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Introduction

Critically evaluating your business and/or a value chain can seem a daunting prospect. If you are
unfamiliar with concepts such as Lean Thinking, Process Improvement, Six Sigma, or Statistical
Process Control, we have only one request. Please, do not let yourself be intimidated.

Completing the activities in this workbook might seem overwhelming, particularly when you’re unlikely
to be in a position where you can set time aside to work primarily on “creating a value chain”.
Therefore, this book has been designed so that anyone, regardless of his/her familiarity with the
concept of Value Chain Management, can benefit from using this guide. Even spending an hour a
day on it over a longer period of time can help you make incremental changes to your business.

To help you systematically identify and implement improvements, the workbook has also been
designed so it can be completed for an individual business (whether a farm, a processor, a retailer,
etc.), for part of a value chain, or for an entire value chain. This means you have the opportunity to
become familiar with each of the tools and concepts before moving on to the next step, or working
through the same step again with a larger group of people or businesses.

To enable you to apply value chain management principles to your business, the body of the
workbook provides only clear, practical activities and information. Additional information is included in
the Appendixes if you'd like more detailed information on any of the tools or suggestions, to help you
understand the theory supporting our suggestions. To this end, each section may include:

1. Overview of Objectives;

2. Background/Theoretical Information and Examples;

3. Practical Activities and How-to Information;

4. Additional Resources.

The activities will help you collaborate with partners, to agree on what needs to happen and when,
and decide who should be accountable for various implementation and monitoring responsibilities. An
overview forms Appendix 8. The activities in this book are also detailed. We recommend that you
work through them with one product in your mind at a time.

To help you apply the models and ideas to your business situation, we have included real examples to
show how these theories have been used for commercial gain. For consistency, examples from the
red meat sector are referred to through the workbook. Examples from other sectors are also provided
to add depth and benefit the wider agricultural and agri-food industry.

We hope that these examples and the additional resources listed in the Appendixes will motivate you
to work towards joining the ranks of those who have benefited greatly from using the tools described.

We guarantee that it was not their level of education, age, background, sector, or experience that
enabled the people described to succeed; it was their curiosity and determination. That you are an
owner of this workbook demonstrates that you are curious. You will prove your determination by
completing the workbook.

As an introduction, the illustration below describes the workbook’s overall layout. These sections are
described more fully below in “About DMAIC".

INTRODUCTION 5
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The focus of this workbook includes understanding:

What factors can you control?

How can you limit the impact of things that you can’t control?

What factors are critical to control?

How can you better manage the critical factors than you currently do today?

You may have to collect information or even your thoughts before you can complete a section. That is
to be expected. It is not reasonable to have all of the answers to hand. If you are unsure or don’t
know something, leave it blank. You can come back to it later.

Completing this book will take time. However, the return on your investment of time will include the
creation of greater value, leading to increased consumer satisfaction and increased sales and
revenues. Better management of the value chain and its associated processes has been proven to
reduce operating costs and risks, as well as the volatility of revenues when output is sold off as a
commodity.

If you aspire to make changes to the way you do business, to improve your profitability and long-term
security, we hope that you use this workbook: write in it, review it and of course, apply it!

INTRODUCTION 6
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Clarification
Before getting started, let us clarify the three terms referred to throughout the workbook:

The Value Chain* is a series of connected activities that transform raw materials into a product (or
service) that is of value to a consumer.

A process is a series of tasks that support or enable the value chain to function, such as setting up a
machine, ordering material and supplies.

Customer/Consumer: Every business has customers. Every business also has a role in producing
an end product that is purchased and eaten (or used) by consumers. As this workbook has been
designed to be used by any business, regardless of their position and role in the value chain, we do
not differentiate between Customers and Consumers. Satisfying them both is equally important to the
success of your business.

*We purposely do not differentiate between value chains and supply chains. In our view, attempting
to make a stark differentiation between supply chains and value chains is a meaningless exercise.
This is because such attempts fail to recognize that management is the key differentiator of success.
They also fail to acknowledge that management is a reiterating and evolutionary process, so a supply
chain doesn'’t just morph into a value chain overnight. And what do you call a chain that is part supply
chain, part value chain? We therefore use the term value chain throughout the workbook.

INTRODUCTION 7
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About DMAIC

No amount of determination or gut instinct can overcome a lack of planning or the failure of the
partners to agree on the way to proceed. Therefore to be successful, any effort invested into
increasing the performance of a value chain (or creating one in the first place) requires that you follow
a well thought-out methodology.

This workbook follows the Lean/Six Sigma methodology because it has successfully guided
improvements and delivered proven results across many sectors, including agri-food. It achieves this
by using value chain knowledge, data and facts as the basis of designing and implementing
improvements, includes a number of logical phases and it focuses on the customer or consumer. The
five phases of a Lean/Six Sigma projects are Define, Measure, Analyze, Improve and Control.

While the term Six Sigma may conjure up images of complex statistical tools, this workbook uses only
very basic tools that require just value chain knowledge and/or basic arithmetic to complete. It does
not require that you posses a PhD in Mathematics or Quantum Physics!

We also prefer the DMAIC methodology because as you continue to improve your business and chain
in the future, it will allow you to apply more advanced statistical analysis without having to change
your methodology. This means that you can simply ‘bolt-on” more complex statistical tools as your
proficiency increases.

In the same vein, while we have included a reasonably extensive Improve chapter. This is largely
intended for the design, testing and roll out of big complex changes rather than the ‘just do it’
improvements, of which you will likely find many, as you start analyzing your business.

As an introduction to DMAIC and Six Sigma, each of the phases on which this workbook is based is
described more fully below.

In the Define phase:

Know your customer/consumer

Know how satisfied your customers/consumers are

Define and measure quality

Draw your current chain

Determine how well your current chain address customer/consumer needs
Identify the inputs that you can control

Define the undesirable effects of the current value chain

Define your current processes

Identify and prioritize opportunities

Outline how ‘Just do it’ opportunities will be captured using an action log
Establish a project charter for more complex opportunities

In the Measure phase:

e Develop a more specific understanding of the inputs and outputs you need to control
Map and measure in detail the performance of your business and value chain
Understand, identify and plan methods for reducing waste

Assess the adequacy of process controls for reducing risk

Create a data collection plan and collect data

INTRODUCTION 8
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In the Analyze phase:

Determine what the data collected during the measure phase tells you about the performance of
your business and the value chain

Determine if the data indicates that further analysis is required

Conduct a final analysis of the current state of your business and the value chain

Develop a future state vision of your business and the value chain

Based on what we've learned from the data analysis, determine what should or could be the future
performance of your business and the value chain

Determine how you will manage and measure change in your business and the value chain

In the Improve phase:

Set out the case for change

Design an improvement plan for the future state value chain
Pilot and test the future state value chain

Validate the improved performance

Roll out the new value chain

In the Control phase:

Develop and implement a value chain documentation and control plan
Develop a communication plan

Develop a training plan

Establish key performance indicators and reporting processes
Establish information and communication flows

Conduct post implementation follow up audits

Establish a monthly management review process

INTRODUCTION 9



Growing your Profitability: A Value Chain Management Handbook

Introduction Activity: Why do you want to complete this workbook?

Before you formally start working through the DMAIC approach to improving your business, we
believe that it is important for you to begin by defining why you are completing this workbook. What
are the purpose, goals and objectives that you see this workbook helping you to achieve?

To help you through this introductory process, we have listed a few questions below. In Appendix 5
you can learn of the objectives set by a farmer owned co-operative at the start of what became a
successfully project.

In the space provided below, write a statement or list of outcomes that you would like to achieve from
the project you are about to undertake. Hopefully, this will include a statement about what success
will look like.

Do not feel that you have to have perfect insightful answers. You don’'t! The purpose of this exercise
is to provide an initial target for you to work towards. By the same token, don’t be afraid to think big.
On many occasions we have seen where, partway through their improvement process, businesses
have identified far larger opportunities than they once imagined possible. Some of those, such as a
$50 million reversal in financial fortune and a 40% reduction in operating costs, are described in the
examples we have provided.

Questions to help guide your thoughts:

¢ What would you consider to be a successful outcome of completing this workbook?
¢ What is the main purpose or objective for you?

¢ What do you want to change or improve in your business?

¢ How do you think Value Chain Management can help you to improve your business?

INTRODUCTION 10
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1. Define Phase

Objectives of the Define phase are:

1.1 Know your customer/consumer;

1.2 Know how satisfied your customers/consumers are;

1.3 Understand your current chain;

14 Define quality;

1.5 Evaluate your chain’s performance and establishing priorities;

1.6 Identify the inputs that you can control;

1.7 Know the undesirable effects of the current value chain;

1.8 Define your current processes;

1.9 Identify and prioritize opportunities;

1.10 a. Outline how ‘Just do it’ opportunities will be captured using an action log;
b. Establish a project charter for more complex opportunities.

This section is lengthy and will take you considerable time to complete. Don’t get
discouraged. Making the effort at this stage will avoid working on the wrong things later. So
spending the necessary time on this section will pay dividends later!

The activities in this section relate to the Figure 1 (below), which you will be asked to complete later.

It presents a very different perspective than most people consider when evaluating their business. It
shows that unless you have sufficient information about what constitutes value from the perspective of
your customers and consumers, you will be unable to clearly identify how you can improve the
performance of your business.

It also shows that there are three elements to every business, whether it is a farm, a processor, a
retailer, a restaurant, or any other business. The three elements are Inputs, Outputs and Processes.
The Processes are the activity you undertake to transform Inputs into an Output(s) that should be
valued more by your customers and consumers than it cost you to produce.

The tools described in this and subsequent chapters focus on helping you identify then continually
improve the relationship between these three elements of your business. In doing so, you will also
acquire greater insights into how your business relates to your customers and suppliers; and your

customers’ customers and your suppliers’ suppliers.

Once you have this powerful array of information you will be able improve, and continue improving,

the success of your business by making purposeful management decisions that reflect the needs of
the overall chain(s) in which you operate.
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Figure 1: Elements of Your Business (or Service)

<

Focus on gathering information from the customer/consumer,
to manage the process more efficiently and effectively

>

Product flow through the chain

What inputs are required to meet

the requirements expected by your The customer / consumer
existing / potential customers / defines quality and value by:
consumers?

Your Process

A
A

What factors impact
how inputs
are transformed
into outputs?

A

A

A
A

A
A

A
A

A
A

A
A

11 Know your Customer/Consumer

Why do it?
e The customer/consumer is the person who buys from the value chain and thus is partly
responsible for it's being, and certainly its financial well being.

Unless we are focused on the customer/consumer, we are likely focusing only on
satisfaction within the chain, missing out on opportunities to sell additional value, and may
allow the competition to overtake us.

The exercises in this section will help you define:

¢ Who your customers are

o What they want

e What inputs you need to focus on in order to provide what your customer wants

e Processes that you can manage to produce customer defined outputs, more effectively and
efficiently than you are at the moment

The main purpose of this section is to help you identify what you need to control, not how you
are going to control it.

For many of the activities in this section, you will need to conduct some research. For any analysis to
be meaningful, actual consumer data must be used. However, you can start immediately with what
you know now and do the research later, once you are more familiar with the content.

When you are ready to do the research, you have several options open to you. While a market

research company is often the preferred route to construct, administer and analyze a survey, it not
always possible to hire professional researchers. If you are willing to do the work yourself, there are
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many ways to collect data to better understand your customers/consumers. Some research
suggestions include:

Read online research related to consumer trends and consumption completed by others. A list of
websites to consider is provided at end of this chapter.

Ask for relevant research, reports or information from any publications or industry associations you
subscribe to or are a member of. Look on their websites and call them to see if there is anything
additional they can tell you on the phone or send to you directly.

Conduct your own primary research

- Consider hiring a research company either on your own or with like-minded partners.

- If you would prefer to do the research yourself, be prepared to talk to customers and
suppliers. Rather than thinking you know what is important to them, ask them
directly. Ask them questions such as;

What do you require of our product?

How well does it serve your needs?

What could we do to make it better?

Have you had any cause to be dissatisfied with our product?

e Would you recommend it to others — if not, why?

- In addition to speaking with existing suppliers and customers/consumers, also target
customers and suppliers you would like to work with but aren’t currently.

- Ask friends/family what they think.

- Ask permission to visit a retail grocery store (or similar) and ask their customers about
what they like/dislike/want and how well their needs are currently being met.

- Be sure to make notes when you speak to others so you can review and compare
information at your convenience.

For the activities in the workbook, you will need to know the following:

Who are your existing customers?

Who are your potential customers? Are there competitors who are supplying others that you are
not? Do you want that business?

Who are your customers, customers?

If this is not the consumer, who is it?

What are the needs of your customer(s)/consumers?

How do they define quality?

How do they measure value?

Out of all of their needs/demands, which ones are the most important? Rate their needs on a
scale of 1-10, where 1 is low importance and 10 is critically important.

Are they currently getting what they want? Measure how well their needs are currently being met,
using a scale of 1-10 (where 1 is the need is not being met and 10 is totally satisfied).

Are his or her needs being met because of something you are doing, or because of something
someone else is doing (i.e. a competitor or someone else in your chain)?

Who is in your current chain?

What do they currently do? What could they do differently or better?

Please Note: If you complete some of the activities before you research your market or physically
walk your chain, be sure to review your work and update what you can with real data before
progressing to the Measure phase.
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1.1.1 Background Information

Quality (and thus value) is ultimately defined by the consumer. Depending on your relationship with
others in your chain, and if you have done research in the past, you might be well informed on how
your customer and the end consumer defines quality. Or maybe you really don’t know what is
important from your customers’/consumers point of view.

In the illustration below, each company might be “doing things right”, but by working independently
of each other they are missing opportunities to create value.

Figure 2: Doing Things Right
Suppliers Customers/Consumers
Have Needs/Demands

In contrast, in the illustration below, the companies are creating value by working together to “do the
right things”.

Figure 3: Doing the Right Things

Supplier “does” Customer/Consumer “needs”

Un-met needs
or demands

Wasted or non-value
added activities

Must do ‘X’ to meet customer needs 'Y’. Anything else is waste and/or missed opportunities.

Not all supplier activities will create value for your customers/consumers. Some activities will occur
because they are a necessary for enabling your business to maximize the value that you create for
your customers/consumers. Because un-met demands may cause the customer/consumer to shop
around and/or the competition to move in, having the correct enabling activities in place is an
important part of your business.

It is equally important that you identify any activities that do not create customer/consumer recognised
value, or impact your ability to create value. As you will see from the examples featured throughout
this workbook, an inability to identify and commit to doing the right things is a common problem facing
businesses, wherever they are in the value chain.

As you progress through this stage of analysing your business, give consideration to whether
someone else is doing something that directly impacts your own ability to create value. Any activity
that does not create customer/consumer recognised value, or is not required to create value, or
impacts your own ability to create value, is simply waste.

Wasteful activities create unnecessary costs and therefore reduce the efficiency of your business.

Below are two examples where wasteful activities were found to be occurring in agri-food value
chains. Their discontinuation markedly improved the performance of both chains.

DEFINE 14
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1.1.2 Examples: The importance of identifying wasteful activities

Red Meat

Selling animals through a sales barn provides producers with little consumer information on which
they can base their long-term business decisions. Processors are left guessing about the uniformity
of animals, the availability of animals, and the extent to which carcasses reflect specific market
demands. Businesses along the entire chain commonly make decisions based on assumptions rather
than facts. The resulting fluctuations in volume and quality lead to overly high inventories, which
processors offer to retailers on a deal to clear.

Unfortunately, in this situation, everyone misses opportunities to reduce costs and increase revenue,
partly from having to dispose of products that should never have been in the system in the first place.
It also results in an attitude of adversity. Each party supposes that they can only win when the
other(s) lose(s), and no one takes responsibility for the chain’s performance.

Our example is of one processor who decided this model was not enabling them to “do the right
things”. They needed a new business model. By purchasing directly from producers rather than
through the sale yards, they were able to involve farmers in their planning process (often months in
advance of the sale of their animals) and provide them with distinct performance criteria, and
sufficiently reward them for providing specific quality while penalizing those suppliers that under
performed.

Overtime, the under-performing suppliers either improved their performance or extracted themselves

from the system. By working collaboratively with this preferred group of suppliers, both the processor
and the remaining suppliers have greater opportunity to establish themselves as a long-term strategic
partner to an important retail customer.

The result is a win for every participant along the value chain. They all have greater opportunities to
reduce costs and increase revenue by doing the right things. This model also provides the
opportunity to objectively weed out producers who are not committed to the system and increase
costs for everyone involved. Having under performers in your midst also reduces the opportunities to
grow revenue.

Potatoes

Until they undertook a study to identify the relationship between their inputs, outputs, and processes,
a supplier of peeled ready-to-use potatoes had been sourcing commodity potatoes from the open
market.

Because they believed that their profitability came from managing their current operations as
efficiently as possible, they thought they were doing the right thing by primary basing their purchasing
decisions on price. However, after connecting the chain of operations from procurement through to
processing and finally marketing, the supplier identified that in following this strategy they were in fact
creating considerable unnecessary costs for themselves.

By establishing a relationship between what they were buying (Inputs) and what they were producing
(Outputs), they could track the performance of their operations (Process) over time and discovered
that less than 40% of the potatoes that they sourced from the commodity market were sold to their
retail customers.
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By sourcing more appropriate potatoes for their plant and customers, they were able to substantially
reduce waste, which reduced their operating costs and increased their overall revenues. Even though
their raw material purchase costs could be higher than they previously were, the processor found that
it paid them to reward producers for supplying the type of potatoes that would enable their plant to
operate to its maximum level of efficiency and effectiveness.

No longer would potatoes be sourced, or suppliers be paid, solely on price per tonne. Rather,
potatoes purchased need to meet a fairly basic benchmark for quality. The company soon found that
“doing the right thing” meant sourcing specific potatoes for specific markets, and tracking the
performance of the both potatoes and suppliers over time.
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Activity 1 Identify your customers and who they serve

It is important to identify the relationships between your Inputs, Outputs, and Processes with the
needs and expectations of your customer(s) and consumer(s). This is illustrated in the examples you
have just read (Section 1.1.2).

The first step in identifying relationships between your Inputs, Outputs, Processes, and opportunities
to improve performance, is to determine your customer(s) and the end market(s) that they serve.
Those end markets are the consumers.

Remember that every time you make a step closer to understanding the consumers that use your
product(s)/service, you will increase the opportunities to improve the performance of your business.

Who are your Customer(s)? What end market(s) or who do they serve?

At some point you should complete this exercise for each of the businesses in your value chain.
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1.2 How satisfied are your Customers/Consumers?

Once you have identified your customer(s) and the market(s) that they serve, choose the one that you
believe that you'll get the most benefit from working with. You may well not choose to work with your
largest customer. It may be the customer with whom you have the best relationship and therefore feel
most comfortable working with to improve both your own and their performance. You may decide that
the time to approach your larger customers is when you are more familiar and comfortable with the
process of value chain management.

Before we move onto identifying what your chosen customers and consumers consider most
important (which will enable you to begin identifying relationships between Inputs, Outputs, and
Processes), we suggest you read the following examples on why have this type of information is such
a critical part of successfully managing value chains.
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1.2.1 Examples: Why it is critical to identify and understand customer/consumer needs

Red Meat

Many believe agriculture to be such a unique industry that it cannot gain by learning from other
industries. In reality, analysis has shown that this is not the case, and success in agriculture relies on
many of the same factors as occur in other industries. Analysis has also found that that the few
factors that are unique to agriculture make it more (not less) important for businesses operating in the
agriculture and food industry to coordinate their operations compared to other industries.

For example, the three factors that are unique to red meat and make coordination critically important

in success are:

1. Itis a dissembling industry, dividing a whole raw product into many separate products.

2. Long cycle times, from conception through to production and consumption often takes years; and
many more years of breeding to alter genetics to achieve a specific outcome.

3. Environmental impacts, how weather and geography impact the outcome of genetics.

The factor that the meat industry dissembles an entire carcass and operates on long cycle times
means that it is vitally important to identify how closely the attributes of the live animal reflect the
needs of customers and consumers. One reason for this comes from studies that have shown that
inconsistency in carcass characteristics can be a huge issue for downstream stakeholders through
creating unnecessary added costs and missed market opportunities. This in turn limits the returns that
producers can capture from producing a live animal.

However, an over reliance on remaining competitive through consistency and cutting costs can impact
the value that consumers perceive a product offers. For instance, studies show that focusing on
reducing costs rather than creating consumer recognised value is an important reason for why pork is
losing market in the North American market. This situation is exacerbated by a hog pricing model that
has little if any correlation to consumer demands. It results in a generic hog that produces fresh pork,
which does not satisfy consumer demands as well as other meats.

Introducing a pricing and production model that results in a hog designed to meet specific consumer
demands could increase the consumption and perceived value of fresh pork to a large body of
consumers.

Stone fruit
For many years, it has been assumed that traditional three litre stone fruit baskets denote a local
source, which commands a price premium.

Extensive research found that for a number of reasons, this is not true. Three litre baskets are viewed
with suspicion by many consumers who do not like to change their purchasing, handling, and
consumption habits for a relatively short period of the year when the baskets are used. Consumers
also reported that the fruit in the baskets provides inconsistent eating and keeping quality. The main
reason why consumers purchase stone fruit in the traditional three litre basket is because they are
cheap. Rather than commanding a premium as previous thought, Canadian stone fruit was found to
regularly sell for less than half the price of imported stone fruit.

The primary reason why imported fruit sells for more than local fruit was found to be the superior

consistency in size and quality of imported stone fruit. Another attribute offered by imported stone
fruit and valued by consumers is the functionality that comes from being able to purchase individual
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pieces of fruit. This is important because most consumers do not purchase a large volume of one (or
two) fruit(s). They purchase small volumes of numerous fruits.

The three litre baskets were also found to negatively affect the attitudes and behaviour of retail staff
and executives. Training and motivating staff to deal with high volumes of product that is packed
differently to that which they handle for the majority of the year is a difficult process. This is especially
true when the fruit inside the baskets is an inconsistent quality.

Dealing with the costs created by the high levels of shrinkage of local compared to imported fruit,
along with the largely adversarial relationships that exist between the retailers and many suppliers,
also negatively impacts retail executives’ willingness to view local stone fruit as a highly valued item.
In fact, the research found that they view the primary value of local stone fruit to be its use as a loss
leader. Stocking and promoting local stone fruit encouraged consumers into stores and led to them
buying other products.

The overall lesson provided by the research was that for too long producers and their stakeholders
had based their decisions and behaviour on assumptions. Suppliers of stone fruit thought they knew
and understood their customer/consumer needs. However, research found that these assumptions
were incorrect.
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1.2.2 Background Information

To identify opportunities you need to:

e Understand how satisfied customers/consumers are;

o |dentify what attributes consumers need (value); and

¢ Identify the level of importance of each need attribute (criticality).

Using the knowledge you have gained from your research and Activity 1, list the attributes that are
important to your customer/consumer. Moving forward, these will be referred to as Critical to
Satisfaction (CTS) attributes.

For each CTS attribute, the extent of consumer satisfaction also needs to be determined. Rate how
important each attribute is to the consumer, using a scale of 1 to 10. A very low score (1 to 4) means
of little to no importance, while a high score (8 to 10) is a deal breaker. If a deal breaker attribute is
not met or not provided, consumers will not consider purchasing. A suggested scoring guide follows:

8,9,10 Deal Breaker: if not available consumers will not buy the product

56,7 Very Important: consumers may buy once if they have no other choice

1,234 Low Importance: but an opportunity to “delight” consumers by addressing,
perhaps in some unigue manner. E.g. zip lock poly bags for frozen vegetables.
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Activity 2 Consumer Critical to Satisfaction (CTS) list

o Choose one key customer from Activity 1 to focus on.

e With this customer in mind, list attributes that are important to them.

e Rank the level of importance of each attribute to their overall purchase decision-making, using a
scale of 1 to 10.

e To keep this list manageable, try to limit yourself to the top 10-15 attributes.

Attributes Desired By Consumers Rating/Criticality (1-10)
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To understand the relationship and hierarchy of needs, the Six Sigma methodology applies the
information from Activity 2 into a CTS Tree, which is a configuration similar to a family tree. Examples
for tray packed beef and bagged salad are shown below.

At ‘Tier 1, the tree starts off with three primary attributes; shelf appeal, quality and price and
availability. The second and third tiers include specific attributes that feed into the primary attributes
that are sought by consumers. This approach ensures that you thoroughly understand what
consumers mean when they talk about issues such as ‘quality’ and ‘value’.

*When have completed this exercise for consumers, you will be asked to also complete it for each of
the businesses which, together with your own business, comprise the value chain that you are
analysing.

**|f for any reason you are unable to map a consumer CTS Tree, map a CTS Tree for the business
that operates closer to the end consumer. Remember however that every time you make a step
closer to understanding consumers, you will increase your opportunities to improve the performance
of your business.

Figure 4: CTS Tree Example illustrating Tray Packed Beef

Tray Packed
Beef

Price &

Shelf appeal Availability

No need to

Portion control Presentation No excess juice 7
! discount

2 day turnover

Meat / bone

balance
8 Leanness/ fat
content

Supply consistency
9

3 deliveries
per week

10

Date from
slaughter

10

Smells fresh
10
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Figure 5: CTS Tree Example illustrating Bagged Salad

Salad in a bag

Price &

Shelf appeal Availability

Packaging More than just
stands out leaves visible

4 8

Large and small Compete with
both value for $ fast food $$

9 8

Re-sealable bag
6

Bagis easy to Good for 1 week
Contents are infridge

No browning of
cut ends

10

Look fresh
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Activity 3 Map a CTS Tree

Using the information from Activity 2, map out a CTS tree for your selected product or service.

Either now or later on, you should also map a CTS Tree for each link in the chain. Each of the CTS
Trees must relate to what each business needs to supply the next link in the chain. In following this
process, you will be steadily working up the value chain, which is the opposite direction to which
products flowed to the consumer.

In completing this task, do not forget to develop a CTS for your own business. You should provide

this to your supplier and, as described in the following sections, make it the basis for future
communications about quality and performance.
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1.3 Understanding your current value chain

From here on, we will be asking you to more consciously consider your business as part of an inter-
connected value chain. The further you can move beyond thinking and acting as a series of
businesses each doing their own thing, instead focusing on how each of your operations impact the
other businesses and eventually consumers, the more opportunities you will have to significantly
improve the performance of your business.

Why do it?
¢ In order to understand how the chain addresses consumer needs and if it is doing the right
things by adding value, we need to investigate and identify the key elements of the value

chain.
We should try to identify wasted activities, constraints (bottlenecks) and undesirable effects
of the chain.

In Figure 6 below, information flows from producer to consumer in a manner that is designed to inform
consumers what to expect. In contrast, Figure 7 illustrates how the consumer receives a product or
service through a connected chain where all elements are allied and the primary measures are
consumer satisfaction and quality.

Element Element “‘

Information

Figure 6: Disconnected Chain

v

Information

In the second example, information flows in both directions and is focused on the consumer. All
elements of the value chain are aware of how customers and consumers define value and factors that
are critical to their satisfaction. Thus, the entire chain is able to constantly adjust its operations to
successfully focus on the consumer. In the case of the value chain that this example is based on, a
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different CTS Tree was developed for each link in the chain. This ensured that everyone
communicated openly, objectively, and were appropriately measuring performance.

Once you know what your customers/consumers value, it is important to consider how your value
chain works to deliver that value.

To help get you started, an example of a high level map of pork value chain is provided in Appendix 4.
Also provided in Appendix 3 is a more in-depth value chain process map, which shows how peaches
flow from orchards through to consumers. The process map also identifies factors that were found to
be impacting the value chain’s performance.

Before you draw your current chain, take a moment to consider the following:

What is the product(s) or service(s)?

Who are your customer(s)? (e.g. processor, wholesaler, retailer)

Who are the end consumer(s)? (e.g. where are they purchasing from (chain grocery store vs.
farmers market vs. fine dining restaurant), any demographic information you know about them?)
What activities occur along the value chain?

Who else is involved in your chain? Don’t forget to include all of the players that are involved,
even if you do not have a direct relationship with them?

Where is the chain’s current structure?

Which areas of the chain appear to be well connected, and how are they connected?

Which areas of the chain are not well connected, and why are they not connected?

There are two ways to complete this activity.

The first is to simply draw out the chain from what you and others with you believe they know
about the chain.

A more advanced option is to gather a team of subject matter experts from along the chain and as
a team, map it out.

Either way, we highly recommend that at your first opportunity, you physically walk the entire chain
to validate your understanding of the way it performs. If you do not walk the chain, we guarantee
that at least some of your assessments will be based on incorrect assumptions.
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Activity 4 Draw Your Current “Chain”

If you need more space, use a separate piece of paper.
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1.4 Defining Quality

Now you have identified the attributes that matter most to your customers, you can begin to get

specific about what they mean by those attributes and how you can measure performance from an

operational and marketing perspective. This process is important for three reasons.

1. It helps you to make sure you have identified all the attributes of your product/service that are
important to your customer/consumer.

2. For each identified attribute, you can identify how well you are performing, in relation to
customer/consumer expectations.

3. Combining this information enables you to identify where you need to improve the most, and how
you can best invest your resources by addressing the most urgent first.

The following examples are real life situations that show the importance of being able to define quality
from the perspective of customers/consumers and that, for good reason, those perspectives could be
quite different. This means that you may need to develop a different Critical to Satisfaction Tree (CTS
Tree) for each link in the chain.
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1.4.1 Examples: What defines quality?

Red Meat

The line commonly used to describe why people will chose a particular type of cut of meat, is price. A
three-year study of Canadian meat consumers found that this “fact” was merely an incorrect
assumption.

The research found that while price is indeed an important influence on consumers’ purchasing
behaviour, it's actual importance compared to other attributes (such as taste, size, ease of
preparation, source, and functionality) differed significantly, according to meal occasion and meat
type. It also found that some of the cuts valued most by consumers and for which they might be
willing to pay a premium, are those commonly sold at a discount by industry. This means that at
times, revenue is being sacrificed for the sake of volume.

Among all of the factors encouraging meat purchase and consumption, the research found that the
most critically important factor is if, “the entire family will eat it”. If you produce a meat product that the
entire family will not eat, your market opportunities diminish markedly.

In this case, a powerful enabler to differentiate a product and increase profitability is being able to
identify exactly what it is about a product’s attributes and quality that would discourage members of a
family from eating it.

Milk

A supplier of liquid milk to a group of independent retail stores (belonging to a common buying group)
believed they knew the key drivers of consumer choice for regular liquid milk. After a period of
targeted in-store research, they found that factors that they had not previously considered important
were among those that could grab consumers’ attention and preference over competing products.

The ‘delighter’ attributes which the supplier had never considered marketing as a distinct feature of
their brand was that the milk came from local producers. The reason for the consumer interest was
due to a perception of added freshness compared to competing products. Freshness was of such
importance to a segment of the consumer market that they appeared willing to pay a premium for the
connectivity that came from knowing that the milk was produced ‘just down the road’.

While being locally produced was a potential delighter to consumers, this attribute was meaningless
unless other more commonplace factors were also addressed. These factors included basic product
attributes such as the milk is safe to drink and in convenient packaging; and performance attributes
such as shelf life, leak-free packaging and taste.

Of particular importance to retail customers (as opposed to consumers), was quick cycle time, ease of
ordering, and no uninterrupted or late deliveries. Having this level of service meant that retailers
experienced less wastage (and therefore incurred lower costs) and did not miss a sale opportunity
(maximized revenue opportunities). For any retailer, all these factors are very important
considerations.

Knowing which product attributes were ‘deal breakers’ versus ‘nice to have’ from the standpoint of
consumers and customers provided a basis for the chain partners to communicate more effectively
then they had previously. This enabled each of the involved businesses to devise processes that
ultimately resulted in the ability to profitably expand their market share and increase the efficiency of
their operations.
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Activity 5 Measuring quality and value

In the following exercise, consider how different players in your chain define and measure quality and
value.

¢ Do not forget that performance is part of value.

o Do your best to put yourself in the position of others to complete this exercise.

¢ Include both objective measures and/or subjective judgments.

From your point of | From your From the consumers | From your suppliers
view customers point of point of view point of view
view

Define

Measure

How are these definitions similar / different?
Do the measures support each other or not? How could they be improved?
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1.5 Evaluating Performance: and where you should invest your efforts to improve
performance

Why do it?

e This section of the workbook is the first step in identifying how well your chain satisfies
consumer demand, and which activities along the value chain have the greatest impact on
attributes that you identified in the consumer (and later customer) CTS Trees.

The first concept we discuss is an Association Matrix. This is followed by further analysis

techniques.

o0 As you become more familiar with the concept of Association Matrixes you can use them
to identify how you can most readily invest to improve performance.

Completing an association matrix allows you to measure the strength of relationships that

exist between the players in the value chain, the processes that they perform, and the CTS

attributes.

The results show which processes are most important to satisfying consumer demands and

therefore most important to the chain’s overall success. Improving these activities will likely

have the most (positive) impact on the chain’s performance.

By measuring customer/consumer satisfaction with the performance of each activity that

occurs along the chain, you will be able to identify which of the activities are inadequately

addressed, or not addressed at all.

The matrix and subsequent discussions will allow you to highlight if there are activities

anywhere along the chain that do not impact customer satisfaction and therefore could be

considered waste, and possibly eliminated.

1.5.1 Association Matrix

An Association Matrix can be used in different ways. Two examples are shown below (Figures 8 and
9) but both share the same overall design. Across the top row are the attributes that are critical to
consumer satisfaction. Under each attribute is listed the importance score. For your association
matrix, copy your findings from Activity 2 or 3.

Activities performed along the value chain are listed in the left-hand column. For your association
matrix, use the activities you identified in Activity 5 (mapping the value chain).

In the examples shown below, these activities have been kept at a high level. Appendix 4 includes a
broader and more complicated Matrix that was produced from analysing a value chain supplying fresh
pork to consumers via a major retailer.

In Figure 8, we have completed the Matrix by using a check mark to show where relationships are
believed to exist between CTS attributes and the value chain (VC) activities that are listed down the
left column. These check marks are then totalled in both the right hand column and bottom row. It
can be seen that cutting is seen to have a relationship to the highest number of CTS attributes.
Although three VC activities have a relationship to two CTS attributes (shelf appeal and excess juice),
shelf appeal has a higher importance score (10). Therefore, it is comparatively more important to
manage the activities that relate to this attribute, rather than excess juice.
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Columns with no checkmarks indicate that a CTS has not been addressed by the chain and may allow
the competition to move in. An empty row indicates that a value chain element has no association
with consumer requirements and may be wasted effort.

Figure 8: Association Matrix

CTS CTS CTS CTS CTS CTS CTS Total
Attributes Shelf Portion | Present No Meat Etc...
Appeal | Control ation Excess Bone
Juice Balance
Score 10 6 8 6 8
Genetics v 1
Feed v 1
Valqe Slaughter v v 2
Chain .
Activities HanQImg g
Cutting 4 4 v v 4
Packing v 1
Total 3 3 9

A more advanced option is to use numbers instead of check marks. Each association is numbered 1-
10. A low score represents a low association; a high score equals a very high association or CTS
impact. Each association score is then multiplied by the consumer CTS score — this provides a
weighting factor.

This was the approach taken in the Association Matrix that is featured in the Appendixes. The benefit
of this approach is that it allows you to numerically rank the importance of each activity in relation to
CTS attributes. As can be seen in the tables below, Figure 8 showed that meat cutting is critical to
the chain’s performance in creating value from consumers’ perspective and Figure 9 shows just how
critical it is compared to (for instance) animal handling. This factor appears to have no impact on
consumer CTS but is a necessary value enabling activity within the chain.

Figure 9: Advanced Association Matrix

CTS CTS CTS CTS CTS CTS CTS Total
Attributes Shelf Portion | Present No Meat Etc...
Appeal | Control ation Excess Bone
Juice Balance
Score 10 6 8 6 8
Genetics 5/50 50
Feed 6/48 48
Value  gghter 4140 8/48 88
Chain .
Activities HanQImg g
Cutting 9/90 7142 9/72 5/30 234
Packing 6/36 36
Total 180 42 72 114 48 368

In subsequent stages of the workbook, aided by the examples presented, we will encourage you to
drill down further to identify which value chain activities might be impacting the effectiveness of the
cutting. An introduction to this level of analysis is given in Appendix 4.
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In multiplying the association score by the CTS Importance score, the total of which is listed in the
right hand column, this more complex version of the Association Matrix more intimately illustrates the
strengths of relationship existing between different activities and the attribute, and
customer(s)/consumer(s) current satisfaction with the performance of that activity in relation to each of
the activities. This type of Matrix is almost always developed using a Microsoft Excel template.
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Activity 6 Create an Association Matrix for your Chain

Create an association matrix using your own data. Fill in the table by listing the CTS attributes (from
Activities 2 and 3) along the top row, and with their importance scores underneath. Then, (from
Activity 5) list the value chain activities that you identified down the left hand column.

Rank any value chain activities that are associated with each CTS attribute between 1-10. The higher
the number, the stronger the association. Leave areas blank that do not currently have an
association. Be critical when completing this. It should reflect existing activities rather than what
“should be”.

Multiple the CTS Importance score (from row 2) with each Association score.

Finally, using the multiplied numbers, calculate the total sum for each column and row. These totals
allow you to more accurately rank the importance of each activity in relation to attributes.

You may decide to work on a separate sheet of paper on use Excel, if the space below does not suit
your needs. An excel template is available.

CTS Total
Attributes

CTS
Importance
Score
(1-10)

Value
Chain

Activities

Total
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Activity 6.a Assessing Associations between Activities and “Deal Breakers”

Refer to your Association Matrix. Are there any CTS attributes with a rating of 7 or higher (“Deal
breakers”) that are either not addressed, or hardly addressed by the value chain?

These are identified by rows that are clear or have only a few numbers against them; or have a
comparatively low total number in the right hand column.

Deal breakers that are unaddressed or hardly addressed could mean:

1. You have underestimated the relationship between that activity and the CTS attribute;

2. The activity could have serious consequences on performance if not managed correctly;

3. The activity may not be necessary and therefore could be eliminated without impacting the chain’s
performance. We return to this possibility in Activity 6.c.

Consider any “Deal breakers” that are currently not addressed or hardly addressed.
Why does this situation exist? What are the opportunities if you correct the situation?

Activity 6.b Assessing Associations between Activities and “Nice to Have’s”

Are there any “Nice to Have” activities that could be exploited? These are represented by a low CTS
score (score under 6).

Could you make changes that will result in customers/consumers perceiving additional value to either
differentiate you from the competition, or for which consumers might be willing to pay a premium?
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Activity 6.c Assessing Opportunities to Reduce Costs
Are there any rows with no checkmarks/numbers or low scores?
This indicates that this element has little to no current impact on customer satisfaction.

Should or could this element be eliminated or if completely necessary, conducted in a manner that
adds more value and/or is done at a lower cost?

Activity 6.d Activities That Are Critical To Your Success

The rows with the highest total number in the right hand column are currently the most important to
your business or value chain’s performance. It is critical that these value chain activities are managed
and controlled to the best of your ability.

List the activities that you believe fit into this category.

Subsequent exercises will enable you to determine how you can improve the management and
effectiveness of these and other activities that you identified through developing an Association Matrix
for your business and/or value chain. The first (Activity 7) is designed to help you identify the
determinants of quality, and what you can do to increase the level of customer/consumer recognised
that you produce.
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1.6 Defining the Inputs into your Business

Activity 7 Define factors (external & internal) that impact the value that

you create
As an input to me? As an output from me?
An example could be calves that are inconsistent in | Any of the factors mentioned under inputs that will
their health or genetics, or seed that is not first result in you producing inconsistent products.

generation certified. Another example could be
grain storage bins that are not operating correctly.

List additional factors that impact value and are not managed within the current the value
chain?

An example of this might be, are producers delivering grain that is not of the same quality or consistency
as yours?
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Activity 8 Define the Determinants of Quality That You Can Control

From Activity 7, list the inputs that you can control that will improve the quality and value supplied to
your customer/consumer?
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1.7 What are the problems with your chain as it currently operates?

Why do it?
In order to make improvements and prioritize action, we first need to know what is wrong
with the current situation.

Using the knowledge you have gained from the activities so far, what are the problems or
undesirable effects (UDESs) within the chain as it currently operates?

By listing them we can see where ‘just-do-it’ opportunities exist, as well as larger issues that
may need a project to manage them.

1.7.1 Background Information

An UDE is any situation that is:
Problematic;

Requires management intervention;
Causes customers to complain;
Wastes time, money and effort.

Examples of UDEs are:

Expired shelf life/best before dates

Equipment breakdowns

Customer complaints

Late deliveries

Backorders

Defects, rework, scrap or other losses

Incomplete or missing documentation or information
Waiting for material/information/other
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1.7.2 Examples: Undesirable Effects

Red Meat

In an effort to reduce the level of waste associated with a top ten perishable product line, a retailer
undertook an analysis of the processes associated with the flow of information and materials. This
was found to be particularly important for perishable items because storage room comes at a
premium due to the cost of installing and maintaining cooling capacity. Additionally, any business will
only possess a finite space for holding inventory.

The retailer knew that their wastage levels were unnecessarily high, which was a cost. To alleviate
overly high inventory levels, particularly for products whose shelf life was running out, they also knew
that they regularly had to discount products to sell them quickly. While the retailer was aware that this
routine reduced their (and ultimately their suppliers’) revenues, they were not sure what was causing
it, or how it could be addressed.

Another factor relating to holding excess stock of one item, and which the retailer had not fully
appreciated, is that is means that there is limited room for other lines, which may then go out of stock.
This consequence negatively impacts consumers’ satisfaction and can lead to them frequent other
retailers.

By working through each process where they believed an association might lie between high
inventories, shrinkage levels and out of stocks, the retailer identified that their procurement team had
a habit of magnifying the orders placed with suppliers. The primary reason for this was found to be
that the procurement team did not track consumer purchases over time; nor did they analyze historical
changes in purchasing patterns.

Re-designing the ordering process led to reduced inventories, overhead costs, and shrinkage. It also
led to fewer out of stocks, less need to discount items, and closer relationships with suppliers.

Tinned Fruit

After suffering financial losses for consecutive years, a farmer owned cooperative producing tinned
fruit took a value chain approach to identify opportunities to improve performance. While they had
completed an analysis of the processing business on a number of occasions, they had never looked
at the value chain as one interlinked system.

The processor (and their farmer owners) knew that the business was losing money and that their
overheads were too high. The processor had constantly focused on ways to reduce costs, but had
not given sufficient thought to how their pricing model affected farmers’ behaviour. They had not
considered how the inputs from farmers could lead the processor to experience unnecessarily high
costs and poor profitability.

In determining which on-farm processes could directly impact the processor’s operations, the
researchers realized that clear relationships existed between how farmers behaved in order to
maximize their revenue, and the costs ultimately borne by the processor.

The most important association was found to come from the fertilizers that farmers applied a few
weeks prior to harvest in order to increase the yield of their crop (as they were paid on weight).
Unfortunately, the fertilizer's active ingredient (nitrogen) was leading to the production of acidic fruit
that could not be packed in regular tin, but required a more expensive tin. It also meant that the
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processor had to use cane sugar to make the fruit palatable to consumers. Both of these factors
created very high unnecessary costs for the processor.

In addition, by producing large fruit (rather than succulent fruit), an overly high percentage of the fruit
was unable to be processed into premium product. Instead it went for further processing into juice or
chunks, which was worth much less. This reduced the processor’s revenue, and its competitive
position in the market.

Over a period of four years and through the introduction of a radically different pricing model, the

processor went from losing money to making a considerable profit. Simultaneously, farmers were
able to make 25% more on the same volume of fruit and reduce their input costs.
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Activity 9 List Undesirable Effects (UDES)

From your understanding of how the chain currently operates, what would you like to change?
A good way to begin is to ask the following question: “If | had 3 wishes, what would they be?”

List the UDEs you have observed.

UDEs affecting the customer

UDEs affecting the chain
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1.8 Define your Current Process

1.8.1 Examples: Define current processes (and relationship to UDE)

Red Meat

An analysis of a red meat chain showed that its structure negatively impacted the prices that
customers were willing to pay. It also showed that the structure was creating unnecessary costs for
almost all the participants. The current situation was found to have the greatest impact on the
profitability of producers and processors. Though not to the same extent, retailers’ operating margins
and profitability were also negatively impacted.

The study found that the primary factors impacting the profitability of everyone along the chain
(producers, processors and retailers alike) were inconsistency in quality and volume. Secondary
factors impacting profitability included that producers and processors were focused more on
maximizing the productivity of their operations (e.g. the number of lambs born per ewe; number
carcasses flowing through the processor) than aligning their own and others’ processes to create high
levels of consumer recognised value. They also had not assessed whether their behaviour was
resulting in unnecessary costs, thereby cancelling out any benefit that may have come from selling
higher volumes of their products (animals or meat).

While a lack of meaningful communication was seen by many to be the primary reason for why the
chain was not performing to its full potential, the analysis found that poor communication was really a
symptom of other factors. The entrenched attitudes possessed by individuals from along the chain
(e.g. producers, processors, and retail buyers) had the greatest impact on peoples’ ability and desire
to share information in a meaningful manner. It was also found that selling through sale yards
negatively impacted the amount of information exchanged by sellers and customers, and the quality of
approximately 5% of animals due to poor handling.

Partly due to attending a workshop in Value Chain Management, producers (in groups and as
individuals) steadily began identifying new opportunities. They also began working closer with
processors and/or retailers to realise those opportunities. Having greater access to information about
the consumer market and how their animals performed in relation to what those markets required, the
attitudes of producers’ and processes began to change. Most importantly, they saw the value of
communication and how they could use information to improve their operations.

This led to some producers marketing their animals differently. Other producers changed their
breeding programs. Some did both. Almost all improved the profitability of their farms.
Simultaneously, a number of processors and retailers saw how they could also benefit from working
closer with farmers.

Tomatoes

Genetics are a tool that farmers and members of the value chain can use to their advantage. Of
course, they do not guarantee success. A situation arose for a major marketer of tomatoes where a
group of farmers supplying a distinct type of tomato to the market were all using the same variety, but
the eating quality of the tomatoes differed noticeably. As taste was deemed the most important
aspect of eating quality and the attribute that appeared most at fault, identifying the cause of the issue
was paramount to improving their business.
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Through discussions with farmers and the seed breeders, the root cause of the issue was identified as
the tomatoes being picked too soon by untrained pickers. This meant that the tomatoes had to be
picked out of the packing line, then handled separately so they that could ripen before being re-
introduced into the packing process. Beyond the realization that the current situation impacted
consumers’ satisfaction, the chain participants also realized that separating then re-introducing
tomatoes into the system created unnecessary costs and could lead to shorter shelf life through
excessive handling.

The issue was addressed by providing pickers with a full-colour laminated sheet, which showed them
exactly when the tomatoes should be picked. Instantly, pickers were more informed. Also included
on the training sheet were full-colour examples of fruit that would never achieve the required quality
and should therefore be picked and thrown onto the ground. This practice ensured that the tomatoes
plants were only investing resources into producing fruit that met market requirements. It also meant
the farmers’ sorting and packing operations could operate more efficiently, further reducing costs of
production.
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Activity 10 Define your current process

A. Begin this exercise on the right, by filling in how your customer/consumer defines quality and
listing their CTS attributes (what they value). Copy your answers from Activities 2 or 3 and 5

into this section.
B. Next, fill in the inputs to your process on the left. Copy your answer from Activity 8 into this

section.
C. Finally, consider your process. What activities that occur in my business or the value chain in

which you operate impact how inputs are transformed into outputs? Copy your work from the
Association Matrix (Activity 6) into this section.
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Focus on the customer, to manage the process more efficiently and effectively

Product flow through the chain
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1.9 Defining and Prioritizing Opportunities

Why do it?

It is important to ensure improvement activities are sequenced in the right order. They must
look after the customers first, they must be done in a logical sequence and they must be
achievable in a reasonable time frame.

The following activities help you to prioritize alternative actions and formalize the roles and
responsibilities for action. This will ensure there is understanding and agreement as to what is
to be done, when and by whom.

1.9.1 The Need to Define and Prioritize Opportunities

Every business, regardless of their size or the industry in which they operate, possesses only a finite
range of resources. To be sustainable, every business has to use those resources wisely. The next
section of the workbook guides you through the process of ensuring that you obtain a good return on
the resources that invest in addressing a problem.

As you work through this section, it might be a good idea to reread the examples we gave of how the
businesses benefited from improving the management of their value chains. Something that every
example has in common is that they didn’t seek to work on every opportunity that they had identified.
For instance, jump forward to Section 2.1.1 and read about the chain that found 232 opportunities to
improve their performance. They couldn’t possibly work to address all these issues at once. Neither
would every opportunity reap the same rewards for a given investment. Therefore they needed to
prioritize the problems that they were going to tackle first.

A word of caution: Do not be fooled into thinking that you have to address the biggest highest profile
problems first. Unless problems of that type pose an imminent threat to the survival of your business,
you would be better of tackling smaller easy-wins first. Taking this approach will build the momentum
and commitment necessary for successfully tackling on larger more demanding projects. It will also
provide a learning ground on which you can sharpen your skills before tackling projects that could
leave you in a worse situation if your efforts fail.
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Activity 12

Create an Action log for “Do it Now” Priorities

Now that you have identified some “do it now” priorities, you need to ensure there is understanding
and agreement as to what is to be done, when and by whom.

For issues that are relatively straightforward to resolve, use an action log to track what needs to be
done, by whom and by when. The tool shown below should also be used to track your progress.

Action (What)

Who

When

Status
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1.10 Tackling ‘do it soon’ and 'do it later’ Opportunities

1.10.1 Identifying who you need to involve, and why

Initiatives that do not have obvious solutions may only be resolved through engaging a team of people
for a period of time. Unless you have a clear action plan and can monitor your progress at every step
in your journey, a complex project can come undone very quickly with potentially disastrous results.
The Lean Six Sigma methodology uses a Project Charter to ensure that more detailed action plans
are successfully carried out.

A project charter should contain the following information:

Problem Statement (What is the UDE you are seeking to address?)
Objective / Goal (How you are going to address the UDE?)

Scope of Project

Business Case

Champion or sponsor

Project Owner

Project Leader

Project Team Members

ONoO O~ WNE
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1.10.2 Examples of projects that require a Project Charter

Red Meat

Providing a satisfactory eating experience is critical to the success of any restaurant. In studying the
steps involved in supplying steaks to a chain of corporately owned restaurants, distinct opportunities
were found to improve the performance of operations stretching from primary production through to
consumers. Virtually all of those opportunities were unknown prior to the study occurring.

As well, many of the factors which were ultimately impacted consumers’ eating experience and had
previously been considered as impossible to change, were in fact shown to be symptoms of the way
that the chain operated. So they were not impossible to change at all.

For example, before the research, it had been assumed that the restaurants critically needed to be
able to order up until midnight (for delivery two days later). The analysis determined that this was not
critical.

Balancing this supposed need of the restaurants, the processor had previously been forced to
coordinate its operations around forecasts instead of confirmed orders, because they needed time to
cut and prepare the steaks. The processor was also impacted by animals that were inconsistent in
composition.

These factors led to inventories being held, which impacted the freshness of the steaks when they
were eventually delivered. This ‘freshness’ amplified any inconsistencies in how the steaks were
prepared in the restaurants’ kitchens. Ultimately, the system was needlessly complex and costly.

This and other information was brought together and discussed by a progressive producer, the
processor, the distributor, the corporation’s head office, and restaurant staff. Together they
developed a project charter whose purpose was to produce the Perfect Steak Encounter (PSE). The
charter identified how the chain’s performance in meeting the PSE would be measured.

From this first metric flowed details on how the operations of each of the participants’ organizations
(farm, processor, etc.) would be measured. Identifying who was responsible for achieving ‘X’
outcome, how those expectations would be achieved, and the benefits that they would accrue to each
participant from doing so, the chain’s performance was improved.

What emerged was also a simpler system that took significantly less effort to coordinate. By taking
lessons learned from this project and applying it to other areas of their business, the participants also
multiplied the benefits of participating in what on the face of it had once seemed a project with limited
potential.

Tinned Fruit

After suffering a sustained period of financial losses, which resulted in it coming close to bankruptcy, a
processor recognised that it must modify its management practices to remain competitive. From an
analysis of the overall chain, of which it was one (albeit a very important) part, the processor realised
that successfully modifying its practices and operations relied on it establishing closer and more
cooperative relationships externally with producers and customers, and internally with employees.

Beyond issues directly relating to fruit quality (such as brix, acidity and size), factors found to be

severely impacting the processor’s profitability included the uncoordinated fashion in which the fruit
was supplied. This negatively impacted its operations, particularly during peak periods, through
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having to employ costly temporary staff that was untrained and had to overwork equipment to keep up
with the volume delivered. This led to it experiencing higher than necessary maintenance costs.

From a relationship perspective, it was identified that how the processor interacted with its internal
and external stakeholders was acerbating its problems.

For instance, producers were held at arm’s length and not motivated to use resources wisely. No
penalties were applied to those producers who kept trucks waiting for 12 or more hours because they
had incorrectly anticipated when their fruit would be ready to ship. At the same time, producers were
not sort for advice on how fruit could be produced in a manner that aided, not hindered, the
processor’'s operations. Part of the reason for why poor relationships existed with external
stakeholders was found to be the way that the processor’s HR policies had encouraged a culture of
competitiveness to develop amongst employees. Therefore little if any acknowledgment was made of
the importance of teamwork to continually improve performance.

With its situation looking increasingly dire, the processor faced a financial crisis and was forced to act.
In collaboration with respected expert stakeholders, the business developed a project charter.
Forming Appendix 5, the charter identified which stakeholders were participating in cross-functional
teams that were created and made responsible for developing solutions to specific problems. It also
identified the timescale within which each effort was expected to be completed. A startling realization
that came from the analysis was that many of the issues that the processor faced could be fixed
almost immediately.

Within two years the processor was once again profitable. A key aspect of the project’s success was
in how processor incentivized producers. Compared to prior to the project commencing, producers
had the opportunity to increase the prices they received by 25% while simultaneously reducing their
costs.
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Activity 13 Establish your Project Charter

If you are seeking to make only quick or simple corrections, you may only require an action log to
establish responsibilities and track progress.

For larger projects, a critically important stage in improving the performance of your business or value
chain is to get agreement on where you are going to focus your efforts and what success will look like.
This process also helps identify why you are making this effort, which is important for getting others’
buy-in. When you have completed this exercise you will have developed a project charter.

Regardless of whether you are developing a project charter or action log, working through the
following processes will help you establish the commitment and agreement necessary to see projects
through to a successful conclusion.

A word of caution: Do not underestimate the importance of planning your actions and securing
everyone’s commitment to following an agreed line of action; particularly if this is your first time
working with others on a project of this type.

Before completing each of the items/topics listed below, make a short list of two to three initiatives that
need to be worked on by a team of subject matter experts over a month or two. Do not make the
timelines too long, else you risk creating a blasé atmosphere where nothing gets done or efforts
become unproductive due to people investing their efforts ad hoc rather than purposefully.

Activity 13.a State your Problem

What is/are the UDE(s) that you are seeking to address?
¢ When does it occur?

e Where does it occur?

o How big is the problem? (Use numbers)

e Who is involved or who is affected by the problem?
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Activity 13.b State your Objective/Goal

Determine the ultimate aim(s) of your project by agreeing on:

¢ How you are going to address the UDE(s)?

¢ What you are seeking to achieve by addressing the UDE(s)?

e The goal(s) are achievable, realistic and measurable.

e Focus on consumer satisfaction, from which business improvements will follow.

Activity 13.c What is the Scope of your Project?

So you do not experience ‘project creep’, which can result in projects becoming unmanageable and
ultimately of little value to the participants, you must avoid trying fixing all of the value chain
problems/opportunities with one project. It is far better to have a narrow, defined scope.

List what is in the scope, as well as out of scope for this project.
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Activity 13.d State your Business Case

Once the objectives are met, you must determine what you believe success will look like in terms of:
¢ What are the expected cash savings?

¢ What additional revenues might be gained?

e What non-monetary operating efficiencies might be achieved?

Activity 13.e Who is your Champion or Sponsor?

Motivation to change and accept the need for change comes from ensuring that people are
accountable for their actions. To achieve this, you need to nominate a senior member of the value
chain who will:

Ensure the project is properly resourced;

Ensure the project stays on track;

Remove obstacles/objections;

Acts as a respected advocate for the project (is able to sell the project to others).
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Activity 13.f Who is the Project Owner?

Because with ownership comes commitment, you need to identify someone as owning the project.
Their commitment to seeing the project through to a successful conclusion will come from their
reputation (in part at least) resting on the project reaching a successful conclusion.

To ensure that you place ownership of the project in the hands of the correct person, you need to
identify and agree on:

e Who will benefit from the improved performance of the value chain;

e How will each of the participants benefit;

o How will you ensure that the gains are sustained,;

¢ How the business/chain build on the gains made.

Note: this person may also be the Champion

Activity 13.g Who is the Project Leader?

To identify the correct project leader, the person who is ultimately going to be responsible for

managing the project and holding people to account on a day-to-day basis, you need to identify and

agree on:

e How they will be made responsible for leading the project team;

¢ What authority will they have to manage the project following the DMAIC methodology;

¢ How often and through what process will they update the Champion and Project Owner on the
project status;

e What resources and approach must they follow to maintain the project file and prepare/share
report with the stakeholders?
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Activity 13.h Project Team Members

To guide the project’s strategic direction and ensure that it continually reflects the changing needs and
aspirations of the organizations involved, you must establish a small group of 4-8 individuals to
oversee the project and provide advice as required.

In addition to providing strategic advice, this group’s role becomes critically important to resolving any
conflicts that develop between or within the involved businesses.

So that the group is comprised of the correct people and are able to perform their task successfully,
you need to identify and agree on:
¢ Who has excellent knowledge of the current state of the value chain and is willing to play a key
role in making a difference?
0 Those chosen are respected (by the other participants) for their knowledge and attitude.
o Team members should be senior managers, project owners.
¢ What business functions are critical to the project’s success, and are therefore the functions that
the people need to represent?
e Their mandate, regularity of meetings, and scope of responsibilities.

List Team Members and the agreed mandate, responsibilities and meeting schedule.

Now that you have created a project charter for priority opportunities that require more effort, time and
resources to resolve, it's time to get started!

DEFINE 58




Growing your Profitability: A Value Chain Management Handbook

1.11 Additional Resources

Among numerous others, current research is often available free of charge to the public at the
following Canadian based websites.

. George Morris Centre: http://www.georgemorris.org/GMC/Home.aspx
. Value Chain Management Centre: http://www.vcmtools.ca/
. Ipsos Canada: http://www.ipsos.ca/ Look for links on their homepage as well as in sub-

sections such as Marketing Research.

Neilson Canada: http://ca.nielsen.com/

Statistics Canada: http://www.statcan.gc.ca/start-debut-eng.html

OMAFRA: http://www.omafra.gov.on.ca/english/index.html

AAFC: http://www.agr.gc.ca/

Canadian media such as: http://www.theglobeandmail.com/, http://www.nationalpost.com/,
http://www.cbc.ca/news/

International websites also worth looking at depending on your business may be:

° Department for Environment, Food and Rural Affairs (UK): http://www.defra.gov.uk/
. Institute of Grocery Distributors (UK): http://www.igd.com

. Centre for Value Chain Research: http://www.kent.ac.uk/kbs/applied-research/vcr/
° Supply Chain Research Centre:

http://www.som.cranfield.ac.uk/som/p1091/Research/Research-Centres/Centre-for-Loqgistics-
and-Supply-Chain-Management/Supply-Chain-Research-Centre

° Lean Enterprise Research Centre: http://www.leanenterprise.org.uk/

. Food and Agriculture Organization of the United Nations:
http://faostat.fao.org/site/291/default.aspx

. International Monetary Fund: http://www.imf.org/external/research/index.aspx
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1.12 Summary

The objectives of this section were:

Know your customer/consumer;

Know how satisfied your customers/consumers are;

Define and measure quality;

Draw your current chain;

Determine how well your current chain address customer/consumer needs;
Identify the inputs that you can control;

Know the undesirable effects of the current value chain;

Define your current processes;

Identify and prioritize opportunities;

Outline how ‘Just do it’ opportunities will be captured using an action log;
Establish a project charter for more complex opportunities.

Before you progress to the Measure phase of the workbook, ensure that you have completed the
following activities.

Listed the reasons why you want to complete this workbook.

Identified your customers and who they serve;

Created a CTS tree;

Know how you and others in your chain define and measure quality;

Mapped your current value chain;

Created an Association Matrix, to understand how CTS attributes are supported (or not) by
different parts of your chain;

Know what external and internal factors impact value;

Identified the inputs that you can you control;

Identified problems or UDE affecting your customers and the chain;

Defined your current processes;

Established priorities for action;

Created an action log(s) and/or project charter(s) to correct UDES;

Researched your customers/consumers needs and satisfaction to ensure that your work is based
on real data rather than assumptions.

0000000 O00o0oog

Assuming you have completed the parts of the Define phase applicable to your situation, you are now
in good shape to progress to the Measure phase.
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2.

Measure Phase

You are now at the point where an important improvement initiative for your value chain has been
identified. A project charter has been created and a project team formed.

The purpose of the Measure phase is to help the project team (with their subject matter expertise)
thoroughly understand how the value chain really operates. This involves the detailed mapping and
performance measurement of the areas of interest. Having understood your chain at high level in the
Define Phase, the Measure phase will help you to gain a more detailed understanding, ask critical
guestions and gather data in order to measure the chains performance. This will enable you to make
more informed management decisions.

In the Measure phase you will:

2.1
2.2
2.3
2.4
2.5

2.1

Develop a more specific understanding of the Inputs and Outputs you need to control;
Map and measure the details of your value chain performance;

Understand, identify and plan to reduce waste;

Assess the adequacy of process controls to reduce