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PREFACE

In the 1980s the late Bill Smith, a senior field engineer at Motorola, coined
the expression “Six Sigma” as a more rigorous approach to reducing defects
in Motorola’s business processes. His approach quickly demonstrated
the power of establishing common metrics, setting outrageous goals, and
applying analytical rigor to achieve those goals. Motorola University was
created to foster implementation of this Six Sigma methodology. Their
charter was to build employee capability globally, with a special emphasis on
both technical skills and the leadership skills required to achieve the highest
levels of business performance, and customer loyalty.

Six Sigma as a management system evolved out of benchmarking conducted
by Motorola University at organizations like General Electric, Dow, DuPont,
Citibank, and Caterpillar. It has become a powerful tool for driving break-
through change inside a business, integrating performance improvement and
key business strategies with focused execution.

This book grew out of the Six Sigma Black Belt Handbook published in
November, 2004. One chapter in the book, “Financial and Performance
Measurement,” discussed the problem of reported savings, not seeming to
make their way to the P&L. Hence our fun title for this book, I Had a Million
Dollars in Savings, But My P&L Did Not Change. Where Did They Go?
Ken McCombs, our editor for the last book, liked this chapter so much he
asked us to write a new book based on this subject.

This book provides insights for Black Belts, trying to capture “real” savings,
Six Sigma leaders, as well as, performance improvement practitioners using
lean manufacturing, lean enterprise, or other business improvement method-
ologies. It can help engineers talk to accountants about savings, and it
provides a number of different ways to ensure that more savings actually
make their way to the P&L.

Written by experienced instructors from Motorola University and the
Cumberland Group, Chicago, this book is inspired by years of teaching and
coaching focused on helping countless aspiring Six Sigma and Lean practi-
tioners to understand and apply these powerful improvement methodologies.
These instructors and coaches know from experience what Black Belts and
senior leaders need to know to be more successful in their Six Sigma and
Lean implementations.



X Preface

This book avoids the theoretical and focuses instead on practical insights
that will drive success at both a project level and an organization-wide
implementation. The makings of this book actually emerged over almost
30 years. It took about that long to acquire a reasonably complete view of
how organizations really work.

The original concept seemed somewhat narrow. But subsequent discussions
clarified that the only way to fully explain how Lean-Sigma-CI project
results get to the bottom line is by tracking the upstream business process
metrics that lead downstream to the financial statement. This is a much
broader view that will be valuable to anyone wrestling with the role of Lean-
Sigma-ClI efforts in their business.

This book provides structure, practical mental models, and some imple-
mentation outlines. Hopefully, it emphasizes the importance of “the careful
journey,” versus “just do it” wishful thinking, i.e., the “whats” of tracking
Lean-Sigma-CI results into the financial statement. To fully explain the
“hows,” we may have to follow later with an in-depth discussion of how
four things interplay through all of this: visionary business goals, detailed
journey roadmaps, technical processes, and people processes.

If nothing else, this should help explain why measurement is a key to orga-
nizational success. The clock and sports scoreboards are basic examples of
the impact metrics have on the effectiveness of people working together. It’s
tempting to say that measurement is the most important of the “funda-
mentals of high-performance business processes.” But I have to stop short
of that because I believe that structured “involvement” of the entire
workforce is a more fundamental root cause that makes use of measurement
and the other fundamentals.

Michael Bremer
Brian McKibben
Thomas McCarty
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Chapter

Introduction

We are here 1o make another world.
'W. EDWARDS DEMING

1.1 Overview

How many people inside your organization would say, “We have the best
performance measurement system; we learn so much from it!” Or, “This
performance improvement initiative is really great! Our customers,
employees, and shareholders all benefited from it.” Or might they say
something else?

What would they say about leadership? Would they be able to describe the
three most important things executive leadership plans to accomplish?
Would they have any idea of leadership’s role in governing and providing
active support for improvement activities beyond listening to a PowerPoint
presentation heard with hundreds of other employees?

If they worked for General Electric, Allied Signal, or a handful of other
organizations, they probably know what the leadership believes is truly
important. But leadership teams in many other organizations tend to have
general statements about what is important: We need to innovate, we need
to improve customer satisfaction, and so forth. How different those
statements are from “We need to be number one or two in our industries,” or
“We need to promote boundarylessness across our lines of business,” which
were two GE key statements in the 1990s. Both were backed up with very
specific performance metrics.

The title for this book could have been I Had a Million Dollars in
Savings, But My Bottom Line Did Not Change? Where Did Those Savings
Go? Questions one might ask: Were those savings real? Did they make



2 Chapter One

any difference to the business? Did they increase or decrease credibility
between people in the organization? In the world of business performance
improvement, these questions have been asked many times over the years.
The historical record of most improvement initiatives shows a failure to
transform improvements into visible financial results. This is not a new
problem. It has been a major issue in business performance improvement
initiatives over the last 20 years. However, organizations often improved
more than they realized.

There are many Six Sigma Black Belt and Lean Manufacturing books on
the market that describe the Control phase of the DMAIC model, or where
“lean accounting” texts touch on the simplification of financial reporting,
and where the Balanced Scorecard emphasizes the importance of leading
indicators and the use of an overall improvement index. Project man-
agement books may also describe techniques for sustaining the gains. But
none of these texts provide executives with a convenient tool they can use to
manage the current year earnings and make certain that savings from
improvement efforts actually reach the bottom line, or to understand why,
when they don’t. This text addresses these issues.

1.2 Numbers Paradox

This book is about measurement, yet at the same time this story has a
paradox. How can an organization be numbers driven, yet nor be numbers
driven? What is an appropriate balance between stretch and unrealistic
goals? How can leadership governance of performance improvement ini-
tiatives move an organization from average performance (which by def-
inition is where most companies and people operate) to great performance?
What actions move people from going through the motions, but largely
gaming the system, to true commitment? Every organization faces these
challenges, whether for-profit or nonprofit, business or government.
Unfortunately we have not discovered a “magic pill” to fix these problems.
But the answers are not complex. As you read through these chapters you
will discover simple steps you can take. Simple does not equal easy, but
they are practical, doable actions—one pathway to higher-level per-
formance.

A famous quote attributed to numerous people runs along the lines of *“What
gets measured is what gets done.” A corollary to that expression could also
be, “What gets measured is what gets reported.” Dr. W. Edwards Deming
said many things about measurement in numerous presentations, in Out of
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the Crisis, and in the three-ring notebook that traveled everywhere by his
side. Two quotes that influenced the writing of this book are:

1. *“95% of all troubles in an organization are the result of the system
(processes) and only 5% are the fault of people.”

2. “Over 97% of the circumstances that affect an organization’s results
are immeasurable, and that a disproportionate amount of man-
agement’s time is spent on the 3%.”

Consider the second quote for a moment from the perspective of a healthy
person. There is not a one number that tells you if a person is healthy. And if
“healthy” includes a mentaly well-balanced or a fulfilling life, then metrics
become even more difficult. Consider a few: pulse, wealth, and maybe
sickness. With sickness you may know it when you see it, but sometimes it
takes years to become noticeable. This is certainly true of many types of
cancers, Wealth, you could count it. But have you ever met an unhappy,
wealthy person, or seen an artist who (from your perspective) is bubbling
with talent, only to see him or her commit suicide? There is a lot going on
inside of a person that is not measurable. Measures for any one of the above
items, or even for all three, would still not tell you about the whole person.

That does not mean that meaningful metrics don’t exist—many do. Pulse
rate, cholesterol levels, temperature, smile counts, observing people serving
others, marriages that last more than 50 years, number of good friends,
number of promotions, and the like. Some of these are easier to measure
than others. But no one metric tells it all.

The same is true of organizations. No one number does it. Balanced
Scorecards attempt to bring these multiple perspectives together. And they are
certainly better than just one number. Just like with a person, the real depth,
the real power is the story behind the numbers, not the number. The number is
simply a point-in-time indicator. To know what is really going on, you have to
think, and learn the story behind the numbers. Unfortunately, if you look at the
way many organizations implement this, they appear to have read Norton and
Kaplan’s “The Balanced Scorecard—Measures that Drive Performance,” in
the Harvard Business Review, 1992. And then took the four categories
suggested by Norton and Kaplan and said, “Well, we need one of these, and
one of these, and presto! We have a Balanced Scorecard.” That was not the
intention of the authors. The metrics on most Balanced Scorecards seem to
come from what we can measure versus what we shoul/d measure.

Deming once said, “Most troubles result from process/system problems, not
from a person’s fault.” This was extremely profound thinking, when he said it.
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There were not very many people thinking from a process perspective in the
1970s and 1980s. This is still a difficult concept for many people to
understand today. Here are two short stories that might better explain this
hypothesis.

Story One. A new product development team is asked to develop a
blockbuster new product. The team begins its assignment using a set of
requirements, constraints, and customer needs provided by marketing and
senior management. Halfway through the project, senior management
comes to the team and says, “Here are several other things we would like
this product to do.” The company had already committed to tooling, had
purchased some equipment, and the team was working pretty effectively.
Later, when the product is launched, customers are less than impressed;
parts of the design look like an afterthought, and sales only hit 50 percent of
targeted levels. Who is at fault? One could point a finger at several can-
didates, but it would probably be more beneficial for this organization to
address these issues from a process perspective. What should the rules be
for changing foundation elements of a new design? Should the organization
have a series of simple, rapid prototypes to get customer feedback during
the design stage? How were the original requirements developed? And so
forth. In this story, from the details provided, it is impossible to know the
right answer; but more gain would most likely come from fixing the
processes, not from beating on the new product development team.

Story Two. Picture a customer service call center. Employee turnover runs
around 30 percent per year. When customers call, they are routed to the next
available representative. A record exists on when the last call was made, but
the screen takes several seconds to load and the representatives are supposed
to be resolving their calls within 45 seconds. Policy information is also
spread over several screens and in order to answer questions, customer
service representatives typically need to go through four or five computer
screens. Customer’s satisfaction with the process is OK. There is no seg-
mentation of phone calls by customer type. Are you starting to get the idea?
Problems in this unit are most likely not employee-fanlt-type problems. The
business processes in the organization are making it difficult for employees
to do anything more than average level work. If this unit is going to excel, it
is not by telling people to work harder or smarter.

And in today’s world, it is harder, not easier, to design and implement
“great” business processes due to the complexity of the environment and the
fast pace of change.
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Organizations also need a language people can understand. Engineers and
accountants often encounter difficulties when trying to communicate and
cooperate on measuring improvement. They speak in totally different
languages when they look at the world of improvement. Today, lean
accounting efforts are helping to bridge that gap, but the chasm is still wide
and many organizations still struggle with this language barrier. Engineers
look at the physical world. Accountants tend to look at how the macro pieces
go together. Then, they try to tell a story about the business by looking at the
numbers; but they don’t have all the pieces of the puzzle to fully describe
what is happening in the business from a numbers perspective. The
Financial Bridge Model will shed some light on this problem.

1.3 Performance Improvement Initiatives: Were They
Failures?

Many performance improvement initiatives have come and gone over the
last 20 years (See Exhibit 1.1).

In the eyes of many executives, these initiatives failed to meet their expec-
tations. Studies by A. T. Kearney, McKinsey, and Bain & Company, among
others, have shown that 70 percent of executives stated their performance
improvement initiatives failed to meet their expectations. While there was a
S-year period in the early 1990s where winners of the Malcolm Baldrige
Quality Award experienced significant stock appreciation (more than the

¥
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Exhibit 1.1 Performance Improvement Initiatives
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growth experienced by their respective industries) they, too, fell by the
wayside as the stock market experienced dramatic losses after the year 2000.

So is it true that these programs are not worth while? Or was something else
happening? Let’s first consider why companies embark on these initiatives:

* Improve competitive position.

* Improve customer satisfaction.

* Address a major organizational issue (quality, timeliness, and the
like).

» Increase sales (revenues).

» Improve profitability.

» Decrease costs.

* Improve employee/management relationships.

*» ldentify major innovation opportunities.

» And the list goes on.

Often when senior executives are interviewed at the beginning of a major
organizational improvement initiative they will state, “... this initiative will
help us leap ahead of the competition.” So their expectations might graph as
follows:

Expected Rate of
Improvement after
New Initiative

Expected Rate of
improvement If Nothing
New Done

Temporary Decrease in Productivity
as People Learn a New Methodology

Rate of Improvement

Time

There is actually a temporary drop in performance/productivity when organ-
izations implement a major new improvement initiative. This was dis-
covered in research done by General Electric and DuPont in the 1950s. The
time invested in training and in learning new skills and how to apply them
to work results in a temporary drop in performance. This is true for large-
scale change initiatives in the use of new software and in the use of new
equipment to do work. It simply takes people a while to figure out the new



