shikawa approach
the causes of the effect are sought. Once these are known and eliminated, the effect
will not be seen again. For example, working overtime is an effect; adding extra
staff does not remove the cause. The question is, what caused the situation that led
to overtime being worked?

1SO 9000 To gain SO 9000 accreditation, an organization has to demonstrate to an
accredited auditor that they have awell-documented standard and consi stent process
in place that achieves a defined level of quality or performance. 1SO accreditation
will give a customer confidence that the product or service provided will meet
certain specified standards of performance and that the product or service will
aways be consistent with the documented standards.

JIT (Just InTime) Thiswasinitially amanufacturing approach where materials are
ordered to arrive just when required in the process, no output or buffer stocks are
held, and the finished product is delivered direct to the customer. Lean Sigma
incorporates the principles of J T and relates to the supply chain from supplier and
supplier’ssupplier, through the process to the customer and the customer’s customer.

Kaizen Kaizenis aJapanese word derived from a philosophy of gradual day by day
betterment of life and spiritual enlightenment. This approach has been adopted in
industry and means gradual and unending improvement in efficiency and/or customer
satisfaction. The philosophy is doing little things better so as to achieve a long-
term objective.

Kanban Kanban is the Japanese word for card. The basic kanban system is to use
cards to trigger movements of materials between operations in production so that
a customer order flows through the system. Computer systems eliminate the need
for cards, but the principleisthe same. Asajob flows through the factory, completion
of one stage of production triggers the next so that thereis no idle time, or queues,
between operations. Any onejob can be tracked to determine the stage of production.
A kanban israised for each customer order. The kanban system enables production
to be in batches of one.

KPIs (Key Performance Indicators) Measurements of performance, such as asset
utilization, customer satisfaction, cycletimefrom order to delivery, inventory turnover,
operations costs, productivity, and financial results (return on assets and return on
investment).

Lean Sigma (seeaso see JIT) Leanwasinitially a manufacturing approach where
materials are ordered to arrive just when required in the process, no output or
buffer stocks are held, and the finished product is delivered direct to the customer.
Lean Sigma incorporates the principles of Six Sigma, and is related to the supply
chain from supplier and supplier's supplier, through the process to the customer
and the customer’s customer.

Mistake-proofing This refers to making each step of production mistake-free, and
is also known as Poka Yoke. Poka Yoke was devel oped by Shingo (also see SMED),
and hastwo main steps: (1) preventing the occurrence of adefect, and (2) detecting
the defect. The system is applied at three points in a process:
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1. Inthe event of an error, to prevent the start of a process
2. To prevent a non-conforming part from leaving a process
3. To prevent a non-conforming product from being passed to the next process.

MRP (I1) (Manufacturing Resource Planning) Manufacturing resource planning
is an integrated computer-based procedure for dealing with al of the planning and
scheduling activities for manufacturing, and includes procedures for stock re-
order, purchasing, inventory records, cost accounting, and plant maintenance.

Mudas Muda is the Japanese for waste or non-value-adding. The seven activities
that are considered are:

1. Excess production

2. Waiting

3. Cornveyance

4. Motion

5. Process

6. Inventory

7. Defects.

(For further detail, see Chapter 1.)

OEE (Overall Equipment Effectiveness) This is used to calculate the effective
performance of an equipment and identify losses. In total productive maintenance
(TPM) it is defined by the following formula

OEE = Availability x Performance rate x Quality rate

Pareto Wilfredo Pareto was a nineteenth-century Italian economist who observed
that 80 per cent of the wealth was held by 20 per cent of the population. The same
phenomenon can often be found in quality problems. Juran (1988) refers to the
vital few and the trivial many. The technique involves collecting data of defects,
and identifying which occur the most and which result in the most cost or damage.
Just because one defect occurs more often than others does not mean it is the
costliest or that it should be corrected first.

PDCA (Plan-Do—Check—Act) ThePDCA cyclewasdeveloped by Dr W.E. Deming,
and refersto: Planning the change and setting standards; Doing (making the change
happen); Checking that what is happening is what was intended (i.e. that standards
are being met): and Acting — taking action to correct back to the standard.

Performance Chartsor UCL/LCL Upper control and lower control limits are used
to show variations from specification. Within the control limits, performance will
be deemed to be acceptable. The aim should be to reduce the control limits over
time, and thus control charts are used to monitor processes and the data gathered
from the charts should be used to force never-ending improvements. These types
of charts might also be known as Tolerance charts.

Poka Yoke This refers to making each step of production mistake-free, and is also
known as mistake-proofing. Poka Yoke was devel oped by Shingo (also see SMED),
and has two main steps: (1) preventing the occurrence of adefect, and (2) detecting
the defect. The system is applied at three points in a process:

In the event of an error, to prevent the start of a process
To prevent a non-conforming part from leaving a process
To prevent a non-conforming product from being passed to the next process.

wNpE
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QFD (Quality Function Deployment) A systematic approach of determining customer
needs and designing the product or service so that it meets the customer’s needs
first time and every time.

Qualitative Usesjudgement and opinionsto rate performance or quality. Qualitative
assessment attempts to ‘measure’ intangibles such as taste, appearance, friendly
service etc.

Quality Circles Quality circles are teams of staff who are volunteers. The team
selects issues or areas to investigate for improvement. To work properly, teams
have to be trained first in how to work as a team (group dynamics) and secondly
in problem-solving techniques.

Quality Project Teams A top-down approach to solving a quality problem.
Management determines a problem area and selects a team to solve the problem.
The advantage over a Quality Circle is that this as a focused approach, but the
disadvantage might be that members are conscripted rather than being volunteers.

Quantitative Means that which is tangible or can be measured — for example, the
speedometer on a car measures and shows the speed.

RTY (Rolled Throughput Yield), aka FPY (First PassYield) Thisis the ratio of
the number of completely defect-free units (without any kind of rework during the
process) at the end of a process and the total number of units at the start of a
process. The theoretical throughput rate is often regarded as the number of units at
the start of the process. RTY/FPY isused as akey performance indicator to measure
overall process effectiveness.

5Ss Theserepresent a set of Japanese words for excellent house keeping (Sein, sort;
Seiton, set in place; Seiso, shine; Seiketso, standardize; and Sitsuke, sustain.

S & OP (Salesand Operations Planning) Thisis derived from MRP, and includes
new product planning, demand planning, supply review to provide weekly and
daily manufacturing schedules, and financial information (see also MRP (I1)).
S & OP is further explained in Chapter 6 (see Figure 6.10).

Scatter diagram Scatter diagrams are used to examine the relationship between
two variables. Changes are made to each, and the results of changes are plotted on
a graph to determine cause and effect.

Sigma The sign used for standard deviation from the arithmetic mean. If a normal
distribution curve exists, one sigmarepresents one standard deviation either side of
the mean and accounts for 68.27 per cent of the population. This is more fully
explained in Chapter 3.

SIPOC (Supplier Input Process Output Customer) Thisrepresentsaflow diagram
and is used to define and examine an operation from the supplier to the customer.

Six Sigma Six Sigma is quality system that in effect aims for zero defects. Six
Sigmain statistical terms means six deviations from the arithmetic mean, which
equates to 99.99966 per cent of the total population, or 3.4 defects per million
opportunities.

SMED (Single Minute Exchange of Dies) This was developed for the Japanese
automobile industry by Shigeo Shingo in the 1980s, and involves the reduction of
changeover of production by intensive work study to determinein-process and out-
process activities and then systematic improve the planning, tooling, and operations
of the changeover process. Shingo believed in looking for simple solutions rather
relying on technology.

SoQ (Signature of Quality) A self-assessment process supported by a checklist
covering customer focus, innovation, personnel and organizational leadership, use
of technology, and environment and safety issues. It is useful in FIT SIGMA for
establishing a company ‘health’ report.
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SPC (Statistical ProcessControl) SPC uses statistical sampling to determineif the
outputs of a stage or stages of a process are conforming to a standard. Upper and
lower limits are set, and sampling is used to determine if the process is operating
within the defined limits.

The Seven Wastes (see also Muda) Muda is the Japanese for waste or non-value-
adding. The seven activities that are considered are:

Excess production
Waiting
Conveyance
Motion

Process

Inventory

. Defects.

(See also Chapter 1.)

NogakwheE

Tolerance chartsor UCL/LCL Upper control and lower control limits are used to
show variations from specification. Within the control limits performance will be
deemed to be acceptable. The aim should be over time to reduce the control limits.
Thus control charts are used to monitor processes and the data gathered from the
charts should be used to force never ending improvements. These types of charts
might also be known as Performance Charts.

TPM Total Productive Maintenance requires factory management to improve asset
utilization by the systematic study and elimination of major obstacles — known as
the'six hig losses’ —to efficiency. The‘ six big losses' in manufacturing are breakdown,
set up and adjustment, minor stoppages, reduced speed, quality defects, and start
up and shut down.

TQM Total Quality Management, is not a system, it is a philosophy embracing the
total culture of an organization. TQM goes far beyond conformance to a standard,
it requires a culture where every member of the organization believes that not a
single day should go by without the organization in some way improving its
efficiency and/or improving customer satisfaction.

UCL/LCL Upper control and lower control limits are used to show variations from
specification. Within the control limits, performance will be deemed to be acceptable.
The aim should be to reduce the control limits over time, and thus control charts
are used to monitor processes and the data gathered from the charts should be used
to force never-ending improvements. These types of charts might also be known as
Performance charts, or Tolerance charts.

World class The term used to describe any organization that is making rapid and
continuousimprovement in performance and is considered to be using ‘ best practice’
to achieve world-class standards.

Zero defects  Philip Crosby made this term popular in the late 1970s. The approach
is right thing, right time, right place, and every time. The assumption is that it is
cheaper to do things right the first time.
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