Finance vs. Accounting: Which product actually makes us more money?
Profit per time vs. Profit per unit

Metric Product A Product B
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Time-based analytics highlight a severe misallocation of production time

Case Study: SEP 17 — AUG 18: 4,442 SKUs .
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Presenter
Presentation Notes
LET ME VERY QUICKLY CLICK YOU THRU THE DISPLAY WE CALL THE MARGIN CONCENTRATION CURVE.

THE VERTICAL AXIS SHOWS THE CUMULATIVE PERCENTAGE OF MARGIN $ GENERATED IN A YEAR’S TIME.

THE HORIZONTAL AXIS SHOWS THE CUMULATIVE PERCENTAGE OF ACTIVE MACHINE HOURS IN A YEAR’S TIME.

SO WE ARE LOOKING AT MONEY VS. TIME

WE ARE GOING TO START LOOKING HERE AT A RECENT CASE EXAMPLE FOR A COMPANY WITH 4400 SKUS.

NOW IF EACH OF THOSE 4400 SKUS YIELDED MARGIN AT THE SAME EXACT $ PER MACHINE HOUR, WE’D SEE ALL THE DATA LINE UP NEATLY ON THE DIAGONAL LINE.  

BUT WHEN WE PLOT THOSE 4400 SKUS ON THIS CHART, WE SEE THE FOLLOWING:

THE SLSOWEST MONEY MAKERS ARE PLOTTED IN THE LOWER LEFT CORNER, EACH DOT REPRESENTING A SINGLE SKU.

AS WE MOVE FROM THE SLOWEST TO THE FASTEST $  PER HOUR SKUS, WE GET TO THE UPPER RIGHT OF THE CURVE.

IN THIS ALL TOO TYPICAL CASE, THE SLOWEST MARGIN PRODUCERS CONSUME 20% OF ALL ACTIVE MACHINE HOURS TO MAKE -7% OF TOTAL MARGIN.

WHY NOT EMPHASIZE SELLING AND MAKING THOSE SKUS IN THE UPPER RIGHT WHILE CUTTING BACK ON THE TIME SINKS ON THE LOWER LEFT?

GOOD QUESTION.  BUT THIS GRAPH DOES NOT GIVE US ENOUGH INFORMATION TO FORM ANY ACTION PLANS.

TO COME UP WITH REALISTIC STRATEGIES AND TACTICS, WE NEED TO VIEW THESE SAME 4400 SKUS ARRAYED ON THE SECOND, AND THE MOST POWERFULLY REVEALING DISPLAY IN TIME-BASED ANALYTICS.



Time-based data analytics quantify major margin gain opportunities
from a modest 10% shift in the product mix

Industry Key Process Revenue SM Gain SM BPS of Rev

Median
margin upside
for complex
manufacturers
= 480 bps

of revenue

Source: 13 PV Benchmark tests: Reallocation of 10% of total production hours.
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To communicate effectively, turn reams of data into crisp visual ima

ges
Case Study: SEP 17 — AUG 18: 6 Plants '
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Profit Map: by SKU

Four strategies to shift the mix and harvest margin gains

Case Study: SEP 17 — AUG 18: 4,442 SKUs
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Presentation Notes
WE’RE NOW LOOKING AT MOST BUT NOT ALL OF THE 4400 SKUS IN THIS BUSINESS.

FOR THOSE OF YOU WHO ARE SIX SIGMA EXPERTS, I WOULD POINT OUT THAT HUGE VARIABILITY AROUND THE MIDPOINT BLUE DASHED CURVE.

THIS COMPANY HAS EXQUISITE QUALITY CONTROL, BUT THE DATA SHOWS THAT ITS ROA BY PRODUCT IS ALL OVER THE PLACE.

AND AT PROFIT VELOCITY, WE’VE USED OUR TOOL TO DO HUNDREDS OF THESE VIEWS.  FRANKLY,  THEY NEARLY ALL LOOK LIKE THIS ONE.

BUT WHAT COULD WE DO TO IMPROVE PERFORMANCE.

THERE ARE 4 BASIC STRATEGIES

AGGRESSIVE GAIN VOLUME OF THE HIGH 4/HOUR ITEMS.
FIX, DROP, OR OUTSOURCE THE ITEMS WITH VERY LOW OF NEGATIVE $/HOUR
FOCUS LIMITED ENGINEERING RESOURCES TO SPEED UP THE UNITS PER HOUR OF THE HIGH MARGIN PRODUCTS THAT ARE MADE TOO SLOWLY.
CUT COST OR RAISE PRICES ON THE HIGHLY PRODUCTIVE ITEMS THAT STILL GENERATE LOW $ PER HOUR

THE PLAY YOU RUN DEPENDS ON YOUR FIELD POSITION ON THE ROA MAP

SO TO TIE THIS ALL TOGETHER, HOW MUCH MORE MONEY COULD WE MAKE FROM THE SAME PRODUCTION HOURS IF WE USED THESE TECHNIQUES TO REALLOCATE JUST 10% OF PRODUCTION HOURS FROM BELOW AVERAGE TO ABOVE AVERAGE $/HOUR SKUS?
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