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Beyond the Lean Revolution


CHAPTER
–1–
Why Enterprise Transformation?

The whole is greater than the sum of its parts.

Aristotle1

PERHAPS YOU and your company are standing at the edge of the proverbial cliff. Challenges beset you from within and without. The competitive environment is changing. Your R&D organization has an idea that has great promise, but you just can’t find a way to capture the opportunity. Employees are finding it difficult to be heard when they have ideas for making the business run more efficiently. A supplier has advised you about a problem with providing your manufacturing organization what you need, and you can’t figure out where in the business that problem originates. How do you fix something you can’t find?

Or perhaps you and your company are not standing at the edge of the cliff. Maybe everything is humming along, but the general sense is that the organization is not coming close to meeting its potential. Even though you’ve been trying to improve your business processes, things aren’t making it to the next level. All those Six Sigma black belts are helping run projects, but the incremental changes don’t seem to amount to very much. You’re not achieving the kind of total benefit you thought you would.

We encounter businesses and organizations all the time that are facing one or all of these challenges. Many of them have been working hard to change. Again and again, though, they tell us they are failing to sustain change. They feel as if they are taking two steps forward and one step back. Their improvement projects suffer from false starts. Or they get only so far, and then whatever they were changing plateaus and cannot reach a higher level of efficiency or effectiveness. The bottom-line effects are just not happening.

Why do improvement efforts so often fail to provide all the benefits expected? Typically, it’s because businesses are trying to do things in a piecemeal fashion—in silos. They spend a lot of time on things that do not affect the bottom line or that are not linked to the company’s most important strategic objectives. They may not even know that their efforts are disconnected.

To be sure, you can make some improvements through these sorts of efforts, and your company might even realize some big benefits. However, the best opportunities to transform an organization are usually found somewhere other than in the silos. Often, they are found in the interfaces. They become clear only when you look at the entire enterprise—a complex, integrated, and interdependent system of people, processes, and technology that creates value as determined by its key stakeholders.* A stakeholder is any group or individual that can affect or that is affected by the achievement of the enterprise’s objectives. Value is the particular worth, utility, benefit, or reward that stakeholders expect in exchange for their respective contributions to the enterprise.

Enterprise transformation is the taking of an enterprise from its current state to an envisioned future state, a process that requires a significant change in mindset, the adoption of a holistic view, and execution to achieve the intended transformational goals and objectives. Transformation requires that you know the enterprise. You have to take a step back and look at the big picture. You need to gain a deep understanding of where things stand. What are your strategic objectives? How are you currently performing against those objectives? How should you be performing? How will you close the gap? What is the current state of the different key components and levers that comprise your enterprise?

We have seen many organizations undertake improvement projects with a lot of fanfare but with little or no sense of the big picture. We have seen them adopt lean —a term describing the philosophy centered on minimizing resources and eliminating waste to create value. We’ve seen improvement projects on the shop floor aimed at reducing overall company costs by, say, a stated goal of 20 percent. Only after later analysis did the businesses discover that less than 5 percent of company costs could be attributed to direct labor. Talk about failing to see the forest for the trees!

Why does this happen? It has to do with how the business world has embraced concepts from lean manufacturing. All too often, we hear senior business leaders talking as though all they have to do is figure out a way to adopt the Toyota Production System (TPS, to which lean traces its origins), and Toyota-like results will fall into place. This perspective is very narrow and tends to miss the strategic element. Many organizations embrace TPS but apply its concepts only to certain operations in the organization, such as manufacturing, but not to others, such as the leadership and enabling operations: Together, these constitute the whole organization. Still others apply lean principles and TPS to their manufacturing operations quite well, but they never look beyond their internal organizations to embrace a broader perspective that might include, for example, suppliers or other stakeholders. People in business also tend to think that TPS is a bottom-up miracle worker, missing the fact that it is driven strategically from the highest level of the Toyota enterprise. It is only a means to enact the enterprise’s strategy, not the strategy itself.

When we visit companies, we often see telltale signs that the focus of change efforts is askew. One day, when we were invited to visit Mega-Corp (a pseudonym for a company that makes aerostructure parts and components and that employs some ten thousand people), a group of managers presented the firm’s improvement plan. It sounded plausible enough, but there wasn’t a senior leader of the company in the room. That was the first clue that something was amiss. Then we were given a tour that began in the manufacturing area (a typical starting place, we’ve found). On bulletin boards, we found performance measures posted, but they were either not very current or partially obscured by other postings. In the office areas and elsewhere, we saw the same thing. It was obvious that these metrics —the objective, quantified data or information that an enterprise collects to support decision making—were not at the heart of people’s daily work lives. No one was paying much attention to them.

The types of metrics were telling too. Mega-Corp was measuring machine and operator utilization on its manufacturing line, as well as the quality of parts coming in from its suppliers. But where were the metrics about Mega-Corp’s performance with respect to its suppliers? When we visited the engineering department, we found nothing about how well the company was supplying specifications to its suppliers.

On top of all that, no one in manufacturing or engineering could explain how what he or she did on the job worked toward achieving any vision or strategic objective. Yet Mega-Corp had a full-blown set of improvement projects underway.

Build-Create Corp. (a pseudonym for a five-thousand-employee firm in southern California that makes space system components) told a different story. A worker on the manufacturing line described how his work was part of the larger process and how people in his organization had redesigned some of the process flow. He cited some specific reductions in costs and cycle times that had been achieved and explained where the company stood with respect to work-in-process. The worker put everything he told us in a context that sounded like a strategic objective that the enterprise expected to achieve four or five years down the road. A production manager introduced us to someone on his team who turned out to be a supplier. An engineer in Build-Create’s R&D group explained how they had reduced their cycle time for new product development.

The differences between Mega-Corp and Build-Create were palpable. At Build-Create, everyone was enthusiastic about transforming the enterprise. The employees used a similar vocabulary to talk about change and improvement, suggesting to us that they were all on the same page. They could share insights into processes, metrics, stakeholders, resources, and other aspects of their enterprise, implying that they had been part of figuring out analytically where things stand. With ease, they put what they were doing into a larger context and explained how it fit with a vision of the future.

At Mega-Corp, the senior leaders could go on and on about how they are transforming their enterprise. But we saw no evidence beyond some disconnected change initiatives related to lean.

Paradigms of Change

How do enterprises change? The classical model of organizational change comes from Lewin:2 a three-stage process of unfreezing the organization, introducing the desired change, and then refreezing the organization. Unfreezing prior to introducing a change provides the organization with a period to reflect on how it got to its current state and enables it to involve stakeholders in determining the right needed change or set of changes. The refreezing stage enables the organization to institutionalize the change.

There are two broad categories, or paradigms, of change in organizations: episodic change and continuous change. The first, episodic change, tends to focus on the organization as a whole and is aimed at changing the entire organization. It is deliberate, triggered at distinct moments by technological change or increased competition or by other major changes in the external or internal environment. These sorts of major change efforts are typically decided on by senior leadership, which opts to alter key processes or even restructure the organization as a whole. The underlying assumption is that senior leadership is able to perceive a divergence between what the triggers demand and what the enterprise can deliver and then make corrections with structural and behavioral changes that allow the enterprise to remain sustainable. This sort of episodic change is driven top-down, using a select few change agents.

The second paradigm, sometimes referred to as continuous change, may also be organization-wide, but specific changes are more focused on particular local work practices within the larger organization. Though the intent may be to change the organization as a whole as the specific efforts disperse within the organization, the specific efforts may not have organization-wide ramifications. In this paradigm, change efforts such as Six Sigma3 and Total Quality Management4 are often targeted at creating the capability to introduce change that is not necessarily intended to have organization-wide effects, often resulting in pockets of change that may even be suboptimal to the total enterprise. In this paradigm everyone is a change agent responsible for and empowered to make the changes needed. Underlying this paradigm is the view that cumulative change will eventually translate into enterprise-level change.

These two paradigms are sometimes not enough to effect the wider change, based on a holistic view of the enterprise, that is needed to meet the challenges an enterprise faces. Enterprise transformation combines both paradigms and takes them further. Two excellent “philosophies” underlie enterprise transformation as a change paradigm:

[image: image] One is classical lean thinking, which has limitations: It is focused primarily on eliminating waste at the shop-floor level. There is little acknowledgment that the enterprise from which lean thinking derived its foundations—Toyota—was and remains predominantly a top-down organization.

[image: image] The second is lean enterprise value,5 which highlights the need to recognize stakeholder value.

However, both philosophies fall short, even though they certainly speak to enterprise transformation. Neither provides specific methods and analytic approaches that enable you to actuate what the philosophies teach at a holistic, enterprise-wide level to make things actionable and drive genuine enterprise transformation.

Further, when transformation is framed as an adaptation of the enterprise as a whole to meet the needs of its stakeholders, we see that transformation requires both episodic change and continuous change that are aligned. It needs the top-down directive intervention of the senior leadership team, and at the same time it must empower stakeholders to make the required adaptations at the work-practice level. Enterprise transformation begins with the commitment of the senior leadership team, which must invest the resources needed to change the way the enterprise works on the large scale. At the same time, leadership must require the personal dedication of all stakeholders to make local changes on an ongoing basis.

In this book, we present an enterprise transformation paradigm that incorporates these ideas, overcomes the limitations described, and employs a Roadmap for ensuring that transformation is successful.

Going Beyond Lean

To be sure, we recognize the value of lean and lean principles. In fact, as you’ll read in more detail in Chapter 2, the principles of lean are part of the foundation of thinking in the enterprise context. Traditional lean, though, has many limitations. The classical lean “tool kit” doesn’t lead to success when it is applied at a broader, enterprise level.

Traditional lean tools—be it root cause analysis, or 5S, or value stream maps alone—tend to be applied in a rather prescriptive, cookie-cutter manner. They are effective in their own ways and at what they measure, but their scope is limited. People get hung up with their tool kits. They try to apply them everywhere. That is what Rockwell Collins learned.

Rockwell Collins is an aerospace and defense company based in Iowa that was using the classical lean tool kit to attack six hundred or more improvement projects. Senior leadership, though, was finding it difficult to see how all that activity was helping. Yes, they saw improvements, but the enterprise as a whole wasn’t really changing for the better. So Rockwell Collins tried broadening the application of the tool kit throughout the enterprise. The canvas was expanded, but the same brush was used. Only when the company adopted a holistic view, did an end-to-end analysis of all its processes, and mapped its value stream did it see the possibilities not for incremental change alone, but for enterprise transformation.

At Capital One, senior leadership tried to implement change projects but soon came to recognize that the projects were a lot of potshot efforts that did not approach the larger transformation that was needed.6 To achieve enterprise transformation, everything had to be connected to the enterprise’s strategic objectives. The entire enterprise—from the senior leaders on down—needed to adopt a holistic perspective. That, the leaders realized, was the only way out of a cycle of local improvements that may or may not aggregate into having overall enterprise impact.

These enterprises learned the difference between improvement and transformation. Improvement can be done locally, and you can realize worthwhile, but limited, successes. Transformation takes place at the enterprise level. It is the whole of improvements, specifically chosen to serve the wider enterprise objectives, and it is greater than the sum of its parts.

Thinking in the enterprise context begins with seeing the forest for the trees and having a strategic approach. From there, it embraces an understanding of the current state of the enterprise. If an appropriate strategic objective for you is to reduce your time to market, for instance, don’t you need to know everything that goes into how you currently get to market—the players, the processes, and so on—and how these are performing? How else can you create an actionable plan for achieving your objective?

Enterprise thinking also looks at the players—your stakeholders—differently than in most traditional lean thinking. In lean, the customer is almost the sole focus, and creating value for the customer rules the day. Our approach is about total stakeholder value creation. Once you start thinking that way, you look at all your stakeholders and at how your enterprise engages those stakeholders in a very different light.

What Is an Enterprise?

As we wrote earlier, an enterprise is a complex, integrated, and interdependent system of people, processes, and technology that creates value as determined by its key stakeholders. An enterprise typically comprises multiple organizations (e.g., suppliers, partners, regulators), rather than a single corporation, division, or government entity. An enterprise has distributed leadership and diverse stakeholders who have some interests in common.

An enterprise is not a program, although a program may be an enterprise. An enterprise is not an organization per se, although an organization may be an enterprise. A single firm may have multiple enterprises. No enterprise is totally self-contained. For example, although Boeing Helicopter may be an enterprise, elements of the Boeing Helicopter enterprise are elsewhere in Boeing, such as corporate finance.

Enterprises are contextual. They really have little to do with size. An engineering department is not an enterprise, nor is your manufacturing function, because they are not stand-alone entities (although, of course, rare exceptions prove the rule). Rather, engineering departments and manufacturing operations, as complex as they may be as entities, almost always exist to serve a larger purpose—the mission and value proposition of the enterprise of which they are parts. Typically, they are components among other components: other value-creating organizations or functions such as design, R&D, and so on; enabling organizations or functions such as information technology; and the enterprise’s leadership and management.

The correct definition of an enterprise matters. If you don’t know what you’re dealing with, you cannot transform it. If you can’t draw the boundaries and scope, you’ll work on the wrong things.

The Value Proposition

Your enterprise exchanges value, and it has a value proposition—even if it has never been articulated clearly. A value proposition defines your enterprise’s reason for being. The concept of the value proposition comes, in its traditional use, from the customer perspective:

The core of any business strategy is the value proposition, which describes the unique mix of product and service attributes, customer relations, and corporate image that a company offers. It defines how the organization will differentiate itself from competitors to attract, retain, and deepen relationships with targeted customers. The value proposition is crucial because it helps an organization connect its internal processes to improved outcomes with customers.7

Whether it is operational excellence, customer intimacy, or product leadership8—the three generic types of customer value propositions that have entered the business vernacular—your enterprise probably has one. These are the areas in which companies usually strive to excel.

[image: image] Operational excellence is all about efficiency, streamlined operations, managing the supply chain, and so on; customers see limited variation on products, but reasonable quality at a low price.

[image: image] Customer intimacy is just what it sounds like: The company gets close to the customer, with a focus on customer service and with products and services tailored to individual or almost individual customers.

[image: image] Product leadership is about strength in innovation and branding.

Typically, businesses pick one of these value propositions as its main focus and seek to reach a minimal level with the other two.

Customer value propositions are coming at you all the time. If you watch television or read magazines, you’ve certainly seen the value proposition from the German automaker BMW. It is encapsulated in the company’s slogan: “the ultimate driving machine.” BMW is a luxury car company; it doesn’t compete on price but on the quality of its products and the experience of the user. It is all about product leadership. The slogan expresses this focus.

What’s missing from customer value propositions is that they ignore the fact that enterprises have many stakeholders who are not customers. An enterprise value proposition is a description of the unique mix of products and service attributes, stakeholder relationships, and other intangibles that an enterprise offers to its key stakeholders. Thus, it builds on the traditional concept of a customer value proposition and extends it to encompass all of the key stakeholders of the enterprise and the key values that are exchanged with those stakeholders. When you have an enterprise value proposition, you have truly defined the core reason for your enterprise’s existence. Thus, extending the value proposition to the enterprise level, rather than leaving it at the customer level, corrects for the traditional value proposition’s failure to capture all the dynamics of the enterprise.

It also expresses something that may come as a surprise if you’ve never thought beyond the customer value proposition. If your enterprise chooses, it can go beyond operational excellence, customer intimacy, and product leadership to shape its own market. In other words, creating an enterprise value proposition—that is, a value proposition for all your stakeholders—means identifying what your stakeholders will want and value in the future. It provides a starting point for transforming your enterprise so that you can create the very capabilities your enterprise will require to meet the needs that you have defined.

Do you have a sense for why your enterprise really exists? Can you articulate it? Can everyone else in the enterprise articulate it?

Seeing Things Holistically

We find that most businesses can articulate their products or services but that they fall short when it comes to expressing the enduring reason for the enterprise to exist. With an enterprise value proposition, you’ve already begun to see the big picture, which is a critical part of setting off on a journey of enterprise transformation. Without an enterprise value proposition to which everything you do can be linked, you will forever be engaging in piecemeal improvement rather than in enterprise transformation.

If your enterprise can change fundamentally the way it thinks and operates, though, it can achieve something greater and more enduring than any traditional change management program could even hope to provide. That fundamental change in thinking is to see things holistically. Once you take the wide, broadened view, you can see what to work on that matters strategically and that has benefits for the entire enterprise and for the enterprise value proposition.

This book is addressed to anyone interested in transforming an enterprise, whether you are a senior leader or a middle manager. We explain to you the principles of enterprise transformation. We take you on a journey, with an Enterprise Transformation Roadmap, that engages you and the senior leadership of your enterprise in assessing the current state of your enterprise, articulating what needs to change to benefit the enterprise as a whole, and planning for how to do it—all in the context of your strategic objectives and your enterprise value proposition. Along the way, we share analytic tools and methods that have worked and that have been refined in the course of more than seventy-five enterprise transformations.

Throughout, we also show you real-life examples of transformation efforts. In Chapter 2, you’ll read how our seven Enterprise Transformation Principles are illustrated by the example of Rockwell Collins. Along the Roadmap, you will encounter InfraProv, a global information technology infrastructure provider, and see how an enterprise stakeholder assessment unfolds. You will meet High Power Engines (HPE) and learn how an assessment of the processes that an enterprise uses feeds into an enterprise transformation plan. Raytheon provides an example of how to measure the enterprise’s performance in a formally defined way.

The software developer ZED used one of our tools to determine whether its strategic objectives were aligned with how it measures its enterprise performance. We show you how the results inform the next steps along the Transformation Roadmap. In Chapter 12, after you have learned about all the parts of the Roadmap, we take you through a complete current-state assessment and development of a transformation plan for StayCool Engineering. Other examples from other companies are peppered throughout the text.

When you finish this book, you will know how to reframe how you work, how you deliver and acquire value, and how you can create an enduring transformational enterprise that achieves the kind of results that will enable you to fulfill your value proposition.


CHAPTER
–2–
The Seven Principles of Enterprise Transformation

To become caught up in immediate realities,

and to fail to live and act on the basis of a more

holistic view of things, is a myopic way of life.

Tsunesaburo Makiguchi1

TO TRANSFORM AN ENTERPRISE, you must have a new mental model that is based on principles that are immutable but also flexible enough to be adapted as required. A written set of principles, though, is not sufficient. You must know how to apply the principles.2 Enterprise transformation is a challenging “art” that requires holistic thinking. Throughout this chapter, we will show you real-world examples of how these principles have been applied and the outcomes that they helped achieve.

The seven enterprise transformation principles we detail in this chapter evolved from what scholars and practitioners have written about the Toyota Production System (TPS), lean thinking, and lean enterprises, as well as from our own experiences with transformation efforts. The elevation of classical lean principles and practices to the enterprise level can be traced back more than three decades, to the mid-1970s.3 While lean principles and practices were then taking hold in Japan, however, there was little evidence that they could be applied in other countries or even in sectors other than manufacturing. More than a decade later, along came a groundbreaking study that produced the widely read book The Machine That Changed the World.4 Soon, an explanation for Toyota’s success in steadily increasing market share while lowering costs and improving quality was entering the broader consciousness. Two of that book’s authors then provided one of the first attempts to generalize the understanding of the Toyota Production System, presenting five principles of lean thinking.5

While the first set of principles were drawn from a study of the automotive industry, it wasn’t long before other researchers were testing their applicability in other domains. A long-term effort to apply lean principles to the aerospace industry resulted in five lean enterprise principles that broadened the focus to value creation rather than waste elimination exclusively.6 Enterprise transformation research and experience continued through the Lean Advancement Initiative at MIT, resulting in our seven Enterprise Transformation Principles. Table 2-1 shows how these principles evolved.

To illustrate the real-world application of the seven Enterprise Transformation Principles, we draw from a variety of cases. One case in particular runs like a thread throughout this chapter—that of Rockwell Collins, a spinoff from Rockwell International that became an independent company in March 2001. Its evolution as one of the best managed aerospace and defense companies is a testament to the ability to instill a culture of continuous improvement that complements and supports the company’s strategic focus on stakeholder-centric value delivery.7

The seven enterprise transformation principles provide a lens for understanding Rockwell Collins’ evolution. The company’s key messages (often with aviation-related themes) from annual reports show how the transformation unfolded (see Table 2-2). The emphasis over the years has grown from managing the current value proposition (2001–2004) to designing the future value proposition and its underlying enablers (2005–2008). The focus of the transformation expanded from the core value creation processes of the enterprise to include Enabling Processes such as shared services and Leadership Processes—growing leaders, defining identity, and strategy.

Principle: Adopt a Holistic Approach to Enterprise Transformation

In the context of enterprise transformation, the term holistic emphasizes the need to understand the impact of transformation on the enterprise as a whole. Strategically, a holistic enterprise view is the articulation of who the relevant stakeholders of the enterprise are and what they value. It calls for a deep understanding of the core capabilities and competencies of the enterprise and an assessment of whether the enterprise, as currently constructed, can deliver the value required from it. From an operational perspective, it is having the required resources to deliver on the enterprise value proposition: having the right leaders, capturing the right knowledge, and having the right people and processes to create the required value.


Table 2-1
The Evolution of Principles

Lean Principles (1996)

[image: image] Specify value from the standpoint of the end customer by product family.

[image: image] Identify all the steps in the value stream for each product family, eliminating whenever possible steps that do not create value.

[image: image] Make the value-creating steps occur in tight sequence so that the product will flow smoothly toward the customer.

[image: image] As flow is introduced, let customers pull value from the next upstream activity.

[image: image] As value is specified, value streams are identified, wasted steps are removed, and flow and pull are introduced, begin the process again and continue it until a state of perfection is reached in which perfect value is created with no waste.

Lean Enterprise Principles (2004)

[image: image] Create lean value by doing the job right and by doing the right job.

[image: image] Deliver value only after identifying stakeholder value and constructing robust value propositions.

[image: image] Fully realize lean value only by adopting an enterprise perspective.

[image: image] Address the interdependencies across enterprise levels to increase lean value.

[image: image] People, not just processes, effectuate lean value.

Enterprise Transformation Principles (2009)

[image: image] Adopt a holistic approach to enterprise transformation.

[image: image] Secure leadership commitment to drive and institutionalize enterprise behaviors.

[image: image] Identify relevant stakeholders and determine their value propositions.

[image: image] Focus on enterprise effectiveness before efficiency.

[image: image] Address internal and external enterprise interdependencies.

[image: image] Ensure stability and flow within and across the enterprise.

[image: image] Emphasize organizational learning.




Table 2-2
Key Messages in Rockwell Collins’ Annual Reports

[image: image]

[image: image]



This systems approach to transformation builds on an understanding of the interactions and interdependencies within and across the enterprise. It highlights the ability to analyze enterprise interconnections, identify enterprise waste (an action, process, or activity that does not directly add value for a stakeholder but that still consumes resources), and create strategies to translate those wastes into opportunities for value creation.

A school of thought on organizations—called Strategic Choice8—argues that the behavior of an organization is driven by both the constraints imposed on it by its external environment as well as by the choices that its senior leadership makes in responding to the constraints imposed by the external environment. Taking a holistic approach, we believe, constitutes just such a strategic choice. It is about finding the right mix of short-term gains while building up the capabilities and culture needed to support a more fundamental shift in how stakeholders think and act within the enterprise.

Adopting a holistic approach makes the impacts of various components of the enterprise as a whole more visible and thus more manageable. For example, taking a holistic view may reveal that the root cause of why the enterprise cannot meet its cost, quality, and delivery objectives is not something that lies exclusively in any one of the functional areas of material acquisition, manufacturing, or logistics, but rather in the integration across all three functions.

Let’s look at this approach at Rockwell Collins, where lean thinking has consistently been elevated beyond traditional improvement efforts to focus on enterprise-wide transformation challenges. The company’s lean journey began in 1998 with a mandate to reduce costs by 30 percent over the following three years. But even an increase in the number of improvement events (of the sort typical in lean efforts) from 28 in 1998 to more than 600 in 2000 did not result in the kind of transformation senior leadership was seeking. The increased number of events, combined with a wide variety of approaches to implementing the improvements, led the organization as a whole to grow rather weary of so much change.

So the branded Lean Electronics program—an umbrella for all of the company’s continuous improvement approaches—was created to establish a common set of problem-solving tools and to build a shared vocabulary for implementing change efforts. Furthermore, a more focused approach to selecting improvement projects was put into place that provided greater alignment with strategic objectives. The branding enabled senior leaders to present additional change initiatives as a natural progression of their transformation efforts, as opposed to the “flavors of the month” that were being replaced before enterprise-level benefits could be seen. In other words, “the branding connected the notes of separate initiatives into a transformational score.”9

Over time, Rockwell Collins took other steps: A 2001 assessment of the company’s core process optimization effort uncovered a need to accelerate transformation efforts, to increase the efficiency with which the company applied the tools at its disposal, and to emphasize leadership involvement in transformation. The discovery highlighted the importance of tracing benefits to a given stakeholder. A transformation roadmap created in 2002 has allowed Rockwell Collins to create a holistic approach that aligns local improvement efforts with its long-term strategic objectives. It partitioned transformation efforts into two distinct streams: one stream of activity flows that specified what it took to win and a second stream that increased emphasis on leadership. Since then, the company has succeeded in building a transformation system that addresses challenges at multiple levels through a mix of lean events, core process optimization, and life cycle value stream management.

Taking a holistic approach mandates a transformation strategy consistent with the principles detailed in this chapter. This transformation strategy is made actionable through the tools and techniques presented throughout our book.

Principle: Secure Leadership Commitment to Drive and Institutionalize Enterprise Behaviors

It is absolutely critical that enterprise transformation be driven, at the outset, from the highest levels of the enterprise. A transformation effort must have the full commitment of the senior leadership team. A process must then unfold to distribute that leadership commitment throughout the enterprise. The institutionalization of enterprise behaviors that follows—that is, the adoption of a holistic approach to top-to-bottom transformation in the enterprise—makes success achievable.

At Rockwell Collins, the consistent, vocal support of senior leadership has driven the lean enterprise transformation effort. As CEO Clay Jones noted in his keynote address to the LAI Annual Conference in 2007, “Do not even start your transformation journey if you do not have alignment and commitment right at the top. It is like teaching a pig to talk; you are wasting your time and annoying the pig.”10

The awareness at the highest levels of the challenges that Rockwell Collins faces in this effort has led to a major emphasis on distributing leadership across the entire enterprise. It has also led to a recognition of the need for a leadership development program—since established—that identified the common challenges faced by emerging leaders and that defined leadership roles for everyone in the enterprise, ranging from personal leaders to executive leaders. The emphasis is on the nature of the change initiated by the leader. A personal leader identifies local opportunities for enhancing value provided to key stakeholders and personally initiates an effort to exploit that opportunity. An executive leader identifies opportunities at the enterprise level, and ensures that those opportunities are leveraged.

In an enterprise with institutionalized enterprise behaviors, the top leadership team communicates the strategic objectives of the enterprise clearly and provides the rationale that their subordinates need to execute the transformation efforts. Cultivating distributed leadership across all levels of an enterprise helps support the alignment of the enterprise with its strategic objectives by distributing awareness of and authority to meet those objectives throughout the organization. It also drives decision making to the lowest appropriate level, which means that the person making the decision either generates the decision or is close to the information needed to support it.

Principle: Identify Relevant Stakeholders and Determine Their Value Propositions

Our concept of an enterprise is a network of stakeholders that contribute to and receive value from the enterprise. The common stakeholders of an enterprise are its shareholders, customers, suppliers, employees, and managers. Enterprise thinking treats stakeholder centricity as a fundamental tenet: All relevant stakeholders must be sufficiently satisfied so that they continue to engage with the enterprise. Our approach makes this actionable. (Chapter 5 explores stakeholder analysis in detail.)

A basic requirement for successful transformation is having an understanding of the enterprise value proposition and ensuring that the constructed value proposition is a true reflection of the values of its stakeholders. The stakeholder analysis—that is, identifying and prioritizing stakeholders as well as eliciting and interpreting stakeholder values—is neither linear nor simple, but it is essential. Applying this principle requires going beyond the techniques (employee surveys, market analyses, etc.) typically used to capture information about the needs of specific stakeholder groups to analyze who the stakeholders are and what they value. The value exchange can be decomposed into the value expected from the enterprise and the value delivered by the enterprise. When the enterprise leaders understand stakeholder value, they can then assess how to deliver the value that stakeholders expect.

Over time, the amount of value distributed to stakeholders varies, and some receive more than others. What is critical is that value is distributed in a way that keeps the relevant stakeholders engaging as active participants in the enterprise. Constructing the value proposition of the enterprise as a function of the value exchange between the enterprise and all of its relevant stakeholders allows the enterprise to determine whether that value is distributed fairly. In the long run, the goal is to create greater value for all stakeholders—an aim that is impossible without a valid stakeholder analysis (detailed in Chapter 5).

It is not enough for the enterprise to identify its stakeholders. The enterprise must also determine why a given stakeholder is important. This knowledge allows the enterprise to make informed decisions about whether the value proposition is correct and viable over the long term. And while the enterprise’s senior leadership team can usually identify key stakeholders and stakeholder groups, other stakeholders emerge as the enterprise continues its day-to-day operations. For example, corporate social responsibility and environmental sustainability movements have led to the creation of new stakeholder groups that the enterprise leadership may not have accounted for explicitly even a decade ago.

Because the enterprise value proposition is constantly evolving, the senior leadership team must actively engage in a dialogue with the enterprise’s stakeholders. Doing so signals that the enterprise cares and generates goodwill that can be parlayed into more tangible assets.

For its part, Rockwell Collins has always been explicit about the importance of managing the value expectations of its key stakeholders. This goal has been made clear through the company’s focus on building trusted relationships with customers, employees, and shareowners. Rockwell also works actively to satisfy other stakeholders, including its community, its suppliers, and its employees’ families. Let’s look at three stakeholder groups—employees, shareholders, and the community—and how Rockwell Collins works to satisfy their expectations of value.

Rockwell Collins has always recognized that the strength of the enterprise lies in its employees. The importance of this focus on employees is visible through an explicitly articulated value proposition for people11 that comprises four initiatives: diversity, talent management, leadership development, and flexible benefit choices.

For shareowners, the focus is on delivering increased value, but not at the cost of the company. As part of this focus, Rockwell Collins began a stock repurchase program in 2003. Although such a program would typically result in increased distrust on the part of the capital markets, Rockwell Collins’ emphasis on continually relaying the rationale behind the share repurchase program, using investor calls and other communication channels, enabled the company to mitigate the markets’ negative reaction. In the end, the program contributed to the increase in overall shareholder value.

Finally, Rockwell Collins invests in the community through employee volunteering, education efforts, and charitable giving. For instance, when floods in Iowa reached 500-year levels in 2008, Rockwell Collins came to the rescue—even though the company’s main plants were not affected by the disaster. The company immediately donated $2 million to help in the recovery and established the Rockwell Collins Flood Recovery Fund to provide longer-term help.

Principle: Focus on Enterprise Effectiveness Before Efficiency

Doing the right job and doing the job right: These dicta capture the notions of effectiveness and efficiency. An effective enterprise requires a value proposition that meets the current needs of stakeholders and is perceived to be able to meet their future needs. If you are able to execute at a lower cost (where cost is some function of resource utilization), yours is an efficient enterprise.

For example, consider an enterprise that recognizes it is losing market share due to a lack of new products and that sees the need to innovate to retain its customer base. If the enterprise chooses to compete on cost differentials by streamlining production processes, rather than to invest in new product development, the enterprise is focusing on efficiency rather than effectiveness.

By definition, an effective enterprise is, to some degree, efficient; it meets the value expectations of its stakeholders. The converse, though, is not always true. An enterprise can be extremely efficient and yet completely ineffective; consider the (perhaps apocryphal) story of the nail manufacturing plant in the former Soviet Union that met its production target, which was based on tons. It simply created completely useless 500-pound nails with tremendous efficiency. That is why a focus on effectiveness should come first: An efficient but ineffective enterprise will rapidly become extinct, but an effective enterprise—because of the value it provides—gains some time to become efficient.12 The level of analysis strongly influences effectiveness and efficiency: What is efficiency in terms of corporate strategy may be effectiveness from an operational perspective.

With this principle, we do not advocate ignoring efficiency to pursue effectiveness exclusively. On the contrary, both are needed; what matters is which comes first. A successful transformation effort is, in fact, a mix of effectiveness-oriented and efficiency-oriented initiatives. Generally, efficiency-focused initiatives are easier to measure and yield results faster than effectiveness-focused efforts because they are targeted at some combination of well-established and well-understood structures, policies, or processes. These efforts also provide immediate impact, and hence they can demonstrate success and increase buy-in from the various stakeholders involved in the transformation efforts. But their very quick and tangible results can become a capability trap (that is, doing only what you already know how to do)13 if they crowd out effectiveness-oriented actions.

Our Rockwell Collins example illustrates the point. The company sees innovation as its lifeblood, which translates into a focus on effectiveness before efficiency. Despite the hit-or-miss nature of innovation, Rockwell Collins has consistently invested between 18 and 20 percent of gross sales in R&D—an amount far exceeding that invested by its industry peers. Recognizing early on that conducting all R&D in-house was not a sustainable strategy, Rockwell Collins adopted an alternative approach to build long-term effectiveness in bringing new products and services faster to the market than its competitors—namely, to leverage the strengths of its own talent base while exploiting the so-called global brain. Today, Rockwell Scientific focuses on basic research (traditional R&D) and Rockwell Collins uses Advanced Technology Centers to focus on next-generation products and services and domain-specific centers of excellence. These are augmented by the 10X Program,14 which is aimed at evoking breakthrough, out-of-the-box thinking from Rockwell Collins employees and open innovation to find and incorporate usable technologies into the company’s portfolio.

Principle: Address Internal and External Enterprise Interdependencies

Every enterprise is a highly integrated system whose performance is determined by the degree of alignment among the major elements,15 including its key structures, policies, processes, and stakeholders. One of the most difficult challenges in enterprise transformation is to specify the boundaries of the enterprise, because what is internal to the enterprise at one time may not necessarily remain within the boundaries as the enterprise evolves and transforms. With the boundaries identified, the structures, policies, and processes need to be mapped so that interdependencies can be determined. A successful transformation effort must account for both the internal and the external interdependencies.

The importance of this principle becomes clear when you consider, as an example, the relationships that enterprises typically have with suppliers. For one enterprise we examined, many of its requirements were dictated by a larger organization (of which it was part), and its suppliers were primarily sister operations (themselves enterprises) that were essentially parallel in the organizational structure. Each of these sister firms both supplied and was supplied by the others, and so each was highly interdependent. However, supplies did not always flow smoothly, and sometimes the understanding of the requirements differed from one operation to another. It became obvious, after an analysis, that enterprise performance could be improved considerably if these problems could be resolved at the interface points. Almost every large enterprise that interacts with other units, divisions, or entities faces these types of challenges with its internal interdependencies.

At another enterprise we examined, technical requirements came from an external source, and implementation happened with key external suppliers. Many of the opportunities for improvement were found at these interfaces, or points of external dependency.

Successful management of internal and external interdependencies is critical to maintaining transformation momentum. Rockwell Collins demonstrated this capability in the way it dealt with a 2008 strike at Boeing, its largest customer. Understanding Boeing—a key external dependency for Rockwell Collins—means being prepared for anything. So, having assessed in advance the potential impact of a strike on its manufacturing and engineering organizations, Rockwell Collins determined that, should the looming strike happen, no value was added by maintaining its current work pace and throughput. The company decided to account for the change in demand due to the strike by asking some Iowa production workers to take voluntary layoffs and delaying about 200 engineering hires. In addition, production staff was realigned, and overtime was cut. Earnings projections were also lowered. Although these cuts presented a temporary challenge for the enterprise and its employees, the identification of the strong interdependency between Boeing and Rockwell Collins, these actions made it possible for the enterprise to remain viable during this difficult period. Rockwell Collins succeeded in maintaining its margins at 20 percent for commercial systems sales—despite a 14-percent decline in sales from the strike and airline capacity reductions.

Principle: Ensure Stability and Flow Within and Across the Enterprise

Stability provides the foundation for creating a baseline against which enterprise performance can be assessed. In the presence of stability, flow within the enterprise enables you to see the presence of bottlenecks and identify root causes to problems. Both are central to any transformation effort.

When the enterprise environment is turbulent, only the tip of the iceberg is visible, and attempts to navigate around the iceberg may be disastrous if the underlying problems are not understood. In an environment of stability and flow, the enterprise can see more of the iceberg; it can lower the water level through problem solving that focuses on revealing the root causes of problems.

Examples of stability and flow abound. When an organization implements an enterprise information system, for instance, it does so to establish the flow of information across the enterprise to enhance the decision making of the key senior leadership—and good decision making builds stability.

The focus at Rockwell Collins on ensuring information flows across the enterprise can be traced back to 1997, when the company implemented its first Enterprise Resource Planning system to span the entire enterprise. As the comfort level grew, cost estimation tools and, later, the sourcing and procurement process were integrated into the system, winning the company the 2005 Medal of Excellence from Purchasing magazine.16 Establishing a seamless flow of information across the enterprise has given Rockwell Collins the ability to understand its use of information and to leverage newer business models to improve enterprise performance, beginning with storage area networks in 2003 and transitioning to a pay-per-use strategy for harnessing computing power.

The case of Southwest Airlines illustrates stability.17 As the carrier has grown in the 1990s and the first decade of the twentieth-first century, expansion has been kept at a slow, steady pace to ensure that everything continues to work in as stable a manner as possible. The company wants to make sure the right people are in the right places and that the airline will not be stressed in a way that will make it difficult to maintain its level of service. In the aftermath of the 9/11 terrorist attacks, Southwest Airlines was one of the few carriers that did not lay off employees, keeping employment stable. When things turned around and the public began to fly again in large numbers, Southwest’s stability—which includes having some of the most loyal employees of any company in any industry—served it very well.

Principle: Emphasize Organizational Learning

Learning in an enterprise occurs at three levels: individual, group, and organizational. Individuals have insight and intuition, often from having seen something similar at an earlier experience point (expert intuition). Sometimes, expert intuition comes in the form of being able to project into the future (entrepreneurial intuition). Individuals interpret these insights and elevate them to the group level, which happens more easily when the enterprise has a common language and all its members share an understanding of the metaphors that are often used to communicate insights and learning. The process of integration at the group level results in the creation of new knowledge, approaches, and concepts that the enterprise can institutionalize in the form of organizational routines and contexts. This organizational learning is a key to successful enterprise transformation efforts.

Emphasizing organizational learning is as much about creating the context and culture to support a learning organization as it is about establishing the formal structures and policies that govern the learning process. In the transformation context, organizational learning can happen in two ways:

[image: image] Through exploration, as stakeholders at various levels across the enterprise determine potential areas of improvement

[image: image] Through exploitation, as well-understood, well-governed transformation tools and techniques are deployed

Exploration enables the enterprise to determine, as new information emerges, whether the strategic decisions that placed the enterprise on its transformation path are still correct. Piloting new tools and techniques can help with selecting the ones best for exploitation on a broader scale.

Some enterprises find—or believe—that they are so busy executing that they cannot learn. This may actually mean that they lack the infrastructure to capture the wealth of learning actually occurring every day, as part of the execution, or that no mechanisms are in place for the enterprise to make sense of the vast amount of data and knowledge generated and collected. In either case, it indicates that the enterprise leadership team needs a better understanding of the role of learning in sustaining enterprise transformation efforts.

Rockwell Collins embarked on a deliberate journey to change how employees thought about learning and how they accessed information. The objective was to change what was perceived to be a “conservative, change-averse company, with a cynicism towards new ideas, and a highly cautious approach to transformation”18 and thus establish a learning organization.

The “first step,” in the words of CEO Clay Jones, was to create “a general expectation across the company that lifelong learning is a priority.”19 In the Rockwell Collins context, this is about the importance of keeping up with ever-changing technology and process environments. The view is that, when people learn enough to become adaptable, the organization as a whole becomes adaptable. The true strength of the company’s effort in this regard lies in its ability to translate that learning into competitive advantage and bottom-line results. It has been augmented with pioneering e-learning approaches and a system of mentoring and coaching that calls on the so-called graybeards—the more experienced employees with whom a large portion of this knowledge-intensive company’s knowledge resides. A more formal knowledge management system has also been rolled out enterprise-wide; in addition to traditional search capabilities, it provides access and security controls to protect classified information and intellectual property.

These enterprise transformation principles inform everything else you will read in this book, which builds on the classical principles of lean thinking and lean enterprises to address the unique challenges of transformation at the enterprise level. The principles of lean thinking have been shown to have a significant impact on how work is done, and lean enterprise principles have allowed us to redefine where lean principles and tools can be applied. However, neither effectively articulate how transformation can and should be carried out.

Again, here are the seven enterprise transformation principles:

[image: image] Adopt a holistic approach to enterprise transformation.

[image: image] Secure leadership commitment to drive and institutionalize enterprise behaviors.

[image: image] Identify relevant stakeholders and determine their value propositions.

[image: image] Focus on enterprise effectiveness before efficiency.

[image: image] Address internal and external enterprise interdependencies.

[image: image] Ensure stability and flow within and across the enterprise.

[image: image] Emphasize organizational learning.

The enterprise transformation principles represent the distillation of lessons learned from transformation efforts, lessons that an enterprise can tailor to its unique requirements. The principles we have just discussed recognize that transformation requires a holistic approach that effectively integrates the specification and analysis of the current state, the articulation of a desired future state, and the actual process of transforming to achieve that specified future-state vision. A vision is not achievable without a leadership team that remains committed to the transformation effort, understands the need to create a baseline of performance, ensures a flow of information and resources to surface challenges, and can establish a system of organizational learning that enables the enterprise to avoid repeating the mistakes of the past. At the heart of a transformation effort is the stakeholder value proposition that reflects not only what the stakeholders of the enterprise want, but also what the enterprise wants from its stakeholders. Enabling a successful transformation also requires that the enterprise emphasize doing the right thing before trying to do it right, and understanding both internal and external enterprise interdependencies.

These seven enterprise transformation principles do not operate in isolation. Rather, they are deeply connected, and their application creates a system of transformation. Your enterprise can become, like Rockwell Collins, an exemplar of how to create change constructively and proactively rather than simply responding to change. An enterprise transformation shapes your environment to create the change that will lead to greater success. The principles are the foundation for our approach to enterprise transformation, as illustrated in the Enterprise Transformation Roadmap—an analytic framework that comprises the next chapters, in which you will learn to assess the current state of the enterprise through seven lenses, envision the future state of the enterprise, create a transformation plan, and execute that plan for successful enterprise transformation.


CHAPTER 2 TAKEAWAYS

[image: image] Transformation requires a holistic approach that effectively integrates the specification and analysis of the current state, the articulation of a desired future state, and the actual process of transforming to achieve that vision.

[image: image] Enterprise transformation requires leadership commitment to embrace enterprise thinking, commit the resources necessary for transformation, and personally lead the transformation effort.

[image: image] At the heart of any transformation effort is the ability to understand, articulate, and deliver on the enterprise value proposition.

[image: image] Effectiveness—doing the right job—comes before the efficiency of doing the job right.

[image: image] The enterprise must manage dependencies within and across its boundaries as part of the transformation journey.

[image: image] The combination of stability and an effective flow of resources and information enables an enterprise to achieve dramatic gains in performance.

[image: image] Enterprise transformation is a journey on which time must be taken to reflect on lessons learned and take corrective action when necessary.
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is fully deployed across the extended
enterprise (across intemnal and external value
streams); recognized as best practice.
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Project Tide: Baseline Test Wafer Management Process

Estimated Date(s):
Shis 201055- 5765 66,7511
ProductLines 201059-511,66-69

X JustDor oy X

Improvement Event(E)

Change Project (CP)

=

Descrition: Develop he baseine ol curentprocesses used
foracquiig, usng and disposin oftestwaler. Thebaseine.
il acoounor afthe roductines and he four producton
shis

“Justifcation Thebaseine s anecessary sipbeorea

‘Standard managementprocess fohe Hocyck ofest walrs
‘canbe devekped.His a Justdo-eventha canbecaried
oultirough workshops wihmembersacrss ChipDesign

Recommended Owner.
Stfan Winer (Diector, Producton)

Recommended Team Load and Wembers:

Tory Byan HackBet, Conéuous improvemen)
MarWeber ProduclLie Manage Fsh Memony
TomLewis (St Manager, Processors)

Estimated plementaton Costs
Meetings - 16persondays
Repor-5person days

Estimated Savings: Necessay o expeciod
savngs
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SR SO
Segmentation of the company

Focus

Resource allocation

Managing rapid growth

Manufacturing and inventory

planning

Communication

Details

Separation among three divisions
creates problems to overcome.

SBIR proposals lead to work
outside company core
competencies.

Commercial product development
is chaotic.

Military product work lacks clear
development goals and committec
resources.

Linked to problem of focus
Too much firefighting
Needs policy

How to avoid stifing the creativity
and agiity that allowed past
success?

Too much inventory
Need to focus on overall cost, not
unit cost

Need for more formal
communication

Need to create awareness among
employees
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Network Leadership
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Hospital management
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Strategic Objective

' Increase R&D stature in critical
fields

7 Expand commercial product line
and revenue from commercial

products

/ Increase revenue through design
and manufacture of miltary
products

 Leverage diesel generator
technology to expand miltary
sales

Details

7 Heat transfer
7' Energy conversion
7 Thermal control

7 20 million within five years

7 Leverage relationship with
strategic partner

7 Build on SBIR research contracts
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Stakeholder Interaction: Engineering-Manufacturing

@ Processes: Assemble Preliminary Units - Assemble Production Units

Performance:
AVERAGE

What Flows in the Interactions?

@  information
@ Material Cross-Boundary Interaction

Yes No[x
O  Resources

Nature of the Interaction

OResctive _[J Proactive _[] Both
Low Medium High

stability o c] o
Timeliness o o o
Accuracy

Completeness

Discussion: I the case of mature programs, our interactions
between engineering and manufacturing are stable and timely
~however, we are stillstruggling with accuracy and
completeness when it comes to accounting for supplier
components.
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Focus Area

Operational
Excellence

Gaps Adaressed

SV3: Plant workers have lte visual feedback on the
performance of the process they are executing.

SV5: Suppliers are currently providing us with very poor
documentation and support.

A1: Our functional structure prevents knowledge sharing
between product lines, something that is essential for our
fong-term competitiveness.

Ri: We do not have a clear understanding of the true costs
of nonstandard test wafer usage.

P1: Our yield rate makes it difficult o target the new
products segments that will enable us to remain
sustainable.

P2: Our processes for managing test wafers are
nonstandard and have significant variation that is induced
by product line workloads.

P3: Our preventive maintenance process is at its infancy
and still needs to be standardized.

PM1: Each group uses its own metrics, and there is litle
agreement among the groups on the enterprise metrics.
W1: Suppliers’ test wafer restocking process is not pulled
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nformation
ntegration

Focus Area

Dy our processes.

W3: Significant wastes are induced by the setup process,
as well as by in-process waiting,

W4: We need greater collaboration among the functional
groups.

SV3: Plant workers have it visual feedback on the
performance of the process they are executing.
SV7: There is a general lack of awareness of our
transformation efforts.

Gaps Addressed

SV8: Our employees do not have a shared understanding
of the knowledge and tools needed to make our
transformation successful.

A4: Our information systems are disconnected. Each
functional area and in some cases each product line has
its own legacy information systems that don't talk to each
other.

W2: Information flows across the enterprise are broken
down—across shifts, across product ines, and across
funclional grous.





ops/images/9780814417096.jpg
HHHHHHHHHHHHHHHHHHHHHHHHHHHHHHHHHHHHHHHH






ops/images/t0193-01.jpg
Value Expected rom Value Contributed to
the Enteprise Strategic Partners the Enterprise
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Waste Category  Froduction Instances Information Instances

Waiting Idle time in whichno  Idle time due to
value is added unavailable information

Transportation  Excessive movement of  Unnecessary movement
materials, tools, parts  of paper, people, bits

Processing Effort expended that  Processing information
does notadd customer  beyond requirements
value (e.g., unneeded

precision)

inventory Accumulations of Information that is
materials beyond just-  unused or that is work i
in-time requirements  progress

Motion Any human movement Ay local human

that does not add value  movement made
necessary by poor
information systems

design
Defects Any item that does not  Any erroneous element
meet specifications of data, information, or

intelligence
Overproduction  Producing more or Producing, duplicating,

sooner than required and distributing more
information to more.
people than is needed
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roadmap Link

A Enterprise siategio
planning

|8 Adopt Lean Paradigm

.G Focus on the Value
Stream

ORIV

1. Intogration oflean in srategic
planning process

LA2. Focus on customer value.

1A3. Loveraging the extended enterprise.
18.1. Leaming and education in lean for
enterpise leaders

1.2, Senior management commitment
183 Lean enterpriso vision

18.4. A sense of urgency

1. Understanding the current value
stroam

12 Enterprie flow

1.0:3. Desiging the future value stream
LE.4. Parkomaancs messues

Current

Curtent
Gurrent

Current

Current
Current
Current

Current

Current
Current
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20
30
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Management

ILE. Produce Product

L. Distribute and Service
Product

SO
1LD.1. Define and develop supplier
network

1LD.2. Optimize network-wide
performance

1LD.3. Foster innovation and knowledge
sharing throughout the supplier network.
ILE.1. tiize production knowledge and
‘capabilles for compelitve advantage
ILE2. Estabish and maintain a lean
production system

ILE.A. Align sales and marketing to
production

ILF.2. Distibute product in lean fashion
ILE3. Enhance value o delivered products
and services to customers and the
enterprise

ILE.4. Provide postdelivery service,
support, and sustainability

Current

Current

Current

Current

Current

Gurrent

Current
Current

Current
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8

19

20

5

20
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Strategic Implications of Transformation

* Monitor & Measure the Outcomes:
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Transformation . Embed Enterprise Thirking
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Enterprise ;earr':d c

+ Synchronize Strategic,
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Implementation Results

Implement& + Communicate Transformation Plan
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Transformation | Implemert Projects and
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Unions

Leadership

Society

Sharenolders

Unions are formal organizations of employees who
have banded together to achieve common goals,
which could be better wages, improved working
conditions, and so on. In organizations that do not
have formal unions, this stakeholder group would
include employee associations and other informal
employee groups.

Leadership internal and external to the enterprise
provides strategic direction and allocates resources
to be used by the enterprise. In some cases,
leadership may include other organizational units.
Society includes the local communities where the
enterprise exists and in which the enterprise does
business (or operates). This often includes
govemment representatives working at various
levels (tax authorities or environmental compliance
agencies)

Shareholders provide the enterprise with capital in
anticipation of a return on investment.
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Stakeholder Group
Customers.

End users

Suppliers

Partners

Employees

Definition

Customers specify requirements and pay money in
return for products and services delivered.

End users specify requirements based on actual use
or consumption of products and services delivered.
‘They may or may not be customers. For instance, an
airline is the customer, whereas the passenger is the
end user.

Suppliers deliver products and services based on
requirements specified by the enterprise in exchange
for money.

Partners are suppliers with whom the enterprise has
aclose relationship, often involving risk and reward
sharing, long-term interaction, and codependency.

Employees are all people who work for the
enterprise, either directly or on site as contract
‘employees. This category includes employees
represented by unions.
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improvements

13, Provide education and traning

1. Development of etailed plans based
on enterprise plan
1.2, Tracking dotalls
1.6.1. Structured continuous improvement
process

16.2. Monitoring lean progress.

16.3. Nurturing the process
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Hewing
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Focus Area

Enterprise-
Level Planning

ST,
SV3: Our growth into product development (both
commercial and miltary) has reduced the leaming
flexibility that came from R&D work; this s affecting our
abilty to grow human capital.

P1: Product development processes are ineffectively
integrated, leading to substantial rework and often
completely scrapped design.

P3: Our policies for managing work distribution between
research contracts and product developments are not
working,

P4: The production process for commercial products
uses significant batching and are unconnected to
customer demand, resulting in large inventories (even
worse for products not selling in the market).

P5: Manufacturing does not have an effective quality
control system, leading to the perception of poor quality
among our stakeholders.

PG: Miltary development work s highly unsteady due to
an all-hands-on-deck mentality for meeting critical SBIR
deadines or other project deadiines.

PM2: No measures on proposal quality o learning.

PM1: Incentives are misaligned, leading to individual
behaviors that are not aligned to maximize enterprise
value: Manufacturing employees are rewarded based
on throughput metrics; principle investigator incentives
are based on percentage under budget.

PM3: No enterprise-wide performance management
system s in place.

A1: We are only now beginning to implement cross-
functional teams.

A3: The current performance measurement syste is
inadequate for truly measuring and understanding
anleronies perfomande.
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Waste Category
Waiting

Transportation

Processing

inventory

Motion

Defect

Overproduction

Structural
inefficiencies

Opportunity costs

Enterpnse Instances

Idle time due to late decisions, cumbersome and
excessive approvals, and unsynchronized enterprise
processes.

Unnecessary movement (including electronically) of
administrative information and people; multiple:
approvals and handoffs

Effort expended that does not increase value to any
of the enterprise’s stakeholders; can ocour within the
workforce, within management ranks, or across the

entire enterprise

Unnecessary levels of any enterprise resource:
capacity, space, workforce, suppliers, information/
data

Any human effort that does not increase stakeholder
value

Erroneous results from defective enterprise
processes and decisions

Any creation of enterprise outputs that does not
increase stakeholder value

Waste resulting from inappropriate organizational
structure, policies, business model structure,
alignment, or strategies

Wastes resulting from lost opportunities (e.g.,
untapped talent in the workloroe)
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Focus Area

Employee Satistaction

R
‘SVA: Lack of communication from leadership.

SV2: We need to be concerned about our
ability to keep or increase the current employee
satistaction level.

P3: Our policies for managing work distribution
between research contracts and product
developments are ot functioning.

PG: Miltary development work is highly
unsteady due to an all-hands-on-deck
mentaliy for meeting critical SBIR deadiines or
other project deadiines.

A2: Proposal writing is not always aligned to
our strategic objectives; the ability to win a
grant supersedes alignment.
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Examples of Iransformation Efforts

idustry Organization
Rerospace A cargo carrier
program
‘Space centor

Health caro  Mental health hospital

Hospial

Reason to Transtorm
Reduce costs and cycl times

Long development and
procurement imes at high cost

Breaking cultual noms to drive
needed change, improve service,
and reduce costs.

Emergency department
overcrowding

Insigntsfrom Enteprse Anaysis

Matiple stakenolder (ndustry,
government reguiatory) ossential
forenterprise success.

Giticalty of including extonded
entrprise, including key suppliers
and requirements generators

Despits sxpertise in patent care,
inadequate tradtional behaviors
were for enterprise optimization
and operation across boundaries.

Traditional lean approaches prone
o sub-optimization; strong
interdependencies wih other
hospita units (npatient, operating
rooms, etc) and exteral entiies
(insurance companies, primary
caro, otc.); nsuing transformation
efforts based on holistic principles.
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118, Lean Process Enablers.

Lot e

LA, Financia system supports lean
ransformation

11LA2. Enterprise stakeholders pull
required financial nformation

1LA3, Promulgate the learning
organization

1LA.4. Enabe the lean enterprise with
information systems and tools

ILAS. Integration of environmental
protection, heath, and safety ino the.
business.

ILB.1. Process standardization
11L5.2. Common tools and systems.
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Enterprise Leadership Processes
= Conduct Strategic Planning

= Define Business Models

= Manage Growth

= Foster Strategic Partnering

= Define and Integrate Organizational Structure
= Manage Transformation

Life Cycle Processes

= Manage Acquisition and Programs
= Define Requirements

« Develop Product/Processes

« Manage Supply Chain

= Provide Products and Services

« Distribution and Support Products

Enabling Infrastructure Processes

= Program and Budget Enterprise Activities

= Provide and Maintain Information Technology

= Manage and Support Human Resources

= Manage Quality Assurance

= Provide Facilities and Services

= Ensure Health, Safety, and Environmental Protection






ops/images/f0195-01.jpg
High £

‘CurrentPerformance of the Enterprise
In Dellvering Value

ntegriy.
Credbity

=T
s

Trwntonts
Customar Needs

Low

Relative Importance of the Value to the Stakeholder

High





ops/images/t0030-01.jpg
Faliure Type
Only in my backyard

Activity

Low-hanging fruit

Pet project

New leadership

Leaders who don't lead

Hire the transformers

Flavor-of-the-month

Hesults from . . .

Undertaking only local projects, with no
consideration for their impact across the
enterprise

Feeling the need to “do something” and
measuringivaluing activity rather than progress

Focusing efforts on the easiest problems to
address

Working on whatever a leader or leaders wan
whether it is the right thing to do or addresses
foot issues

Heading down the path set by a new leader
with no regard for where the organization is or
has been going

Delegating alltransformation work to
underlings, with leaders taking no part in the
efforts.

Bringing in outsiders to develop and implement
transformation, who leave behind no plan

Undertaking transformation efforts that shift
from one methodology to another ... again and
again
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ILA. Business Acquisiion
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.C. Develop Product and
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business growtn
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1LA3. Provide capabilty to manage sk,
cost, schedule, and performance

1A, Resource and empover program
dovelopment aforts

1LB.1. Estabiish a requirements definion
process to optimize lfecycle value

118.2. Uiize data from the extended
enterprise to optimize future requirement
deliniions.

1LC.1. Incorporate customer value ino
design of products and processes
11C.2. Incorporate downsiream
stakeholder values ino products and
processes

11C.3.Integrate product and process
development
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Enterprise Scope

Supply Chain
(2009)

Program Management

and Engineering
(2008)

Manufacturing
(2004)
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i)
Engineering

Engineering
Administration

Machining
m

Marketing

Production
Accounting

General
Administration

Total Employees

[Employees
57

10

11

Notes from Analysis

Includes the CEO, is considered tc
be slightly understaffed

Stable department size

Actively looking for another
employee

Down one person due to a
termination in September that has
yetto be filed

Includes one part-time employee
Stable department size

Stable department size
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Focus Area

Knowledge Management

SE—

SV3: Our growth into product development
(both commercial and military) has reduced the
learning flexibility that came from R&D work;
this s affecting our abiliy to grow human
capital.

P1: Product development processes are
ineffectively integrated, leading to substantial
rework and often completely scrapped design.

P3: Our policies for managing work distribution
between research contracts and product
developments are ot functioning.

PM2: No measures on proposal quality or
learning.

EM2: No common vocabulary across the
enterprise when it comes to transformation.

W3: R&D and product development do not
‘communicate effectively.
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Lifecycie Frocesses
(nital List)

Interface with the
customer

Manage programs
Engineer paris/products
Manufacture parts/
products

Identify, manage, and
grow suppliers

Lifecycle Processes (Final List)

Marketing new OEM program/product
Develop the business case

Golno-go decision making
Aftermarket order processing
Deliver products/parts

Install products

Manage OEM programs

Manage aftermarket programs
Forecast aftermarket demand

Define requirements

Develop preliminary and conceptual design
Develop detailed design

Test parts/products

Assess reliabilty of aftermarket parts
Certity parts/products.

Assemble preliminary units
Assemble production units

Manage product inventory

Manage aftermarket parts inventory
Repair aftermarket products/parts
Develop program sourcing
Negotiation with supplier

Provide rediine drawings and orders
Supplier manufactures parts
Suplier delivers pests
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live

Objective/Purpose

Scope

Target

Formula

Units of measure

Frequency

Data source(s)

Owner/action

Comments.

Overall Enterprise Customer Satistaction (0£65)

Measurement of overall customer satisfaction with
the enterprise to ensure alignment with the growth
strategy and assess performance of customer
services

Addressing the enterprise, focusing on customer
service and product development processes

Rate over 9 in product satisfaction and service
satisfaction by 98% of our customers, with an overal
score greater than 95%

Annual survey x 0.2 + Product satisfaction x 0.4
+ Service satisfaction x 0.4

Individual ranking on a scale of 1-10, with
aggregated ranking in percentages

Computed every six months; annual survey
measured yearly; product satisfaction measured
immediately after purchase, and whenever a
complaint or service request is made; service
satisfaction measured after every scheduled/
unscheduled service

Survey database: annual survey, postpurchase
survey; service information system: service ratings;
customer complaints systems: product complaints.

VP of shared services: tracking of overall metric as
well s the component metrics; initiating review wher
target is not reached to identify root causes

This metric is reported on the enterprise dashboard
and will be revised based on analysis
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Focus Area
Growth

People

Operational
excellence

Enterprise Froject

Define growth strategy
‘and technology roadmap
Develop a human capital
growth program

Create cross-functional
organization

Increase awareness of
transformation through
communication
Educate all employees
on our transformation
‘approach and tools
Define common metrics
across all functional
groups

Develop a standard
maintenance process

Focus Area Governance

Tracked during monthly
focus area meeting

Tracked during monthly
focus area meeting
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Capabiiity Matunity Level
Level 1

Level 2

Level 3

Level 4

Level 5

(Generic Definition

‘Some awareness of this practice; sporadic
improvement activities may be underway in a
few areas.

General awareness; informal approach
deployed in a few areas with varying degrees
of effectiveness and sustainment.

A systematic approachimethodology deployed
in varying stages across most areas; faciltated
with metrics; good sustainment

Ongoing refinement and continuous
improvement across the enterprise;
improvement gains are sustained.

Exceptional, well-defined, innovative approach
is fully deployed across the extended
enterprise (across intemnal and external value
streams); recognized as best practice.
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information
technology

Transformation
Plan Governance

Daevelop a siandard test
wafer process

Establish a knowledge  Tracked during monthly
sharing process across  focus area meeting
shits

Harmonize legacy

systems to create and

integrate system

Develop a new

performance

measurement system

Develop new means of Tracked during monthly
sharing information, both focus area meeting
visually and Internet

based

CEO monthly senior leadership meeting—
Progress on each focus area

Enterprise Transformation Council—
Quarterly review of complete plan
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Lategory
Customers.

Suppliers

information flow

Processes

Leadership

People

LConsiderations
‘What does the customer relationship look like?

How does the enterprise interact with suppliers/
partners?

How is information processed?
How is information made available?

What does the new process architecture look like?
How do processes interact with value streams?

What are the characteristics of the enterprise
leadership?
How is enterprise performance measured?

‘What kind of working environment exists for
employees?

What kind of organizational structure exists to
support the enterprise vision?
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rocus Area

Relationship
Management

SRV,

SV5: We are unable to pay effective attention to
customer needs because we do not have effective
feedback or communication channels with these
stakeholders.

SV6: Our suppliers would like to have longer-term,
established relationships, but currently we are unable to
establish them.

Pa: The production process for commercial products
uses significant batching, and is unconnected to
customer demand, resulting in large inventories (even
worse for products not selling in the market).

P5: Manufacturing does not have an effective quality
‘control system, leading to the perception of poor quality
‘among our stakeholders.

PG: Miltary development work is highly unsteady due to
an all-hands-on-deck mentality for meeting critical SBIR
deadiines or other project deadines.

PM1: Incentives are misaligned, leading to individual
behaviors that are ot aligned to maximize enterprise
value: Manufacturing employees are rewarded based
on throughput metrics; principle investigator incentives
are based on percentage under budget.

W1: There is significant opportunity cost in not carrying
‘out market studies prior to the start of product
development and production.

W2: We have an ad hoc procurement process, which in
tum means we are in some cases waiting for specialty
parts from our suppliers (since we don't have long-term
relationships with them).
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2006

2007

2008

Building trust every
day

Accelerating
success.

Focus/Innovate/
Deliver/Expand

Unveiling of a new brand identity and this
theme as a new slogan, highlighting the
underlying philosophy that trust is the
primary driver of value creation, capture,
and enhancement; also, an increased
emphasis on innovation and building a
powerful worklorce

Circling back 1o 2002's “balance,” plus (a)
an integrated business model focused on
efficient operation of a shared-services
infrastructure, (b) centers of excellence
that maximize technology reuse, and (c)
innovative programs that incent
employees to promote cross-business
opportunities

Emphasis on the need to focus on
customers, innovate solutions that provide
enhanced value, deliver solutions that
meet customer needs on time and on
budget, and expand to meet the needs of
ourrent and future customers.
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Year
2001

2002

2003

2004

2005

Theme
Takeoff

Balance

Ideas that fly

Performance and
accomplishment

Above and beyond

First report issued as an independent
company

Emphasis on balanced portfolio of
government and commercial
business—an almost even split that
enables Rockwell Collins to ride out
cyclical, short-term challenges in either
market

Emphasis on the organization’s innovatior
capabilties and recognition that every
cutiing-edge product and service is rooted
in the ideas of people

Focus on building on the successes of the
previous year, for which Rockwell Collins

was named the best managed aerospace
company

Emphasis on the personal leadership
demonstrated by employees in delivering
increased value both to customers and
shareholders
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olrategic Planning Enterpnise Transformation

Strategic planners develop a set of  The senior leadership team
options for the enterprise leader  collaboratively develops.
transformation options.

Dominantly customer- and Stakeholder-centric analysis.

competitor-focused addresses both internal and
exteral stakeholder needs.

The planners analyze product/ Analyzes the enterprise value

market proposition as a whole.

Focus on budget allocation and  The focus is on enabling structural

strategic options ‘and behavioral enterprise changes.
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Approach
Value chain analysis

Business process
reengineering

Value stream analysis

Business process
modeling

Enterprise process
analvsis

Unit of Analysis
Business unit

Specific process.
Product, product
family, or service

Process, workflow.
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Focus Area
Communication

(Gaps/Opportunities

SV1: There is a lack of communication from
leadership.

SV4: There is very lttle communication on the
vision and direction of the enterprise other thar
what employees hear through their own
informal networks of friends and colleagues.

SV5: We are unable to pay effective atention
to customer needs because we do not have
effective feedback or communication channels
with those stakeholders.

EM1: We have a strong desire to transform the
enterprise, but no vision regarding where the
transformation willtake the company.

EM2: No common vocabulary across the
enterprise is available when it comes to
transformation,

W3: R&D and product development do not
‘communicate effectively.
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Stakeholder Group: Supplier
Stakeholder Name: XYZ Company

Questions to guide stakeholder  How important is How well s the
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What does the stakeholder value? ~ stakeholder?  delivering this
- 2
What does the stakeholder expect | ~ 1O value?
p . 5 = high 1= low
fromits involvement with the
. 5 = high
enterprise?

What are the things that would
make the enterprise be highly
thought of by the stakeholder?

Fair and equitable treatment
Reasonable ROI

Long-term relationship

PO

Timely payment
Joint forecasting

© s a0 o0

Early and accurate requirements
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Stakeholder Interaction: HPe-Supplier

@ Processes: Develop Prelim and Conceptual Design - Program Sourcing

Performance:
POOR

Cross-BoundaryIntera

Yes [] No[]

‘What Flows in the Interactions?
@ Information
O Materia
[  Resources

Nature of the Interaction

[OReactive _[] Proactive [ Both

Low Medium High
stability [c] o o
Timeliness c] o o

Accuracy

Completeness

Discussion: Ideally we would involve our supplier during
conceptual design, but our interactions are poor because we
‘have no effective means of sharing conceptual design
information ~ we have been successful with some selected
suppliers but have been unable to replicate it beyond a
program.
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Customers

Suppliers

information flow

Processes

Leadership

People.

Wastes

Opportunity costs from leaving fleet isolated from
enterprise

7 Rework generated by requirement clarifications

# Deployment, opportunity costs for users to
generate technical data

Quality reinspections and audits
Unclear value proposition to end users
Inventories (people and facilty resources)

Rework generated by uncertain/changing
requirements

Inadequate metrics for efficient performance
assessment

Excessive reporting, misalignment with strategic
objectives

Multiple fractured/unfused information systems

Numerous wasteful and/or non-value-added core
process steps

Long wait times on extemal enterprise process
interactions

Misaligned strategic goals and enterprise objectives
Inefficient use of metics for managing the enterprise
Poor metrics definition and enterprise linkage
Nonaggressive succession planning

7 Loss of knowledge transfer opportunity

7 Eventual manpower vacuum
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Timeliness
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Completeness

Discussion: The strategic supplier planning process uses information
rom the OEM Customer's request for proposals s a key input. The
information content n the REPs to support planning s neither stable,
accurate, nor complete. We are making “leaps of faith* when we use
REP data.
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rocus Area  Gaps Addressed

Growth

People

SV1: We do not currently have a growth strategy that wil
allow s to remain competitive into the next decade.

SV4: Employees have litle to no cue about long-term plans
of the enterprise, with respect o either technology o
processes.

SV6: Our decision-making processes are slow and disjointed.
A1: Our functional structure prevents knowledge sharing
between product lines, something that s essential for our
long-term compet
A2: Every product ine owner believes that his or her issues
have the highest priority. When it comes to growth, we need
a shared understanding of our strategic objectives.

A3: Our strategic objectives are misaligned with our
stakeholder values (e.g., growth and learning)

P4: Our enterprise culture is based on “thick walls”
separating departments; as a result, we have information that
exists in silos across the enterprise.

feness.

SV2: Our learning programs currently do not effectively
support the development of human capital to meet future
needs
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vection I: Lean Iransformation/Leadership Average

A Enterprise Strategic Planning 17
B Adopt Lean Paradigm 14
c Focus on the Value Stream 17
0 Develop Lean Structure and Behavior 24
E Create and Refine Transformation Plan 17
F Implement Lean Initiatives 12
G Focus on Contining Improvement 15
Section II: Lifecycle Processes Average = 2.3
LA Business Acquisition and 22
Program Management
18 Requirements Definition 23
Ic Develop Product and Process 26
LD Manage Supply Chain 20
ILE Produce Product 27
ILF Distribute and Service Product 24
Section ll: Enabling Infrastructure Average = 1.9
A Lean Organizational Enablers 18

ne Lean Process Enablers 20
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SV4: Employees have little to no clue about long-term plans
of the enterprise, with respect to either technology or
processes.

AT: Our functional structure prevents knowledge sharing
between product lines, something that is essentialfor our
long-term competitiveness.

R: The sudden spurtin growth has seen us recruit a lot of
people who will simultaneously be eligible to take sabbaticals,

thus creating a personnel crisis when more than two people
are not available.

Focus Area  Gaps Addressed

A3: Our strategic objectives are misaligned with our
stakeholder values (e.g., growth and leaming)

P5: There are no formal knowledge-sharing mechanisms in
place between shifts in the enterprise. What ltie sharing that
is happening is almost exclusively due to personal
relationships among middle managers.

P4: Our enterprise culture is based on “thick walls™
separating departments; as a result, we have information that
exists in silos across the enterprise.

Logend: Stakeholder Values (SV); Processes (P); Performance Measurement (PM); Enerprise
Maturity (EM): Alignment (A): Resources (R): Wastes (W).
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véction I Lean Iransformation/Leadership Average

A Enterprise Strategic Planning 28
B Adopt Lean Paradigm 27
c Focus on the Value Stream 17
L) Develop Lean Structure and Behavior 22
E Create and Refine Transformation Plan 23
F Implement Lean Initiatives 16
G Focus on Continuing Improvement 19
Section Il: ifecycle Processes Average = 2.2
LA Business Acquisition and 25
Program Management
18 Requirements Definition 24
1C Develop Product and Process 29
1D Manage Supply Chain 17
IE Produce Product 18
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