Voice of authority

Extensions wring value from enterprise data

MSI presents an interview with Robert P. Burrows lll, president of On-Point Consulting Group,

Hudson, Ohio. The interview was conducted by MSI Editorial Director Kevin Parker. On-Point

has manufacturing-related expertise in three areas: strategic development, executive decision-

making, and forecasting and demand management.

Rovin Parlzor: Robert, |
know yours 1s a long and voried
career, but recently you had told
me that you aclually bought a man-
ufacturing company to use as a
test bed, as 1t were, for the strate-
gies you use in advising manufac-
turing companies on how to
increase producuviy Yellus a little
bit about your background, and
about that exparience in particular

Robert Burrows: |'ve been in
consulung for half of my business Ufe,
starung with Booz, Allen & Hamilton for
10 years, and now with my own frm The
other half I've spent in hne and general
management, as president of two cor-
porations Rawlings Sporting Goods
the largest team sports manufacturer in
the U S . and Automatic Spnnkler Corp .
a high-tech fire protection contractor
and device manufacturer

Those two profit center management
experiences, and my work at Booz
Allen, have shaped a lot of my views |
know what It means to have to deliver
the numbers each month, and | have
worked for three remarkably profitable
comparnes that provide excellent value
to therr customers At one time, my wife
and | did run our own efectromcs man-
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ufacturing company We trained some
of our consultants in manufacturing
techniques. and the reaittes of manu-
facturing, within that company

The main thrust was to use manufac-
turing systems to enhance a time-
advantaged strategy that brings signifi-
cant value to customers working with
very short lead umes, and looking for
very fast responsiveness on design and
other tme-cntical value dnvers Some-
umes people confuse ume-advantage
with good customer service, but
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they're not strictly related You can
have seemingly good customer service
by internal measures and not be ume-
advantaged in the customer’s eyes
The arlines and the auto industry prove
this point every day

Paorlzore: We also tathed the
other day about the next steps for
the many manufacturning compa-
nies that already have installed
ERP [enterprise resources plan-
ning} systems The industry 1s
using the term extended ERP or
ERP ! to indicate the addition onto
those systems of entensions that
might include advanced planning
and scheduling, customer relation-
shhip management [CRM], or
e-Business You indicated that
much of the worlt On-Pointis doing
1s based around thot—onsuring
that companies get the return-on-
investment [RON from ERP.

Burrows: As manufacturing exec-
utives, we've gone through three dis-
tnct waves MRP in the '70s, MRP Il in
the '80s, and ERP in the ‘90s ERP pro-
vides the core infrastructure for manag-
Ing data, but it typically fits a business
only to the extent of around 50 to 70
percent of the actual day-to-day busi-




ness functions Often in manufacturing.
our consultants find that the formal ERP
system doesn’t actually run the day-to-
day operation of the business, so at On-
Pont, we do several things One is to
help clients understand how to config-
ure the decision-making techniques
inside of ERP to fit their businesses, and
In some cases that requires some add-
on software to the ERP system.

Probably the most common problem
resides with companies that have
nstalled an ERP system for a discrete
manufactunng operation, but they find
out they're actually a flow business Flow
businesses typically are found in pharma-
ceuticals, food production, pant, assem-
bly. and others that want to become
“just-in-time* or "ume-advantaged
We're not talking about operatons where
one item 15 produced continuousty, but
rather, where a vanety of products flow
across work centers In general, ERP sys-
tems have a ternble ume managing flow
operations, even with repetitive function-
aity In flow, the top-level planning s diffi-
cult to te down to shop-level execution
Planner BOMSs [bils of matenal] do not
address the 1ssue One of the biggest
problems on the shop-floor levels the lot
control that we get into with food pro-
duction and pharmaceuticals, for
instance For lot control to work as cus-
tomers need t to work, finished goods
lots and specific suppler lots must be
readily ued together

Improvements or add-on software
normally are required to tatlor the ERP
systems to work better in a flow manu-
facturing environment We find that the
most critical area 1s with the demand-
management process, as defined
recently in an AMR report On-Point’s
view of demand management was
developed through about 18 successful
implementatons We've found it useful
to contrast demand management with
the conventional S&0OP {sales and
operations planning] Demand man-

agement identifies the customer-driven
values that the business must provide
to be very profitable, and then identfies
metncs to manage the customer value
creation process

S&OP 1s very forecast-driven and
cost-based Demand management s
demand-driven, and based on customer
values, not just manufacturing costs

Demand management is fact-driven
S&0OP 1s a consensus-dnven process
with htte actual communication hap-
pening between marketing, manufac-
tuning, and sales—and even less
accountability

Demand management, we've found,
adds enormous value to what the ERP
system basically was structured to do
And we find huge ROIs—10 to 20 umes
the implementation costs—upon put-
tng in demand management

In general, demand management
puts the senior management people in
control, not the system.

Parker: When you implement
these kinds of solutions. I'm
assuming there’s an information
technology component, as well as
a consulting component, in the
strictest sense of the word?

Burrows: There 1s a software tool
or technology tool requrred that bolts
onto, or interfaces with, ERP The
demand management software needs
to be customized every time we put it
in It stands alongside ERP, and 1s oper-
ated by the planners in the business—
the people who use ERP data

The add-on i1s necessary If the com-
pany wants to generate remarkable
profit and cash flow It's just not good
enough to find out whether an opera-
ton hits a forecast It's important for us
to know whether or not customer value
is being created The metncs In
demand management are by business
segment—predicuve, performance-
accountable measures Most of the
ume, customer service must be

expressed in terms other than the stan-
dard internal method, and inventory
must be measured aganst strict defini-
tions of customer expectations for
order fulfilment

Parkeor: What types of ERP sys-
tems, 1n terms of vendors, have
you integrated your software with?

Burrows: Systems from JD
Edwards, SSA. and Oracle, to name a
few We are starung an SAP project, and
we have looked at Baan applications
But t doesn‘'t make a difference what
ERP system it 1s We extract the data
from the ERP system through the
object-oniented database, based on
standard data formats We design what
the data has got to look like going into
demand management. including seg-
ment definmions, capacity definitions,
and inventory sphts So, when we
extract the data out of ERP, the object-
onemnted database attaches business
rules to the data and then places it
inside demand managememt very effi-
ciently It's that extraction through the
business rules in the object-onented
database that makes it so potent.

Parfker: At this point, what
industries are particularly interest-
ed in those hinds of solutions?

Burrows: Complex manufactunng
businesses and some distnbution busi-
nesses, particularly those with muit-
plant operations. Both make-to-order
and make-to-stock businesses should
use demand management However,
the ones that should be very interested
are within the classic flow industries—
especially pharmaceutcal, food pro-
duction, and other complex process-
industry businesses

Some thmk flow only is applhcable to
discrete assembly operations, but
we’ve found flow economics can be
had by a wide varniety of operations
Flow operatons have various product
families that run across the same equip-
ment You see thatn fabrication, device
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Demand management, an ERP add-on, puts the emphasis on creating customer value in each
market segment, directly finking to the MES so sentor management is m control.

manufacturing, pharmaceuticals, and
food production, to name a few

Demand management 15 essental to
proper implementauon of collaborative
planning processes with supphers and
customers since It segregates capaciy
nto “outsider”-recognizable pleces, and
puts both metrics and bounds around
the capacity and inventory data The col-
laborative planning plece Is critical to flow
companies With demand management,
we know the few supplers that impact
each production line, or we should know
who they are It's old-fashioned to think
that every ime we try to run production
we're going to try to knock the price
down on every raw matena! by a penny,
or a quarter of a penny

The biggest benefits for manufactur-
ing and cost control come from having
an m-depth collaborative plan between
manufacturers and upstream cus-
tomers The dea is to become a com-
pany that 1s very responsive to cus-
tomer values, and this requires
maximum flexibiity in manufacturing At
On-Point, with demand management,
we typically are talking about manufac-
tunng master schedules that are only
two or three days forward. and on day
four, we're able to pick different tems to
make, or different warehouses to ship
to Therefore, we provide maximum

responsiveness to customer demand,
and Pull objectives become reality

First you have to look at customer
demand, hopefully tied into the CRM
system, and forecasting, promotional
planning. or demand planning The sec-
ond step involves passing down data to
a cycle-planning system or production-
frequency schedule, which normally 1s
difficult to find in most ERP planning
funcuionality Cycle schedules allow sup-
plers to plan 90 percent of raw maten-
als in a highly stable environment inside
collaborative planning processes

The third step 1S to step down to indi-
vidual SKU [stock keeping unit] sched-
uling SKU break-outs from families
should be done at the last possible
moment prior to commitang raw mate-
nal, so as to maximize inventory replen-
ishment or backlog fulfilment flexibility.
and minimize the risk of stock-out or
late delivenes—even with last-minute
order entry The SKU breakdown i1s
accomplished at On-Point by rate mix
planmng The key is rate, not order, and
mix, not minmum With rate mix plan-
ning done one day. or one shift prior to
raw matertal commitment, we try to
achieve a balanced inventory, not an
arbitrary replenishment to maximum

Using this three-step process, com-
pames are less dependent upon the
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sales forecasts to be correct What
we're doing in demand management IS
reducing rehance on the forecast by
having the most finite or SKU deciston-
making done s0 close to the order ful-
fillment as to act like a demand-pull phi-
losophy. where customer requirements
make the final decisions

Parftor: You have said compa-
nies don't always make full use of
all the funcuonality within an ERP
system Would it be fair to say that
they use it for planning materials,
but not for master production
scheduling?

Burrows: They use 1t for master
production scheduling in a strict aca-
demic sense—that 1s, the dentficaton
of a piece of paper that says "master
schedule” on t Where disconnects
come in—where spreadsheets come
out—is 1n defining the relationship
between scheduling and the capacity
planming We can do capacity plan-
ning—there might even be a subsystem
nside an ERP system that does capac-
ity planning—but there usually 1s nothing
N the execution system that requires us
to use the capacty as it was origmally
intended The disconnect between the
executon system and capacity planning
IS seen in the existence of an informal
system that actually manages execu-
uon The resultis gobs of excess capac-
ity and costs as plant managers are
forced to put cushion in therr staffing
plan, overtime plan, and capnal budgets

Many people fight the MRP systems In
arecent client assignment, we asked the
scheduler, ‘What do you do every day?’
The answer I1s he's scheduling a plant of
1,000 people, and every day. he gets 300
to 400 order action notices out of ERP!
There are so many that he can‘t deal with
all of them, so what he actuaily does is lis-
ten to calls from salespeople and dally
production meetings—whatever the
supenntendents are telling him—and
prcks the order-action notices that seem
to match what everyone's screaming
about That's what they make fiext

The problem is the data isn't bal-




anced It says, "Here are all the different
SKU’s MRP says to make today.”
because of small differences between
forecast and actual demand, and the
difference between actual production
and scheduled production, or whatev-
er It's nearly impossible for ERP to
screen out the importance of one minor
change versus the other If you taik
about a company that's got 1,000
SKUs, you know that 800 of those SKUs
have very Iittle impact on the company
If you follow the 80/20 rule. which 1s
usually pretty accurate, 80 percent of
the tems make up only about 20 per-
cent of the business Yetmn the ERP sys-
tem, every one of those items has the
same weight So the little guys swarm
to overwhelm the big guys, and mas-
sive schedule changes result with httle
actual benefit to the customer

At On-Point, we find the three-step,
top-to-shop planning and execution
process—using demand management,
family cycle planning, and rate mix plan-
ning—is the key The process reduces
schedule changes and ellmmnates the
nuisance order-action notces We make
decisions only when we must, and then
at the last possible minute Whatwe try to
doin our executive decision-support sys-
tem 1s sort out the difference between
the important tems and the ones that
aren’t so important, and bnng balance
back into the decision-making We
emphasize those things that have the
greatest impact on customer values

Bariktor: Who typically 1s the
person who recognizes he has
shortcomings in those areas? Is it
a plant manager, or the vice presi-
dent of manufacturing?

Burrows: Often it's a senior-level
executive, the president of the compa-
ny. or the profit-center manager What's
characteristic is that there's a constant
battle between marketing and manu-
facturing. We never seem to have a
meetng of the minds, and meetings
turn bloody from ume to tme So why is
that? Who's nght, who's wrong?

The wice president of manufactunng or
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operations says, “We just aren’t working
on the same set of rules between manu-
factunng and marketing “ Sometmes it's
the CFO who says, ‘i don't have enough
cash to support the inventory we're
forced to carry to match the economics
of manufactunng and the service require-
ments In fact, many tmes the nventory
goes up and service goes down ’

Many umes it's a cash flow 1ssue |
talked to one VP of manufacturing in a
fairly good-sized company just a couple
of weeks ago and he said, "We just put
n this big ERP system and, gee, we
spent a lot of money, but service is get-
ting worse, not better "

We're going to do a diagnostic review
and pinpoint two or three things that are
most important to that company to get
it back on track The ERP system I1s a
data management system ERP needs
to be configured, but many umes also
enhanced to set the rules for replemsh-
ment decisions, or to establish a proper
planning and execution process so the
formal—not informal—systems actually
run the factory

Porker: How can the interests
of an operational group and the
marketing group be diametrically
opposed?

Burrows: Marketing guys talk about
the specific market segments Manufac-
turing guys talk about production
resources—producton lines Sales guys
talk regions or spectfic customers And
many tmes it's )iImpossible 1o relate the
three, because 1it's rarely 100-percent
clear what segments are serviced by
what production ines Regions and cus-
tomers can cross producton lines and
even market segments Communication
does not happen Demand management
sorts the data so the problem is correct-
ed and signfficantly ted into the execu-
von process Top management is in con-
trol The first requirement 1s a proper
definion of market segmentaton Then
market segments and capacity must be
correlated. Then communtcation, not just
consensus, can commence

To dustrate, ask yourself what are the

five major market segments that you
serve? I'd say a large percentage of our
clients could dentify the major segments
Sometumes they have a problem, but usu-
ally they can do it Then we ask what are
the key values? Now 1t gets a fittle harder
The next question 1s, "What specific
manufactunng capabiites do you employ
to provide those values?” I've never met
anyone who can answer that Once we
finish the market and manufacturing
analysis, we can identfy the direct link
between manufactunng and marketing,
and boy, does that make Ife easy Allof a
sudden, marketing and manufactuning
can talk to each other A company is then
managing to a drsciplined set of values
and everyone knows what's expected
Another way of seeing the oppositton
between markeung and operatons IS in
ther approach to forecasting. In marketing,
forecasts often are seen as necessary. but
not mportant, elements of ther jobs Fre-

As manufacturing executives,
we've gone through three
distinct waves: MRP in the
‘70s, MRP II in the ‘80s, and
ERP in the ‘90s.

quently operations executives beleve a
"perfect forecast” down to the SKU ievehis
necessary to run the business A detased
SKU-level forecast s run off the software,
and a meeting of the minds s not fikely
Both are looking at the situation
parochially Accurate marketing fore-
casts are required, but at a much higher
level of aggregation than SKU Market-
ng‘s upside and downside estimates are
very valuable After all, t's the marketing
guys who can really talk to customers
and assess market condittons For oper-
atons executves, | have a news flash
detalled SKU forecasts over anything
longer than three or four days have very
fitde accuracy for 80 percent of the tems
For example, you've got 1,000 SKUs, yet
we find that there will be less than 100

r
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that actually can be forecasted with a
Staustical system to a reasonable confi-
dence mterval The other 900 are etther
random or chaotc statistical patterns,
which cannot be deait with by the con-
ventional "normal distributon models®
and Inear mathemaucs used in ERP Sys-
tems Ohyes! You will get an answer from
the staustical forecasting system, but the
confidence bmits must be understood
For the bottom 80 percent of the SKUs, tt
IS not uncommon to find the forecast
confidence range 1s -80 percent to +80
percent Or a forecast of 100 units for
next month means demand actually will
be between 20 and 180 However, not
many people ever look at the confidence
interval Try to find a confidence interval
metric thatis even in your ERP system, let
alone that 1s n use or even known to the
forecasting and planning people

At On-Point, we recommend using a
business simulaton model rather than

statistical forecastng Simulauon deals
with the balance between demand and
supply, not simply demand alone We
want to do this at the highest level of
aggregation possible without making the
answers meaningless Normally at the
family or producton group levels, the
data 1s relevant. We seek to balance the
demand realites—which could be very
errauc—with the supply realiies Through
simulation, we set inventory standards or
backlog levels, which wal prowvide pracu-
cal cushions against vanatons in demand
such that producton and supply plans
can be held stable 95 percent of the ume
When implemented, we have found sim-
ulavon s a usefu! tool Inside an overall
demand management process

Porltor: How can companies
get the best value from working
with a consultant?

Burrows: Do a diagnostc study to
define 1ssues and benefits Structure

shorter rather than longer assignments
Have detalled plans of work and hold
umely progress meelngs Make sure
benefits are clearly identfied in designs
and clearly achieved in implementations
First you need to know who it 1s the
consultants will bring In With some of
the larger consulting firms, the busi-
nessis sold by one guy, and the people
who actually show up to do it don't
really know what they're doing
On-Point 1s a principal-driven busi-
ness lrun the assignments in our busi-
ness | have a staff thatdoes a lot of the
work, but I'm on-site | run the Jobs |
also think clients receive the best
results when strong client teams are
part of the solution development. as
well as implementation and operation
The consultant should be like the com-
poser of an orchestral production The
consultant provides the creative work,
the chient directs and plays the plece =
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