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Business Essentials: How Lean is Your IT Department?

by Fred Heintz, CPIM CIRM

Information Technology needs to been lean and
agile in order to efficiently enhance business

operations. How does your stack up?

Lean IT is different than IT that supports Lean
Manufacturing. That topic will be discussed in our
next newsletter. What we're looking at here is how
your company’s IT department functions in deliver-

ing their services to their customers.

Information Technology, like manufacturing, has
two product classes: ongoing services and new
products. New products for IT usually involve large
outlays and huge project teams. This is the “water-
fall” approach that most people are familiar with

if they have worked on an ERP implementation

or similar software project. These projects require

Project Management Offices

turns what should be quick fixes into expensive,
wasteful projects. Lean IT, like any lean system, looks
to eliminate the wastes in the process and attempts
to emphasize what adds value to the customer.
What is even more amazing for IT professional is it

can actually work!

Lean IT focuses on creating quick, simple, functional
software using cross-functional teams. As opposed
to too many ERP projects, it is expected that the
programmer, business user, financial user, and
compliance auditor will all sit in the same room and
together decide how best the software should func-
tion. The code does not go through an ugly process

of:

1. Functional Specifications written
2. Cost Estimate done
3. Cost Approved

cont. on page 2

and Change Request Boards. Now THAT’S Lean!

While this process can be
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Lean [T, cont. from page 1
4. Technical Specifications written

Software Coded

u

6. Software Tested

7. Software Corrections Coded

8. Software Tested (and possibly this loop
goes ad infinitum)

9. Software signed off

10. Training Manuals updated

11. Software moved to production system

All this for a small enhancement? Lean IT
looks to deliver small software enhance-
ments within one week (like a Kaizen event).
This is only possible with everyone working
together and focusing on getting the cod-

ing done correctly. So

industry specific compliance portion of the
software was not going to work correctly.
This would have required delaying the
whole ERP implementation. Instead, a select
group of five people were sequestered over
a weekend to make sure the code fit the
needs of operations, finance, and compli-
ance. By Monday morning the code was
complete, and the following week it was

tested by the full business community.

While some may think this approach anar-

chistic (and it can be if not done correctly),
a key part of the process is documentation.
The idea is not to just code on the fly then

forget about it. While lean values small,

quick changes, all changes

“It may be time to look

there are no surprises, like

must be reversible. You can't

at Lean IT as a way to

the software not being
Sarbanes-Oxley compli-
ant, testing is done at the
same time the business
functionality is tested. All this accomplished

without a Project Manager.

Could you do a complete ERP installation
project using Lean IT? Probably not as it is
thought of right now; however, such a proj-
ect would benefit by adding many elements
of Lean IT. As a quick example, putting the
project team into a single large open area
can bring about enormous benefits. All
functional areas are together, so the silos

can't get too far off course.

Another example of using Lean/Agile IT
techniques in large projects is using them
to get a critical path back on track. We

worked on a project where it appeared an

add more value to your

reverse what has not been

documented.

business systems.”

So think about what your
Information Technology department does,
and how much value it does or doesn’t
add to the business. Are any changes or
upgrades made out to be major projects? Is
the business running on Excel because they
can't “justify” the cost of a change? IT’s pri-
ority is to supply the information the busi-
ness requires to run the company profitably
and to keep the customer happy. It may be
time to look at Lean IT as a way to add more

value to your business systems.

To learn more how Sixth Floor Consulting
Group can help you improve your IT sys-

tems, contact us via our website. H

info@sixthfloorconsulting.com

PPV Prepos erous

The title represents TLEY: most! Lean
prac tloners think of PPV, (Purchase

Price Va ance)\Thls measurement is,
all too\often, worthless

Unfortunately, it can become the procure-
ment group’s driving focus. PPV can be a
valid tool only if it is used properly, and that
does not mean using it as a measurement

of how well purchasing is performing.

First let’s look at the drawbacks of PPV. This
measurement is a comparison of actual
purchase price vs. the “standard cost” for
that item. Being a variance analysis, it suf-
fers from the weakness of all these types of
measurements. People are spending time
and effort to explain why reality didn't meet
their guess (standard), which was made six
to eighteen months ago. Like labor variance
or overhead variance (shudder) analysis,
these accounting exercises tend to yield

little really actionable results.

Even worse than just wasting people’s time,
is if PPV is used as a goal for Procurement,
we have yet to see a purchasing group

that couldn’t manipulate the standards to
make their PPV target. This not only leads
to worthless KPIs, but encourages stating a
cost that is too high. This, of course, could
lead to lost sales because product prices are
too high. But Purchasing makes their PPV

target!

cont. on page 3
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PPV, cont. from page 2

PPV as a KPI also leads to looking only at pricing when buying goods.

As any operations person will tell you, poor quality goods will lead to

exorbitant shop floor costs as people try to work around quality issues.

While no one likes to overpay, ignoring quality and on-time delivery

will always cost more in the long run.

So should PPV be ignored? Not quite, but it needs to be used rational-

ly. Rather than concentrating on why there is a variance, concentrate

Can PPV be used as a KPI? Only insofar as the measure is used to
review the accuracy of the standard costing process, which is another
topic altogether. It may be useful to track PPV that falls outside a set
range, say +/- 10 percent. This allows management to see why the
difference is occurring, whether the change is ongoing or temporary,
and how best to meet the challenge. Used this way, supply can work

with sales and marketing to try and maximize the company’s revenue.

Traditional Purchase Price Variance analysis provides very little real

~ w value to a company. In a Lean sense, it is muda

In a Lean sense, it is muda.”

on the outliers. Is freight included as part of the P.O. price? Then look
at any large discrepancies, and see if air freight was used. Then you
can determine if the rush was your company’s or the vendor’s prob-
lem. Also, PPV can be used to see if it is necessary to adjust customer
pricing. If there is a definite trend in PPV, either up or down, then it

may be time to look at if the market will accept a price change.

Be “Traditional Purchase Price
Variance analysis provides very
little real value to a company.

(waste). While a company cannot ignore PPV (or
they risk losing site of opportunities or incurring
profit losses), elaborate PPV analysis does not
provide a return worth the effort. Accounting
and Procurement would better spend their time
looking at PPV trends by item or commodity to

see if fundamental cost changes are required.

While PPV has been tracked and analyzed for
years, very few companies use the data in a
positive way. Most PPV analysis looks for expla-
nations of why actual amounts don't meet the
guesses made months ago (hello, they’re guess-
es), instead of looking at what the trends are and how the company

can use these trends to their advantage.

Contact Sixth Floor Consulting Group today to see how we can help

you get and use your system’s purchasing information. B

Unless someone like you cares 3 whole awful lot, nothing

is going to get better. It's not.
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~ Dr, Seuss, from The Lorax
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Editorial Comment:

Is Complaining Getting you Anywhere?

by Tom Dzialo, CPIM CIRM

on't let complaining give
you more satisfaction
than taking action!

At times, we all suffer the slings
and arrows of outrageous for-
tune. The real question is, what
do we want to do about it?

Venting like Mount Vesuvius may
make of us feel good (at least for
a while), but if that’s all we do,
then we're destined to play the
role of the victim.

The better option is not just to
pass along your problems; rath-
er, you should also share your
ideas for solutions! The answer is
up to us.

Of course, solutions typically
require some effort. Thinking
may be required. Building an
unstoppable lava flow of sup-
port from others to implement
needed change quickly will be
more likely if it’s clear you've fol-
lowed these steps:

1) Considered the situation.

2) Identified multiple possible
solutions (there is usually more
than one).

3) Weighed the options care-
fully.

4) Selected the best option to

resolve or at least improve the
situation.

Share solutions, not
problems!

Federal and state congressional
delegations are gathering with
their typical hearings and their
prolonged rants. If | may, I'd like
to share a recent personal expe-
rience. | attended the 2010
Connecticut Business Day at
our Legislative Office Building.
For more than an hour, dedi-
cated manufacturers and sympa-
thetic politicians railed against
the current economic difficulties
and (perceived) past govern-
ment sins. The saying “misery
loves company” came to mind
for me. Before the session closed,
a local business leader took con-
trol of a microphone to put sev-
eral solutions on the table for all
to consider. Thank you, Jack!

Opportunities to improve
abound in our personal, private,
and public worlds. Rather than
point out another example of

a government failing, I'd like to
share a continuous improvement
success story.

The Connecticut Department
of Environmental Protection
begin its Lean/Continuous
Improvement Journey more

than two years ago from the
vision of the Commissioner

Gina McCarthy. Then Assistant
Commissioner (and current
Commissioner) Amey Marrella
took up the challenge, supplying
ample leadership and constant
gentle pressure to allow dedi-
cated staff to begin to transform
the way they serve their custom-
ers.

To learn more about the success
of the DEP’s LEAN initiative and
how Connecticut’s Governor
Rell has now challenged other
state agencies to make similar
improvements, click here.

Ask your local, state, or federal
government agency if they've
started on their continuous
improvement journey. B
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