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Concept to Cash

THINK PROFIT TEAMS

By Terry Myers, Myers & Hill LLC

CALL IT THE SISYPHUS SYNDROME. SINCE THE  would provide them with all the rele-

1980s (when the Japanese redefined
quality), the 1990s (when Wall Street
obsessed about earnings) and now a
recession, most executives feel like
Sisyphus, the guy in Greek mythology
who was condemned to roll a heavy
boulder up a hill for all eternity. They’re
constantly challenged to cut costs deep-
er, wear more hats and work longer
hours.

I visited a company a few weeks
ago and talked with a group of man-
agers who were considering some new
initiatives. They called themselves
“The Profit Team.” I listened as they
explained how they worked together to
improve operations and service. They
had a shared vision and understood the
financials. All along, I was thinking
how different they were from the tradi-
tional project team.

In my experience, project teams often
share a vision, but they don’t under-
stand the financial implications of their
choices. Sometimes there is no clearly
defined “big picture.” These guys were
doing something different. Senior man-
agement had provided them the informa-
tion and latitude to make improvements
to grow profits. Pretty simple.

Now, extend this idea from a team of
managers to all cross-functional teams
working to improve your company’s
services and processes. What might hap-
pen if each team member understood his
or her overall contribution to profitabil-
ity? Every improvement team—whether
its charter is to add revenues or reduce
costs—would be working to meet the
Senior

company’s goals. managers
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vant information and guidance they
needed to make it happen.

I once worked at a company where
the CEO openly discussed the goal of a
40 percent gross margin. Few employees
understood that operating costs were
subtracted from gross margin to com-
pute operating profit. Most people
thought the company was making a lot

of money. After all, if management

missed the goal of 40 percent, even a 30

percent profit must be pretty good,
right? Well, in reality the company’s
gross margin was 30 percent, not 40
percent, and after subtracting operating
costs, it was quietly going broke. People
were hearing gross margin, but they
were thinking operating profit.

Many executives seem to have a pho-
bia about giving team members cost and
profit information. The common fear is
that people on improvement teams will
ask “What’s in it for me?” as if the sav-
ings will be shared berween the compa-
ny and team members,

During the past few years, executives
and employees have been finding that

they really do have a common interest in
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their company’s success. As we become
more global, experience more rapid
communication and manage our own
retirement savings, more people under-
stand the simple economics of profit
making. Everyone’s job is to make
money for the company. For some,
it’s job continuation; for others, it’s
survival.

I talked with an executive who organ-
ized a team of shop workers, engineers
and accountants to recommend whether
to continue investing in a specific
process or accept a supplier’s proposal
to outsource the work. The executive
asked his team to develop an action plan
to beat the supplier’s proposal before he
made his final decision. Given the
opportunity, the team’s total cost beat
the proposed price with immediate and
sustainable cost reductions. They saved
their jobs. That’s profit thinking in
action.

Sooner or later everyone needs to
realize that he or she is on a commis-
sion. Each individual’s contribution
must add value to the company, say,
three to five times salary. Informed prof-
it team members know that service and
cost improvements may keep their com-
pany in business another day. It’s time to
share the burden. Put your team to the

profit wheel and keep pushing. @&

Terry Myers is the founder of Myers & Hill LLC, a
management education and counseling firm.
Mpyers consults with businesses on how to inte-
grate strategy and technology to increase profits
and productivity. Send comments to
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WHEN you think of product lifecycle management (PLM)—cross-
department and cross-company collaboration on development, from the
original product drawing on a napkin to the final days of obsolescence—
the impact on many departments comes to mind. Design, engineering, man-
ufacturing and logistics all have a piece of the action.

But the front-line troops are the people in the sales and marketing depart-
ments. They’re the folks who talk to the customers—the people who first
expressed the need for a lefr-handed model of the electric doohickey in multi-
ple colors. The sales and marketing teams are the people with the best sense of
how much customers will pay, what the demand level will be, what changes to
the product will improve its marketability and how well it’s selling; in short, all
the vital information the rest of the development players need to do their jobs.

To get a good perspective on the role of sales in PLM, Alchemy talked
with four individuals deeply involved with the process at four very different
companies:

=& Bob Herscher, manager, engineering systems, Cherry Electrical Products,
Waukegan, [ll. Cherry makes electrical components, such as automotive switch-
es and modules, computer keyboards and other types, of switches and controls.

=¢ James Venzke, global business process solutions, IT project manager,
Pemstar Inc., Rochester, Minn. Pemstar specializes in enginecring, manufac-
turing and fulfillment services from concept to the customer—part of the
growing contract manufacturing market.

=¢ Arthur Patterson, marketing director, Char-Broil Division of W.C.
Bradley Co., Columbus, Ga. Char-Broil is a market leader in gas grills.

=¢ Wayne Biery, manager of engineering design and darta, Victaulic Co. of
America, Easton, Pa. Victaulic is a leading manufacturing of mechanical piping,

Explain the role sales plays in the PLM process at your companies.

Herscher: We're in the mass customization business, meaning that we have cat-
alog parts, but more than 60 percent of our business is customizing them in
some way. So a huge part of our business is delivering quotes to our customers
on some form of customization. This means a lot of interaction—not only with
the customer, but also between different departments at Cherry.

That said, it all starts with sales. We model the workflow in our PLM system
beginning with demand, which the sales force assesses from the customer. This
information goes to a demand manager who figures out on what line this par-
ticular product might be run. This information is then forwarded to engineer-
ing where the part is configured, and then to fabrication and purchasing. Then
it goes to marketing to establish a base price. From there it goes to a produc-

tion control group to determine the lead time for the component or components

— ALCHEMY —
MARCH 2002




involved, and then finally it works its
way back to sales.

Venzke: Qur sales staff is involved in
the lifecycle of a product from cradle to
grave. The PLM system [from Agile
Software] provides them the ability to
transfer information from the customer
to those involved in the quotations
process, assuring that the right infor-
mation gets to the right people on the
back end.

Patterson: The sales staff plays an
absolutely crucial role, though I would
say the nature of that role depends on
what you’re selling and to what channels
of distribution you are selling.

For example, In our case, one of our
salesmen may go in and work together
with the retail buyer at the first stages of
the process. We work to establish what is
called mat pricing. Sales personnel tend
to want to sell the product at a lower
price point to appease the retailer, but
that squeezes margins. If volume drops
off and the margins aren’t there, the
retailer drops the product. We can’t
afford to have that happen.

By having sales involved from the
get-go—by getting accurate customer
information into the development
process—we’re able to establish an ini-
tial sell-in price that will serve two pur-
poses: First, assure that the product can
be launched to satisfy both retailer and
manufacturer essentials, and second,
ultimately determine the lifecycle of the
product.

Biery: I agree. As sales is basically the
only direct link from the customer to the
manufacturer—in terms of customer
requirements, order information and so
on—it really is an essential tie to the life-
cycle of the product and the manage-

ment of that cycle. [Victaulic is using
PLM software from EDS.]

How does being part of the PLM process
impact the sales function?

Herscher: This has become part of their
daily lives. In our case, it’s interesting in
that sales was chosen as the pilot for the
PLM system. We chose MatrixOne
because we felt their function was some-
thing we could get our arms around.

How bave the sales staff adapted to the
technology?

Venzke: All in all, I believe the sales func-
tion has responded well. Any time we
can find a way to accomplish the task
faster and more efficiently, they respond
with strong enthusiasm.

Biery: Sales is in favor of anything that
can better serve a customer, because it
helps them do their jobs. Jim is right—
if they can respond better and more
quickly to a customer, they’ll back the
technology.

Herscher: Personally, I was amazed at
how quickly they took to the technology.
I was very surprised they were not resist-
ant because sales typically is not popu-
lated by the most technically minded
individuals.

But it’s been an incredible boon to
them—and to the company as a whole—
that they have the opportunity to work
with this structure. At the push of a but-
ton, they see everything they have in
process, and that includes the quoting
process.

The process gives them a base price,
and the reps then determine their own
selling price within their organization.
And their approval process is also done
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through the PLM, where it goes to a
manager or director of sales for elec-
tronic approval.

Talk a little about the kinds of informa-
tion salespeople are now able to provide
that they couldn’t furnish before the
implementation of PLM systems.

Venzke: Once we have won the business
and are in steady state production, it
gives them visibility into what the cus-
tomer is doing. Is this a steady or well-
engineered product, or is it a product
going through rapid evolution?

Typically, from an engineering per-
spective, we go through a high velocity
of engineering changes as we begin the
initial engineering process and the proto-
type stages. When we go to steady state
manufacturing, this activity is low for a
while, then it increases as product
enhancements are made until, ultimately,
the product becomes obsolete and the
lifecycle ends.

From a salesperson’s perspective, PLM
provides better visibility as the products
are renegotiated as the customer comes
in and says, “OK. Now you’re building
our products, but we’re going through
the same economic challenges that you
are, so we need to produce this less
expensively or have a discount on a
quarter-by-quarter basis. How can we
accomplish that? Is there a way for us to
design out costs from a product?”

So with the information available
through PLM, is the sales group able to
contribute more effectively to this aspect
of the management process?

Venzke: Yes.

Herscher: It has also improved sales fol-
low-up to the point where we actually
send out reminders to our field reps
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when we haven’t had the status on a
quote updated in 30 days. This is done
automatically by e-mail through the
system.

We now have the ability to take a look
at what we've quoted a particular cus-
tomer in the past—for example, how
many quotes we have written for that
customer, how many quotes we have
written in the territory, how many quotes
we have written for the product in ques-
tion. That sort of detailed information
was hard to get before, and the system

has been invaluable in providing it.

So far this sounds like a sail on smooth
waters. You must bave encountered

some difficulties in the process.

Biery: The technology is still pretty cut-
ting edge. It takes a while to set up these
systems and get them integrated into the

business.

Venzke: 1 disagree with that a lirtle, 1
think the biggest challenge we have from
a technology perspective is this: It’s easy
to deploy software applications. 1 can
give you all the servers, hardware and
software you like, but changing the busi-
ness processes that utilize those tools—
that’s the challenge.

You have to take the user community’s
needs or the customers’ needs and trans-
late them into a technology solution that
helps them automate the process, but
first you have to clearly understand the

business process. The classic cliché of
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“I was very surprised they were not resistant because
sales typically is not populated by the most
technically minded individuals.”

—Bob Herscher, Cherry Electrical Products

technology allowing you to make errors
faster is true. So if your underlying busi-
ness process is broken, the tools are only

going to exacerbate the problems.

Herscher: That’s true. Probably one of
the biggest hurdles we faced is that peo-
ple do things differently. Every one of
our customer service representatives had
their own way of doing things, and to
complicate that further, we had different
groups within customer service—one
for distribution, one for OEMs—and
they did things differently. So we had to
decide how consistent we should be. We
still accommodate the different groups
for their different ways of doing things,
but instead of accommodating individu-
als we try to develop a consensus,

That has really aided us in an indirect
way because there is always turnover
and changes in responsibilities in the
sales organization. The PLM tool has
proved really helpful as both a consis-
tent way of training new people and a
means of transferring work from one

individual to another.

What's the bottom line that business
and operations managers should be
aware of if they are looking to insert
sales more closely into the PLM

process?

Patterson: First, you have to realize
that sales is always going to be the
main conduit for customer interaction.

Manufacturers tend to define manufac-
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turing processes not from the perspective
of the end consumer, but rather from the
distributor, and that can be distorting.
The role of sales in transmitting accurate
information is extremely important
because misinformation can kill you.
Part of the problem in integrating
sales into the PLM process [which in
Char-Broil’s case is based on PTC’s PLM
software| is that sales works on speed
and deadlines, and sometimes details fall
through the cracks in the effort to get
something done on time. So you have to
set up the system infrastructure to

ensure that this doesn’t happen.

Venzke: Let’s face it, sales has the closest
relationship with the customer, and hav-
ing them involved throughout the cus-
tomer’s product lifecycle only enhances
that relationship. This has a positive
impact on the business.

There’s always a large upfront invest-
ment in systems like PLM that can have
a negative impact on the bottom line,
but as the tools are employed, they pro-
vide much better visibility to allow the
company to make informed business
decisions that were, frankly, not possible
before.

Perhaps the biggest aspect of PLM for
sales is its ability to provide them with
this information anywhere in the world.
It’s great to have access to back-end sys-
tems, but Web-enabling that access in a
secure and user-friendly process is really

what makes this a powerful sales tool.
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