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PREFACE

Whenever I say the words Lean Six Sigma, people’s eyes automatically glaze over as visions of complex statistical formulas dance in their heads. If you feel this way, you’re not alone. I have found that many people have a phobia of anything resembling math or technology. Sometimes both. Well, let me set your fears to rest.

First, Lean Six Sigma is a mindset for solving specific business problems. It contains some essential methods and tools that you can learn and apply without ever having to do a single calculation. Lean Six Sigma involves simple insights about how to look at your business that will transform how you simplify and streamline it for maximum productivity and profitability. In other words, once you learn how to look at your business through these filters of Lean Six Sigma perception, you’ll never be stumped for ways to become better, faster, cheaper, more productive, and more profitable.

Second, you can apply the methods and tools of Lean without any technology other than Post-it® notes and a flip chart. And aggressive applications of Lean can take you a long way toward the kinds of speed and quality that your customers demand.

Third, once you learn how to use what I call the 4-50 rule of Six Sigma, you’ll always be able to laser focus your improvement efforts for maximum benefit with minimum effort. This book will cover the bare-bones, essential methods and tools you need to know to start making breakthrough improvements. Lean Six Sigma is first a mindset for problem solving and then a set of methods and tools to support that mindset.

Now for the bad news: most businesses, while profitable, are barely three sigma in performance. This means that every step in your process has a 1 to 3 to 6% error rate. Add these up across any business and you get a 6 to 12 to 18% error rate that devours 25 to 40% of your total expenses and slashes profit margins. Using Lean Six Sigma you can cut these “costs of poor quality” to 5% or less while doubling productivity and profitability, and tripling growth.

To get to four or five sigma levels of performance, you’re going to want to learn how to use the essential tools of Lean Six Sigma. You’ll want to learn how to use a few key statistical and graphical tools to improve your business, and more importantly sustain the improvement. A handful of tools will take you from three to five sigma in as little as 24 months. To go from five to six sigma will require more advanced tools discussed in the latter part of this book—Design for Lean Six Sigma.

QI Macros Lean Six Sigma SPC Software

Here’s the good news about Six Sigma: yes, there is some complex statistical stuff, but it’s all handled by simple software that you can download for free for 90 days. “Oh no!” you think, software, computers, technology. Arrggh! Again, let me put your mind at rest. The QI Macros Lean Six Sigma software is an add-in for Microsoft Excel that is so easy to use that most people say they can learn it in about 5 minutes. Forget all the fancy formulas. The QI Macros will do that for you. Just focus on what the graphs are telling you about how to improve the business. Since most business data is already kept in Excel or easily exported to Excel, you can get started using the tools right away. Without software, Six Sigma becomes too laborious for even the smartest employee, so you will need some software to facilitate the process. You can download your 90-day trial from http://www.qimacros.com/demystified.html. Here you will also find links to download the data for the exercises throughout the book.

Focus on Results

While most Six Sigma books spend a lot of time trying to turn you into a statistician, I think it’s a waste of time. What’s more important is learning how to use the methods and tools to reduce defects, delay, rework, waste, and lost profits. If you want to learn all of the statistical formulas, buy Juran’s Quality Control Handbook. Everything you ever wanted to know about statistics and quality is between the covers of the handbook, but beware: too much information can be confusing and you won’t know where to begin. This is one of the principles of Lean—too much inventory is a bad thing, even knowledge.

BELTS

Unfortunately, Six Sigma has fallen into the trap of measuring the number of “belts” trained as a measure of success. It doesn’t matter how many Green or Black Belts you have in an organization if they can’t find and fix the causes of long lead times, errors, mistakes, scrap, waste, and lost profit. I don’t care if you ever become a Green or Black Belt. I want you to become a money belt: someone who can find ways to make dramatic improvements in speed and quality that translate into cost savings or more sales because of improved performance.

Sadly, every employee wants to be certified as a Green or Black Belt because it looks good on their resume, but they just want to go to class and get a certificate at the end. Training is just the beginning. Improvement projects are where the rubber hits the road. Can you find and fix the causes of delay and defects?

Unfortunately, people lose 90% of what they’ve learned in less than three days if they don’t apply it. What does that mean? It means that if you spend five days in a Green Belt class, you’ve forgotten most of what you learned on Monday by Thursday. And after a weekend, you’ve lost most of what you learned during the whole week. Fortunately, I’ve found some ways to change the learning process to integrate learning with project experience that will enable you to learn and apply Lean Six Sigma more quickly and effectively. I’ll discuss those methods in the implementation part of this book.

One of the real problems I see with the extensive education requirements of most Six Sigma belt programs is the volume of information. The American Society for Quality put together a “body of knowledge” for a Black Belt that you can download from http://www.asq.org/certification/docs/sixsigma_bok.pdf. Most of this information is overkill. I recently saw a debate between H. James Harrington and Peter Pande (two Six Sigma gurus) at the Quality Expo in Detroit. The one thing they could agree on was that most Black Belts would never use even a fraction of what is taught in these classes. Maybe you’ve noticed this in other situations—a handful of tools do most of the work. Go into any hardware store and you’ll see hundreds of tools, but at home most of your needs will be met by a hammer, pliers, a saw, and a screwdriver. The same is true of Lean Six Sigma—a handful of tools will solve 90% of the problems. So, in this book, I’ll focus on the key methods and tools first and the less frequently used tools second.

Certification

If you still want to be certified as a Green Belt after reading this book, all you have to do is apply the methods and tools as you work your way through the book to a real project in your business. (You can find case study requirements at www.qimacros.com/casestudy.html.) When you submit the project, we’ll evaluate the project, your application of the methods and tools, coach you to improve their use, and certify you (additional fee required). Black Belt certification requires two projects, a Green Belt level project and a more advanced project using tools of Design for Lean Six Sigma.

Culture and Implementation

The mindset, methods, and tools of Lean Six Sigma are actually simple and easy to learn. Getting your corporate culture to adopt these methods, tools, and mindsets is the real challenge. If your employees are like most employees, you’ve experienced too many panaceas and programs of the month. It’s hard to keep Lean Six Sigma from ending up in the junkyard of failed culture changes.

Most Lean Six Sigma books and programs dive into the top-down, endless training required to make Lean Six Sigma fly. I call this wall-to-wall, floor-to-ceiling Lean Six Sigma. Unfortunately, research has shown that at least half the time this method fails. But there are better ways to implement Lean Six Sigma.

So I’m going to encourage you to aim straight for results. No one can argue with success. Start small, get successful immediately and the change will pick up momentum. If you struggle a little bit at the start, which is normal, you won’t trigger what I call the corporate immune system, which will attempt to kill Lean Six Sigma before it even gets started. We’ll look at these implementation strategies later in the book.

Structure

From a high level, the book will cover:

1.  Lean for reducing delay and non–value-added activities. Lean thinking can be applied to any business process, service or manufacturing, without the need for any exotic tools.

2.  Essential Six Sigma for reducing defects and variation. The application of the 4-50 rule and a handful of tools will solve 90% of problems with mistakes, errors, and defects that cause excessive rework, waste, and lost profit.

3.  Transactional Six Sigma for reducing errors in information systems.

4.  Implementation—The human factor

5.  Robust Six Sigma for designing Six Sigma into products and services.

Each chapter will cover the what, why, and how of each improvement strategy:

•  Lean Six Sigma Jargon, while Lean Six Sigma borrows from its predecessors like Total Quality Management, it has its own jargon. I’ll illuminate and define the jargon as we go and link it back to its origins wherever possible.

•  Methods for solving problems

•  Tools for defining, measuring, analyzing, improving, and sustaining the problem and its solution.

•  Case studies to show the methods and tools in action.

•  A quiz to review your knowledge.

•  Exercises to apply the knowledge you’ve learned.

Lean Six Sigma is a Journey

Lean Six Sigma is a journey, not a destination. The good news is that you can start today; the bad news is that you’re never finished. There will always be better, faster, and cheaper ways to perform any process. There will always be customers demanding that next level of perfection.

The good news is that if you’re the first one in your industry to embrace Lean Six Sigma, you get a decided first mover advantage. The bad news is that if you’re a slow follower like the American automotive industry, you’ll always be playing catch up. Japanese cars still have fewer defects per car than American cars.

Customers expect ever-higher levels of quality. If you can’t deliver, they’ll find someone who can. The typical lifespan of any business is 30 years. Will your company still be around on its 30th or even 100th birthday? Or will it suffer from rigidity of the way we’ve always done things here? It’s up to you. Lean Six Sigma can help, but you’ve got to be willing to look at what’s not working and focus on your weaknesses, not your strengths. It’s sometimes painful, but always rewarding. It’s the breakfast of champions. Are you ready to take the first step?

 

JAY ARTHUR

The KnowWare® Man

www.qimacros.com
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What Is Lean Six Sigma?

I have spent 21 years working in various parts of the Bell System—one of the best cash cows of the last century. In the 1990s I led improvement teams that, in a matter of months, saved $20 million in postage expense and $16 million in adjustment costs. Other teams reduced computer downtime by 74% in just six months. Since then, I’ve helped other companies find ways to save $25,000 to $25 million per project or more. And you can too, using the power of Lean Six Sigma.

Has your business grown into a cash cow? Are you comfortable with your current level of productivity and profitability? Or do you still have a nagging feeling that they could be much higher? Well they can be and here’s why:

Primitive Tools and Archaic Methods

Virtually all companies grow from wobbly start-ups into cash cows using trial-and-error and common sense. Current methods of conducting the business developed in an ad hoc fashion, reacting to problems without much forethought. The bad news about this ad hoc, trial and error method of adaptation is that most companies stop improving when they reach 1%, 2%, or 3% error levels in marketing, sales, ordering, and billing.

At least once a week I hear from some poor employee who’s been told to investigate Lean Six Sigma. They lament that it’s their job to find and fix problems in the business. The business is already successful. Earnings are already up for the year. Why would they need Six Sigma to do what they already think they’re doing well?

I call this the foolishness of the five senses. Just because your five senses let you detect problems and patterns at one level, you think that they’ll work at even more subtle levels of detection. They won’t. As patterns and problems become less frequent and more subtle, they become less and less detectable.

For your five senses to detect all of the varying levels of problems in your business you would need:

•  The awareness of a world champion poker player to detect all of the opposing player’s “tells”

•  Eagle eyes

•  Bat radar

•  Dolphin sonar

•  Dog ears

•  Shark smell

•  Surgical feel

•  Gourmet taste

Here’s my point: Your normal sensory apparatus isn’t up to the task of finding and fixing the more subtle problems that affect your job, department or business. Like a doctor using an EKG or MRI, you need the right kind of tools to help you detect patterns you cannot detect with the naked eye.

Sure, every once in a while a problem will happen frequently enough with sufficient unpleasantness to trigger some action. You’ll feel good about that, but you’ll have missed the huge opportunities that lie just below the surface of your detection capabilities.

That’s why you need line graphs, pareto charts, histograms and control charts: to help you detect hidden patterns and problems.

 

Line graphs are like an EKG; they show the pulse of your business processes over time.

Pareto Charts are like an MRI; they help you slice the problem into clearly observable patterns.

Control charts and histograms have the added benefit of showing expected variation that allows you to predict your performance.

 

Just because you can’t see, hear, feel, smell, or taste a problem doesn’t mean that there isn’t one. It just means that your sensory system isn’t precise enough to detect the problem.

Did you know that there are dogs that can smell cancer? They don’t need any fancy equipment because they’ve got a nose that’s 10,000 to 100,000 times better than ours.

Humans, however, have the ability to create tools to extend the five senses. The tools of quality can give you an eagle’s eyes and a dog’s ears, if you let them.

The primitive methods and tools that took you to sustainable profitability will take you no further. To turn your cash cow into a golden goose you will need the common science in Lean Six Sigma to make breakthrough improvements. Here’s what you can accomplish with Lean Six Sigma:

1.  Double your speed without working any harder. Most companies have extensive delays built into their processes. Eliminate the delays and you can run circles around your competition.

2.  Double your quality by reducing defects and variation by 50% or more. Lean alone has been shown to reduce defects by 50%. Add Six Sigma and you’ve got a recipe for world class performance.

3.  Cut costs and boost profits because every dollar you used to spend fixing problems can now be refocused on growing the business or passed right through to the bottom line. Instead of wasting 25% to 40% of every dollar you spend fixing things that shouldn’t be broken, most of that money can fall through to the bottom line boosting margins through the roof.

Top 10 Ways You Know You Need Lean Six Sigma

10.  Customers still complain about your products and services.

9.  Employees complain about the roadblocks to serving customers.

8.  Blaming customers.

7.  Blaming employees.

6.  Customers return products for refunds.

5.  Warranty costs climb.

4.  Customers switch to your competitors.

3.  Sales flat-line or fall.

2.  Margins thin.

1.  Growth stagnates or shrinks.

Find Your Fix-it Factory

Every company, service or manufacturing, has two “factories:”

1.  A “Good” factory that creates and delivers your product or service. In a printing company, this might be the pressroom. In a hospital, this would be the emergency room, surgical rooms, and nursing units. In an automotive manufacturer, this would be the assembly line.

2.  A hidden “Fix-it” factory that cleans up all the mistakes and delays that occur in the main factory. If your company is a typical company (and virtually all non-Lean Six Sigma companies are), then the Fix-it factory is costing you $25 to $40 of every $100 you spend.

[image: Image]

Double Your Profits

If you’re like most businesses, reducing defects, delays, and costs by 20% would more than double your profits.

[image: Image]

Just think what saving a fraction of that waste could do for your productivity and profitability!

The urgencies of any business can consume all of your time. Fortunately, given the right gauges on your operation’s dashboard, it’s easy to diagnose where to focus your improvement efforts even while you are still working in your business.

The End of Common Sense

When I worked in a phone company, managers used to say that process improvement is “just common sense,” but what I’ve learned is that common sense will only get you to a 1 to 3% error rate. Hospitals get to a 1% error rate on things like infection rates and medication errors, but that’s where they reach the edges of human perception, the end of common sense.

Doctors routinely use diagnostic tools like EKGs, x-rays, and MRIs to detect possible problems in the body. Shouldn’t you use a more advanced set of tools to diagnose problems in the corporate body?

When you reach the end of what you can do with one problem-solving technology (e.g., common sense), you need to look to the next level: systematic problem solving and the tools of Lean Six Sigma.

It’s Not Your Fault!

You know there are still unsolved problems in your business, but it’s not your fault. In The Structure of Scientific Revolutions, Thomas Kuhn found that humans are natural problem solvers. He discovered a pattern to our ongoing ability to solve problems: an S-shaped curve. When confronted with a new type of problem, new methods are tried and the most successful one is rapidly adopted. But over time, the method’s ability to solve that class of problems levels off.

At this point, almost everyone is fully vested in the old paradigm and a fringe group is exploring ways to “jump the curve” to the next paradigm of solution. The success of the old method often blinds people to the value of a new method (e.g., digital vs. mainspring watch, cell phone vs. wired phone). I find the same thing holds true when working with managers and business owners. The instinctive methods of solving problems level off at about 1% to 3% error. You aren’t going to want to abandon the strategies that have taken you this far and made you successful, but that’s where the next level of performance can be achieved.

If you want to move to higher levels of quality and profitability, you will want to jump the curve by learning to apply the enhanced methods and tools of Lean Six Sigma.

Innovation, Customer Intimacy, and Operational Effectiveness

In The Discipline of Market Leaders (Wiersma 1995) the authors created a compelling argument that is to be recognized in your industry, you will want to be known for innovation (e.g., Intel), customer intimacy (e.g., Nordstrom), or operational efficiency (e.g., Wal-Mart). These form the legs of a triangle (Figure 1-1). They recommend that to create a recognizable brand, you will want to maximize one of these three and optimize the other two.
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Figure 1-1   Market leadership triangle.



Since Lean Six Sigma can clearly help you become more efficient operationally and Design for Lean Six Sigma can help you be more innovative, you’re going to need the tools of Lean Six Sigma. It may not become your best known feature, but it will be key to continued leadership and profitability.

Manufacturing versus Service

I can’t tell you how many times I’ve heard people ask about Lean Six Sigma: “Isn’t that just for manufacturing?”

The short answer is: No, Lean Six Sigma is good for any business process—IT, customer service, administrative, and so on.. Why? Because every business suffers from the three key problems that Lean Six Sigma can solve: delay, defects, and variation.

If you look closely at American industry, more and more manufacturing jobs are moving offshore. More than half of the gross national product comes from information and service industries like Microsoft and McDonald’s. But these industries are lagging behind manufacturing in the quest for quality.

That’s why there’s so much opportunity for the business that decides to use Lean Six Sigma to break through to new levels of productivity and profitability—because no one else is doing it.

When I first started working with improvement processes in the phone company, many people said it wouldn’t work because it only works for manufacturing, not services. Nothing could be further from the truth. This is just a convenient way for crafty employees to dodge learning these powerful improvement strategies.

WHAT IS MANUFACTURING?

Manufacturing involves the development and production of tangible products. Other terms used to describe these are plant floor, production, engineering, or product development. Driven by the marketplace, most manufacturing functions have had to embrace improvement methodologies and statistical process control (SPC) just to survive.

WHAT ARE SERVICES?

Services include sales, finance, marketing, procurement, customer support, logistics, IT, and human resources (HR). A few of the other descriptions of these activities include: transactional, commercial, non-technical, support, and administration. These business functions have tried to hide from improvement methods and many have been successful, but the wisdom of Lean Six Sigma is shifting from blue-collar jobs to white-collar ones. There are huge opportunities for improvement in service industries.

The Death of Manufacturing

The PBS Nightly Business Report from Diane Eastabrook on September 30, 2005 offered some startling statistics and insights.

The United States has lost roughly 3 million, or one out of every six, factory jobs in the past decade. About half of them disappeared over the last three years.

The Federal Reserve Bank of Chicago began a project to find out if manufacturing is dying in the United States The Fed wants to know if factories shed jobs in recent years because of the recession, or because of a structural change in the economy. It says one problem can be corrected with interest rate cuts, but the other problem can’t.

The statistics aren’t promising. At the end of World War II, one in every three Americans worked in a factory; today, one in eight does.

Economists fear that the apparel and textile industries face the greatest risk. But industries that require more skill, that involve R&D, capital, and high-skill, are most likely to survive and prosper: instruments and controls, parts and transportation, and chemicals.

While job growth has been flat in manufacturing over the past 50 years, it has been rising steadily in the service industry.

Economists say that this could mean the United States is evolving into a service-based society, instead of a manufacturing one.

This means that we need to shift our attention from manufacturing quality to service quality. More and more, America is becoming the “brain” of the planet and other countries are the hands. I recently spoke to an executive who was retiring after 32 years from a manufacturing company. They had just completed offshoring their manufacturing business. Only a few dozen managers remained to oversee the business. And I’ve talked to small manufacturing shops that are doing well, meeting the needs of companies like Toyota and Honda who continue to manufacture in the United States.

Ninety nine percent of manufacturing companies are small businesses. They will continue to need quality improvement and control to succeed in a global market-place. But hardly a week goes by that some service company manager doesn’t call to ask whether Six Sigma applies to service businesses. The answer is “of course!” Every business, regardless of size, suffers from three profit-eating problems that can be solved with Six Sigma methods and tools: delay, defects and variation.

While manufacturing businesses had to embrace quality to survive, service businesses have yet to realize that they will need to embrace quality. The same is true of information technology professionals (which is where I see our economy headed over the long term).

We’re facing the end of manufacturing and the explosion of services and information technologies (IT) will be the core of our economy. We can fight the change or lead it. It’s up to us.

MANUFACTURING AND SERVICE

At an abstract level there’s no real difference between a service process and a manufacturing one. They both encounter delays, defects, variation, and costs. One may produce purchase orders instead of computers, bills instead of brake liners, but they all take time, cost money, create defects, cause rework, and create waste.

In an IT department, we might focus on downtime or transaction delays. We might focus on manual rework of order errors or the costs of fixing billing errors. Even a great manufacturing company can suffer tremendously from IT problems.

In a hospital, we might focus on medication errors. We might focus on variation in admission, diagnosis, treatment, or discharge delays. We might focus on the costs of medical errors that result in longer hospital stays.

In a hospital, the clinical side is only one element. Defects and delays in issuing bills and insurance claims can cost millions of dollars. This is true in any company, from a family-owned restaurant to a Fortune 500 company. Incorrect bills, missing charges, incorrect purchase orders, overpayment, underpayment, and so on can cost a fortune. Fielding the phone calls and fixing the financial transactions can cost more than some invoices are worth.

Purchasing is another area for investigation. What does it cost to get quotes from three different vendors for the same product? What does it cost when you delay a purchase to squeeze a couple of extra pennies off the order? What does it cost when you order the wrong part and it stops your production line?

Call centers are another area for exploration. What does it cost to take a call from a customer? The average is around $9. Are your systems and literature setup to force your customer to call you for every little thing? Or are your systems set up to let customers serve themselves when they need it?

So, if you’re a good manufacturing company, use Lean Six Sigma to simplify and streamline your service components. If you’re a good service company, use Lean Six Sigma to make breakthrough improvements that will differentiate you from all of your competitors.

Small versus Large Businesses

Many small business owners don’t think they can afford the time and effort to learn and apply Lean Six Sigma. Nothing could be farther from the truth. Are you a Small Business Guerrilla? Are you willing to ignore the conventional, but incorrect, “wisdom” about how to implement Lean Six Sigma? Are you willing to start making immediate improvements in productivity and profitability using only a small fraction of your employees, time, and money? Or would you rather follow the Fortune 500 path to Lean Six Sigma and spend a lot of time and money, and then have to wait up to a year for bottom-line, profit-enhancing results?

Bypassing the BS

A 2003 study by Quality Digest magazine confirmed what I’ve known for years: a handful of tools and methods are delivering most of the benefit from Lean Six Sigma. Focused application of these tools will carry you from average to excellent in as little as 24 months, while delivering staggering improvements in productivity and profits.

Like most things in life, 4% of the methods and tools will give you over half of the benefit. These are the tools I use day in and day out with clients and in my business to make quantum leaps in performance. You can do it too.

Lean Six Sigma is the best toolkit for helping you think outside the business. The tools are designed to help employees see the business more clearly than ever before.

Lean Six Sigma is a result-oriented, project-focused approach to quality, productivity, and profitability. These reductions translate into cost savings, profit growth, and competitive advantage. And the process is simple:

1.  Focus on key problem areas by counting and categorizing your delays, defects, misses, mistakes, errors, and variation.

2.  Improve by eliminating delays, defects, and variation.

3.  Sustain the improvement by monitoring key measures and responding if they become unstable.

4.  Honor your progress.

If we applied Lean Six Sigma to:

•  Tax returns—there would only be 340 defects in the 100 million returns filed each year.

•  Baggage handling—airlines would only lose temporarily 10,000 bags a year instead of 30 million (1% of the 3 billion bags processed). Airlines permanently lose 200,000 bags a year. The bags go missing for 31 hours on average. It costs carriers $2.5 billion a year to correct the mishandled luggage. Biggest root cause: mishandling during transfer from one flight to the next.

•  Teen pregnancy—there would only be 34 pregnancies a year instead of 1 million.

•  Driving—there would only be 3.4 accidents per million miles driven.

•  Hospital intake—there would only be 3.4 deaths per million hospital admissions instead of 1 per 100 as reported by the National Academy Press (1999).

Why Lean Six Sigma?

Why now? Fortune 500 companies like GE are using these tools to save big bucks. In 1998, GE invested $450 million to achieve $2 billion in savings. Make no mistake about it, when Jack Welch, the CEO of GE, got behind Six Sigma, it took a big leap forward. Unfortunately, the Fortune 500 version of Lean Six Sigma comes with an exorbitant price tag and lengthy implementation process that most companies can’t afford. That’s why I distilled the essence into Lean Six Sigma DeMYSTiFieD.

Plug the Leaks in Your Cash Flow

Have you been overlooking the biggest profit-making opportunity in your business? Are you so busy trying to recruit new customers by selling and marketing harder to a relatively stable market segment that you’ve failed to uncover the hidden profits in your business? Are you so busy trying to create innovative products that you’ve overlooked opportunities to increase your bottom-line by creating innovative processes? I’m willing to bet that your business can be a lot more profitable than it is now. Lean Six Sigma gives you the methods and tools to plug the leaks in your cash flow.

I’ve worked with businesses ranging in size from a muffler shop to Baby Bells. I’ve worked in hospitals and bulk mail shops. I’ve helped businesses save millions that could be added to the bottom line in less than six months. The processes and tools are simple, but almost every business overlooks this opportunity to bank more cash and boost the bottom line.

In business, it doesn’t matter how much money you make; all that matters is how much you keep. Lean Six Sigma can help you hang on to a lot more cash and using this book, you can do it without spending a fortune.

EVERY BUSINESS HAS TWO SOURCES OF CASH FLOW

Cash is the lifeblood of your business. To boost profits, you will want to earn more or lose less. Every business has two sources of cash flow:

1.  External customers give you money for your products and services.

2.  Internal processes that leak cash like a rusty bucket. Why are internal processes a source of cash? Because when you plug the leaks in your cash flow you get to keep all that money! And it’s a lot of money—25% to 40% of your expenses.

I’d like you to consider that businesses spend most of their time and money focused on trying to fill the cash bucket with new customers and virtually no time or money plugging the leaks caused by internal processes. Almost every company will spend a small fortune trying to gain a slight edge in sales and marketing that will allow them to get or keep a customer. The only problem is that this elusive edge is constantly in peril from competitors and the fickle perceptions of customers. You can never fully control this aspect of your cash flow.

You do, however, have complete control of the processes and technology inside the walls of your facility. Every process leaks cash. Even if you only make one mistake in every 100 transactions—orders, bills, purchase orders, payments, products or services, that 1% error rate can add up to 6% to 12% or up to 18% across the facility or business.

The Juran Institute has found that the cumulative cost of delays, mistakes, rework, and scrap will add up to 25% to 40% of your total expenses (Figure 1-2). Don’t believe it’s that much? Spend a day tracking every mistake, glitch, and customer complaint in your facility or department. Then calculate the cost of finding and fixing each one. How much time, energy, and money does that take away from doing your real business? What does it cost? If you weren’t fixing the mistakes, what could you be doing instead? Multiply this by the number of days in the week, month, or year. Ouch!
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Figure 1-2   Three to Six Sigma cost of poor quality.



These errors aren’t your fault and they’re not the fault of your people. It's your systems and processes that are at fault; they let people make mistakes that could be prevented.

HINT  Blame your processes, not your people.

EVERY BUSINESS PROCESS HAS THREE BIG LEAKS

It doesn’t matter if you’re in manufacturing or services, health care or groceries, injection molding or consulting; every business is leaking money from one of three sources: delay, defects, or variation. Most three-sigma businesses try to blame these problems on their employees, but the problem isn’t the people.

Big Leak #1—Delays: The delays between the steps in your process cost you time and money that dampen your productivity and profitability.

HINT  Watch your product or service, not your people. Customers, products or services are waiting on workers over 90% of the time.

Big Leak #2—Defects: The defects, mistakes and errors that have to be fixed or scrapped. Fixing mistakes that shouldn’t have been made in the first place consumes time and money that could be better spent serving customers and boosting the bottom line.

HINT  Watch your process, not your people!

Big Leak #3—Variation: The small to large differences from piece-to-piece, day-to-day, month-to-month of your products and services.

Even a small reduction in delay, defects and variation in your mission-critical processes can give you a sustainable competitive advantage. Customers aren’t stupid. They can tell a finely tuned supplier from a clumsy one. Once you have a head start, your competitors will always be playing catch up.

Every Business Has Two Improvement Focuses

Every business consists of (1) the core business activity and (2) the supporting operational processes.

1.  The Core Business: In a hospital, it’s the diagnosis and treatment of patients that involves doctors, nurses, lab work and so on. A printer focuses on getting an image on some kind of media. A manufacturer focuses on getting products manufactured to specifications. A hotelier focuses on a customer’s stay. With all the data I’ve looked at, even caring for patients in a hospital, no business is better than 0.6 percent error (6,000 mistakes per million). The 1999 study, To Err Is Human, found about a 1% mortality rate in all aspects of hospital care making it the 8th leading cause of death in the United States. Your business may not involve life-or-death services or products, so your mistake rate is unlikely to be any better. Even if you are 99% good, fixing the 1% bad can cost a fortune.

2.  Operations: Operations includes every other aspect other than the core business: marketing, sales, orders, purchasing, billing, payments, etc. I’ve seen data that shows a 3% error rate on patient armbands, 17% order errors and $100 million dollars in rejected insurance claims. These are all operational problems.

Most businesses spend too much time working on their strengths (making the core business process more effective and efficient) and too little time working on their weaknesses (marketing, sales, invoicing, billing, shipping, purchasing, and payments). While the customer-affecting improvements to the core business are important, the profit-affecting ones on the operations side are critical to reducing costs and boosting profit. To make breakthrough improvements in speed and quality possible, you have to take some time out of your busy schedule and shift your focus.

SECRET #1: WORK ON YOUR DEPARTMENT OR BUSINESS, NOT IN IT

I recently went into Sears to order a dishwasher and a TV. I got the part numbers and went to one of the checkouts in Appliances. They said that they could order the dishwasher, but not the TV. I’d have to go to the TV department to order the TV. The TV department wanted to charge me double to have it delivered on the same day as the dishwasher. Doesn’t this sound stupid to you? Shouldn’t I have been able to order and pay for them both at the same time?

Have you ever walked into someone else’s business and almost immediately noticed some way that they could improve their operation to be better, faster or cheaper? Why haven’t they noticed what you find obvious?

The answer isn’t obvious: they’re busy working in their business, but they rarely ever step out and work on their business.

We all get trapped mentally inside of our companies and our orientations because we spend so much time working in them. It takes some mental gymnastics to learn how to step outside of the business, to get some distance from it, so that you can work on the business and its processes. If you want a reliable, dependable business that produces predictable, consistent results, you will need proven methods and tools to make it happen.

SECRET #2: WATCH YOUR PROCESS, NOT YOUR PEOPLE

Startup businesses succeed because smart people figure out how to turn a profit. Customer-serving processes grow up in an ad hoc fashion. Business owners come to rely on their people, not their processes, to deliver a consistent return on investment.

Because companies often start from humble beginnings and grow rapidly beyond their grassroots capabilities, it’s easy to get hooked on the excitement of crisis management and firefighting. It becomes a way of life in most businesses. When daily heroics are required to avoid missing commitments and preventing mistakes, companies come to rely on heroes. The clinical side of healthcare is especially prone to this process. There’s even a place dedicated to heroics: the emergency room.

This is another mistake. This often comes from your business orientation.

People-oriented companies focus their attention on who is doing the job. People-oriented businesses believe that quality and productivity are a function of their people, not their processes. They think: “If I could only get the right person in this job, everything would be peachy”. Unfortunately, great people come at a premium price and when they leave they take their wisdom and process with them. When these wizards leave, they take their highly refined mental processes with them.

Process-oriented businesses, on the other hand, rely on mistake-proof processes to ensure that care is delivered on time and error-free. Process-oriented companies focus on developing and following the right process. They depend on good processes to produce superior results. Here’s some good news: with a great process, you can hire and train the lowest skill level people available. They have procedures for everything from cleaning restrooms (e.g., McDonald’s) to maintaining Navy jet fighters. If the Air Force can teach 18-year-olds to maintain $30 million jets, you can develop processes that anyone can follow.

Hospitals all over the nation, for example, have to deal with “codes” when a patient’s vital signs crash. Less than 5% of the patients can be revived. Based on research done in Australia, most hospitals are implementing rapid response teams (RRTs) to prevent codes. There are a few key vital signs that indicate a patient is heading for a code; nurses are being trained to identify these trends and call in an RRT. The hospitals that have implemented RRTs have cut their codes (and mortality rates) by half or more. Similarly, hospitals have identified a few key procedures and therapies that can prevent problems for heart attacks, heart failure, ventilator acquired pneumonia and infection prevention. Some of these are as simple as an aspirin at arrival and discharge. The Institute for Healthcare Improvement (IHI) estimates that these therapies saved 122,346 lives over an 18-month period from 2004 to 2006. This is the power of good processes. They not only save time and money; they can save lives.

When you have good processes, there’s less need for overtime and you can hire the lowest skill-level necessary for the job. Labor costs are cheaper because you are not bidding for a small group of the best people; you can hire anyone and train them for the job.

SUCCESS SECRET #3: WATCH YOUR CUSTOMERS, NOT YOUR PEOPLE

If you watch the employees in your business, they’re usually busy. Watch customers work their way through your facility and you’ll most likely find that they’re only being cared for about 5% of the total time. The rest of the time they’re waiting for something to happen.

If you want to learn how to make your product or service more useful, don’t bother watching your coworkers use or prepare the product or service. Watch your customers. What are they doing? Maybe they’ve invented an even better way to use it. Maybe you can easily see ways to make your product more beneficial, easier to use, less likely to fail, and so on.

SUCCESS SECRET #4: WATCH YOUR PRODUCT, NOT YOUR PEOPLE

Trying to make employees more efficient is usually a waste of time; a 50% improvement in employee efficiency will barely make a dent in your overall cycle time Making your product or service more efficient is a great use of time. How long does it take to gather all the information to issue an invoice or bill? Why isn’t it all up-to-date and available immediately? Why does a purchase order take so many approvals? Why does it sit in so many in-baskets waiting for a signature? Face it, your product or service is lazy. It’s sitting and waiting for someone to work on it over 90% of the time. Watch your product, not your people.

When you take these secrets to heart and start making improvements, you’ll see a rapid improvement in the bottom line.

SECRET #5: IMPLEMENT A PROVEN IMPROVEMENT SYSTEM

Because of this people-orientation, most managers and employees think they should be able to find and fix problems in their business using their instincts, and they can, up to a point where they hit a wall. This isn’t their fault. Research into the science of change has found that one set of problem-solving methods (e.g., common sense and trial-and-error) will work for a certain class of problems, but not another. Then you will want to discover a new set of methods and tools to solve the next class of problem. Consider antibiotics: they fight bacterial infections, but not viruses like the common cold. The same is true in business.

Since most processes are created by accident in an ad hoc way, problems with the processes are fixed using common sense and trial-and-error as the business grows. But at some point, the ability of these two methods to solve the more mysterious and complex problems begins to fall off. Eventually, they stop working all together. This early-success and later-failure syndrome affects all problem-solving methods.

Throughout time, people have routinely found ways to solve seemingly unsolvable problems. Edison invented the light bulb. The Wright brothers figured out how to fly. But to do this, they invariably had to invent new ways to solve problems that exceeded the grasp of the old methods.

Fortunately, the methods and tools for creating and improving your processes and systems have already been developed and proven in every industry. Lean Six Sigma has a seemingly bottomless pit of tools and techniques to make improvements, but I have found that a few key tools used in the right sequence are all you need to start making immediate breakthrough improvements in speed, quality, productivity and profitability.

Every business has to improve the key aspects of performance every year just to keep even with the competition. The only question is whether you’re going to rely on the declining effectiveness of common sense and trial-and-error or are you going to upgrade your ability to solve the stubborn, seemingly unsolvable problems in your business? If you aren’t going to employ the proven strategies of Lean Six Sigma Simplified, what are you going to do instead?

Turn your business into an asset that produces predictable results. Don’t let your business run you. Aren’t you tired of dealing with the seemingly unrelated problems that occur every day in your business? Haven’t you waited long enough to find a new and improved way to plug the leaks in your cash flow?

The Universal Improvement Method

Give a man a fish and you feed him for a day;

Teach a man to fish and you feed him for a lifetime.

—Asian proverb

Regardless of the acronym used for describing business process improvement—TQM, PDCA, DMAIC, DFSS, etc.—the overarching method is always the same. My acronym for this method is FISH—Focus, Improve, Sustain, and Honor. Few companies achieve success “overnight.” Companies that achieve lasting success do so by getting better over time. They’ve learned the secrets of knowing how to FISH.

Life and business involve a series of incremental, sustaining improvements punctuated by periodic, dramatic and disruptive improvements. These breakthrough improvements or process innovations can rarely be planned, but come about as a result of focused improvement. Invariably, this process of personal and professional evolution involves four key steps:

1.  Focus on one key problem, skill, or area of your business life at a time.

2.  Improve significantly in that area.

3.  Sustain the improvement through repetition and practice until it becomes an unconscious habit. Measure and monitor to ensure that you sustain the new, higher level of performance.

4.  Honor your progress through simple rewards. Then review what you’ve learned and refocus on another area for improvement.

This simple process is the secret of mastering every aspect of your business. You won’t do it overnight, but you will over time!

FOCUS

One arrow does not bring down two birds

—Turkish Proverb

Who begins too much accomplishes little

—German Proverb

Most people are unclear about what they actually want from their business. This lack of clarity translates into confusion about what to do and when to do it.

The secret of success is to avoid trying to do everything and instead focus on the most important, highest leverage things to improve. Far too many people “major in minor things” as Zig Ziglar would say.

THE 4-50 RULE

Pareto’s 80/20 rule states that 20% of what you do will produce over 80% of the results. In working with people and businesses, I have discovered a refinement of this rule that I call the 4/50 rule: 4% of what you do will create over 50% of your results. This is where you should spend your time. You don’t have to improve everything in your business, just a few key things that really matter.

To narrow your focus from an enterprise perspective, you will want to use two key tools:

•  Voice of the Customer analysis to understand the links between what customers want and what you do.

•  Balanced Scorecard to establish key measures and targets for improvement in four key areas: financial, customer satisfaction, quality, and growth.

Improve

He who would learn to fly one day must first learn to stand and walk and run and climb and dance; one cannot fly into flying.

—Nietzsche

Action will remove the doubt that theory cannot solve.

—Tehyi Hsieh

The only sustainable advantage may be the ability to learn faster than your competition

—Peter Senge, author of The Fifth Discipline

Step one. Get started, but start simply, inexpensively. Focus in one of two broad areas: (1) eliminating delay using Lean or (2) reducing defects or variation using Six Sigma.

Step two. Identify one mission-critical problem to solve. It must be something you can affect directly. You can’t, for example, fix loss of market share directly, but you can reduce the product defects and delivery delays that are causing customer defections.

Step three. Make the invisible visible. If you want to reduce delay, defects and variation:

1.  Reduce delay

•  Flowchart or value-stream map your process.

•  Analyze where most of the delay occurs and eliminate it.

HINT  Most of the delay occurs between activities.

2.  Reduce defects

•  Count your misses, mistakes, and errors and plot them on a line graph or control chart.

•  Categorize your misses and display them using a pareto chart.

•  Analyze the root causes of these mistakes and how to prevent them using a fishbone diagram and countermeasures matrix.

3.  Reduce variation

All processes produce varying results. A hospital admission process may take a little more or a little less time. Housekeeping staff may take a little more or a little less time to clean a room. A manager may take a varying amount of time to make a decision. Getting bids for purchases will take varying amounts of time. Getting approvals for purchases takes a widely varying period of time.

A bottling factory may fill each bottle a little more or a little less. An injection-molding factory may make bottles that are a little bigger or a little smaller, or the neck or caps may be a little bigger or a little smaller. Variations in temperature, pressure, time of day, shift workers or whatever may cause these variations.

To reduce variation, you will want to:

•  Measure your performance in cycle time, length, width, weight, volume or money.

•  Use histograms and control charts to understand the variation.

•  Analyze the root causes of variation and reduce it.

SUSTAIN

Perhaps the most difficult part of any change is sustaining the new way of thinking, being, doing, or acting. It’s easy to fall back into the old rut.

Step One. Make the invisible visible. Start using special graphs called “control charts” and histograms to monitor the behavior of your processes. To use them; you just have to know how to read them. Control charts will tell you when something abnormal happens to your process. There are rules built into the QI Macros software that will alert you to each potentially unstable condition so that you can take action.

Step Two. Monitor and sustain the improvement. In the beginning, be patient and open to learning about how these charts will reveal the inner mysteries of how your business works. As they alert you to changes, take action to restore the new, higher level of performance.

HONOR

In every work, a reward added, makes the pleasure twice as great

—Euripides

Most businesses are constantly improving, but sometimes we forget to take time to honor our progress. There will always be more to learn and more to do. If you only focus on what you don’t yet know, what you haven’t yet done, you’ll eventually burn out. So it makes sense, periodically, to look back over the last week, month, and year:

•  What worked? What have you learned?

•  What have you accomplished?

•  How have you grown?

•  What’s next?

Life is often lived in fits and starts, moving ahead and falling back, but in general, with the right set of starting beliefs and values, the quality of life improves. Where were you five or ten years ago? What has improved? What have you let go of that you no longer need? Without rewards, anyone will eventually give up their quest for improvement. And since the outside world is busy and sometimes thoughtless, you’ll usually need to figure out how to reward and recognize the improvement teams and process.

Develop a system of rewards and recognition. Once your mind connects pleasure with improvement, you’ll be surprised by the quality and quantity of ideas you’ll find to achieve and experience more pleasure in life.

Once you’ve identified, improved, and sustained a new level of performance in one area of your business, something else will become more vital to your personal and professional evolution.

How will you know what to focus on next? Return to your measurements. What’s next?

•  Delay?

•  Defects?

•  Variation?

Lean Six Sigma DeMYSTiFiED

Lean Six Sigma will focus your improvement efforts to drive dramatic improvements in speed, quality and profitability. The methods and tools of Lean will help drive dramatic improvements in speed and productivity. The methods and tools of Six Sigma will help drive radical reductions in defects and variation that will improve productivity and profitability. Regardless of the acronyms used or the number of steps, Lean Six Sigma follows a universal improvement process: Focus, Improve, Sustain, and Honor (FISH). There are a handful of tools that you will need for each of these steps to move from three-to-five sigma. To rise to Six Sigma, you will need some more robust tools, but you won’t be ready for their rigor until you’ve embraced and mastered the basic tools.

There are some additional methods and tools that you can use to design innovative products and processes from scratch. These are called Design for Lean Six Sigma (DfLSS or DFSS).

While most books start you on the path toward total domination of the corporate culture and business processes, I’d like you to start by piloting some focused improvement projects involving Lean and Six Sigma. As you begin to master the improvement processes, then, and only then, would I like you to consider expanding the scope to include more people and projects to the point that Lean Six Sigma becomes a way of doing business, not just a program of the month or the pet project of a CEO.

The methods and tools are the easy part; changing culture is hard. When you start by creating successful projects and let the corporate grapevine sell Lean Six Sigma for you, it will be easy to change the culture, because the culture will adopt and adapt Lean Six Sigma on its own. When you start by trying to force Lean Six Sigma down everybody’s throat with endless training, changing the culture can get hard, if not impossible.

Lean Six Sigma will not fix everything about your business. It won’t fix suppliers. It won’t fix customers. It won’t fix morale. It won’t fix boring products. It won’t fix poor leadership. But it is a management system that can improve morale, leadership, and products indirectly. Learning Lean Six Sigma will help you choose and improve your suppliers. It will help you understand and better serve your existing and undiscovered customers.

Take some time to test drive each of the improvement methods and tools. Apply them to your business and your processes. Use the QI Macros tools to Focus, Improve, Sustain and Honor your progress. You’ll be surprised how easy it can be to find and make dramatic improvements. Best of all, these methods and tools have stood the test of time. You’ll be able to use them in any business and any job you ever have. And you will be recognized because you’re the employee who can find the hidden gold mine in the business.

The May 3, 2004 Business Week reported Xerox’s savings from using Lean Six Sigma:

•  Reducing the loss of toner during production saved $240,000.

•  Improving software for translating user manuals into foreign languages saved $1 million.

•  Xerox helped Bank of America save $800,000 by consolidating document centers.

In 1999 the story was a little different. Customers started receiving incorrect bills that had incorrect prices and extra equipment they’d never ordered. As customers started to defect, Xerox turned to GE Capital to handle its billing. Using Lean Six Sigma, GE showed Xerox how to find and fix problems as well as eliminate steps from their processes to save time and boost profits.

In 2003, Xerox boasts a $6 million return on their investment with more expected for 2004. And, while sales are down 20% from 1998 peaks, profits are up. 2003 net income was $366 million, up 50% from the previous year.

Quiz

1.  Lean Six Sigma can help you solve problems with:

(a)  Delay

(b)  Defects

(c)  Variation

(d)  All of the above

2.  Companies have two “factories”:

(a)  The __________ Factory

(b)  The __________ Factory

3.  Lean Six Sigma can be used in:

(a)  Manufacturing

(b)  Services

(c)  Administration

(d)  Information Systems

(e)  All of the above

4.  The universal improvement steps are:

(a)  Focus, Improve, Sustain, Honor

(b)  Plan, Do, Check, Act

(c)  Define, Measure, Analyze, Improve, Control

5.  Every business has two sources of cash flow:

(a)  External __________

(b)  Internal __________




End of sample
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