! Il HOW DO EMPLOYEES CREATE AN EFFECTIVE ORGANIZATION?

Cirear products ind services wre peneraned through great canployees, eenve Oz
. tions seck out and crploy effective people, These employees are the ones who understand
I how their jobs fit into the overall scheme of providing products and services (o customers,

‘J : | Their knowledge, skills, and efforts are invaluable to the firm because successtul organiza-

!‘ | ! tions evolve on a daily basis in lots of small ways. Every day, effective employees think

; about how to improve their products and services and discover better ways to do their jobs,

J |1 Effective organizations tap into the knowledge and skills of their employees to drive

[} improvements (Figure 7.1). Employees have ideas that can be put to use enriching a cus-

' tomer’s experience and value perception of the organization’s product or service. Effective

| leaders recognize the power that employee interaction on a day-to-day basis has on organiza-

I tional performance:They go to the source of ideas and get to know their employees on a one-

' on-one basiéET_hey select and implement the employee ideas that have the greatest potential

1o enhance their customers’ value perceptions of their products and services. For instance,

! ane grocery store, after having installed a coffeefsnack bar area, acted on an unusual sugges-
tion from an employee. The employee had noticed that people who stopped for coffee or a

| bite to eat often lamented that they had forgotten to purchase an item or two. They were

! reluctant to return to the store, pick up the item, and then stand in line again. The employee W

‘ i suggested designating a runner for the coffee area who would go and get the item(s). The cus- "

| tomer could then pay at the coffee bar register. This idea turned out to be quite profitable. It i

| . . . . i v . . .

\ also delighted their customers. Effective organizations are eareful to hire, train, 1[1[@1@;;_4@, g*r'
oy

EXAMPLE 7.1 Knowledge Is Power

On July 3 of 2003, The Wall Street Journal ran an article entitled “On the Factory Floors, pe
Top Workers Hide Secrets to Success.” In the article the author, Timothy Aeppel, reported ==
that businesses striving to make improvements are often unable to do so because work-
ers recognize that knowledge is power. Seldom do these workers reveal their secrets,
even to other workers, fearing that management would use these secrets to change
processes, speed up production, or eliminate jobs. Many of the jobs these workers per-
form require precision and skill. These workers are able to perform their work faster and at
a higher level of quality than others in the job. Their abilities are key because minor alter-
~+-ations, mistakes, or errors could make the product worthless.

As organizations strive to remain competitive, they would like to incorporate employee
knowledge into their processes. By tapping into their employees’ accumulated expertise
and the innovations they have incorporated into their jobs, they hope to make process
improvements, remove non—-value-added activities, increase productivity, and enhance
customer satisfaction and perceived value. Unfortunately, some employees resist becom- suppo
—| ing involved in the effort, because doing so may create a threat to one of their few sources et
of power—accumulated knowledge and expertise.

Figur

not al
Source: Timothy Aeppel, “On the Factory Floors, Top Workers Hide Secrets to Success,” The If
Wall Street Journal, July 3, 2003. cultur
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! l l
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Figure 7.1 Achieving Organizational Success

support, and promote employees in a way that encourages continuous improvement. Loyal,
flexible and talented employees are appreciated. As the following example shows, however,
not all organizations arc able to utilize their employees’ expertise to improve.

If you contrast this example with the activities at Toyota, it becomes obvious that the
culture and atmosphere of some organizations enable cooperation, information sharing, and
communication, while others do not. How did a company like Toyota encourage its
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employees to provide 20 million improvement ideas? This chapter explores what it takes to
create motivated employees who want to participate.

HOW DO EFFECTIVE EMPLOYEES ENABLE AN ORGANIZATION
TO CREATE VALUE FOR THEIR CUSTOMERS?

When a craftsman creates an individual product for a customer, the direct connection of the
craftsman with the customer leaves little doubt about the satisfaction level of the customer.
However, modern manufacturing methods and the complexities of today’s wide variety of
services prevent many employees from having direct contact with the ultimate end user of
their organization’s product or service. For this reason, employees cannot meet the needs and
expectations of their ultimate customers without support from all areas of the organization.
Valuable customer information must be made available to employees in a format that is use-
ful to them. Employees must be able to see the correlation between their day-to-day activi-
ties and the value of their product or service as perceived by the ultimate customer, In order
to create customer value, employees must be familiar with how meeting the quality, cost, and
schedule requirements of their job impacts customer value perception, company profits, and,
ultimately, their future employment. Regular communication must take place between lead-
ership and all employees, and this communication should go well beyond the quarterly sum-
mary provided by many companies. Employees at all levels must be involved in decisions
that affect their jobs. If they cannot judge how their activities impact the customer, they
cannat be effective in increasing customer satisfaction and value perception.

HOW DO LEADERS IN EFFECTIVE ORGANIZATIONS
MOTIVATE EMPLOYEES?

A significant component in human resources effectiveness is the quality of the leadership.
How leaders interact with their people is crucial to creating an effective work environment
tor employees. Effective leaders realize that the better they treat their employees, the better
they treat their customers. Effective leaders have a relationship with their employees. Their
employees trust them because they provide clear direction and establish clear expectations
and prioritjes- These leaders also support their people and avoid situations like those in
Figure 7.1Jh2y aren’t quick to jump to conclusions or lay blame. Effective leaders seck
information and then make decisions. /

Employees, regardless of theirtype of job, come to work with certain self-perceptions and
needs. Mostemployees desire’—a-feélﬁ*}gwuievemem, and most want to take pride in their
work. They want a job-that allows tH*e@ to'use their knowledge, skills, and abilities. Many
prefer challenging assignments and seek responsibility. Effective leaders recognize these
traits in their employees and build on them to motivate their people, ¢ “reating and main-
taining non-faulty systems and clear communication are two goals to keep in mind when
trying to motivate emplo.yees?.‘/

In order to create and susfain motivated employees, leaders must design non-faulty sys-
tems. People don’t come to work 1o doa bad job, They don't get up i the morning and say,
“Ithinke Fwill perform badly today” Seill, things go wrong, and products e produced and
services provided that are unsatisfactory, Usually, [nulty systems are ot the root of the
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problem. As Dr. Deming showed in his red bead experiment discussed in Chapter 2, if
employees must utilize faulty systems, they will not be able to help performing below expec-
tations, even when they know the ultimate goal, Faulty systems do not allow people to have
pride in their workmanship. It is leadership’s responsibility to design and maintain non-
faulty systems, thus allowing employees to work at their greatest level of productivity. Faulty
systems are unmotivating. As one of Dr. Deming's 14 points says, leadership must remove bar-
riers that vob people of their right to pride of workmanship. In performing their jobs, employees
often face difficulties that can be removed only by leadership.

Communication is a vital part of motivating employees. No leader can handle conflict
or negotiate successfully without being a good communicator. Communication occurs when
mformation s imparted either by audible, written, andfor visual (postures/actions) means.
Communication s more than just presenting information, Effective communication secks
to both exchunge mbormation and provide anderstanding. How people perceive informa-
Con s cntienl, Nomse i the form of personal agendis, needs, values, fears, and defenses
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EXAMPLE 7.2 Making the Most of a Situation

CHAPTER 7

affects communication too. Understanding can be enhanced by communicating in the
recipients’ language and from their point of view. People must be able to recognize that the
information affects them and that they are to act on that information. Good communica-
tion is evidenced by whether or not the message got through and got acted on. To ensure
that everyone gets the same meaning from the message, good communicators ask questions
to clarify the message. They paraphrase and restate what they think they heard or read.
Effective communicators take the time to practice their skills and learn to express them-
selves well, They also listen. Practicing active listening involves taking time to listen not
only for message content but also for feelings, responses, and cues sent by the other person.

Effective leaders realize that they must listen to their employees in order to determirne—

what motivates them. Effective leaders do not rely on hunches or guesses. It is impossible to
know what motivates an individual without asking him or her and then truly listening to
the response. While listening, a leader learns about and comes to understand an employee’s
attitudes toward work, pay, benefits, supervision, appraisals, and other work-related topics.
This information can be used to place employees in a work situation they find motivating.

Over the years the owner of a mill that makes specialty restoration woodworking products
has learned that the skills of a master carpenter are critical to attracting and retaining cus-
tomers. He has also learned that he cannot expect to hire a master carpenter who is
exceptionally talented, very efficient, and also very neat. He has been able to hire individ-
uals with two of those three qualifications, but not all three.

Rather than being defeated by this quandary or proclaiming, “You just can't hire good
people anymore,” the owner asked himself, “What type of master carpenter is best for my
business?” Through discussions with customers, he came to the realization that cus-
tomers value a carpenter who can take their ideas and change them into reality in a timely
manner (talent and efficiency). Since then, the owner has been hiring carpenters who
meet those expectations. To achieve neatness, which is critical to the efficiency of the
master carpenter as well as to the safety of shop personnel, he has also hired part-time
individuals to clean up and organize the shop. A part-time person can also serve as an
apprentice to the master carpenter if interested.

Rather than trying to change the worker to fit his mold, the owner focused on the ele-
ments crucial to the customer and adapted to the situation.

Employees spend a good portion of their working life trying to determine what i
expected of them. Sometimes they act incorrectly because they do not understand what
their leaders want. Unclear communication is usually the problem, leading to (rustration of
everyone involved. Effective leaders clearly communicate what is acceptable and what s
unacceptahle. They recopnize that until an employee understands what hehaviors and
aulions are exped ted of them, the Jeader Tas no basis for mal 1 corrections [eaders nlso
recognize that i they allow incorrect behavior and actions, they Tive essentially tramned
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leaders follow through and do something about incorrect behaviors and activitics. They
deal with situations in a timely manner knowing that people don't mind the word “no,” hut
they do mind not knowing why. Employees can act on the basis of clear limits and expecta-
tions about behaviors and acfions. Leaders can reinforce through their coaching, feedback,
and rewards until the changes have been effected.

_ When effective leaders provide feedback to employees, suppliers, and customers, they do
so constructively by following these suggestions:

m Give feedback directly to the person involved, not through channels
m Provide feedback only about things that you know for certain

= Cite specifics

B Give feedback when the person can do something about it

m Give feedback at the appropriate time

m Give feedback in small doses

o

S

Employees need to know where they stand. Annual reviews are one way of communicat-
ing expectations and providing feedback. Prior- to taking ownership, at JQOS, no one
received reviews of any sort. The new Gwner established a system where all employees,
regardless of job title, are reviewed annually based on their hire date. Reviews may occur
more frequently. Employees in their first two years of employment are reviewed every
90 days. Raises and bonuses, besides the quarterly bonus based on profitability, may occur
at any time. He also made it clear that the reviews and any subsequent raises would focus
on two issues:

How have you helped improve the productivity for JQOS?
How have you improved something about yourself?

The emphasis is on what the employee is doing to help JQOS get good product out the door
on a timely basis. It is the answers to these questions that determine whether an employee
receives a raise. Employees are encouraged to show productivity improvements by discussing
how they trained another employee on their workstation, how they were able to use their
own skills to move within the plant on an as-needed basis when staffing issues arose, how
they discovered and implemented a productivity improvement, or how they worked to solve
a quality, safety, customer, or productivity issue. Self-improvements include learning a new
skill, learning how to operate another machine or work another job, or taking training off-
site to increase their job knowledge. These questions encousage workers to look heyond
heing a good employee, practicing safe work methods, and being at work when scheduled.
They reflect D, Deming’s 14 points to constantly and forever improve the process of
providing a product or service, They also reflect Dr. Deming’s desire to encourage self-
inprovement. The management at JQOS wants employees to succeed, They provide many
apportunities for tramning, skills assessment, mentoring, and apprenticeship.




HOW DO LEADERS IN EFFECTIVE ORGANIZATIONS MANAGLE ( TIANGT!

Changing conditions in (he marketplace aften place pressure on orpantzations 1o modily
the way they do business. Leadership must communicate o the cmployees the desired
change and motivate individuals to make the change. Dr. Deming once said, “Nothing will
happen without change. Your job as a leader is to manage the change necessary,” (2

In an organization, two types of change can occur strategic change and individual
change. Strategic changes set the direction for the entire organization. These are larger,
more dramatic changes related to the organization’s vision, policies, and procedures,
Strategic change may require changes to the organization’s infrastructure or basic culture,
Change at themdividualjleve[ relates to how individual employees respond and adapt to
strategic change. T drive individual change, effective leaders recognize that employees
need support as they replace older, established ways of doing things with new, unfamiliar
methods (Figure 7.3). E _reactions to change relates to their span of control. They
can change only things within their powerWMl change
by coaching, feedback, reinforcement, rewards, and recognition.

Change at either level is a cycle that requires momentum and clear direction (Figure 7.4).
Through input from their customers and insights into the marketplace, leaders determine that
a need to change exists. They create a vision to guide the change. Effective leaders always
change with a plan in mind, which results in the least amount of stress on their human, equip-
ment, and material resources. They determine where they want to go and where they want
those who work for them to go. To involve employees in the change, leaders clearly commu-
nicate their goals and objectives. Deploying the communication strategy alerts employees to
the new goals and objectives, Measures provide the feedback necessaty to ensure that the
change process is working. Leaders use measures to monitor progress and provide the neces-
sary coaching, feedback, reinforcement, rewards, and recognition to achieve the change.

<— Reinforce
< Time

<— Reinforce
< Time

Figure 7.3 Making a Change
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MANAGE CHANGE?
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Figure 7.4 The Change Cycle

Change is rarely casy. People resist change because humans are control oriented, and
when their environments are disrupted, they perceive that they have lost the ability to con-
trol their lives. Some people are more resistant to change than others. Resistance can be
based on an individual’s frame of reference—on his or her individual values, emotions,
knowledge, and behavior. Organizational resistance goes beyond individual resistance and
usually takes the form of a key respected individual who does not support change.
Interference or resistance can take the form of lack of support, for instance, logistically or
cconomically. Resistance is sometimes very visible and sometimes very subtle.

Change happens when people are motivated. Effective leaders ask, “What motivates
people?” They recognize that without passion, nothing is fun. While not every employee
can or wants to become passionate about their jobs, Dr. Deming tells us that everyone
comes to work to do a good job. For this reason, when making changes, effective leaders
establish reachable goals, Though they constantly raise the performance bar for their
cmployees, they are careful to exploit organizational and, therefore, people successes. They
use success stories Lo illustrate how much was accomplished in a similar situation. These
stories help break the resistance hased on hahic and history exhibited by most people.

Leaders need tounderstand char resistance 1o change i a natural human reaction. Effective
Teaders fenow that incorder for chinnge o occur, resistance to those changes must he expected
aned planed for Psentinlly, they mnnage change by managiog resstance. They moy ke o
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preventive approach, meeting resistance head-on before it starts. For instance, they may realize
that resistance to a change may occur because additional knowledge or skills will be required.
Managing resistance, an effective leader will provide the appropriate training and education.
Or a leader may take a wait-and-see approach, planning to deal with resistance as it arises. In
either case, leaders must clearly communicate the new expectations and the reasons behind
the changes so that people understand why they are being asked to change. Employees are
looking to leaders and asking the question, “What do you want me to do tomorrow that is dif-
ferent from what I am doing today?” Effective leaders provide training and time to make the
change. They also structure their reward system to support the change (Figure 7.5).

Making change in any organization can be difficult, if not impossible, without the involve-
ment and cooperation of the employees. It takes only moments to proclaim anew culture or a
new method, but it takes a great deal longer to get people to act d1ﬂerentlw Effective leaders
realize that employees mold their behavior according to their interpretations of the signals

What makes JQOS's change process so successful? JQOS’s new leadership recognized the
need for change. They realized that they should begin by making positive changes that
directly affected the employees in order to gain their trust and interest. They conducted
meetings with small groups of employees to discuss their issues and concerns. After just a
few meetings, it became clear that the employees in the shop did not feel that they were
valued as much as the front-office employees.

To employees, improving the shop environment expressed leadership’s concern for
shop employees. At a later meeting, they prioritized the changes they felt necessary.
After reviewing the list, JQOS leadership explained which changes would be focused on
and which ones would have to wait. The list was posted in the employee break room,
and as each item was completed, it received a checkmark before the next item on the list
was tackled. Cleaning and painting the break room, adding a refrigerator and microwave
oven, improving the restroom facilities, and increasing the lighting in the shop took top
priority. As employees began to see positive changes in their work areas, they became
more open-minded to other changes as well.

Many of those other changes related to production improvements, With these, they
started each change process with key employees, listening carefully to their questions,
concerns, and issues. For instance, new policies, product standards, and procedures
resulted in a more complete and timely work order packet being sent to the floor from
the front office. Once streamlined, these procedures were computerized. Another
change was the installation of computer workstations on key equipment on the shop
floor, enabling information to flow smoothly throughout the production process,
Improving productivity was crucial to the company's survival, so saying no to the
changes wasn’t an option. To support the changes, JOOS leadership recopnized the need
to link behavior change with rewards, As the changes progressed, they spent time concly-
ing, providing feedbacl, and reinforcing the new methods.
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Figure 7.5 Supporting Change

leadership sends them. These signals may come as policies, requests, or edicts, or from the day-
to-day actions taken by 1eadersblp.w,E/ffective leaders recognize that actions speak louder than
words, Communicatitig through leadership actions and examples is paramount to changing
behavior. Effective leaders recognize that the tools need to be in place to support the desired
change. To maximize the change process, effective leaders ensure that the worker/machine/
computer interface, as well as the worker-to-worker interface, is compatible with the needs,
capabilities, and limitations of the worker. Further, effective leaders ensure that the reward
system matches the desired expectations in order to change behavior, Alignment must exist
between rewards, expectations, leadership actions, and customer needs. Both rewards and
punishments must reinforce behavior expectations. Interestingly enough, many people do not
know what is involved in making a change. Figure 7.6 shows a matrix for making a change,
and Example 7.3 provides a model.

Desired Supporting Timing Motivation Verification
Result Actions

Figure 7.6 Change Matrix
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EXAMPLE 7.3 Making the Change — d
o
L Effective leaders realize how difficult it is to change. They take the time to try to change t]
something about themselves before asking someone else to change. I

11 . .
| It is easy to tell someone else he has to change. If change is that easy, try to change Y

| | one thing about yourself. Try changing. Consider exercising more, eating more healthfully,
| or breaking an undesirable habit. To help with the change process, consider the following
11 points and questions:

’ What is the desired end result? Can you picture it? "Iio change, a person must
N understand what the ultimate outcome of that change will be. .
| What actions will you take to make the change? To change, a person takes a series
| - of actions which produces a result that moves the individual toward the desired
' ( o - outcome. This result may be seen and interpreted as either positive or negative.
Based on the interpretation of the result, the person modifies his or her attitude
‘ and acts differently the next time in order to produce a more appropriate result.
| | pr What is the time frame for the change? Change takes time, yet if no timetable exists,
| f e a person is likely to say, “I'll get to that tomorrow.” Effectlv/change fakes. place
‘ when the person works toward the change according to a schedule. ™ # i
How will you stay motivated? To change, it is necessary to stay motivated. Often, it'|
s not easy to maintain the motivation and direction required to bring about
? change.
| - How will you know you have changed? What will your indicators be? A person
' needs to have some sort of feedback that enables her fo understand how she is

' s when the change is complete

_In the future, try using these questions and the matrix provided in Figure 7.6 to gunde !
you when making a change. - '

WHAT MODIFICATIONS DO EFFECTIVE ORGANIZATIONS MAKE
TO THEIR REWARD SYSTEM TO SUPPORT THE DESIRED CULTURE?

Too often, management leaders try to change the culture by describing the new attitudes
they seek, but they fail to take the steps needed to influence the action employees take.
Actions, not words, are the foundation of both a change and a culture, An effective man-
ager makes sure that employees have the answers to the following questions:

How does the reward system reinforce behavior?

Are expectations aligned with results?

Are expectations and their alignment with organizational goals and objectives clearly
communicated?

Regardless of the organization, in order to be elfective, people need 1o know whae their goals
and ohjectives are, They need to know how to proceed toward those goals and objectives, They
also need to have the appropriate toals, traiming, and skills o move toward those gonls, During
thetr movement toward thed gonls, they need to have aomenns of knowing how well they are
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doing, and they need to have a means for adjusting their work-in-process. All of this requires
action and communication from leadership. Since customer needs and perceptions must drive
the activities in an effective organization, internal employee cooperation and coordination
must prevail. It is critical that corporate policies and programs reinforce the desired culture.

0y lake the time to try to change
0 10 change.
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When creating or modifying reward systems, consideration should be given to:

Customer expectations

Job descriptions based on identified customer expectations
Expected results

Performance expectations, including behavioral skills

Absences and lates directly impact the ability of an organization to meet their production
demands. Schedules must be adjusted, overtime worked, replacements found, and work
delayed. All of this results in higher costs, poorer deliveries, and lower productivity. Having
employees ready to work when needed is crucial for organizational effectiveness. One of the
many changes made at JQOS involved how absences and late amrivals were handled. Under
the former management, unexcused absences and lates were tracked, bue action was rarely
taken. If punishment occurred at all, it was subjectively and inconsistently applied.

Before making any changes, the new owner did a thorough review of the previous two
years’ absences and lates. He discovered that the hest worker missed just eight hours per
year, while the worst worker missed 212 hours per year. These hours were compiled using
just unexcused absences, where the worker never called in; late arrivals, again with no
alerting phone call; and leaving early without telling anyone. This data did not include
scheduled doctor’s appointments, leaving during the day with supervisor’s permission, or
days missed when the person called at the very beginning of their shift. These numbers
reflected workers who failed to show up, who failed to report in, or who left early. Over
80% of the workers missed very few hours, and just a few missed quite a lot.

Over several weeks, the owner worked with employees who volunteered to study the
situation and develop an equitable absenteeism policy. Their formal recommendation
included establishing a rolling 6-point system. Employees receive % point for each time
they are late, 1 point for an absence, and 3 points when they are absent without calling
in. At 3 points, they receive a verbal reminder. At 4 points, they lose their bonus and
receive a written warning. At 9 points, they receive another written warning. Employees
accumulating 6 points during a six-month period would be terminated. In a rolling sys-
tem, as one month passes, the points gained in the oldest month drop off. This system
does not include absences that are scheduled in advance or call-ins.

Following the volunteer employee committee’s approval, the system was announced.
The owner immediately received o long line of anxious employees waiting to see him in
s office. Tnterestingly enough, each employee who came to see him had excellent
attendnnee. The ones he was concerned about never said o word.
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|
Employees tested the new system during the first year. Every once in a while, someone books co
forfeited their bonus. The shop supervisor was careful to track this figure and encouraged were ins
workers to do the same. He administered pep talks when employees reached 3 points. repairs o
Two employees have been terminated. One employee had a serious attendance problem on improy
to begin with. The other employee was a bit tougher to part with. Despite management’s providing
: best efforts to help this employee get to work, he eventually accumulated 6 points. He reinforce
; had come close many times. Much discussion occurred when letting this employee go.
| Though frequently absent or late, he was a skilled machine operator. Because of his skill,
| most employees did not think management would follow through and terminate him.
| Many saw this as a true test of the system: would it be applied consistently? Though it WIHAT TYPES OF
' h was difficult, management understood the importance of faitly applying the system to ORGANIZATIONS
\ everyone. No one doubts the system or management’s intentions now. Overall, atten- 10 REMAIN COM
dance has improved significantly, and shop production has increased.
Effective o
ees new sk

previous cl

Reward systems should recognize achievement. As employees enable an organization to the needs,

i reach its goals and ohjectives, the employees should be rewarded for their efforts. Since they and object|
1 are the direct recipients of rewards, employees should play an active role in creating or mod- ing alignm
; ifying a reward system. To ensurt fairness, the reward system should employ a rating scale enables the
| that accurately reflects actual employee performance, whether in a team or individually. tomer’s net
informatiof

customer s

EXAMPLE 7.4 Clearly Set Expectations of these co

Remember Example 5.3 where a visitor took a tour of a pristine plant in which the president Fllf ‘a‘tll).ﬂh Pl

of the manufacturing company “walked the talk®? The visitor encountered a similar i

situation on a different tour. This time, the plant he was touring was separated into two Two of 1

halves by a stout brick wall. Only two large openings existed in the wall, allowing room for PGt f"

forklifts and people to pass. When he went from one side of the wall to the other, it was as refers to jo

if two different worlds existed, as if the plant were actually two separate entities. On one “]““f"““”"'

side, the machining centers were dirty and disorganized. On the other side, the machining to give the

centers, aisles, and in-process storage were pristine. When investigating why the dramatic training pr

difference between the two areas existed, he was told that each area was under the should alse

responsibility of a different individual. He asked to be introduced to each of the plant man- cncounter

agers. The plant manager of the clean and organized side of the facility was easy to find. then worke

The manager was out on the shop floor talking with operators about their processes. prohlem-so

Understanding that the visitor had many questions to ask, the plant manager invited Wily, il i

him along while he went on his rounds. During their discussion, it became apparent that ncyusition

the plant manager established clear expectations about the cleanliness and organizaticn mance leve

level of the facility. It was clear that employees were rewarded for their efforts to maintain halvs,

their equipment. They also received the appropriate training to do their jobs right. In Compin
order to support employees in their cleanliness offorts, al the end of each shift, 16 min- broader b

utes ware set asido to clean and lidy work areas and, more importantly, 1o jol down in log aclucntlon i

she s cune
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Effective organizations avoid organizational myopia. They find ways to teach their employ-
ces new skills, They expose their employees to new situations and other organizations. As
previous chapters have discussed, effective organizations seek to create alignment between
the needs, wants, and expectations of their customers; the organization’s strategies, goals,
and objectives; and the day-to-day activities of their employees (Figure 7.7). Part of creat-
ing alignment is ensuring that employees have the appropriate education and training that
enables them to perform their job requirements at a level that supports the ultimate cus-
tomer’s needs, wants, and expectations. Part of this education and training should include
information about how quality, cost, schedule, and profit expectations for their jobs affect
customer satisfaction. Effective employees understand the impact that their joh has on each
of these concepts. They are involved in the decisions that affect their jobs. Effective orga-
nizations provide their employees with the knowledge and skills necessary to excel in their
jobs, as well as regular feedback so that they can monitor their impact.

Two of Dr. Deming’s 14 points——"Institute training on the job” and “Institute a vigorous
program of education and self-improvement”—focus on education and training. Training
refers to job-related skill training and is usually a combination of on-the-job training and
classtoom-type instruction. Effective employees are provided with the appropriate training
to give them the set of skills and knowledge needed to excel in their jobs. Job-related skill
training prepares workers for the daily activities involved with their job. Such training
should also include information that helps employees deal with experiences they may
encounter only rarely. If training does not address problems that may arise infrequently,
then workers will be required to handle those situations as they arise using only their own
problem-solving and decision-making skills. If these infrequent situations are unsafe in any
way, an accident or injury could result. Follow-up or refresher training is also key to skill
acquisition. This type of training enables employees to maintain higher skill and perfor-
mance levels by refamiliarizing the employees with the best practices and eliminating poor
habits.

Compared to training, education is more broad-based; it provides individuals with a
broader base of knowledge that helps them look at a situation from other dimensions. The
education an individual receives may not be immediately applicable to the activities he or
she is currently performing.
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e key skl thae ettecove organtzations ensure their cmployees have is problem soly-
g Eftective onganizations train cach and every one of their employees to isolate the root
causes of problems, utilize quality tools to gain improvements, and lock in the gains they
achieve to make the improvements permanent. Chapter 11 covers basic problem solving
and introduces many quality tools for root cause analysis.

i Danlron

HOW DO EFFECTIVE ORGANIZATIONS USE TEAMS?

Eftective organizations build high-performance teams. These teams contain people with
complementary skills who work together to achieve their goals. As team members, they
hold themselves responsible and accountable for goal accomplishment. Many types of
teams exist, including:

Management teams composed of heads of departments to do strategic planning

Cross-functional teams with representatives from a large variety of areas for the
design or development of complex systems

Self-directed work teams made up of employees grouped by complementary skills in
order to carry out production processes

Project or problem-solving teams, which are often temporary groups of individuals from
the appropriate functional areas with the necessary skills to work on a specific task

Teams are often given the task of investigating, analyzing, and finding solutions to
problems. Project teams consist of people who have been given a mandate to focus on a par-
ticular process, area, or problem. Generally, this team is composed of thase closest to the
problem as well as a few individuals from middle management who have the power to effect
change. The team may consist of people from a variety of departments depending on the
problem facing them. The team may even include an outside vendor or a representative
from the customer base. Upon resolution of the problem, the team will be dishanded or
reorganized to focus on another project.

Henry Ford, founder of Ford Motor Company, said:

Coming together is the beginning. Keeping together is progress. Working together is
success.

Effective organizations recognize that teams are crucial to solving issues and problems fac-
ing the organization. Like Henry Ford, they also realize that teams do not always coalesce
into highly functional entities without help. There are several stages of team development.
Recognizing that teams experience growth throughout their existence helps leaders guide
and direct team activities.

During the first stage the team forms. This formation stage is usually experienced in the first
few meetings. During this time the team establishes its goals and objectives, It also determines
the ground rules for team performance. For teams to work well, leadership must set clear goals

- that are aligned with the mission and strategic direction of the firm. When leadership sets the
b direction, the team is much more focused and tends not to get bogged down in the problem-
selection process. The team must know the scope and boundaries within which it must work.
Leadership must communicate how the team’s progress and performance will be measured.
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EXAMPLE 7.5 Providing Leadership: Setting Goals and Objectives ——

CHAPTER 7

Oftentimes, following their initial formation, teams experience a rocky period during which
team members work out their individual differences. This is the time that the team gets
acquainted with one another’s idiosyncrasies and the demands of the project. During the
stormy stage, the goals and scope of the team may be questioned. Since a team is composed of o
group of individuals who are united by a common goal, the best teamwork will occur when the
individuals focus on the team’s objectives rather than personal martives. While working
together, team members must understand and agree on the goals of the team. They must estab
lish and adhere to team ground rules for behavior and performance expectations. To ensure
harmony in the team, all members must participate, and responsibilities and duties must be
fairly distributed. Each team member must understand his or her role in the completion of the
project. Knowledge of how internal or external constraints affect the project is also helpful,
Team members must possess a variety of skills, including problem-sclving skills, planning skills,
tacilitation and cominunication skills, and feedback and conflict management skills.

The third stage of team development occurs when the team starts to work together
smoothly. It is during this performing stage that things get accomplished. To be successful,
teams need the appropriate skills in a supportive organizational culture, and they need the
authority to do the job that they have been asked to do. Leadership can do a lot to rid
the team of the barriers that inhibit its performance. These barriers include inadequate
release time, territorial behavior from involved functional areas, lack of training, inade
quate support systems, lack of guidance or direction, and lack of recognition. Senior leader
ship’s sincere interest in and support of the resolution of the problem is evidenced by thel
willingness to commit money and time for training in problem solving and facilitation. In
any case, senior leadership must monitor and encourage their teams to solve problems. The
teams will quickly become unmotivated if the solutions they propose are consistently
turned down or ignored. Leadership support will be obvisus in management’s visibility,
diagnostic support, recognition, and limited interference. \.~"_,

As the team finishes its project, the final stage—concluding—occurs. During this phas
team members draw the project to its conclusion, verify the results, and disband the tcam
Several key events take place during this time. The team, having taken action, perhaps hy
implementing a solution to a problem, must verify that what they planned to do got don
and what they did actually worked. Teams are not finished when they have proposed a plan
of action. Teamwork is finished when the plans have been acted on and the results judged
effective. Until then, the team cannot be dishanded.

At Periect Choices, a mail-order catalog clothing company, the 1-800 number service hadl
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When the team originally formed to solve this problem, it was given the brief, not very
specific charter: improve the 1-800 number. After several meetings discussing what this
meant, the real issue surfaced. Everyone on the team was aware of the company vice
president’s tight-fisted behavior when it came to spending money. The team members
wanted to know how much they were allowed to spend making the 1-800 number better
before working further on the problem. After all, adding more operators or increasing the
number of 1-800 lines could be costly solutions.

Finally, the [eader of the team was brave enough to invite the vice president to a meet-
ing. At this meeting, after much hemming and hawing, the question of budget was laid
before the man. His response was straightforward. He provided figures on how much the
existing 1-800 number was costing the firm in terms of base service cost plus overrun
charges for the amount of time people spent on hold waiting for service. He pointed out
that the overrun charges were wasteful and could be put to better use in improved ser-
vice. When asked why he did not provide this information earlier, he said he did not real-
ize they did not have access to it.

Given this more specific guideline, the team was able to use a variety of problem-
solving tools to determine the root cause of the problem. Analysis revealed that several
key departments were not on the 1-800 number. Since callers on the 1-800 number could
not be transferred to another number, the customer service representatives tried to solve
a caller's problem by using internal lines to contact the appropriate departments, find
answers to the caller's questions, and then relay the information back to the caller. This
use of the middleman wasted time for everyone. The team used quality tools, including
check sheets and Pareto diagrams, to determine which departments were most
frequently called and thus should be on the 1-800 number. With this information they
reorganized the existing 1-800 service to include the appropriate departments.

After making the appropriate changes, the team found that the 1-800 number served
50% more callers at 25% lower cost. The average wait time had been reduced from 25
minutes to fewer than 3 minutes during peak loads, such as immediately after a catalog is
sent, and less than 1 minute otherwise. Callers, employees, and the vice president were
all much happier with the revised 1-800 number.

HOW DO INDIVIDUAL PERSONALITIES AFFECT TEAM PERFORMANCE?

Teams are composed of individuals. Team leaders and members need to recognize each indi-
vidual’s knowledge and skill base so that the individuals can be assigned tasks that urilize
these skills effectively. Less likely to be understood is that the individuals on any team pos-
sess a wide variety of personality traits. One key to helping teams function more effectively
is to acknowledge those personalities and use them to the team’s advantage.

As carly as the 1870, doctors recopnized the coneept of lefe-brain functions versus right-
brain functions, As shown in Fipgure 7.8, lefe-hrain-dominant individuals typically are more ana-
Iyvical and Togical, Right-bram-domiant idividuals, on the other hand, are more emotionally
and visually ociented. Tncaceeam meeting lefe-bram-domimant activity may be recopnized when
aperson focuses onlistng or categorizing aceivities, These idividonds like 1o amange and coor-
dinate sehedules, which muakes them good people to have on hand when analyveing processes




Left-Brain Functions

Right-Braln Functions

Logic Fealings

Reasoning Visualizing

Judgment Insight

Analytical Intuition

Mathematical Ability Recognizing Similarities
Lists/Categories Recognizing Patterns
Time Management Ability Insight

Reading Spatial Perception
Writing Seeing Whole Things at Once
Speaking Synthesizing

Verbal Memory Visual Memory

Figure 7.8 Comparison of Left Brain versus Right Brain

and determining which activities add value and which do not. They are concerned about time
and money estimates. Staying on track and on target is important to these individuals.

Right-brain-dominant activities may be evidenced by individuals who want to focus on lis-
cussing new ideas. Since they possess strong caregiver traits, they are concerned about other
team members’ attitudes and feelings. Because they like to talk things through, they are very
good at evaluating customer needs and determining why the customer may want a certain
function or service. They are good at visualizing the entire system in operation, and they can
recognize patterns that may indicate the most promising steps to complete a task or process.

When asked to list which elements of left-brain or right-brain functions they possess,
most individuals will come up with a combination selected from both the left- and right-
brain functions. Those who study human personalities have proposed a variety of different
theories on the makeup of people. One popular theory is the four-quadrant brain. This the-
ory, first proposed by Ned Herrmann, describes four basic thinking preferences related to
personalities (Figure 7.9).

Individuals displaying analytical, type A, personalities enjoy working with data, facts, and
money. Their approach to problems is very logical. They are interested in answering the
question “What?” as in “What are the facts here? What are the expectations? What needs to
be done?” On a team they are the individuals who encourage the use of data and factual
information. They enjoy digging deep to get the facts related to a situation. They also like to
analyze these facts and the data surrounding them before making a decision. They are able to
present the facts in a direct, clear, brief style which makes them easy to understand and fol-
low during a presentation. When they are working on a project, their attitude will be realis-
tic when it comes to meeting deadlines and budgets. Because they are good with numbers,
they can serve as excellent individuals to monitor and audit project money issues.

Type B individuals are the planners and organizers. They are focused on getting things

~ done. These individuals are interested in structure, details, plans, and schedules. They are

very disciplined, so they like nothing better than developing and following clear plans and
schedules. The step-by-step activities needed to complete a project are clearly visible to
them. These are the people who are interested in creating the plan and then working the
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Figure 7.9 Herrmann’s Four-Quadrant Personalities

plan. They want to answer the question “How?” as in “How are we going to get the work

done?” They are thorough in their approach to projects and problem solving. They can he
counted on to be on time and reliable. Type B people are great to have on a team because

they keep projects on track and on schedule.

o~ All teams need type C individuals, These individuals possess great interpersonal skills, so
- ~they provide two significant benefits to a team. They are the peacemakers who can talk to

anyone on the team and keep the team working together. Their focus is on answering the
question “Who?” as in “Who are the people affected by this project, decision, or problem?”
Since they are sensitive to the feelings of others, they like to talk through issues. They are
very expressive and are excellent speakers. They make good teachers. Because of their
strong communication and interpersonal skills, they are also the people who can help a
team determine whar the customer needs, wants, and requires.

Type D individuals are natural leaders. Since they have far-reaching vision and see things in

context, they have an eye for the future and are very interested in innovations, They possess lots

of imagination and are quite spontancous, They like to approach situations with the freedom to
explore ideas. They like to have fun during problem-solving and project efforts, These attributes
combine to make them excellent ream members because they are the “idea people.” When dif-
ficulties arise, they are the ones with the creative and innovative approaches to solving them.

wihg
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Trustworthy
Show respect to other team members
Positive attitude
Self-motivated
Contributes positively
Listens well
Participates
Encourages the participation of others
Openly shares knowledge, concerns, expectations
Accepts the results of group decisions
On time to meetings or team activities
| Attends meetings and feam activities
“ Organized
‘ Provides creativefintelligent approaches to solutions
High quality of work
Accomplishes tasks on time and on schedule
Communicates well
Can be trusted to get the work done
A team player
Shows initiative
Prepares well for activities and meetings
Stays on track

Figure 7.10 Positive Team Behaviors

It is easy to see how a team could benefit from having all four personality types present
on the team. A type D individual can set the direction for the team and provide innovative
and imaginative solutions to problems. A type B person can create and execute plans sup-
porting the vision and goals set by the type D person. The role of information gatherer and
analyzer falls to the type A person. Type A people are the ones who can tell you what can
actually be done given the available time, money, and talents. A type C person is critical to
the team because type C people can help the other members get along and they can com-
municate effectively with customers.

Not every individual fits neatly into one category. Each person possesses some traits from
each of the categories. It is also possible, with time, experience, and training, to develop
and enhance traits from different categories. For instance, a strongly type A person can
Jearn to be a better listener, just as a strongly type B person can learn to think outside the
box and be innovative. Regardless of a person’s strengths or weaknesses, team members
should practice positive team behaviors (Figure 7.10).

WHAT NEEDS TO HAPPEN IN ORDER TO HAVE BFFECTIVE MEETINGS?

Sharing information with employees s critical o organizat fonal success, The right informa-
ton, delivered ot the right time, can show people how 1o hecome less wasteful and more elfi-
cient Information s often shared n meetings. Unfortunately, meetings are often seen as long,

. [y [T [T 1=, (s, vy (e e ety ) o oo 1, [0y



Withont good Teadershigy, aomeetingg can become wseries of digressions on why an ssue exists
ather thaneanccmplioeason how the e will e dealt wirh, Unlortunately, one bad meeting
v by Teads tonanother hecanse e poorly tun meeting, decisions are rarely made and
responsibilivies varely assigned. Poorly ran meetings nearly always exhibit the same problems:
nospecitic or clearly defined objective(s) for the meeting, leaders, or participants; no meeting
agendag unprepared leaders and participants; and the wrong choice of participants.

Inorder to have effective meetings, care should be taken to incorporate several principles:

[. Determine the objective of the meeting.
m Why is the meeting going to be held?
2. Determine who should participate.
m Who can influence the fulfillment of the meeting objective?
3. Set an agenda.
m What is the plan of action for the meeting?
4. Prepare for the meeting.
m What is needed in order to provide answers and save time? Experts? Information?
Key participants?
5. Run the meeting.
m How will the agenda be used to keep the meeting on track?
6. Make decisions.
~m How will the issues be dealt with?
7. Assign responsibilities.
~m Who will be responsible for achieving results?
8. Following the meeting, verify that individuals have dealt with their assigned issues.

These principles enhance meeting effectiveness, whether an individual is a meeting
participant or a meeting leader. Preparation for a meeting makes the meeting work for, rather
than against, a participant or leader. If all participants know why a meeting is being held, they
can come prepared to participate in the meeting. If the leader knows what they want to
achieve during as well as after the meeting, he or she can set the agenda to guide this effort.
Meetings are more successful if the participants are limited to the individuals who are directly
connected to the issue. They will be the ones who will take an active interest in finding a way
to fulfill the objective of the meeting. Remember, the number of people in a meeting is
often directly proportional to the length of the meeting.

Having an agenda and following it are key aspects of having a successful meeting. A
good agenda will stare:

m The objective of the meeting
= The issues that will be discussed
‘# The date and beginning and ending times of the meeting
“m The location
E The participants
_m The preparation expected of the participant

With an agenda, it is easier to keep a meeting on track and to reach a conclusion about the
issues under discussion. Meetings are successful only when they bring about results.




I | ! Following i meeting, minates shauld he prepared and distributed. These minares should
1 mclude:
[ The date
| The attendees
|l The objective of the meeting

] The major discussion points

The decisions reached

| The actions to be completed including when and by whom

[l The time, date, and location of the next meeting if there is to be one

I HOW CAN THE MALCOLM BALDRIGE NATIONAL QUALITY
| AWARD CRITERIA HELP AN ORGANIZATION’S HUMAN
RESOURCES BECOME MORE EFFECTIVE?

| | Section 5 of the MBNQA criteria, Human Resource Development and Management,
(111 examines how an effective organization encourages its workforce to develop to its fullest
potential. This section of the award concentrates on how the efforts of the workforce must
be aligned with the organization’s overall objectives. Applicants are asked to describe how
their organization achieves a high level of performance through job and compensation
|| structure and workforce practices. The criteria recognize that effective organizations have
i effective employees. They ask questions about employee education and training programs
that build employee knowledge, skills, and capabilities. The criteria study how the work
environment within an organization contributes to employee well-being and motivation.
Employee activities throughout an organization must be aligned wich the goals and
objectives of the organization. Ask the following questions based on the MBNQA criterin
to help determine whether an organization has integrated the concepts of employee moti-
vation and effectiveness throughout its organization:

Leadership

® [s leadership knowledgeable about employee artitudes?

m Are leaders converting policies into actions related to employees?
& Does leadership encourage communication at all levels?

m Does leadership share data openly at all levels where appropriate’
m Does leadership utilize consensus decision making?

Strategic Planning

® Has the strategic plan identified employee education and training supportive of the
business objectives?
w Has the strategic plan mapped out a strategy for improving employee performance?

Customer and Market Focus

m [s the organization communicating useful customer and market information to the
employees in a manner that improves employee job performance and enhances cus-
tomer service!




Measurement, Analysis, and Knowledge Management

m o low are employees gathering, analyzing, disseminating, and using information related
(o customers and key processes!

m Doces the organization have communication systems in place that enhance its employ-
ces' abilities to obtain and use information?

m Do employees understand how their work efforts affect key performance measures?

Workforce Focus

m Do employee policies and reward systems support improvement activities related to key
processes!

m Do employee policies and reward systems support education, training, and self-
improvement!

m How does the organization engage the workforce to achieve organizational success?

m How does the organization engage the workforce to achieve personal success?

m How does the organization create a culture conducive to high performance?

m How does the organization encourage ethical business practices?

m How does the organization ensure and improve workplace health, safety, and security?

m How does the organization recruit, hire, place, train, and retain employees?

m How does the organization align day-to-day activities with core competencies and
customer focus?

m Do employees receive feedback on their work? How?

m Do processes help employees learn from failure, or do they punish employees for
failure?

m Does the organization place a high priority on enhancing employee capabilities?

m Does the organization vary the rewards to match rewards with contribution levels?

® Does the organization treat everyone with respect, acknowledging everyone as being
equally important?

Process Management

m Have the key processes supporting a customer focus been identified and improved by
enhancing employee involvement, skills, and capabilities?

m What process does the organization use to improve the work environment?

® Do the organization’s policies concentrate on why problems oceur rather than on who
caused them?

Results

® Does the organization’s skill at managing key processes include utilizing employees’
skills, knowledge, and capabilities?

m Have the changes that have been made to employee policies improved business
results?

m Has the organization successfully integrated employee policies, strategic planning, and
customer and market information? Do the business results reflect this?




LESSONS LEARNED

Effective organizations follow good human resource pracoices, The mvalvement of Teades
ship, through supportive actions, provides ecmployees with the knowledpe and skills they
need to do their jobs and provide value for the customer. Effective organizations engage i
continuous cycle of learning and training. To support this cycle of continuous improvement,
effective organizations design recognition and reward systems that motivate their employees,
These rewards are aligned with customer needs, wants, and expectations as identified in the
strategic plan and supported leadership actions. Effective organizations utilize teams to solve
problems and enhance processes. Participants on these teams can expect their talents, skills,
and personality types to be appreciated and used to their best advantage.

1.

OF B % R b

Employees play a significant role in creating value for customers.
Effective leaders communicate clearly and effectively.

Effective leaders understand how to motivate people.

Effective leaders know how to lead the change process.

Reward systems can be used to support change and organizational culture.

Effective organizations avoid organizational myopia by finding ways to teach their
employees new skills.

7. Effective organizations use high-performance teams.

. Effective leaders know how to run effective meetings.

Are You a Quality Management Person?

It’s the little day-to-day ways that you treat people that identifies you as a quality manage-
ment person. Check out the quality management person questions and find out whether or
not you are a quality management person. How do you answer them on a scale of 1 to 107

Do you treat other people with respect!?

123456789 10

Do you treat other people fairly?

I3

12 34567 8 9 10
et

Do you actively listen to what other people are trying to communicate?

1283456789 10

Do you admit your mistakes, determine the root cause, and learn from the experience!

12345:\678910




Daocyon celehre suceesses and improvements!
’1 2845606789 10)

Do you provide positive feedback to the people you interact with on a day-to-
day basis?

}12 3 456 789 10

Are you careful about how you provide feedback to people?

12 3 456 7 8 9 10

Do you make changes and improvements in areas that are important to you?
/

123456(78910

Do you think about making a change but never do?

[{"’é'} 9 10

N

12 3 45 6 7

If you have had trouble making an important change, have you used a more
formal change process to help?

123456 7 8((9\;10

\
\

S

Do you help others make changes and improvements in areas that are important
to them?

123456(789 10

Do you try to be a team player?

1234656789 10

Do you strive to communicate clearly and effectively?

123456789 10

Do you recognize your personality type and use this information to help you get
along better with others?

1234565.35910




Chapter Questions

1.

Find and read the article “On the Factory Floors, Top Workers Tide Secrees 1o
Success” by Timothy Aeppel, The Wall Street Jowmal, July 3, 2003, What are
your feelings about employees sharing their knowledge? How can leadership
encourage this sharing?

. Describe a situation where a leader motivated you. What did he or she do!? [How

did you react?

. Describe a change you were required to make. How did it go? Was the change

accomplished? How? What motivated you?

. Change one thing about yourself. Use the model provided in Example 7.3 as a

guide for your change process. Recognize that making the change may take time,
and set a timetable for your change.

. Having changed something about yourself, how would you encourage someone

else to make a change?

6. Describe the phases of team development.

10.

11.

12.

13.
14.

. For each of the phases of team development, provide an example from your own

experience describing how your team got through the phase.

. Study the left-brain/right-brain information presented in Figure 7.8. How would

you describe your category? Provide examples showing how you know you fit in
this category. Knowing this, how will you change your attitudes and behaviors
when working on projects?

. Study the quadrant types presented in Figure 7.9. How would you describe your

personality? What type are you? Provide examples showing how you know that
you fit in this category. Knowing this, how will you change your attitudes and
behaviors when working on projects’

What is the difference between education and training? Why is it important to

have both!

Describe a situation where you received (or did not receive) job skill training.
Was it adequate? Why? Why not? What would you have done differently?

Describe a situation where you received (or did not receive) an educational
experience. Was it adequate! Why? Why not? What would you have done
differently?

What key items must be in place in order to have an effective meeting?

What is an agenda? How does it help create an effective meeting?




CHATER 7

Chapter 7 CASE STUDY

rets to

:I.uv Section 5,00 Human Resource Focus
ship

|
‘Hu'”nw o ) o ‘
| I'he Human Resource Focus section of the MBNQA criteria addresses how an organiza-

tion motivates and develops employees to their fullest potential. It also examines how
T the organization builds and maintains a work environment that enables employees to
do their jobs in a way that provides value to the customer while enabling the organization
‘{ b L0 grow.
ake Hime, The key goals of this section are to:

|. Examine the petformance and improvement of Remodeling Designs, Inc. and Case
[Handyman Services in key human resources areas:
a. Motivation
b, Training

o

O OWn ¢. Communication
d Work systems
wewonld ¢ Work environment
o i in f. Employee well-being
HIVIOrs This scction of the review was created by Ryan McDonald, Brian Tobin, Joan

Cordonnier, and Donna Summerts.
e vour

aw tha
o Human Resource Focus Questions
ot 1o 5.1 WORK SYSTEMS
1. Does your company have any incentive plans that might make your employees
iy, want to work harder?
y! 2. Do your incentive plans/reward plans encourage customer focus? How is customer

focus measured?
3. How can you get in touch with everyone in the company during work hours?
4. Do new employees have a mentor to teach them the ropes? If yes, how is the men-
tor selected?
5. What types of motivation technigues does your company have?
0. What is done to make managers encourage “above-and-beyond” work?
7. Do customers rate employees on their work?
S Wit type of training do managers need?
9, What characteristics do you look for in employees?
10, What fs the process for hivmg new employees?
(E How does your company take in new and diverse ideas, even when going though
hard times!

il
1N




5.2 EMPLOYLEE LEARNING AND MOTIVATION

12,
13
14.

15,
16.

1%

18.
19,

20.
21.

2

23.

24.

28,

26.

What types of education and training do your coaployees get!
How do you make sure that your cmnployees are trained correetly!
How do you make sure that employees” education and training continue to

develop over time? Do you have continuous training!

How is information used to make training better for employees?

How do you make sure that your employees’ skills keep up with more modern
technology—training or inspection?

Do you teach employees the proper way to do their work to reduce their risk of
injury on the job? If yes, how is this training done?

Do you have special initial training for someone who joins the organization!

Do you have a program whereby someone can learn how to become a better man-
ager or leader!?

How do you educate your employees? Do they learn from a book, or do they learn
by actually doing the work?

Do you obtain any information on how education and training could be better? If
yes, how is this done?

How do you evaluate the education and training to make sure that is it effective?
Do you do this by individual employee performance or by overall organizational
performance’

Do you have a mentoring program? If yes, how does this program affect the work
of the employees!?

What types of results demonstrate that your company is benefiting from
training!?

How do you measure training with regard to customer relations? What types of
jobs are directly related to dealing with customers? What type of training do
employees get on customer training?

How do you reinforce the use of knowledge and skills on the job?

5.3 EMPLOYEE WELL-BEING AND SATISFACTION

%1

28.

28,

30.

31,

32.

How do you know that you have all the necessary tools for the job that you are
going to do?

What types of safety precautions does your company take? How is human error
raken into consideration with your safety precautions’?

Are there target times for completing certain jobs! Are employees rewarded for
being on target?

Do employees fill out surveys to determine whether they are motivated and satis-
fied at their job?

What key factors affect employee motivation, satisfaction, and well being? How
do you measure the effectiveness of the key factors? Are they the correct factors?
What types of measurements do you use to assess employee satisfaction and
well-being?




S T Tow oy times e your workers e or absent!

S Daooyour workers know then job role and how ieaffeces the divection of the }
orgrantzston!

35, Tave you encountered any problems with employees and working conditions?

30, Tow are employee surveys used to help your business? How are these results com-
municated to others?

5.0 Human Resource Focus

5.1 WORK SYSTEMS

This section examines how your organization creates work systems and employee opportu-
nities that enable employees to reach their fullest potential.

5.1a Organization and Management of Work

Because they are actually two companies, Remodeling Designs and Case Handyman are
able to stay current and react flexibly to changes in the business world. Although they are
two separate entities, their work systems and employee relations are similar. The work
systems at Remodeling Designs and Case Handyman are designed to enable employees
and the organization to achieve high levels of performance. Remodeling Designs and
Case Handyman promote cooperation, initiative, and innovation by providing their
employees with the tools and training they need.

Communication is a critical part of the job. It is easy to communicate with any employee
during work hours because each one has a cell phone provided by the company. This con-
nection to others enables employees to ask questions as they arise, order parts from a store,
or ask advice from peers.

5.1b Employee Performance Management System

Employees are motivated to work to their full potential by being recognized for their work-
manship. One way of making sure that customers are satisfied and employees are motivared
is leadership’s efforts to match personalities to the job. Erich and Mike assign jobs accord-
ing to the customer’s personality, the size of the job, and the employees available.

Employees’ efforts on the job are measured by several techniques, including the use of
client feedback evaluations. These forms let the managers know what the customers liked
and disliked about the work that was done. The customer is also asked to answer a few ques-
tions relating to the attitude and performance of the worker. These forms and the informa-
tion they contain are relayed back to the employee during regular employee meetings.

5.1c Hiring and Career Progression

Case Handyman advertises for new employees whereas Remodeling Designs utilizes a refer-
ral system. New employees for both companies are required to take a service skills self-
evaluation as well as a carpentry knowledge survey. When these assessments reveal that the




employee needs more training i acertain area, elforts are made to ensre i onethe jol
training takes place, This taming involves placing the new employee with an cmployee
who is certified in chat specific arca, When employees hecome certified, they are able to-do
jobs on their own. This type of on-the-job training develops leadership skills among: older
employees.

A new employee “pitch” book is used during the hiring process. This pitch hook
explains the direction in which the company wants to go and the performance measures
they use to evaluate their progress. It also provides succinct information about wha
Remodeling Designs and Case Handyman expect from their employees. Current employ-
ees participate in the hiring process, and after interviews they are asked to evaluate the
potential employee for both technical and social skills. Since the company is not larpe,
everyone must get along. Each new employee has a two-month probation period during
which his skills and ability to fit into the organization are judged. The hiring process is
shown in Figure 1.

Career progression is encouraged. Employees gain insight into their abilities through
the customer surveys. Another measure that is used to judge performance is the Job Cost
Profit sheets which show how each employee is performing on the jobs to which he
or she has assigned. This evaluation takes place weekly. To improve their skills,
employees are encouraged to take classes to attain Certified Lead Carpenter status,
Remodeling Designs also encourages competition for awards offered by national remod-
eling associations.

5.2 EMPLOYEE LEARNING AND MOTIVATION

Training is crucial to Remodeling Designs and Case Handyman. Each Tuesday, training ses-
sions, known as “Tool Box Talks,” are held. During these talks, employees learn, for exam-
ple, what chemicals are harmful, how to avoid accidents, and how to improve their produc-
tivity. Employees also share their knowledge, skills, and experience with each other.
Employees are able to discuss issues that have arisen, including different ideas of the way to
do a particular job. These meetings are excellent sources of information for all employees.

Remodeling Designs and Case Handyman encourage education and training. Much of
the training that they sponsor consists of peer training and in-the-field training. Employees
are encouraged to take classes related to their respective fields. The companies will pay for
the classes as long as the employee receives a passing grade. For instance, a secretary took a
grammar class to help with writing letters. Another employee took a class on how to use
Microsoft® Project to help improve job scheduling and tracking. Each year, employees
attend conventions and remodeling shows hosted by the National Association of
Remodeling Industries. These education and training opportunities support the organiza-
tion’s overall objectives and contribute to high performance.

5.3 EMPLOYEE WELL-BEING AND SATISFACTION

Employees are motivated to reach their fullest potential by the way thar they are recog-
nized for their workmanship. Incentive plans are not part of the companies, but they do
offer such perks as trips for five years of service, jackets for one year of service, and

Figur



Homaodoling Doslgne:
Parson is reforrad
by a current

employeo
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Joan calls for o phone
intorview
(Fill out the phone-
interview worksheet)

Caso Handyman:
Ad is placed

A

Person calls about job,
and a phone-interview
worksheet is filled out

- Did candidate

Tour the building
and meet the other
employees

Yes

Do not hire

interact well «—
with
others? No
Yes

Solf-test and test on
candidale's skills

Did candidate

Set up second
interview (Meet with

" Is the person still
someone whom the

Mark or Mike or
Erich and Joan)

\/

Person has personal
interview and
fills out application
(Explain what the
company is about and
what type of worker the
company is looking for)

Does the
candidate still
want the job?

Background check
(Drug test, criminal history
check, Social Security
number check, credit
report, and driver’s record)

Did they
pass?

company wants to
have working in
~_lho organization?

E)ffor j'ob

No ;
> Do not hire
Key
Operation Decision

Flgure 1
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EMPLOYEE REVIEW

NAME:

DATE:

REVIEW DATE/TIME:

PLEASE WRITE THE ANSWERS TO THE FOLLOWING BEFORE YOUR
REVIEW.

Describe your job. {(Really think about what you actually do. Use back if necessary.)

What are the most difficult parts of your job?

What do you like the most about your job?

What do you like the least about your job?

What is the greatest challenge you face in completing your job?

In the past year, what is the greatest success you had in your job?

In the past year, what is the greatest failure you had in your job?

For 2004, what would you like to most improve on related to your job? This would be
something that we would look at a year from now and determine if you actually improved on it.

We will talk abaut the following questions during your review. You do not need to write down
answers. Just be prepared to talk about them.

What do you need from us in order for you to do your job more effectively?

Do you think Remodeling Designs and Case Handyman are headed in the right direction?
If not, what suggestions would you make?

Are there ways you can think of that wo can mako botter use of your talonts and skills?

Flgure 2 Employee Review Form




company sponsored awardse The company also sponsors sammer funsevents and
Chrstinas party,

Remodeling Desipms and Case FHandyman employee henefit policies help maintain a
supportive worl environment. Vacation days, personal leave time, cducationftraining fund-
ing, and family health insurance are all part of the benefits offered.

This is a family-tun company that is aware of family responsibilities. Employees who
need 1o leave to deal with family issues or obligations are not penalized. When a situation
arises, as long as the employee calls in and explains why he or she is unable to work on a
viven day, management tries to work with the employee.

When jobs are completed, the employees review those jobs. The review contains ques-
tions such as:

How would you describe the job?

What aspect of the job did you like the best?
What did you like the least?

What would you change if you could?

What was your best success!

What was your worst failure?

What do you feel you should have been paid?

If the employees are unhappy or dissatisfied with some aspect of the job or future jobs,
Mike and Erich work with them and attempt to make positive changes. Figure 2 shows the
Employee Review form used in an employee's yearly review.

Turnover rate is very low. Most of the employees are there for life. Only one employee
left; he did so because he wanted to further his career by starting his own remodeling com-
pany. Remodeling Designs and Case Handyman have been expanding and adding employ-
ees since their beginning.




/
WY MEASURE!

[ ]! I you don't drive your business, you will be diven out of business,
i B.CL Borbes

Very simply, what gets measured gets done. Effective organizations recognize that il they
cannot measure, they cannot manage. They know that if they do not have suflicient
' information about a pracess, product, or service, they cannot control it. If a process ¢
not be controlled, the organization is at the mercy of chance. Dr. Deming's favorice ques:
tion was, “How do you know?” Without measures of performance, this question can't he
answered.

Measures are indicators of performance. Leaders of effective organizations ask them-
selves, “How are we doing?” every day. They understand that without measures, they
don’t know what they don’t know. They can’t act on what they don’t know. They wont
search for answers unless they question, and they won’t question what they don’t measurc,
: Properly designed measures compare past results with current performance, enabling
[ leaders to answer the question, “How do we know how well we are doing?” Leaders
‘ receive a wide variety of information each day. Having enough information usually isn't
| the problem. Having useful information is. Mark Twain once said, “Data is like garbage.
J You had better know what you are going to do with it before you collect it.” As discussed
| in Chapter 6, effective strategic plans contain performance measures chosen for their
i ability to quantify information about the critical success factors. Information concerning
| these critical success factors enables leaders to make better, more informed decisions.
Leaders use measures of performance to ensure alignment among their organization’s mis-
sion, strategy, values, and behavior. Measures of performance enable effective organiza-
| tions to define the meaning of success numerically. As Lord Kelvin, the British physicist,
stated in 1891, “When you can measure what you are speaking about, and express it in
numbers, you know something about it; butr when you cannot measure it, when you can-
not express it in numbers, your knowledge is of a meager and unsatisfactory kind: it may
be the beginning of knowledge, but you have scarcely in your thoughts, advanced to the
stage of science.”

To remain competitive, effective organizations must manage their employees, processes,
scheduling, production cycle times, supplier partnerships, shipping, and service contracts
far better than their competition. Effective performance measurement systems are used to
understand, align, and improve performance at all levels and in all parts of the organization
(Figure 9.1). As the nursing homes did in the introduction to this chapter, in order to know
how they are doing in key areas that affect their customers’ value perceptions, organizations
must select and then track indicators of their performance efforts.

WHAT ARE GOOD MEASURES OF PERFORMANCE!?

In any organization, employees recognize the importance of working on activities valued
by leadership. Leaders use measures of performance to communicate what activities are
important. Good measures of performance are designed based on what is valued by the
organization and its customers. Well-designed measures encompass the priorities and
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Heallzo tho Neod for Improvement

A vompolling reason lor pursuing Guality
Managemaent must oxist. Chaptors 1,2, 3

!

Committing to Quality Management

Organizalicnal leaders establish the vision and set goals and

objectives to achieve quality management, Chapter 5

I

!

Create a
Customer Focus

Listen to the Voice
of the Customer.
Chapter 4

Strategy Planning and
Deployment

4—{ How will the crganization eliminate

the gap between what exists and
what is needed? Chapter 6

R
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Supply Chain
Management

Establish and
manage supplier
relationships.
Chapter 8

Process Management

Improve process
performance. Chapters 10, 11

Human Resource
Development and
Management

Leaders act as change agents to
devslop a culture focused on
continuous improvement. Chapter 7

y

- Measures of
Organizational
Success
Use measures to

guide improvement
efforts. Chapter 9

Lean Tools
and
Techniques

Use thess tools
and techniques

3 . to make

Problem-Selving Business Project improvements.
Tools and Resuits Management Chapter 12
Techniques o

Ensure that Guide improvement
Use a structured improvement projects through the
problem-solving efforts are use of project
process for best linked to the management
results. Chapter 13 bottom line, techniques. Chapter 14

Chapter 15

Figure 9.1 Achieving Organizational Success

values of both. Essentially, performance measures enable an organization to answer the

following questions:

® How well is something performing its intended purpose?

1 [s the organization able to measure the impact of the changes being made?
® How dees the organization know that it has allocated its assets correctly?




Schedule/Delivery Porformanco
Throughput

Quality

Downtime

Idle Time

Expediting Costs

Inventory Levels
Work-in-Process Levels

Safety, Environment, Cleanliness, Order
Use of Space

Frequency of Material Movement

Figure 9.2 Process
Measures

Well-constructed measures are aligned with strategic goals of the organization as well as
with their customers’ priorities. Willingness to use performance measures increases when
the measures are relevant to the organization operationally and, where applicable, to the
individual personally. Usability is also a function of understandability. Measures that arc
clearly written and focused are more powerful than ones that are oblique or lengthy.

Customer needs, wants, requirements, and expectations must translate into measures of
performance. Effective organizations ask themselves the question, “Have we identified,
selected, and measured factors that reflect what the customers want?” Critical to the success
of any organization is the ability to determine what their customers want and to find the
best way to get it to them. Well-designed measures align strategic objectives with the prior-
ities of the customer. These indicators measure what is of value to the customer. Measures
should also provide information about undesired customer outcomes that must be avoided,
or eliminated, or at least minimized. Measures should also define the product, service, or
process characteristics valued by the organization’s customers.

Measures of performance can be found in two categories: processes and results. Processes
exist to get work done. They are the activities that must take place in order to produce a
product or provide a service. Since processes are how organizations do their work, process
measures monitor operational activities, or how the work is done (Figure 9.2).

Results relate to both organizations and their customers. To an organization, results are

the objectives the organization wants to achieve. Wep

t what the hope to obtain by doing business with t hether it be a

Market Share
Repeat/Retained Customers
Product Line Growth

Name Recognition
Customers/Employees Ratio
Pretax Profit

Figure 9.3 Organizational Results
Performance Measures Focused on
Strategic Intent
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Warranty Claims Figure 9.4 Customer Results
Complaints Performance Measures
Liability Costs Related to Product or

Service Attributes

attributes of products and services (Figure 9.4). Products and services are created by the orga-
nization and purchased by customers. Products can be tangible manufactured items or infor-
mation products such as reports, invoices, designs, or courses. Services received by customers
arc even more varied. Organizations may provide anything from information to dental work
to entertainment products such as movies, games, or amusement park rides.

Measures need to be integrated and utilized throughout the entire organization.
Traditionally, organizations have focused their attention on measures related to the financial
aspects of doing business, such as revenues, profits, and earnings. Effective organizations
realize that the outcomes, processes, products, and services of their business must be mea-
sured. Figure 9.5 provides some traditional as well as broader measures.

Traditional Measures

Revenues W

Profits

Growth

Earnings

Return on Investment (ROI) .
Sales Revenue . .

Total Expenses (")io \\»4,3

Number of Customers
Number of Repeat Buyers ﬂﬂ, R A ¥ WQ\W
Payroll as a Percent of Sales = 6b o 6 ol
Number of Customers per Employee J‘\'MVN‘?S ww

Number of Customer Complaints
Complaint Resolution Rating M '

Schedule Achievement MQ—W )

Overall Organization Measures

Employee Satisfaction, Growth, and Development

Customer Survey Results

Number of Completed Improvement Projects

Cost of Poor Quality (COPQ) Reduction

Vendor Quality Rating

Return on Process Improvement Investment

Safety, Environment, Cleanliness, Order Figure 9.5 Traditional

Condition and Maintenance of Equipment/Tools and Broader
Performance Measures




The Balanced Scorecard method, introduced by Robere Kaplan and v Norton, poes

beyond financial measures and inteprates measures from fonr areas, These measires locus on
key business processes and are alipgned into o few manageable idicators of performance s
that management is able to quickly assess the short- and long-term health of the organiz

tion. The Balanced Scorecard combines and categorizes process and results measures into
four areas: Customer Focus, Internal Processes, Learning and Growth, and Financinl
Analysis. Taken as a whole, the Balanced Scorecard lets leaders see how changes and
improvements affect all areas of their business. This decreases the chance of suboptimization
of results.

When designing measures related to Customer Focus, an organization emphasizes con-
necting with the customer, determining what the customer is interested in achieving, and
using that information to translate the mission and strategy statements into specific market-
and customer-based objectives. In other words, these measures ask, “How do customers sce
us? What must the organization deliver to its customers to achieve high degrees of satisfac-
tion, retention, acquisition, and, eventually, market share? What is the organization going
to do for its customers that will make them want to buy from the organization time and
time again?” They identify and monitor the level of value propositions the organization
delivers to targeted customers and market segments. Value propositions are the product or
service attributes that meet customer needs, wants, and expectations. They are indicators that
customers are satisfied. These measures are in three categories:

[. Product or service attributes related to functionality, price, and quality

2. Customer relationship attributes such as delivery, response time, convenient
access, responsiveness, and long-term commitment

3. Image and reputation attributes which are more intangible factors that attract a
customer

Internal Processes measures study the effectiveness and efficiency of the processes per-
formed by the organization in order to fulfill customer requirements. They answer the ques-
tion, “What must our organization excel at?” When designing these measures, effective
organizations identify the internal processes that are most critical for achieving customer
and shareholder objectives. Once these key processes have been identified, measures are
developed that concentrate on menitoring the improvement efforts in the areas of quality,
response time, and cost. This information is used to determine whether the current
processes serve the customer effectively, whether these processes are the best, and whether
they are operating at their best.

Learning and Growth measures monitor the individual and group innovation and learn-
ing within an organization. These measures focus on the ability of the organization to
enhance the capability of their people, systems, and organizational processes. They answer
the question, “How can our organization continue to improve and enhance customer
value?” Recognizing that this is a long-term effort, organizations emphasize the develop-
ment of employee capabilities; the development of information system capabilities; and
employee motivation, retention, productivity, and satisfaction. These measures judge
whether the organization’s employees have sufficient information and the right equipment
to do their jobs well. They are also interested in whether employees are involved in the




deciaons attectimg them md how much recopntton and support ecmployees receive, They
can be nsed o evadiare cimployee skalls and competencies and compare this information
with what employees will need o the furare, Tn addition, these measures can be used to
monttor the morale and climate wichin the organization,

Financial Analysis measures are perhaps the measures with which people are the most
(amiliar. These measures track an organization's performance in the financial arena. They
are locused on monitoring financial performance. They answer the question, “How do we
appear to our stakeholders?” Examples of financial measures include revenue levels, cost
levels, productivity, asset utilization, and investment risk. Examples of each of the four
types of measures are provided in Figure 9.6. In the following “How Do We Know It's
Working?” feature, examples of how measures relate to goals are shown in Figure 9.7.

Sales Revenues
Total Expenses
Pretax Profit

Return on Investment

Financial Measures @ “Qm AD
Iy /M/uf'

Customer Measures

Number of Customers

Number of Repeat Buyers
Customer Survey Results
Number of Gustomer Complaints
Complaint Resolution Rating
Name Recognition

Price Differentials

On-Time Delivery dpw
Response Time

<
Internal Measures QW 5: W

Payroll as a Percent of Sales —
Number of Customers per Employee
Cost of Poor Quality

Employee Survey Results
Throughput Yield

Quality Level

Product/Service Cost

Productivity

mplo orale

Learning and Growth Measures

Number of Teams

Number of Completed Projects

Number and Percentage of Employees Involved

Number and Percentage of Employees Involved in Educational Opportunities

Figure 9.6 Measures of Performance




Customer Perspective

Goal: Reduced Lead Time
Measure: Lead time

Goal: Customer Partnership
Measure: Number of orders from same customer
Measure: Number of repeat orders

Goal: Increased Sales
Measure: Number of new customers
Measure: Number of orders/week

Goal: Improve Quality
Measure: First-pass quality

Learning and Growth Perspective

Goal: Improved Employee Flexibility and Agility
Measure: Number of empioyees cross-trained and
proficient at at least one other position

Goal: Improved Use of Technology
Meastire: Number of employees trained and proficient
at using Job Boss software

Goal: Increased Safety

Measure: Number of employees aftending safety training

Measure: Number of incidents and accidents

Internal Processes

Goal: Improved Use of Technology

Measure: Numbor of ordots complotod ustng Jol Boss
software

Measure: Number of employees using Job Boss softwaro
Measure: Number of machines linked to Job Boss softwaro

Goal: Reduced Order Processing Time
Measure: Order processing time

Financial Perspective

Goal: Prosper

Measure: Quarterfy financial performance
Measure: Quarterly sales performance
Measure: Profit

Measure: Accounts receivable: Number of days
outstanding

Measure. Sales per employee

Figure 9.7 JQOS Balanced Scorecard

now It’s Working?

JQOS leadership develops measures of performance to support the goals and ohjectives
that they laid out in their strategic plan. Their measures relate to all aspects of their
business: customers, employees, and finances. Figure 9.7 provides a brief summary of
several of their goals and measures. Using these measures, they are able to respond to

questions like:

How do customers view JQOS?

What must JQOS excel at as an organization?

How can JQOS’s people continue to improve and enhance customer value,
both internally and externally?

How does JQOS appear to our investors?

Improvements and changes cost money. JQOS's investors have raised concerns
over the money being spent, but management response is to show how the cost of not




FL L ok, ol oy x|||‘.||ily [, and ot meeting costomer expectations lay
ontwerghs wise improvements o the business, As effective leaders, they wacch their
cash tlow, Positive cash tlow means that the organization has money to grow on, They
won't need to borrow tor growth, and they have enough to meet their debt obligations,
Several of their measures support this, including cash flow and inventory. Cash flow
comes from what an organization sells. It represents money coming in. Onee the prod-
uct is complete, they ensure that customers are paying on a timely basis. A high value
in the accounts receivable column isn't always good. Effective organizations can collect
on these accounts. They don’t have long-past-due accounts.

Since inventory that sits around unused ties up money, effective leaders find
improvements to increase inventory turnover. This means increasing the flow of prod-
uct through the plant. It also means that material and component purchasing is timed
carefully with customer orders. In service-related activities, careful management of
human resources and the supplies or information they need is important. Having who
you need and what you need in order to service customers means that customets are
served more quickly. Serving more customers quickly means that more customers can
be served.

Their measures of performance support investment in the organization too. Sales
have risen from $4 million to $8 million a year. The number of new, long-term cus-
tomers has risen from 30 to 36. The number of orders handled weekly by the plant has
risen from 30 to 60 per week. Lead time has fallen from four to six weeks to nearly two
weeks. First pass quality has increased from 80% to 87%. Profit has risen from 2% to
8%, a figure that includes money spent on improvements. The number of employees
has risen from 26 to 38, primarily due to adding a second shift to handle the increase in
customer orders. Even with the additional employees, the ratio between the JQOS’s
sales and the number of people they employ is strong, $4 million/26 to $8 million/38.
By making improvements to their billing and account receivable processes, despite the
significant increase in sales, the dollar amount of outstanding receivables has not
increased.

Measures are not without their pitfalls. The number of measures used by an organization
must be reasonable to be effective. Measures must focus on what is important to the organi-
zation, not simply on what is easy to measure. It is critical to determine what needs to be
measured and why it needs to be measured before designing a measure of performance.
Measures for measurement’s sake must be avoided. Teo many measures or unfocused mea-
sures lead to hesitation in the users. Often, it is difficult to establish meaningful measures to
act upon. For instance, if the measure is stated as “Improve contact with customers,” there
is little room for defining what is actually being measured or for determining the effective-
ness of activities designed to enhance contact with the customers. Measures need to be spe-
cific and quantitative to be effective. For example, “Visit five customer accounts per
month” or “Decrease scrap on Line 2 by 5% in six months” is significantly more specific,
more easily acted upon, and more measurable compared to the generic statements “Improve




| contact™ or *Reduce waste™ Te i also crttcal to ensaee that the correct thimgs are being
measured. Sometimes the choice s made o measare the easy actions rather than the
- important actions, leading to measures that are merely counts of actions rather than indi
’ cators of business opportunities. In other cases, measures may be too abstract, and althouglh
|| they may sound good on paper, they cannot be achieved because few people understand
what the measures mean. One key question to ask is, “If only one item, parameter, type of
result, and so on, could be measured in order to assess the performance of the organization
at a given level, what would it he?”

| EXA!\_I_IP_I__E—Qﬂ/ Indicators or Measures of Performance

i Leaders of PM Printing and Design created their strategic plan in Example 6.4. Using the
plan, they hope to communicate to their employees the importance of creating and main-
taining a customer-focused process orientation as they improve the way they do busi-
| ness. Their indicators or measures of performance have been taken from their strategic
plan and organized into the four categories discussed in this chapter.

| Customer Measures

Results measures: Overall customer satisfaction
Market share .
Number of customers
Number of repeat customers
Number of new customers
i Process measures: Changes in customer requirements versus changes in processes
to serve customers
Improvements to processes critical to serving customers

Financial Measures

Results measures: Cost per printed unit (impression)
Profitability
Return on investment (ROI)

Process measures: Cost avoidance (petforming work in-house versus contracting
work)

Internal Measures

Results measures: Improvements in hours paid versus hours billed

Process measures: Improvements in job turnaround time (cycle time reduction/

removal of non-value-added activities)

Improvements in billing lag time (cycle time reduction/removal
of non—value-added activities)

Improvements in first-time-through quality (reduction in
rework/scrap)




Loarning and Growth Measures

Fosulls moasaron liprovomaents in omployoe relention

Process moastnos Progross loward cross-training goals for critical processes as
idlentified by customers

When developing measures, consider the following:

What does the organization need to know?

What is currently being measured?

How does what the organization needs to know compare with what it is currently
measuring!

How is this information being captured?

s the information currently being captured useful

[s the information curtently being captured being used?

What old measures can be deleted?

What new measures are appropriate’

Do the identified, selected, and measured factors reflect what the customers need,
require, and expect?

Are these measurements being captured over time’

Can these selected factors be acted upon within the organization!

Can the impact of the changes made be measured’

Have the organization’s assets been allocated correctly?

Measures must be defined in objective terms. The best measures are casy to express as a
numerical value. Key measures focus on the organization’s desired outcomes, undesired out-
comes that the organization wants to avoid or eliminate, and the desired product, service,
ot process attributes or characteristics. Valuable measures show progress toward the mile-
stones of strategic goals and objectives. These types of measures will receive more attention
than those that do not. Decision makers must find a performance measure valuable.
Measures are useful and effective when those using them can identify how the measures
enable them to make better decisions in relation to their day-to-day activities. All measures
must be evaluated to determine their usefulness.

EXAMPLE 9.2 Measures of Patient Care

Consider the process of admitting a patient to the hospital. Patients are focused, rightfully
s0, on their health issues. Upon admission, they are faced with the need to complete
insurance paperwork, get preliminary testing, provide medical history, receive a room
assignment, and schedule necessary procedures. Consider the total cycle time of this
process. It can seem overwhelming.

Hospitals use many measures 10 help them determine where process improvement is
needed. These measures may include the length of time for a nurse to respond o a




patient call budton, the faccuacy of diagnosis, billing orrors, and pationt pain and comfor,
imes peoplo locus on only the tough moasuros, such as pain and comlor, and use
that as an excuse to ignore other measures.

In response to customer complaints about substandard treatment, hospilals are taking

ence. Previously, most of the measures focused on safety and quality standards, such as
how many infections were contracted during patient hospital stays, or the number of
heart-bypass surgeries or C-sections a hospital performs in a year. Although there is a

Financial Measures
Total Expenses
Return on Investment (RO1)

Customer Measures
Number of Patients Treated
Patient Survey Results
Number of Patient/Customer Complaints
Complaint Resolution Rating
Kindness Rating

Staff Courtesy Rating

Patient Information Availability
Patient Comfort Rating

Patient Pain Relief

Patient Readmittance Rate

Internal Measures
Medicine-Dispensing Error Rate
Number of Patients per Employee
Length of Stay

Quality Level

Safety Rating

Number of Surgeries

Infection Rates

Learning and Growth Measures

Number of Teams

Number of Completed Projects

Number and Percentage of Employees Involved

Number and Percentage of Employees Involved in Educational Opportunities

Figure 9.8 Measures of Performance for a Hospital




tondoney 1o viow o “soltstall™ as unimpaortant, moro and moro hospilals aro dovoloping
moastros of porformanco that focus on the pationt Those measuros ol parformance thal
focus on pationt care may includo how well informaed of their condition and lrealmont
pationts foll thay were, patients' physical comfort and pain reliel, the emotional support
palionts received, the respect they received for their preferences and expressed needs,
and how wall hospilals prepared them for caring for themselves at home. Hospitals use
this information to improve the level of care they offer their patients. Some examples of
measures of performance are given in Figure 9.8.

[OW ARE MEASURES OF PERFORMANCE UTILIZED IN
AN FFFECTIVE ORGANIZATION!?

(;\g Information is instrumental to guiding an effective organization. Leaders of effective organi-
f'l] 2 BY zations analyze information provided by performance measures to assess and understand
their organization’s overall performance. This information enables leaders to make appropri-
"ate decistons about the actions they must take to ensure organizational success. Performance
measures can be used to align day-to-day activities with the strategic plan and improve orga-
nizational performance at all levels and in all parts of the organization (Figure 9.9).

The quality management system and Six Sigma programs used by effective organizations
emphasize good management of information and knowledge. Through the use of perfor-
mance measures, leaders use the systems and programs to select projects ensuring that all
Jecisions are tied to business results. The measures used by these systems and programs seek
to optimize overall business results by balancing cost, quality, features, and availability of
products and their production. The measurement phase of any problem-solving process
should require a complete evaluation of key process variables through the use of measures.
This enables those working on projects to understand how the measures work together
within a complex system to produce good products in a timely manner, at the best cost, and
in a way that meets the needs of the customer and the company.

— Goal - Objective — Measures — Action (Project)

Critical A A1LA2, ... Al A2... AlA2...
Success

Factors

as 5 Vision — Mission — Goal — Objective — Measures — Action (Project)
Ldentiﬂed B Bi1,B2... B1,B2,... B1,B2 ...

Y

Customers L . .
— Goal —» Objective — Measures — Action (Project)

¢ 01,02 .. G1,C2 ... ©LL3; .

— Goal — Objective — Measures — Action (Project)
D Di,D2,... Di,D2,... D1,D2,...

Figure 9.9 Measures and Their Relationship to Strategic Planning




EXAMPLE 9.3 Hospitals Reduce Emergency Room Walt Timo

When a medical emergency occurs, the lasl thing a person wanls o do is wail in an emaor-
gency room to be seen. On average it takes 49 minutes for a doctor to see a pationt in n
U.S. emergency room, according to studies by VHA Inc., an alliance of community hospi-
tals who track such information. Hospitals are responding to patients’ desire to be seon
quickly by listening to the customer, acting on the information they gather, and making sig-
nificant changes to the way they do business. Because of these efforts, short waits in tho
emergency room may become the norm rather than the exception. As reported in The
Wall Street Journal, July 3, 2002, one hospital, Oakwood Hospital and Medical Center in
Dearborn, Michigan, went so far as to promise that anybody taken to the emergency
department would be seen by a doctor within 30 minutes—or he would get a written apol-
ogy and two free movie passes.

To reduce emergency room wait times, hospitals may seek to improve patient check-in
procedures, billing, record keeping, and laboratory processes: they may also upgrade
their technical staff. Measures of performance guide improvement efforts by enabling hos-
pitals to track indicators such as patient wait time before being seen; causes for delay,
such as incomplete paperwork or doctor unavailability; and the amount of time a physician
spends with patients. These measures also serve as a guideline for the hospital, pointing
out where improvements need to be made and how effective their changes have been.
These measures will also tell a hospital whether it can actually offer the guarantee. Some
hospitals are redesigning their emergency departments along a dual-track system to
speed up their handling of lesser problems. Acute-care beds are set aside for the real
emergencies, and an adjacent “fast track” section is designed to treat lesser emergencies
and to get patients treated and released quickly. This type of arrangement has been
shown to reduce the length of stay in the emergency unit by as much as half. Since
Oakwood implemented the 30-minute guarantee, at all four of Oakwood Healthcare
System’s hospitals, patient satisfaction levels have soared. The performance measures
revealed that only 0.9% of the 191,000 emergency room patients (about 1,700 people)
were eligible for free tickets. By studying their performance measures, Oakwood was able
to determine that the average wait is now 17 minutes between patient arrival and a physi-
cian’s examination. Who knows—uwith further process improvements, maybe they will
start offering a 15-minute guarantee.

WHAT ARE THE GOALS OF A MEASUREMENT SYSTEM?

One of the chief goals of a measurement system is to provide leadets with a multidimensional
and qualitative view of their organization. A measurement system is a critical element in the
strategic planning process because it allows an organization to measure progress toward goals
and objectives. Performance measures are decision tools that enable leaders to link their strat-
egy with day-to-day operations. Effective organizations measure the performance of areas that
the organization values the most. Measurement systems allow effective organizations to:

# Determine that a gap exists between desired and actual performance
# Determine the root cause of the gap




m Determine the necesary corrective acton to ehiminate the root cause af the gap
m Determine whether the correctve actions eliminated the root canse and closed the
pap between the actad and desied pedormance

Ciap anadysis— the sty of the difference between actual and planned progress—allows effec-
tive ovpanizatons o fearn wheve their efforts should be focused concerning their strategic plans.
Giap analysis is o critical component of a measurement system because it drives organiza-
tional change. For instance, suppose an organization’s strategic plan focused on five activi-
ties: health and safety, quality, cost reduction, throughput, and environmental issues. Then
in order to know whether progress was being made toward these goals, measures such those
in Figure 9.10 must be in place. Effective organizations utilize measures to change the way
they do business. Measures of performance that reinforce the strategic plan enable these
organizations to guide the direction their business is taking.

Health and Safety

Goal: Reduce reportable and lost-time incident rate by 33%
Measure: Lost-time incident rate

Goal: 100% employee compliance in audit of ear and eye protection
Measure: Gount of employees without ear and eye protection during random
monthly inspection

Quality

Goal: Reduce PPM by 50% from last year’s level
Measure: PPM defect rate

Goal: Complete PDSA problem-solving training for all members of engineering
department in four weeks
Measure: Number of people who have compleied training per week

Cost

Goal: Reduce waste from last year’s level by 33%
Measure: Scrap rate
Measure: Rework rate

Throughput Objectives

Goal: Up-time objective for Line 1—improve 10% from actual performance level of
70% to 80% by year-end
Measurs: Up-time performance level for Line 1

Environment

Goal: Reduce PPM exhaust rate by 33% by year-end
Measure: PPM exhaust rate

Figure 9.10 Measures of Performance




EXAMPLE 9.4 Measures and Six Sigma: Justilying a Project

Queensville Manufacturing Corporation creales specialty packaging for aulomotive industry
suppliers. The project team has been working to improve a parlicularly lough packaging
problem involving transporting finished transmissions to the original equipment manufac-
turer (OEM). Company management has told the team that several key projects, including
theirs, are competing for funding. In order to improve the chances of their project being
selected, the team developed strong metrics to show how investment in their project will
result in significant cost savings and improved customer satisfaction through increasod
quality. After brainstorming about this project, the team developed the following list ol
objectives and metrics for their project:

By retrofitting Packaging Machine A with a computer guidance system the following
will improve:

Capacity:

KPOV: Downtime reduction from 23% to 9% daily
(downtime cannot be completely eliminated due to product
changeovers)

KPIV: Resource consumption reduction
20% less usage of raw materials such as cardboard and shrink-wrap due to
an improved packaging arrangement allowing five transmissions per
package instead of four previously achieved

Customer Satisfaction:

KPOQOV: Improved delivery performance
Improved packaging arrangement integrates better with customer production
lines saving 35% of customer production time

KPIV: Reduced space required for in-process inventory
Improved packaging arrangement allowing five transmissions per package
instead of four previously achieved saving 10% of original factory floor
space usage

KPCOV: Reduced defect levels due to damage from shipping
Improved packaging arrangement provides better protection during shipment
saving 80% of damage costs

Revenue:

KPIV: Reduced costs
$600,000 by the third quarter of the following fiscal year given a project
completion date of the fourth quarter of this fiscal year

KPOV: Reduced lost opportunity cost
Increased customer satisfaction will result in an increased number of future
orders

This project was selected as a focus for Six Sigma improvement because it could be
justified by the impact it would have an overall organization performance.




WHAT ROLE DOES THIE COST OF QUALITY INTC MMATION PLAY
(N AN EFFECTIVE ORGANIZATION?

! What drives a company o improve! Increased customer satisfaction! Greater market

aare? Enhanced profitability! Companices ek to improve the way thac they do business ,ﬂb
4 for many reasons, and one of the most important is the cost of quality. Quality costs
U are the costs that would disappear if every activity were performed without defects

every time.

Products featuring what the customer wants at a competitive price will result in
incrensed market share and therefore higher revenue for a company. But this is only part of
the equation. Companies whose products and processes are free of defects enjoy the bene-
fits of faster cycle times, lower warranty costs, and reduced scrap and rework costs. These
lend to lower total cost for the product or service, which leads to more competitive pricing,
which results in higher revenue for the company. Companies that manage their processes
improve the bottom line on their income statements.

' XAMPLE 9.5 Costs of Quality ]

Over an 11-year period, airlines have been trying to reduce the number of lost bags
(Figure 9.11). As of the year 2001, the average number of lost bags per 1,000 passen-
gers was 3.79. In other words, 99.62% of passengers and their luggage arrive at the
same airport at the same time. Why would an airline company be interested in improving
operations from 99.62%7? Why isn’t this good enough? What are the costs of quality in
this situation?

In the case of lost luggage, the types of quality costs are nUMerous. For instance, if a
passenger is reunited with her luggage after it arrives on the next flight, the costs of qual-
ity include passenger inconvenience, loss of customer goodwill, and perhaps the costof a
gesture of goodwill on the part of the airline in the form of vouchers for meals or flight
ticket upgrades.

As the scenario becomes maore complex, a wider array of quality costs exists. For
example, if an airline must reunite 100 bags per day with their owners at a hub airport such
as Atlanta or New York, the costs can pe enormous. The expenses associated with hav-
ing airline employees track, locate, and reroute lost bags might be as high as 40 person-
hours per day at $20/hour for a cost of $800/day. Once located, the luggage must be
delivered to the owners, necessitating baggage handling and delivery charges. If a deliv-
ery service were to charge $1 per mile for the round-trip, in larger cities the average cost
of delivering that bag to a customer might be $50. One hundred deliveries per day at $50
per delivery equals $5,000. Just these two costs total $5,800/day, or $2,117,000 per
year! This doesn’t include the cost of reimbursing customers for incidental expenses
while they wait for their bags, the costs of handling exira paperwork 1o settle lost bag-
0 gage claims, loss of customer goodwill, and negative publicity. Add to this figure the
costs associated with bags that are truly lost ($1,250 per bag for domestic flights and
$9.07 per pound of checked luggage for international travelers), and the total climbs
even higher. In addition, these figures are merely the estimated costs at a single airport
for a single aitline!
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Figure 9.11 Mishandled Luggage (per 1,000 Passengers)
Source: K. Choguetter, “Claim Increase for Lost Baggage Still Up in the Air” Usa Today, March 17, 1998, and
http://airconsumer.ost.dot.gov/.

Consider the more intangible effects of being a victim of lost luggage. If customers view
airline baggage-handiing systems as a black hole where bags get sucked in only to resur-
face sometime later, somewhere else, if at all, then consumers will be hesitant to check
bags. If the ever-increasing amount of carry-on luggage people board the plane with is
any indication, fears of lost luggage do exist. Carry-on baggage presents its own prob-
lems, from dramatically slowing the process of loading and unloading of the plane, to
shifting in-flight ang falling on an unsuspecting passenger when the overhead bins are
opened during (or after) the flight, to blocking exits from the airplane in an emergency.
These costs, such as fees for delayed departure from the gate or liability costs, can be
quantified and calculated into a company’s performance and profit picture. Is it any won-
der that airlines have been working throughout the past decade to reduce the number of
lost bags?

Two factions often find themselves at odds with one another when discussing quality. There
are those who believe that no “economics of quality” exists, that it is never economical to
ignore quality. There are others who feel that it s uneconormical to have 100% perfect quality
all the time. Cries of “Good enough is not good enough” will be heard from some, while others




will sy thae e hieving perece qualiey will bankrapt i company. Should decisions abont (he
level of qualiny of a product o service be wetghed againse other factons such as meeting sched-
tles nd cont? T answer this question, an informed manager needs to understand the concepts
sunrounding the costs of quality, Tnvest tating the costs associated with qualiey provides man-
arers with an effective method o judge the economics and viability of a quality improvement
system. Quality costs serve as o baseline and a benchmark for selecting improvement projects.

/o

HOW ARE QUALITY COSTS DEFINED?

Clost of quality, poor-quality cost, and cost of poor quality are all terms used to describe the costs
associated with providing a quality product or service, A quality cost is considered to be any cost
that a company incurs to ensure that the quality of the product or service is perfect. Quality costs are the
portion of the operating costs brovght about by providing a product or service that does not conform to
performance standards. Quality costs are also costs associated with the prevention of poor quality.
The most commonly listed costs of quality include scrap, rework, and warranty costs. As
Figure 9.12 shows, these easily identified quality costs are merely the tip of the iceberg.
Quality costs can be measured and tracked and then used to guide improvement efforts.
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Howriling an insuranco policy o maleh customor oxpoclations
Rodosigning a faully componont that novor workod right
Reworking a shock absorber afler it was complotoly manufaclurod
Retesting a computer chip that was testec incorreclly
Rebuilding a tool that was not built to specifications
Repurchasing because of nonconforming materials
Responding to a customer’s complaint
Refiguring a customer’s bill when an error was found
Replacing a shirt the dry cleaner lost
Returning a meal to the kitchen because the meat was overcooked
Retrieving lost baggage
Replacing or repairing damaged or lost goods
Correcting hilling errors
Expediting late shipments by purchasing a more expensive means of transportation
Providing on-site assistance to customers experiencing problems in the field
Providing credits and allowances

Figure 8.13 Examples of Quality Costs

N
f? (Q@L[ths can originate anywhere within a company, No single department s

exclusive rights to making mistakes that might affect the quality of a product or service.
Even departments far removed from the day-to-day operations of a firm can affect the qual-
ity of a product or service. For example, a receptionist, often the first person with whom
customer has contact, can affect a customer’s perceptions of the firm. The cleaning people
provide an atmosphere conducive to work. Anytime a process is performed incorrectly,
quality costs are incurred. Salespeople must clearly define the customer’s needs as well i
the capabilities of the company. Figure 9.13 provides a few more examples of quality costs.
Every department within a company should identify, collect, and monitor quality costs that
are within its control.

Quality, in both the service and the manufacturing industries, is a significant factor i1
enabling a company to maintain and increase its customer base. Measuring and tracking
key customer success indicators begins with the prevention of poor quality. As a faulty
product or service finds its way to the customer, the costs associated with the error
increase. Preventing the nonconformity before it is manufactured or prepared to serve
the customer is the least costly approach to providing a quality product or service,
Potential problems should be identified and dealt with during the design and planning
stage. Effort is required to solve an error at this phase of product development, but in
most cases the changes can be made before costly investments in equipment or customer
service are made.

If nonconformity of a product or service is located during the manufacturing cycle, or
behind the scenes at a service industry, then the nonconformity can be corrected internally,
The cost is greater here than at the design phase because the product or service is in some
stage of completion. Product may need to be scrapped or, at a minimum, reworked to meet
the customers’ quality expectarions.
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If a nonconforming product or service reaches the customer, the company that is provid-
ing it incurs the greatest costs. Customers who locate this nonconformity will experience a
variety of feelings, the least of which will be dissatisfaction. Even if the customers are later
satisfied by being provided with a new product, a repaired existing product, or a repetition
of the service, the damage has already been done to the company’s reputation. Disgruntled
customers rarely fail to tell others about their experience. Mistakes that reach the customer
result in the loss of goodwill between the present customer, future customers, and the
provider. Failure cost increases as a function of the failure’s detection point in the process
(Figure 9.14). Mistakes, scrap, and rework are measures of performance that most organiza-
tions use to indicate where improvement is needed.

EXAMPLE 9.6 Human Error or Poor Design?

Repainting a room is a time-consuming if not costly task. Paints come in a wide variety of
colors, types, and finishes. Consistently mixing paints to specific formulas allows for uni-
formity even when multiple individual gallons of paint are purchased. To ensure true col-
ors, careful research by paint developers often results in different tint bases needed for
different colors.

Recently, a home owner purchased four gallons of a custom-mixed, off-white paint in
order to paint their front room and entry hall. During the painting process, the paint devel-
oped noticeable variations: large areas looked more gray than white. This was odd since
the previous color on the wall was the same off-white and the four new gallons were all
mixed and purchased at the same time. A very close inspection of the fine print on the
label of one of the new cans of paint revealed that the tint base used for that can was
different for the other three cans. Two types of tint base were available for this paint, one




lor whitos and ono for colors, Tho clork at tho paint storo hag madvortontly mixod an
incorrect can,

The costs of Quality associated with this siluation are many: tho customer's timo o
return to the paint store for another can of paint, the time to repaint the walls, the slore's
time to mix another can of paint, the cost of refunding the money on the first can of pain,
record keeping for inventory and billing, and so on. This situation was further compoundeci

At first glance, these costs of quality should pe placed under “operator error.” Doing so
would result in follow-up fraining for the Operator who inadvertently mixed the wrong tint
base. Chastised, the Operator would pledge not to make such a mistake in the future,
However, follow-up of this sort may fall short of preventing other errors of the same kind at
other stores by other employees. Why?

Assigning operator error to these costs of quality fails to uncover the root cause of the
problem. Remember, it took “a very close inspection of the fine print on the label” to dis-
cover the paint tint-base type. At first, second, and even third glance, the labels of the two
tint-base types appear identical. Both labels are the same color, red with gold lettering.
Boldly displayed on both labels, the company logo, the name of the paint, and the luster
level of the paint (flat, semi, or glossy) are identical in color, font, font size, ang word

WHAT TYPES OF QUALITY COSTS EXIST?

The costs associated with Prevention of nonconformities, with appraisal of products or sey.
vices as they are being produced or provided, and with product failyre can be defined. Less
well defined but equally important are intangible costs, those thar involve a company’s
image. With an understanding of these four types of costs, a Ianager can make decisions
concerning the implementation of improvement projects. Using quality costs, a manager
can determine the usefulness of investing in a process, changing a standard operating pro-
cedure, or revising a product or service design.

Prevention Costs

Prevention costs are costs that occur when q company is performing activities designed to preven;
poor quality in products or services, Prevention costs are often seen as front-end costs designed
to ensure that the product or service is created to meet customer requirements. Examples of
such costs are design reviews, edu cation and training, supplier selection and capabiliry




reviews, and [rrocess fprovenient projects, Prevention actvices must be reviewed 1o
determine whether they taly Bringcabout mprovement i the most cost-elfective manner,

Prevention efforts try 1o determime the oot canses of problems and eliminate them ac
the source 1o avord recurrences, Preventing poor quality keeps companies from incurring
the cont of doing ic over again, Essentially, if they had done ic righe the first time, they
would not have to repeat their efforts, The initial investment in improving processes is
more than compensated by the resulting cost savings.
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Appraisal costs are costs associated with measuring, evaluating, or auditing products or services
to ensure that they conform to specifications or requirements. Appraisal costs are the costs of
evaluating the product or service during the production of the product or the providing of
the service to determine if, in its unfinished or finished state, it is capable of meeting the
requirements set by the customer. Appraisal activities are necessary in an environment
where product, process, or service prablems are found. Appraisal costs can be associared
with raw materials inspection, work-in-process (activities-in-process for the service indus-
tries) evaluation, or finished product reviews. Examples of appraisal costs include incoming
inspection, work-in-process inspection, final inspection or testing, material reviews, and
calibration of measuring or testing equipment. When the quality of the product or service
reaches high levels, then appraisal costs can be reduced.
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Failure Costs

Failure costs occur when a completed product or service does not conform to customer reguire-
‘ments. Two types exist mternal and external. Internal failure costs are costs associated with
product nonconformities or service failures found before the product is shipped or the sevvice is pro-
vided to the customer. Internal failure costs are the costs of correcting the situation. The fail-
ure costs may take the form of scrap, rework, remaking, reinspection, or retesting. External
failure costs are costs that occur when a nonconforming product or service reaches the customer.
External failure costs include the costs associated with customer returns and complaints,
warranty claims, product recalls, or product liability claims. Since external failure costs
have the greatest impact on the corporate pocketbook, they must be reduced to zero.
Because they are highly visible, external costs often receive the most attention.
Unfortunately, internal failure costs may be seen as necessary evils in the process of provid-
ing good-quality products or services to the consumer. Nothing could be more false. Doing
the work twice, through rework or scrap, is not a successful strategy for operating in today’s

economic environment.
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Intangible Costs

How a customer views a company and its performance will have a definite impact on the
company’s long-term profitability. Intangible costs—hidden costs associated with providing a
nonconforming product or sevvice to a customer—involve Mcause they are
diffientt to identify and guantify, intangible costs of poor quality are often omitted from
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guality cost determinations, However, these costs must he neither overlooked nor disre:
garded. 15 e possible to quantity the cost of missingancimportant deadline ! What will be
the impact of quality problems or schedule delays on che company®s ! ntangible cons
of quality can be three or four times as great as the tangible costs o quality, Even i these
costs can only be named, with no quantifiable value placed on them, it is importan th
decision makers be aware of their existence.

The four types of quality costs are interrelated. In summary, total quality costs (¢
considered to be the sum of prevention costs, appraisal costs, failure costs, and intangible costs.
Figure 9.15 shows some of the quality costs from Figure 9.12 in their respective categorion.
The costs associated with poor quality are tangible and measurable. Poor quality costy
an organization and its customers time and money. Poor quality affects the success of any
business. Costs of quality come from a wide variety of sources. Some are the result of basic

Prevention Costs Failure Costs

Quality planning

Quality program administration

Supplier-rating program administration

Customer requirements/expectations
market research

Product design/development reviews

Quality education programs

Equipment and preventive maintenance

Appraisal Costs

In-process inspection
Incoming inspection
Testing/inspection equipment
Audits

Product evaluations

Internal:
Rework
Scrap
Repair
Material-failure reviews
Design changes to meet customer

expectations

Corrective actions
Making up lost time
Rewtiting a proposal
Stocking extra parts
Engineering change notices

External:
Returned goods
Corrective actions
Warranty costs
Customer complaints
Liability costs
Penalties
Replacement parts
Investigating complaints

Intangible Costs

Customer dissatisfaction
Company image

Lost sales

Loss of customer goodwill
Customer time loss

Offsetting customer dissatisfaction

Figure 9.15 Categories of Quality Costs
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organzational capabilities o the Tack of them. These can e remedied only by improving the
sl and toals of the people mnvolved so that they cancimprove husimess processes, Vaiation
icanother source of quality costs, Poor industrial processes that are not capable of producing
products or providing services to customers show high levels of serap, rework, and field fail -
ares, Sometimes this is due to a lack of engineering design, and sometimes customer require-
ments have not been clearly transmitted throughout the organization. In the service part of
an organization, business process variations lead to poor financial performance. Process
improvements are necessary to streamline service processes and eliminate errors. Poor prod-
uet engineering or process design results in quality costs. Within these systems there are
non-value-added activities, poorly documented processes, and inadequate procedures.
Process management and improvement (Chapter 11) is crucial to eliminating these sources
of quality costs. Supplier capabilities play a role in quality costs. The lack of quality suppliers
can lead to late deliveries, poor-quality components and parts, and poor service. Effective
organizations identify and address the quality costs that plague their organization.
Investments made to prevent poor quality will reduce internal and external failure costs.
Consistently high quality reduces the need for many appraisal activities. Suppliers with strong
quality systems in place can reduce incoming inspection costs. High appraisal costs combined
with high internal failure costs signal that poor-quality products or services are being pro-
vided. Efforts made to reduce external failure costs will involve changes to efforts being made
to prevent poor quality. Internal failure costs are a portion of the total production costs, just as
external failure costs reduce overall profitability. When dealing with quality costs, companies
need to ensure that appraisal costs are well spent. Companies with a strong appraisal system
need to balance two points of view and consider the trade-off: Is the company spending too
much on appraisal for its given level of quality performance, or is the company risking exces-
sive failure costs by underfunding an appraisal program? In all three areas—prevention,
appraisal, and failure costs—the activities undertaken must be evaluated to ensure that the
efforts are gaining improvement in a cost-effective manner. Figure 9.16 reveals that as quality

Indirect

Profit
quality

Cost
Profit of quality

Figure 9.16 Cost of Quality versus Profit




costs are reduced o the case of prevention quality costs, anvested wisely, overall company
! profits will increase, The sivings associaced wirhe dommg e ighe dhe fiese tme show apin the
company’s bottom line.

[ ] | EXAMPLE 9.7 Uncovering Quality Costs o

A sheet metal stamping firm recently bid $75,000 as the price of providing an order of alu-
minum trays. After stamping a large number of these trays, the company investigated their
costs and determined that if preduction continued, the cost of providing the order would
be $130,000! This was nearly double what they had bid.

They immediately set out to figure out what was causing such a dramatic increase in
their costs. They investigated their product design and found it to be satisfactory.
Prevention costs associated with product design and development were negligible. The
customer had not returned any of the completed trays. There were no customer com-
; plaints and therefore no corrective-action costs. Their investigation showed that external
i failure costs were zero. Appraisal costs were normal for a product of this type. Incoming
material and in-process inspection costs were similar to the amount projected. The prod-
uct had not required any testing upon completion.

It was only when they investigated the internal failure costs that the problem became
| apparent. At first, they felt that internal failure costs were also negligible since there was
almost no scrap. It wasn’t until a bright individual observed the operatars feeding the trays
through the stamping operation twice that they were able to locate the problem. When ques-
tioned, operators told the investigators that they knew that due to inappropriate die force, the
product was not stamped to the correct depth on the first pass. Since the operators knew
that the trays would not pass inspection, they decided among themselves to rework the
- product immediately, before sending it to inspection. The near doubling of the manufacturing
costs turned out to be the internal failure costs associated with reworking the product.

Essentially, the company incurred a cost of quality equal to the standard labor and pro-
cessing costs of the operation. To meet specifications, a significant number of trays were
being handled and processed twice. Only by preventing the need for double processing
can the costs of quality be reduced.

This type of internal failure cost actually began as a prevention cost. If the manufac-
turer had investigated the capability of the stamping operation more closely, they would
have determined that maintenance work was necessary to improve the machine’s perfor-
mance and therefore improve product quality.

WHAT DOES A FORMAL QUALITY COST MEASUREMENT
SYSTEM LOOK LIKE?

In the struggle to meet the three conflicting goals of achieving high quality, low cost, and
timely delivery, identifying and then quantifying quality costs helps to ensure that quality
does not suffer. When quality costs are discussed as a vague entity, the importance of their
relation to cost and delivery is unclear. By quantifying quality costs, all individuals produc-
ing a product or providing a service understand what it will cost if quality suffers. True cost
reduction occurs when the root causes of nonconformities are recognized and eliminaced.




A guality cont measrement systenn should Be desined 10 Leep tack of the ditterend
types ol quadity contss The ability tordetine and quantily quality costs enables organizations
tormanage qaality more effectively. Onee quantified, these costs can be used 1o determine
which projeces will alow for the preatest return on investment and which projects have
heen most elfective at improving processes, lowering failure rates, and reducing appraisal
costse A quality cost measurement system should use guality costs as a tool to help justify
fmprovement projects,

Quantilying quality costs will help organizations zero in on which problems, if solved,
will provide the greatest return on investment. A quality cost measurement system should
try to capture and then reduce significant quality costs. Effective cost reduction occurs
when the processes providing products or services and the related SUPPOTt processes are
managed correctly. Measures are key to ensuring that the processes are performing to the
hest of their capability. After all, what is measured can be managed. Once the cost of qual-
ity data has been measured and tabulated, the data can be used both to select quality
improvement projects and to identify the most costly aspects of a specific problem. Failure
costs are prevalent in all aspects of providing goods and services, from design and develop-
ment to production and distribution. Support processes, such as marketing and human
resources, can also be the source of quality costs. When justifying improvement projects,
look for rework, waste, returns, scrap, complaints, repairs, expediting, adjustments, refunds,
penalties, wait times, and excess inventory. Cost improvement efforts should focus on
locating the largest cost contributors. Try not to be tempted to spend time chasing insignif-
icant, incremental measures of quality costs, Use a Pareto analysis to identify the projects
with the greatest return on investment, and rackle those first.

Those establishing a quality cost measurement system need to keep in mind that the suc-
cess of such a system is based on using quality cost information to guide improvement. Each
cost has a root cause that can be first identified and then prevented in the future.
Remember that preventing problems in the first place is always cheaper. Those implement-
ing a quality cost measurement system need to establish a basic method of identifying cor-
rectable problems, correcting the problems, and achieving a new level of performance.

HOW ARE QUALITY COSTS UTILIZED FOR DECISION MAKING?

All initiatives undertaken by an organization must contribute to its financial success.
Quality costs can be used as justification for actions taken to improve the product or ser-
vice. Typically, investments in new equipment, materials, or facilities require the project
sponsor to determine which projects will provide the greatest return on investment. These
calculations traditionally include information on labor savings, on production time savings,
and on the ability to produce a greater variety of products with better quality. The “better
quality” aspect of these calculations can be quantified by investigating the costs of quality,
particularly the failure costs. It is important to determine the costs of in-process and incom-
ing material inspection, sorting, repair, and scrap, as well as the intangible costs associated
with having a nonconforming product or service reach the customer. Making a decision
with more complete quality information, such as product appraisal costs, can help deter-
mine the true profitability of a product or service.




Costs of Quality

Prevention Appraisal

Process planning Inspection

Process control Auditing

Training

Internal Failures External Failures
Scrap Cost to customer
Rework Complaint adjustments
Overtime Returned material

Costs to do it over again

Intangible Costs
Reputation

Figure 9.17 JQOS Costs of Quality

Once quality costs have been identified, those reviewing the project can determine
whether the money for the project is being well spent to contribute to the growth of (he
company. Identifying and then quantifying quality costs has a twofold benefit: Cost savin
are identified, and quality is improved. By improving the quality performance of a company,
the company also improves its quality costs.

With any quality measurement or improvement system, the information and improve-
ments realized need to be applied to any future activities, Dr. Deming’s Plan-Do-Study-Ac(
cycle plays a significant role. Once an organization has planned and implemented improve-

Th recognize the importance of tracking costs of quality. They have
measures of performance related to the five types of quality costs: prevention, appraisal,
internal failure, external failure, and intangible costs (Figure 9.17). They use this qual-
ity cost information for decision making. As with their other medsures, as they study
process performance, they make changes and improvements that align with their
strategic plans.

For instance, they have made significant ehanges in how shafs are packaged and
shipped, significantly reducing the damage caused by poor handling after the shafts leave




the plane: This decsion came abont after the owner visited a very good customer. During
aconrtesy tour of the plant, they visited shipping. There on the table, to his horror, lay a
broken box of very expensive shafts, The hox could hardly be called @ box any more,
consisting of mangled cardboard held together by bands of steel. The shafts, their pro-
fective wrapping sleeves missing or torn, were covered in nicks, scratches, and dents
cansed by the bands of steel rubbing against their unprotected surfaces.

With his heart in his throat, the owner profusely apologized to the plant manager.
The manager responded that they had never had trouble before. The total cost of the
lack of quality in this one incidene: $15,000. This included money for the scrapped parts,
original shipping and reshipping costs, money spent to process the parts through the
plant the first time and then to do it over again, money spent to rearrange production in
the plant and work overtime to create replacement shafts, and money spent to make
repeat customer visits to show support and check on future shipments.

A root cause investigation into the situation revealed several problems. A new and
incompletely trained shipping clerk had been left on his own despite specific instruc-
tions that he was to ship no parts on his own. This new clerk had not wrapped the
protective sleeves around the parts before putting them in the box and banding it. The
second critical error occurred when the shipping company contracted to ship the parts
subcontracted the job to a less qualified shipper. This shipper significantly damaged the
box in shipment and then placed the metal bands around the parts to hold them
together until they got to the customer’s plant.

The changes made to the process included enhanced training procedures and a sign-
off form from the supervisor for shipments prepared by any new clerk until that clerk
completed their training. Also, a new type of protective sleeve is now being used.
Shipments of shafts over a certain size now are packaged completely differently, allow-
ing more support for the heavy weight of the shafts. A different shipper has been con-
tracted and provided with specific shipping instructions. In the year since this event
occurred, no shafts have been damaged in shipping. Rather than react to this incident
as a single occurrence, cost-of-quality information was used to guide a permanent
improvement.

HOW DO THE MALCOLM BALDRIGE NATIONAL QUALITY AWARD
CRITERIA SUPPORT MEASUREMENT, ANALYSIS, AND KNOWLEDGE
MANAGEMENT FOR EFFECTIVE ORGANIZATIONS!?

The Malcolm Baldrige National Quality Award (MBNQA)) criteria encourage organizations
to take a careful look at their knowledge management systems, particularly the measures of
performance used as indicators of process improvement. In Section 4.0, Measurement,
Analysis, and Knowledge Management, organizations are asked to describe how their perfor-
mance measurement system operates. They are asked to provide details about how their
organization gathers, analyzes, and uses performance data and information. Organizations




must provide mtormation about then pedommance measirement systen, e lading how it s
used to effecrively understand, align, and improve pedormance atall Tevels and i all pars of
the organization. They are asked to deseribe how their organization analyzes performance
data and information to assess and understand overall organizational performance,

Knowledge management and information analysis are crucial for creating and maintain:
ing an effective organization with an unwavering focus on the customer. Gathering i
analyzing information are not limited to one area of the organization. When evaluating
how effective an organization’s knowledge management and information analysis systen iy,
ask these questions based on the MBNQA criteria:

Leadership

How does leadership analyze and use information?
What information are leaders analyzing and using?
Are leaders converting information into appropriate policies and actions?

Strategic Planning

How does the strategic plan analyze and use information?
How does the strategic plan react to new information?

Customer and Market Focus

Is the organization gathering useful customer and market information?

How is this information gathered and disseminated?

Is useful customer and market information communicated to employees in a manner
that improves their job performance and enhances customer service?

Measurement, Analysis, and Knowledge Management

How does the organization measure, analyze, and improve performance?

How does the organization select, collect, analyze, align, integrate, and use informa-
tion in day-to-day operations?

What comparative data is used? Why was it chosen?

When and how are organizational performance and capabilities reviewed?

How are review findings integrated into operations?

How do employees access needed information?

How is information kept reliable, secure, and accessible?

How are information accuracy, integrity, reliability, timeliness, security, and confiden-
tiality kept?

How are emergencies dealt with?

How are employees gathering, analyzing, disseminating, and using information
related to key processes?

Does the organization have communication systems in place that enhance the
employees” ability to obtain, analyze, and use information?
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Dy employee policies and rewad systems sapport the use and analysis of information
relited to key processes during day-to-day activities!?
Do employee policies and reward systems support the use and analysis of information

during contimuous improvement activities!

Process Management

Have key processes supporting the analysis and use of information been identified
and/or improved?

Is the organization gathering appropriate information concerning key processes?

Is the information gathered being used to support appropriate improvement efforts!?

Results

Do the business results associated with key processes reflect the judicious analysis and
use of information?

Is the successful integration of customer and market information into the strategic
plan shown by the business results!?

ILESSONS LEARNED

Metrics are powerful tools. Metrics help effective organizations see the difference between
desires, perceptions, intuitive guessing, and reality. Fact-based decision making is sound
decision making. Dr. Shewhart showed that metrics can be used to determine whether a
process is stable and predictable. He proved that metrics show how much variation is pre-
sent in a process. Because they help people understand processes, metrics help identify
problems that might have been overlooked. Metrics validate what is important and what is
not. They also validate whether our processes are performing to expectations. Metrics are
the link between process inputs and process outputs. By establishing a baseline, they help us
evaluate the current situation and communicate the changes necessary. Metrics show
whether the gains that were made have been retained. Metrics don’t leave room for
excuses. They show process performance at its best and at its worst.

Fffective organizations have learned that it is essential to measure performance in all
areas of the company. Performance measures allow for appropriate accountability and provide
important information about organizational performance in all areas of the organization,
including finance, operations, and support services. Measures enable effective organizations
to complete their goals and objectives as established in their strategic plan. Cost-of-quality
studies can reveal areas where organizational improvement is needed.

Measures are indicators of performance.

1. Good measures of performance tell how well something is performing its intended
purpose.
7. Good measures enable organizations to determine the impact of changes.




Vo Glood measures el Teaders whether assets have heen correctly allocaed.

4. The Balanced Scorecard approach emphasizes the smportance of having (inancial,
customet, internal processes, and learning and growth,

5. Gap analysis is the study of the difference between what was planned and wha
actually occurred.

6. Costs of quality are the costs associated with providing a product or service.

7. Five types of quality costs exist: prevention, appraisal, internal failure, external
failure, and intangible costs,

8. Quality costs should be utilized for decision making.

Are You a Quadlity Management Person?

Measures of performance and costs of quality can play a role in your day-to-day activities.
Check out these questions and find out whether you are a quality management person.
How do you answer them on a scale of 1 to 10?

Can you identify measures of performance for your key day-to-day
processes?

1234586 78 940

Do you regularly measure whether you are meeting your personal goals and
objectives?

12345678(910J

Do you regularly measure whether you are meeting your work-related goals and
objectives?

123456789@/‘1

Do you measure the impact of changes that you have made in your life?

123456789 10,

£

Do you think about balancing your scorecard? (What measures would be on your
scorecard?)

123456 7 s\@_;j-m‘

Do you perform a gap analysis to determine the gap between what you had
planned and what you actually accomplished?

123456789{1013

—




Flwve youidentitied iy prevention costasocied witl the activities you perform!
‘12345678910
FHave you identitied any appraisal costs associated with your activities?

‘123456'_‘/’8910

Have you identified any internal failure costs associated with your activities?

(123456789*@"‘

Have you identified any external failure costs associated with your activities?

A
123456789-QJ

Have you identified any intangible costs associated with your activities?

12345678{\910[

Do you consider your identified costs of quality when making decisions or changes?

12345678:91ﬂ

5

-

Chapter Questions
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10.

What did B. C. Forbes mean when he said, “If you don’t drive your business, you
will be driven out of business”?

. How do effective organizations use performance measures?

. What is the difference between process and results measures?

- Why is an effective performance measurement system necessary’

- What performance measures does the organization you work for use?
. How does your organization use performance measures?

. Create a set of measures, based on the Balanced Scorecard and Example 9.1, for

a fast-food restaurant.

. Create a set of measures, based on the Balanced Scorecard and Example 9.1, for

a movie theater.

- What is a prevention cost? How can it be recognized? Describe where prevention

costs can be found.

What is an appraisal cost? How can it be recognized? Describe where appraisal
costs can be found.
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13.
14,
15.

CHAPTER

What are the two types of failure costs? How can they be recognized? Describe
where these costs can be found.

Describe the relationship among prevention costs, appraisal costs, and failure
costs. Where should a company’s efforts be focused? Why!

How are quality costs used for decision making?
What should a quality cost system emphasize?
What are the benefits of having, finding, or determining quality costs!
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Chapter 9 CASE STUDY

SECTION 4.0: MEASUREMENT, ANALYSIS, AND KNOWLEDGE
MANAGEMENT

aned Tndure

The Measurement, Analysis, Knowledge section of the MBNQA criteria addresses an orga-
nization's information management and performance measurement systems. It also exam-
ines how an organization analyzes and urilizes performance data and information.

The key goals of this section are to:

omiln!

1. Examine the key aspects of the information management and performance mea-
surement systems of Remodeling Designs, Inc. and Case Handyman Services.

2. Examine how Remodeling Designs/Case Handyman analyze performance data and
information.

This section was created by Jen Meyer, Molly Schuetz, Erich Eggers, Joan Cordonnier,
Mike Cordonnier, and Donna Summers.

Information and Analysis Questions

1. What methods do you use to gather performance data and information? Are the
methods the same for both Case Handyman and Remodeling Designs?

2. How large a role does the actual data gathered play in your overall organization?
Where exactly in your organization is the data used?

3. Who in your company collect/compile data? What information is important
to them? What do they need to know about your company? What do they
need to know about your customers? What do they need to know about your
competitors?

4. Give examples in which your companies use the data collected to make manage-
ment (leadership) decisions.

5. How do your companies ensure that the dara gathered is helping you work toward
your mission statement?

6. How does the analysis of your information help to ensure customer satisfaction?

7. How do your companies use the results found to show where you are now and to
project where you will be in the future?

8. How do your companies gather data for monitoring daily operations?

9. How do your companies communicate important data and information between
and among:

a. employees?

b. suppliers?

c. customers!
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10, How do your companies use your data to tracke ceends of problens wichin the
company!

11. How do your companies ensure that the datafinformation gathered s accurace!

12. How do you make sure that the data collected is kept up to date and responded 1o
in a timely manner?

13. Do your companies use benchmarking to compare themselves against other com-
panies’ data?

14. How do your companies gather, analyze, disseminate, and use information related
to your key processes?

15. Has the information that you gathered, analyzed, disseminated, and encouraged
enabled your companies to improve their performance as exhibited by the bottom
line?

4.0 Measurement, Analysis, and Knowledge Management

The Measurement, Analysis, Knowledge Management category examines the information
management and performance measurement systems of Remodeling Designs/Case
Handyman, including how these organizations analyze performance data and information.

4.1 MEASUREMENT AND ANALYSIS OF ORGANIZATIONAL
PERFORMANCE

This section describes how Remodeling Designs/Case Handyman provide effective perfor-
mance management systems for measuring, analyzing, aligning, and improving performance
at all levels and in all parts of the companies.

4.1a Performance Measurement

Remodeling Designs’ and Case Handyman’s first essential employee performance measure-
ment tool is the Employee Review worksheet (see Figure 2 in the Chapter 7 Case Study).
Annually, each employee is given this review sheet to complete. The employees use this
review sheet to constructively rate themselves and identify improvements needed for the
following year. They then discuss the review with either Mike or Erich in a performance
review meeting. This worksheet changes yearly based upon what information the managers
need that year to maintain happy employees and to complete jobs successfully.

The second performance measurement tool is the Valued Client Feedback survey. This
survey provides Remodeling Designs feedback from the customer on completed jobs. The
original format, based on another company's template, simply had the customer circle
Yes/No and did not allow customers to truly rate the company’s performance. After review-
ing their company’s needs, Remodeling Designs developed a new survey in order to track
data that was important to them. The new survey allows customers to rate the company’s
performance on a scale from 1 = Strongly Disagree to 5 = Strongly Agree. The new format
targets and supports the mission statement.

The Daily Log records the daily progression of a remodeling job. This log contains
details such as weather conditions, temperature, inspections, labor on-site (subcontractors




ihin the andd conpany crnployees), dinly satery wspectons, calls made, communications with cus
tomers, andacderated Tty of jobs performed . The og s essential torthe company s il
mentand communicatton pracesses, Tealows Remodeling Designs and Case T limdyman to
track the swmount of tme needed for differenc phases of a project and helps them project
costs for future projects,

Both companies use henchmarking to make improvements. Attending the multicom-
pany national meeting Remaodeler’s Executive Roundtable (RER) allows Remodeling i/

cuane!
atnded 1o

Ilt‘l Lol

el Designs to benchmark itself against other remodeling companies. This meeting has brought
| many successful changes to Remodeling Designs, for example, revision of the customer con- .
“' o trict, increase in salaries, increase in the price of services, and the idea of incentive trips for
i hattom cmployees. Another key item from RER is the “Percent-of-Completion” accounting sys-

tem, a standard program used in the construction industry. This program shows the
profit/loss ratio and allows Remodeling Designs to see a clearer picture of where they stand
as an organization. Attendance at the RER meeting allows them to improve their perfor-
mance as exhibited by the hottom line. Case Handyman is part of a 30-company franchise

nlstion in which they benchmark against one another.
nlorrtio

entpnn/Cline

. 4.1b Performance Analysis
nlormation,

Remodeling Designs and Case Handyman use data to make management decisions in
order to move their companies forward and be competitive in the market. Examples of
how management uses this data are reallocation of manpower, preparation of financial
data/budget, and advertisement/marketing. In addition, when Remodeling Designs and
Case Handyman receive a lead, they conduct an extensive interview of what the cus-
tomer’s needs are, and they use this information to make managerial decisions on whether
to accept or reject a job.

Remodeling Designs and Case Handyman are lacking in the area of data tracking. The
items they do track are gross profit and referral/repeat business leads. The items they would
like to track are the approval rating with customers (discussed in Section 4.1a) and the war-
ranty costs. Case Handyman tracks performance data and collects data through a database.
Remedeling Designs uses verbal communication and finds it difficult to track numbers.
Thus, both companies collect pertinent information which they could track but do not.
Time and manpower are also an issue. By tracking information, the companies could make
valuable changes to increase the bottom line.
sy, Thils The second area for improverpent is trac.king trends of Problems within -Remode[ing
s folss, The Designs. The Case Handyman office has a white board on which employees write problems.
: Remodeling Designs does not have an internal system for tracking problems. Externally,
Remodeling Designs uses warranty to track problems after the fact. The warranty form is
completed and submitted to the section in the binder.

Cive perfors
perormince

e measkres

ase Study).
cees use this
cled for the
petlormance
he managers

oer cirele
\VLer reviews
der to rrack
¢ company's
“new format

4.2 INFORMATION AND KNOWLEDGE MANAGEMENT

This section describes how Remodeling Designs and Case IHandyman ensure the
opp contains quality and availability of needed data and information for employees, suppliers, and
[contractors CUSTOMETS.
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.20 Datac Availabilicy

Remadelmgg Designs and Case Tandyman retain information abont a job and its organiza-
ton i abinder The process of compiling the hinder is an ongoing task throughout a job
(Figure D). From the moment that Remodeling Designs accept the job until the job is com-
pleted, this hinder stores all information that the company might need. After the job has
been completed, the binder is stored and is readily available for later referral. The company
hegins the process map by starting a binder for every job accepted and making the appropri-
ate cover and tabs. Then they use the map to explore how all of the information is added to
the binder, including the contract map to the job site, job estimate, calendar of events, pay-
ment schedule and copies of payment methods, estimates from suppliers, master list of mate-
rials, copies of the design, daily log, warranty claims, and customer survey. As mentioned
above, the map ends with the binder being put into storage for future reference in case the
customer needs an item repaired or wants to have another remodeling job completed.

The weekly meetings help employees exchange positive and negative aspects of jobs.
Employees discuss issues such as job progression and problems at the site, and they forecast
task completion for the following week. This exchange of information helps employees to
communicate and to be in alignment with one another.

4.2b Hardware and Software Quality

In general, Remodeling Designs and Case Handyman use word processing, database, and
presentation software to complete daily tasks. They also use Microsoft Project® to show a
timeline of individual jobs. These jobs are tracked in areas such as what job has been com-
pleted, what needs to be completed, and which employee performs which key tasks.
Remodeling Designs and Case Handyman also use the Percent-of-Completion accounting
system to show their profit/loss ratio and to provide a clearer picture of where the company
stands financially.




