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Sequential Value Stream
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Exercise:

Current Value Stream Map

1. Select a development cycle 3. Calculate Process Cycle Efficiency
for creating a Value Stream Value Added Time
Map. Decide when the Total Cycle Time

clock starts (eg. customer has || * Add up time of each step plus time

. _ e T
1 need) and when it StOp - between steps = Total C.yc e. ime
. Add up Value Added Time in each step
(eg. need is filled).

2. Current Value Stream Map 4. Report to the Class.
List / diagram the key cycle steps

List the average time of each step
Does the step add value full time?
Is the step ever repeated?

List the average time between steps







Principle 2:
Amplify Learning

A Tale of Two Projects One Year Later....

%
%

?j

Poor productivity
Poor market acceptance
Poor expert quality rating

Great market success

<!

Alan MacCormack

Harvard Business School




m Acting on predictions as if they were fact locks us into a
course of action Wh1ch W1ll rababl be Wrong
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Team designs and develops

. . _ a potentially deployable
Daily Meeting: 15 minutes. increment of business value.
Teams member answer 3 questions:

1) What did I do since last meeting?
2) What will I do before next meeting?
3) What obstacles are in my way?

Review Meeting:
Working software
IS demonstrated.

Planning Meeting:
Team commits to
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Aircraft Sidewall Fastener
Before: $25-$30 After: $2.5 - $3

Deburr «—— Stamp
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Building: Block

Disciplines
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Assessment:

Basic Disciplines

1. On ascale of 1 — 5(high), 2. Discuss:
rate these Basi.c D.isciplines m Who is responsible for setting
for your organization standards? Who should be?
S BNAS m What ‘centers of expertise’
m Standards : .
_ exist — or should exist?
m  Configuration Management
m  Automated Unit Tests
m  Automated Acceptance Tests 3. Report to the Class.
m  One Click Build
m  Continuous Integration
m  Automated Release
m Refactoring
Total your score.
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1. Even out the Arrival of Work

2. Minimize the Number
of Things In Process

3. Minimize the Size
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Uncouple Technology Delivery from
Product Delivery

Technology
delivery

Technology
delivery

L

. i L i HF— i i i
Froduct Product Froduct
delivery development delivery

Emy s &0

Bret Dodd Nme.’.r:ggrfgg E-‘s;?tent Any product class
R&D Section Manager can take a drop and

Hewlett-Packard Company go to market
Lean Design & Development 2005
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WE HAYE MET
THE ENEMY
ANP HE IS US.













Total Profit

Release 1 Profit
Release 2 Profit
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Investment
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Cost of Delay: On Time Commercialization

ON TIME Assume Year -2 Year -1 Year O Year 1 Year 2 Year 3 Year 4 Year 5
Revenue

Average Selling Price -10%/ yr 1,000 900 810 729 656 590
Total Market Units 10,000 20,000 40,000 60,000 40,000 20,000
Market Share 30% 40% 50% 50% 50% 50%
Units Sold 3000 8000 20000 30000 20000 10000
Total Revenue 3,000,000 7,200,000 16,200,000 21,870,000 13,122,000 5,904,900
Expense

Unit Mfg & Distribution Cost -5%/ yr 200 190 181 171 163 155
Unit Warranty & Support Cost |- 10%/ yr 200 180 162 146 131 118
Total Unit Cost 400 370 343 317 294 273
Manufacturing/Support Cost 1,200,000 2,960,000 6,850,000 9,518,250 5,882,425 2,728,542
Gross Margin $ 1,800,000 4,240,000 9,350,000 12,351,750 7,239,575 3,176,358
Gross Margin % 60% 59% 58% 56% 55% 54%
Engineering 2,000,000| 2,000,000 1,500,000 750,000 750,000 500,000 500,000 500,000
Marketing 15% sales 450,000 1,080,000 2,430,000 3,280,500 1,968,300 885,735
G&A 5% sales 150,000 360,000 810,000 1,093,500 656,100 295,245
Total Expense 2,000,000| 2,000,000 3,300,000 5,150,000 10,840,000 14,392,250 9,006,825 4,409,522
Profit (Loss) -$300,000 2,050,000 5,360,000 7,477,750 4,115,175 1,495,378
% of Revenue -10% 28% 33% 34% 31% 25%)
Cumulative Revenue 3,000,000 10,200,000 26,400,000 48,270,000 61,392,000| 67,296,900
Cumulative Expense 2,000,000| 4,000,000 7,300,000| 12,450,000 23,290,000 37,682,250 46,689,075| 51,098,597
Cumulative Profit -2,000,000| -4,000,000{ -4,300,000( -2,250,000 3,110,000 10,587,750 14,702,925| 16,198,303
Cumulative Profit % of Revenue -143% -22% 12%) 22% 24% 24%




Cost of Delay: Six Month Delay In Commercialization

LATE ASSUME| Year -2 Year -1 Year O Year 1 Year 2 Year 3 Year 4 Year 5
Revenue

Average Selling Price - 10%/ yr 1,000 900 810 729 656 590
Total Market Units 10,000 20,000 40,000 60,000 40,000 20,000
Market Share 10% 30% 40% 40% 40% 40%
Units Sold 1000 6000 16000 24000 16000 8000
Total Revenue 1,000,000 5,400,000 12,960,000 17,496,000 10,497,600 4,723,920
Expense

Unit Mfg & Distribution Cost |- 5%/ yr 200 190 181 171 163 155
Unit Warranty & Support Cost |- 10%/ yr 200 180 162 146 131 118
Total Unit Cost 400 370 343 317 294 273
Manufacturing/Support Cost 400,000 2,220,000 5,480,000 7,614,600 4,705,940 2,182,834
Gross Margin $ 600,000 3,180,000 7,480,000 9,881,400 5,791,660 2,541,087
Gross Margin % 60% 59% 58% 56% 55% 54%
Engineering 2,000,000/ 2,000,000 1,500,000 750,000 750,000 500,000 500,000 500,000
Marketing 15% sales 150,000 810,000 1,944,000 2,624,400 1,574,640 708,588
G&A 5% sales 50,000 270,000 648,000 874,800 524,880 236,196
Total Expense 2,000,000/ 2,000,000 2,100,000 4,050,000 8,822,000 11,613,800 7,305,460 3,627,618
Profit (Loss) -1,100,000 1,350,000 4,138,000 5,882,200 3,192,140 1,096,303
% of Revenue -110% 25% 32% 34% 30% 23%
Cumulative Revenue 1,000,000 6,400,000 19,360,000 36,856,000 47,353,600| 52,077,520
Cumulative Expense 2,000,000/ 4,000,000 6,100,000 10,150,000 18,972,000 30,585,800 37,891,260| 41,518,878
Cumulative Profit -2,000,000( -4,000,000{ -5,100,000| -3,750,000 388,000 6,270,200 9,462,340| 10,558,643
Cumulative Profit % of Revenue -510% -59% 2% 17% 20% 20%




ROI Example: Call Center Upgrade

# calls per day 10,000 . . . . .
av. minutes per call osa| Assumptions: A 5% Increase In customer satisfaction would help to
total time (hours) per day gs| secure $10,000 in additional revenue, which would generate an
peal calll ras 82/ additional 2000 calls per month. A 10% lower time per call would
ff utilizati 75% .
sl LHlizalior rae 2t allow the center to operate with two less people
required staffing level 14
average hourly pay $7.50
regular hours in month 176 5% increase in With New |50% less [One time
total regular monthly pay  $18,480 _ Cus_tome_r 1_0%Iower Operating training savings
% overtime 19% Baseline |Satisfaction time per call|Sustem required [for 50%
> : Revenue $60,000 | $ 70,000 | $ 60,000 | $ 60,000 | $60,000 [reduction
$ overtime $1,980 | [Expenses: traning
total base pay $20,460 | [call Center Staffing $30,916 | $ 36,737 |$ 26,615 |$ 30,916 | $30,496 |difficulty.
supervision $2,455 Support Staffing $ 15,000 | $ 15,000 | $ 15,000 $10,000 | $15,000
TS $7.161 | |Hardware & Facilities [$ 9,460 | $ 9,460 | $ 9,460 | $ 8,000 [ $ 9,460
¢ Total $55,376 | $ 61,197 | $ 51,495 | $ 48,916 | $54,956
urnover 2
training $840 | |Profit $ 4624 (% 8803[$  8505|$% 11,084 |$ 5044
total salary and benefits $30,916 Profit Margin 7.7% 12.6% 14.2% 18.5% 8.4%
Monthly Benefit | | $ 4,179 $ 3,881 [$ 6460[$ 420[$ 2,940 |
system admin $10,000
content maintenance $5,000 | Analysis: The customer stands to gain $6,400 in profit per month in
][‘af‘l’,wlafe ii:gg hardware and system administration costs as soon as the system is
acilities . .y . . .
: 0]
el o) oo ss5376] Installed. Inaddition, If new features lower call time by 10% and
increase customer satisfaction by 5%, the new system will add about
revenue $60,000 | $4,000 in profit per month for each of these benefits. Thus the projected
r";r;’:gm $4'6Z§/ customer benefit is about $14,500 per month, so each week of delay will
0 - .. .
cost the customer over $3000. Features which allow faster training will
customer satisfaction 92% generate a one-time savings of about $3000, and less than $500 per
first call resolution 8% month thereafter. Thus it is clear that the team shouldn’t spend more
abandoned calls 3.60% th k dd f ter t .. f t
Sowntime Mours 2 e an a week adding faster training features.







Two Measurements af Results

1. The Business Case %/
m P&L or @ gﬁ?
m ROI

2. Customer Satisfaction

m All customers
| From dOWHStI'Cam pI'OCCSSCS

m To ultimate users




Thank You!

More I nfarmaz‘ian: WWW. pappendiec&. com




