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SCENARIO

»Our manufacturing clien eel industry, also facing

new competitive challen had recently restructured

on a large scale to cut o ective that our client

needed to follow suit an

» At the very beginning of agement on the cost

targets and improvemen al excellence. The

targets were aggressive

»We decided then to spe
savings opportunity. We

tify every possible

ines to understand the

parameters of productio constant flow of

analyses. We proposed volume of units

produced at a given tim oduction steps, and

changing the flow of ma



INDIAN MANUFACTUI A\CE A PROFITABILITY CRISIS

* Based on a set of 132 companies in 10 sectors (Industrial Machinery, Ferrous, Non Ferrous, Consumer Durables, Chemicals,
Petrochemicals, Pulp & Paper, Power, Tyres and Automotive)
Prowess; McKinsey team analysis




POOR FINANCIAL PERFORMANCE IS DRIVEN BY POOR

LABOUR PRODUCTIVITY AND ...
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- McKinsey Global Institute study of the Indian economy

EXAMPLES



...CAPITAL PRODUCTIVITY
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Improving Capital Productivity through Maintenance

Manufacturing companies are under pressure to minimize production costs. Reducing
downtime and minimizing maintenance costs are the traditional approach. Improving
production equipment effectiveness as prescribed in total productive maintenance (TPM) is a
relatively recent development.

OEE outlines improving maintenance productivity through structural audit and improving
production equipment effectiveness for discrete type production systems and continuous
processes. It suggests continuous improvement of production equipment effectiveness by

periodic evaluations



AREAS OF IMPROVEMENT

Enhancing production — Each stage

* What are the major
Steel melting changes in Steel melting
Shop process resulting

opportunities and risks?

* What are major areas to
Rolling mill reduce process time
Shop substantially and cutting
edge in competitive

landscape resulting in can
@ be strategic gained ?

* How does optimum
Bright bar Shop utiliza'tion' of_ equipment
resulting in increased
production can be
achieved ?

Streamlining Supporting activities

Organization
restructuring/

PMS

©)

Supply chain
management

©)

Direct/ Indirect
cost reduction

* What is best fit structure that
BU should pursue strategic
initiative over the next 10
years?

* What are gaps in value chain
and way to eliminate NVAs ?

* How streamlining of supply
chain will support other
strategic initiatives?

* What are alternative ways to
reduce COGS and achieve
the expected financial returns
of strategy?




APPROACH TO IDE HE OPPORTUNITY




METHODOLOGY

[l Document process and audit plan
Il Mistake proof

[l Analyze change

[l Value Stream Review

I Preparefinal bottom line gain report

[l Customers, Value, Problem Statement
Il Scope, Timeling, Team

[l Operationa Excellence Training

[l Current Value Stream Map

[ Customer Requirements

Validate

Project

1

Validate
Project

N

Strategic HR
Initiatives PMS,
Organization
Restructuring.

Il 5S, AM, PM, QM
[l Visua controls

[l Minimize Losses, NVAs
[l Redesign process, set pacemaker

[l Value Stream Plan

Validate

Project

[l Specifications/ Demand

[l OEE and Losses

[l Training for Improvements

[ Process map, Shop floor obs.

I Measure bottom line opportunity

Validate
Project

]

[l Root Cause (Pareto, C& E, brainstorm)
[l Find all improvement opportunities
[l VA/NVA identification

I Graphical Analysis

I Future Value Stream Map




GAPS EXIST IN ALL AREAS OF OPERATIONAL PERFORMANCE

Too many
suppliers (250*
vs. 100 for best-
practice)

Purchasing/

supply
management

80% time on
non-value
added

activities

Manufacturing

Supply chain

Too much
inventory (40
days vs. 7 for
best-practice*)

Steel industry analysis

Unaware of
‘pocket
margins’

Pricing

No systematic
tracking of High
contribution
orders & top

customers
satisfactio

Key account
manageme
Sales force
effectivenes

Channel
management

Poor channel
capability and
returns




FACOR CASE STUDY — CORPORATE-WIDE LEAN TRANSFORMATION

Performance-based
measurement Quality assurance, SPC
system

Facilities modernization Reduced set-up times

Lean operating

foundation practices

Transformation >

Renegotiated
labor contracts

variable compensation Pay for performance/skill
(salary and hourly) y P

Flexible job design




EVOLUTION OF THE OPERATIONAL EXCELLENCE JOURNEY
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Lean value chain

* Application of best
practices to redesign
and optimize the

. I Lean corporation overall end-to-end
R .
(I EEENEEE value chain

* Integrated application of best
practices and tools (including
culture change) to transform

Lean “functions” the entire company — drive
cross functional behaviour

* Application of best
practices and tools to
achieve improvement in

-used cells/processes



OPERATIONAL EXC SE RETURNS (IN 8 MONTHS)




NEW MINDSET REQ RATIONAL EXCELLENCE

Source: Interviews



EACH AREA CAN HAVE SIGNIFICANT IMPACT ON PROFITS AND
VALUE CREATION

Range of impact possible based on

Levers CHR experience
@ Pricing management * 2-6% increase in return on sales
Revenues

@ Key account

management/sales * 5-30% revenue increase
_e force effectiveness
EBIT @ Channel management  * 10-20 percentage points increase in
market share
@ Purchasing cost * 10-15% reduction in purchase costs
Costs .

reduction

@ Manufacturing * 20% reduction in manufacturing

Per tax _e effectiveness and costs
ROIC overheads cost * 20-50% reduction in downtime and
reduction defects
* 80-90% improvement in supply
reliability
¢ 20% reduction in overhead costs
Working @ Supply chain * 30-50% reduction in inventory
capital management * Stock outs nearly eliminated with

Invested 1-3% increase in sales
capital

Fixed assets




1. Manufacturing

BOTTOM UP IMPROVEMENT PROGRAMS ( EVALUATE NUMEROUS IDEAS AND

CAN YIELD LARGE BENEFITS)

- :
Rigorous evaluation of
simple ideas...

* In atypical program,
more than 100 ideas are
generated, rigorously
evaluated and
implemented

* |deas are not capital-
intensive

* Should yield payback in
not more than one year
e Should be

implementable in 3-6
months

...could yield impressive

results

* 30-40% reduction in
compressible costs (10-
20% reduction in total
manufacturing costs)

Significant reduction in
downtime

Large reduction in
defect rate

Better reliability and
shorter throughput time
in deliveries




2. Supply chain

BENEFITS: BIG PICTURE

From...

To...

“Single solution for entire
company” — one size fit all
approach

“Redesign to meet competitive
benchmarks”

“Push-system is the only way
Indian supply chains work”

“IT system will solve all supply-
chain issues”

e Define what needs to be offered

— Different customer service levels
— Product variety and configuration
Multiple chains within a company

Design to meet segment-specific
customer breakpoints

Pull (wherever possible) based on
better forecasting and order
management

Use IT selectively (not before, but
after redesign) for:

—Information transparency

— Order management and forecasting







The 5 Ps of OEE

Plants

Adding a
Expandin

Parts

Make or buy
Vendor sele

Processes

Technology
Process imp

People
Quality impr
Setting/revis
Learning cu
Planning an
Supply chai
MRP

Shop floor ¢
Warehousin




HIGHEST PRODUCTION FIGURES I
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RMS Benefits — Preventive Maintenance or apros)

Breakdown Status

Average December January February March April(till 15th
Apr)

B overall Breakdown B Mechanical Breakdown O Ejectrical Breakdown

Average breakdowns per day 80 mins / day
Breakdowns per day 25 mins / day
Overall reduction in Breakdown 69 %




