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OTMatters: How have manufacturing methods
been applied to service arenas?

Finster: Conceptually, service and manufactur-
ing have much in common. Both involve inter-
connected flows of activities that create value
to markets. Both find leverage for systemic
change through design, employee involvement,
information flows and system thinking along
the value flows. As far back as the early 20th
century, manufacturing companies, with the
advent of mass production, pioneered systemic
approaches to the management of flows. Today,
these flow management methods are common
practice among service companies, from FedEx
to Fidelity Financial Services.
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Applying Lean Principles
to Service Industries

What lies ahead for the U.S. economy over the next century? With
globalization and cheap labor overseas, it is hard to imagine that the
manufacturing sector will continue to be the backbone of the U.S.
economy. Many suggest that the U.S. will focus more on the service
industry and less on manufacturing. If this is true, perhaps service
companies can study the successes of manufacturing companies and
apply proven manufacturing management techniques to their business-
es. One management philosophy (and set of techniques) that is taking
a foothold in the service sector is lean manufacturing, which looks to
reduce waste in business processes in whatever form it is found.

A Brief History of Lean

The beginnings of lean ideas date at least as far back as the early
1770s, when Benjamin Franklin published “Poor Richard’s Almanac”
and described how “He that idly loses 5s. [shillings] worth of time,
loses 5s., and might as prudently throw 5s. into the river.!”” At the
beginning of the 20th century, Frederick Taylor made contributions to-
ward improving manufacturing efficiency through his ideas of scientific
management. He believed that any task could be studied to find the
one best way to perform it. But it was Henry Ford who truly laid the
foundation for lean manufacturing principles. In his 1922 book, “My
Life and Work,” Ford described the wasted energy he saw in the farmer.
Instead of investing in improvements which would save labor, the
farmer’s solution was to hire more men. Ford saw savings in the logical
ordering and layout of work processes, which came to realization in his
moving assembly line, a manufacturing technique that was said to be
the Kaiser of Germany’s single greatest enemy.

In the 1940s, Taiichi Ohno of Toyota began studying how various
industries like Ford, the U.S. military, and German aircraft manufactur-
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Lean in the Financial Services Industry

Scott Peck is an Applied Corporate Finance (ACFIN)
major (May 2007) who worked at Thrivent Financial
for Lutherans for more than five years. Thrivent Finan-
cial is a Fortune 500 financial services organization
based in Minneapolis, Minn. In his role as a business
analyst, he worked to integrate lean tools and culture
as Thrivent Financial strived to reduce its costs without
compromising customer service.

OTMatters: Why was Thrivent Financial interested
in using lean techniques?

We purchased cost data for common financial ser-
vices industry transactions, such as cost to process a
customer payment, to underwrite an insurance appli-
cation, or pay a claim. This data allowed us to bench-
mark our performance against competitors, and we
realized we had to drive cost out of service delivery
without impacting customer service levels. After con-
sidering several alternatives, we decided lean tech-
niques would allow us to gain process efficiencies
and reduce costs per transaction without large capital
expenditures (associated with more automation).

OTMatters: How was lean implemented?

Front line workers drove implementation of lean
manufacturing at Thrivent Financial. We taught them
lean techniques and relied on them to identify process
improvement opportunities. We would hold a Kaizen
event so staff could dedicate two to three days to
analyzing inefficiencies in their work processes and
develop solutions using lean methods such as root
cause analysis. Implementation was swift because
solutions were coming from within the business units,
so we had instant buy-in.

OTMatters: What were the results?

We achieved cost reductions in our customer service
delivery of up to 40 percent just by restructuring our
teams and work processes. In some places, it made
sense for staff to develop very deep expertise, in a bot-
tleneck process for example, to improve system flow.
In other sectors we implemented more cross-training
so staff could quickly respond to changing work mix
and volume. We also shifted staff to bottleneck areas
and created more support roles so specialists could
focus on value-add activities rather than adminis-
trative details. More than anything, we achieved a
cultural shift where waste and inefficiency became
the enemy. Staff adopted a continuous improvement
mindset.

Lean Principles continued

pull system that supermarkets in the United States used.
As a shopper pulled items of food off of the shelf, those
items were quickly replenished. Ohno became obsessed
with implementing a similar strategy within Toyota, and
thus, the Toyota Production System (TPS) began to de-
velop. TPS focused on reducing waste, especially in the
form of inventories, time, and process flow interruptions.
It also stressed the importance of creativity, cooperation,
and a total system approach so that the gains made from
process improvements were ultimately passed along to
the customer.

Lean manufacturing principles are derived from the
Toyota Production System. Depending on which lean
article or text you read, the ideas are presented in differ-
ent ways. However, in sum, lean manufacturing is about
continuous improvement and reducing waste. The end
result of a successful lean manufacturing implementation
is a manufacturing operation that is both efficient and
flexible. Inventories are down, the number of hand-offs
between processes are reduced, and the producer is
able, or is close to being able, to produce perfect-quality
products on a make-to-order basis.

Lean in Service Operations

It has been suggested that manufacturing techniques are
applicable to service industries.* Opponents of such
adaptations argue that manufacturing techniques do

not fit with the ever-changing, unpredictable customer
demands of services.* However, it is hard to argue that
reducing waste in any form does not ultimately benefit
the customer, whether the customer is the recipient

of a good or a service. Perhaps this realization is why
more and more service industries are looking to create a
leaner business and why more and more customers are
expecting their service suppliers to do so. Lean is being
applied in many service areas, such as financial institu-
tions (see box), insurance companies, government, and
hospitals. With health care costs continuing to rise and
impact virtually everyone in the U.S., the application of
lean ideas in the health care sector is a natural next step.
Next, we will explore how lean can be implemented to
help this very complex service industry.

Lean in Health Care

When you visit the doctor, how much time do you spend
in the waiting room? Fifteen minutes? Half an hour?
More? Do you then enter an exam room only to wait
even longer? When you move to a new city, do your



medical records follow you, or do you “start over” with
your new doctor? Is your doctor’s schedule so full that
the earliest you can schedule an appointment is weeks
out? Or, when you do require medical attention, do you
have to talk to many doctors, nurses, and specialists, of-
ten having to repeat what you know over and over again?
One or more of these scenarios likely rings true for most
of us. Why do these inefficiencies show up so often in
the health-care environment, and what can be done to
improve them?

One explanation for all of the inefficiencies we en-
counter in health care is that the business itself is highly
segmented. Health care is frequently structured in a way
that focuses on the performance of individual func-
tions rather than on the system as a whole. Hospital
administrators argue that their business is so unique and
complex that they must focus on managing highly spe-
cialized groups of medical employees. But perhaps the
necessity for highly specialized individuals and groups
makes it even more important to strive for complete sys-
tem efficiency, rather than just functional performance.

Lean manufacturing principles are making their way into
the health-care industry to help clean up some of the
wastes that have resulted from its high degree of segmen-
tation. One example is at the Shouldice Hernia Centre
in Ontario, Canada. The non-emergency, clearly defined
practice of treating hernias makes Shouldice a perfect
environment in which to implement lean principles
quickly with great effect. Just as Taiichi Ohno abhorred
process interruptions, so too does Shouldice eliminate
non-value-added time. This is largely done through pa-
tient involvement, as patients are involved with surgery
preparation and recovery more so than they normally
would be. Patients shave themselves prior to the pro-
cedure, allowing nurses to focus their time on more
important, value-added activities for individual patient
needs. After surgery, patients “train” incoming patients
or what to expect throughout the procedure. Surgery
rooms also take a page out of manufacturing texts by
making use of work cells. “The rooms are arranged in a
U-shaped configuration to allow for sharing of informa-
tion, expertise, and a common anesthesiologist.*” The
results for Shouldice include lower costs and impressive
patient-recovery rates. Shouldice’s results have been so
impressive that the Harvard Business School has written
a case study about this hospital and how it ties into the
concept of a “focused factory.>”

Shouldice is an example of a highly specialized health-
care facility. But how might lean principles be applied
to a typical hospital? One such example is the commu-
nity medical center in Missoula, Mont. There, a surgeon
performing total joint replacements did not understand
why he could only perform four procedures each week.
He hired medical researcher Cindy Jimmerson to study
the bottleneck in the recovery room. Jimmerson found a
number of small things that nurses were doing to work
around system problems, things that amounted to non-
value-added time. By eliminating some of these activi-
ties, patient recovery time was reduced from 90 minutes
to 62 minutes, and the surgeon was able to perform one
more operation each week.® In this simple example of
looking for waste and creating a leaner operation, the
hospital benefited from increased revenues, nurses ben-
efited from the elimination of non-value-added activities,
and patients benefited from reduced recovery time.

How important is it to eliminate waste in the health-care
industry? One way to understand the impact of health-
care costs is to examine what those costs mean in the au-
tomobile industry. Drew Winter writes that, “Health-care
suppliers account for as much as $1,400 of the cost of a
vehicle—more than the cost of the steel.”” He makes the
argument that auto makers should put pressure on their
health-care providers to make their businesses lean, just
as they have pressured their parts suppliers.

Concluding Thoughts

Given the aging baby-boomer population, the increas-
ingly complex medical procedures, the rising cost of
health care, and the increasingly competitive global
market, it makes sense for the health-care industry to ex-
plore getting leaner. Lean implementations, such as the
examples given earlier, show great promise in rewarding
all stakeholders of health care. Costs can be lowered,
time can be saved, and employee morale and patient
satisfaction can be improved. Now is the time for the
health-care sector to get on the treadmill and get leaner,
one step at a time.

Sources

! http://en.wikipedia.org/wiki/Lean_manufacturing.

2 Alukal, George. “All About Lean,” Quality Progress Magazine.
February 2006. Quality Progress; Feb 2006; 39, 2; pg. 74.
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Mark Finster

Associate Professor in
Operations and Information
Management

UW-Madison

School of Business

Professor Finster teaches a
required project course in the
OTM program on quality and
prroductivity improvements.

Professor Finster continued from page 1

OTMatters: How have manufacturing methods been
applied to service arenas?

Finster: Conceptually, service and manufacturing have
much in common. Both involve interconnected flows of
activities that create value to markets. Both find leverage
for systemic change through design, employee involve-
ment, information flows and system thinking along the
value flows. As far back as the early 20th century, manu-
facturing companies, with the advent of mass produc-
tion, pioneered systemic approaches to the management
of flows. Today, these flow management methods are
common practice among service companies, from FedEx
to Fidelity Financial Services.

OTMatters: Do you see the health-care industry
managing flows?

Finster: Most hospitals are still using Henry Ford’s flow-
management system with strong functional areas that
break the flows into little pieces controlled by strict
protocols designed by experts. This fractionalization
leads to costly, dysfunctional systems that cannot interact
well. Forty percent of pharmaceuticals are unnecessary
because pharmacists and physicians do not have the
necessary information about patients and the medica-
tions they are taking. When | broke my nose, | saw 29
different health care professionals before it was repaired.
With 29 customer-supplier interfaces, each fraught with
potential mishaps, it is nearly impossible to experience
high quality, especially since the macro-flow around the
patient experience is unmanaged. In health care there
are some attempts to manage flows within functional ar-
eas, but there is little success managing flows throughout
an organization or across organizations.

OTMatters: Why has health care become so
functionalized?

Finster: For the same reason education is so functional-
ized, because the functions are very complex requiring
technical expertise. To become an orthopedic, brain, or
cardiac surgeon, you have to study intensely a special-
ized area, but you only understand a very small piece of
medicine. When you have strong knowledge workers,
you have a greater tendency for silos.

OTMatters: Is the need for highly specialized roles
in health care a reason to manage through more of
a functional approach rather than a holistic one that
follows the flows?

Finster: All organizations need functional expertise, such
as operations, human resources, finance, marketing,
and accounting. However, strong functional areas make
management of the macro flows even more important.
Modern management of macro flows, as first pioneered
in manufacturing companies, integrates the strong func-
tional areas and creates system thinking along the value
chain. Unfortunately, few health-care managers are
educated in modern management methods. Most learn
by doing and therefore learn dysfunctional approaches
from a dysfunctional system.

OTMatters: How would a hospital manage its flows?

Finster: At a typical health-care facility, as the patient
moves from one functional specialist to another, each
specialist has little understanding of what was done in
the proceeding area to help the patient. There’s no con-
nectivity. Each specialist will spend a few precious min-
utes reading a synopsis of the referring physician on the
top sheet of the patient’s record, trying to make sense of
the patient’s complex needs. A few more minutes of the
10-minute contact time will be spent talking to a patient
who has little knowledge of what previous professionals
have done. So basically, each expert starts from scratch,
learning little from what was done before, and provid-
ing little information to subsequent professionals. This is
exactly Henry Ford’s system of flow management, with
a fractionalized value chain with many customer-sup-
plier interfaces leading to inflexible and costly manage-
ment structures. When health-care systems encounter a
problem, they create another specialist and add another
person to the flow, just the opposite of a modern man-
agement approach.



To manage macro flows we must create social capital
along the value chain by building relationships along
customer-supplier flows and across the functions. Build-
ing relationships requires structural changes that move
away from the Taylorized system of Henry Ford to a
dynamic system with fewer customer-supplier interfaces
and more multifunctional professionals, enabled by tech-
nology that supports communication along patient flows.

OTMatters: Have you seen any health-care systems that
do manage the flows?

Finster: The Mental Health Center of Dane County

uses these principles. It deals with a wide spectrum of
people, such as homeless people on the streets with drug
problems and mental illness. They are desperate and
have a variety of needs, including food, shelter, health
care, employment, and a family. A Taylorized system
would assign a single functional expert to resolve each of
these needs, and the client would move from one expert
to another. The client would experience each expert a
short amount of time and the experts would not talk to
each other. The client, who often has a critical need for
a family or support group, would lack personal connec-
tion with the experts.

The Mental Health Center takes a modern approach,
assigning each client a cross-functional team of experts.
These view the patient holistically, and develop an
integrated plan to address the patient’s needs for mental
health, physical health, employment, developing each
patient’s pathway to shelters, health care, housing and

independent living. They all work together as a team
with the client to develop a holistic approach from a
multi-functional perspective that supports the patient
over the long run. Sure, each person on the team has
functional expertise, but it is a completely different ap-
proach. They’ve applied this “cellular manufacturing”
technique to caring for people who need a tremendous
amount of support from society in bringing them back
and making them contributing members of society. And
health professionals from around the world regularly
visit the Mental Health Center to learn of its cutting-edge
approach.

OTMatters: If it can be done there, can it be done at a
hospital?

Finister: Yes, it can be done everywhere, and some hos-
pitals are beginning to do so. St. Mary’s in Madison and
St. Joseph’s in St. Louis are working in teams and taking
more systemic and holistic approaches. An example is
their flow management in emergency rooms. A major
challenge is that those without health care often use
emergency rooms to acquire their ordinary health-care
services as the law prevents emergency rooms from turn-
ing them away. This means half the patients entering the
most expensive care in the hospital should not be there.
St. Mary’s designed two flows, one for true emergencies,
that require state-of-the-art support, and one for those
who can be treated by professionals with less functional
expertise. This classic manufacturing technique for
circumventing bottlenecks has been applied successfully
to health care.

Lean Principles continued from page 3

3 Hyer, Nancy L. and Wemmerloy, U., “Reorganizing the Factory,”
Productivity Press, 2002.

* Bowen, David E. and Youngdahl, William E., “/Lean’ service: in
defense of a production-line approach,” International Journal of
Service Industry Management, Vol. 9 No. 3, 1998, pp. 207-225.

5 http://www.shouldice.com/harvard.htm.

® Panchak, Patricia. “Lean Health Care? It works!” www.industry-
week.com. November 2003.

7 Winter, Drew. “Get Health-Care Suppliers Lean,” Ward's Auto
World; Jul 2004; 40, 7; General Interest Module, pg. 5.
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Spring Break Was No Break from
Learning—OTM’s Best Practices
Road Trip to Puerto Rico

While most students took a break from the books, others
did not take a break from learning! Ten MBA students
of the Erdman Center for Operations and Technology
Management at the School of Business explored best
practices in manufacturing and operations at companies
in Puerto Rico over spring break. The students had the
chance to meet with, learn from, and be challenged by
professionals within the visited organizations. The host
companies included Edwards Lifesciences, Medtronic,
HP, and Grainger. The OTM group also visited the Uni-
versity of Puerto Rico Mayaguez campus and met with
students in its industrial engineering program and with
students in the APICS chapter.

Edwards Lifesciences was the first organization visited.
Founded in 1958 by Miles “Lowell” Edwards, it was ac-
quired by Baxter in 1985 and spun off in 2000. Its vision
is to “become a worldwide center of excellence for cath-
eters and delivery systems.” Edwards’ facility is located
in Anasco, population 28,348, situated in the western

portion of Puerto Rico. With approximately 250,000
square feet under one roof, Edwards employs 900 direct
l[abor and 200 support personnel over three shifts. The
group was hosted by Peter Rodriguez, engineering man-
ager with a chemical engineering degree and an MBA in
finance; and Lydia Rios from supply chain, and president
of the local APICS chapter.

The Anasco facility’s primary product is Swan-Ganz
catheters. These catheters are used to remove arterial
blockages and currently have a 70 percent market share.
The firm'’s core competency is the manufacturing of tub-
ing with multiple chambers. Because this product is sold
globally and must adapt to different ages and demo-
graphics, the product is subject to some customization.

The Anasco facility is currently in a three-year turn-
around program called the SMART Transformation
Strategy. It uses a balanced scorecard approach and ties
in to Six Sigma and lean manufacturing. The three pillars



of the program are responsiveness, cost, and process
control and capability.

With 269 suppliers and about 2,000 part numbers, they
do have supplier difficulties at times. The plant might
not order a certain part for a year and then find out that
the supplier is no longer in business (there are contin-
gency plans for critical components).

They try to keep a flat inventory level, and Katrina was
a big problem for them. For example, the freon used for
one process comes from a location along the gulf coast.
This is a highly regulated item that can not be delivered
from other sources. After Katrina, they had to wait three
days before going to the location to see that the site was
still OK.

University of Puerto Rico-Mayaguez Campus was the site
for a tour of the Model Factory, Manufacturing Auto-
mation Lab and lunch with the APICS students. Pedro
Resto (Associate Professor, Industrial Engineering) runs
the Manufacturing Automation Lab. The model factory
has everything a real factory has: production sched-
ules, assembly lines, supervisors, production teams,

etc. It resembles an incubator facility where products
and processes can be developed and improved. Here
students gain critical exposure to manufacturing prin-
ciples and the production environment of this lab, and is
part of their required academic coursework. Currently,
29 students, each working 10 hrs/wk, focus on how to
integrate modern equipment, materials, and people in
the manufacture of a key electromechanical component
for a local medical device manufacturer. The students
not only benefit from this experience, but local compa-
nies gain great benefits in the development of their own
production systems.

Hewlett-Packard’s Aguadilla facility was the last stop the
first day of the trip. Nilda Prieto from the Public Rela-
tions department presented general information regard-
ing the Puerto Rico operations. HP has its sales and
service office in San Juan and manufacturing facilities
and newly established technology centers in Aguadilla. It
makes a wide range of products, including thermal inkjet
cartridges and printed circuit boards for HP servers. One
of the key insights during the presentation was the transi-
tion of the Aguadilla facility from a manufacturing focus
to a research and technology focus.

The OTM group toured the Surface Mount Technology
assembly line for server products. Led by manufacturing
engineer Marcos Ortega, they saw the production line
of the number two server computer manufacturer in the
world. They do not inspect incoming bare PCB boards,

Genesis

In the 1930’s the governor of Puerto Rico decided
to industrialize the island. He worked with congress
to provide incentives that would attract manufac-
turers to the island. Since that time, Puerto Rico

has been a destination for many manufacturing
industries, such as pharmaceutical, bio-technology,
medical devices, electronics, and textiles.

since if the PCBA fails functional test, their suppliers
have to cover all the costs.

The other facility toured was the Inkjet Cartridge As-
sembly Line. The cartridge production line in Aguadilla
is HP’s main and most important inkjet manufacturing
facility. The whole production process is almost all auto-
matic, from raw materials to final package.

The trip continued with a visit to Medtronic Puerto Rico
Operations in Juncos. Medtronic has five major business-
es on the island, including Cardiac Rhythm Management
(CRM) — devices, leads, catheters; Neurology — devices,
leads, internal pumps; Gastro/Urology — less invasive
devices; Spinal — orthopedic screws; and Diabetes — ex-
ternal pumps, reservoirs.

The Juncos facility houses the CRM, Neurology, and Dia-
betes business divisions. Manufacturing is accomplished
in a clean room and some devices are FDA Part 211
compliant. Some of the products ensure that the insulin
concentration is maintained via a pump and that nomi-
nal states are conserved. They also make implantable
devices that may remain in body for five to seven years.

Initially, the main impetus for Medtronic to locate on

the island stemmed from a 936 tax code (now expired)
which provided a subsidy to the company. Now, differ-
ent tax codes are relied on to maintain a capital structure
that benefits the company.

The main driver for keeping operations in Puerto Rico,
however, is the higher-quality products relative to global
competitors. For example, the island has three FDA of-
fices that keep vigilance over medical-device manufac-
turers. This means that products produced in Puerto Rico
are world class. Labor rates in Puerto Rico are lower
relative to U.S. labor rates, but it is the higher quality that
enables Medtronic to thrive despite developing coun-
tries with lower labor rates. However, low-tech products
with lower-quality requirements have been displaced to
developing countries. The relatively large infrastructure



cost of relocating these operations elsewhere is seen as
prohibitive.

The OTM group was treated to a tour of Medtronic’s
CRM division. This division uses a high degree of au-
tomation for producing pacemakers and defibrillators.
The work flow also incorporates lean manufacturing and
cellular manufacturing, with a few manual elements for
the dexterity demanding tasks. Medtronic is [SO-13485
certified and actively seeks to be regulated to prove its
commitment to quality.

The operational performance of all of the businesses

on the island is visible to the entire organization via an
electronic scorecard. This scorecard allows key man-
agement personnel gauge how well the operations are
functioning, as well as what needs to be modified to
enhance performance to all of the businesses in concert.
For example, the CRM products are made to stock. This
means that the employees can see what inventory fill
rates are required and they can plan accordingly to meet
those goals.

The future of Medtronic’s Puerto Rico operations is
founded on several factors. First, the focus on quality
and the customer enables the company to stay ahead of
the competition. Second, the country has a large pool of
highly technically competent individuals relative to its
geographic size, as well as a large pool of engineering
students entering the market place annually. Third, politi-
cal and currency stability provide a favorable investment
environment for industries.

OTM students tour the

Model Factory on the
University of Puerto Rico
Mayaquez campus.

The final stop was to W.W. Grainger, Inc., which sup-
plies facilities maintenance and other related products
in North America. Because manufacturing companies

in P.R. were requiring a high-quality service provider for
facility maintenance products, Grainger located here
and has been operating in Puerto Rico for more than

10 years. At first, Grainger tried to use the same busi-
ness model as on mainland United States to run opera-
tions, but there were more problems than successes. The
requirement of minimum transportation batches limited
its logistic flexibility and consequently increased cost.
The high cost of returning unsold products from P.R. to
its main distribution centers prevented Grainger having
a high inventory turnover. Also, lack of customer data
led to inefficiency in the warehouse. All of these fac-
tors brought high cost and low customer-service level to
Grainger and made it unprofitable in the first 10 years in
Puerto Rico.

Changes were made around five years ago to achieve
higher operating efficiency, including tracking its past
customers purchase data and picking 20 percent from

its main catalog to fit the P.R. market; printing its own
Spanish version catalog with these selected products,
and focusing its inventory on these high-turnover-rate
categories. In addition, Grainger P.R. also took advantage
of integrated IT infrastructure and resources, such as data
sharing with carriers, inventory management expertise,
credit management system, etc. These changes have
enabled Grainger P.R. to be profitable for more than five
consecutive years.



ERDMAN CENTER

ALUMNI - WHERE ARE
THEY NOW?

What is your current job, including title and
responsibilities?

I am working at Universal Weather & Aviation as a
database marketing analyst. Database marketing is the
process of collecting information around customer and
prospects, and driving marketing efforts based on the
information. In another words, it is about delivering the
right message to the right customers. My responsibili-
ties include conducting data-driven marketing analysis,
communicating results with leaders of different business
units, and recommending sales and marketing strategy to
the executive committee.

What major projects have you been working on?

Since | joined the company, | have successfully led a
cross-functional team to conduct revenue planning
analysis and customer segmentation analysis. For every
company, revenue planning is a standard practice to
estimate future opportunity and growth. Although it is
standard, it could easily go wrong depending on the
assumptions that you made and the model you built.
Since this is the first year that the company is doing this,
communication and process became the keys of suc-
cess. As a lead, | selected the right people to be involved,
designed the process and framework to collect assump-
tions, and evaluated various scenarios to select one that
meets resource constraints. Due to its high acceptance,
it is currently being used by individual business units as
a guideline to estimate next year’s budget and business
plans.

Customer segmentation is a process to partition custom-
ers into different groups based on similar attributes, such
as interest of products, purchase pattern, relationship
with the company, and size of wallet, etc. We designed
a process to collect data, defined the methodology to

Jingfang Guan,
MTM May 2001
Universal Weather & Aviation

differentiate customer value and quantified the potential
sales opportunity at the customer level. Now “customer
segment” has become a popular concept and slogan
within the whole company. It has become a major driver
to drive changes in sales and marketing activities.

What are your future goals?

My future goal is to standardize common database ana-
lytic practices and continue to develop sales and mar-
keting strategies based on various techniques, including
predictive modeling, reporting, segmentation, statistical
analysis, campaign design and list generation, to support
targeted consumer marketing activities.

How do you think MTM helped you in your career?
MTM opened my eyes to a new way of thinking and do-
ing things. | used to be a hole-plugging person; when-
ever there is a problem, | want to solve it right away.
MTM taught me that there is a whole lot more than that.
[ learned to look at problems or issues as a process from
operational management and research, to pay attention
to product quality based on quality management, to
control change by change management, and realized the
value of teams through project management. Without
MTM, I can not be where | am proud to be right now. In
summary, MTM helped me achieve my career success
and realize my self-fulfillment.

What advice do you have for your fellow (current)
students?

[t is not easy to be admitted to the MTM (now the OTM)
program. For that, first of all, congratulations! | believe
that everyone has his/her own destiny and provides value
to society. So, use the MTM/OTM program to discover
yourself and turn into a butterfly from a caterpillar. Best
wishes!




I 0

Kathryn Scherbarth
Vice President
Milwaukee Operations
STRATTEC Security Corporation

Kathryn Scherbarth draws on over 25 years of expe-
rience in the manufacturing and technical services
industries. She utilizes her in-depth knowledge of all
phases of production to analyze, develop, and strategi-
cally implement lean manufacturing techniques and
process improvements. These improvement efforts have
resulted in significant impacts on the manufacturing
environment: maximum customer focus and satisfaction,
effective utilization of human resources, and highest pos-
sible product quality for lowest possible cost. She is also
responsible for the marketing and sales to the aftermarket
of STRATTEC's products. STRATTEC is a member of the
VAST alliance, serving the automotive customer on a
worldwide basis.

How did your relationship with OTM program start?

My relationship with OTM started when it was MTM!

[ learned about the program from Gene Berg, president
of Austin-Westran and another Erdman Center Board
member, when we were both working in Janesville for an
automotive supplier. | have always been impressed with
the blend of technology and operations leadership that
the program supports.

What role does STRATTEC play in the relationship to
operations and business development in Wisconsin?

STRATTEC employs approximately 500 associates in

the state. About half of those jobs are in manufacturing
operations, the rest in front-office support. STRATTEC is
a publicly held company, and was spun off from BRIGGS
and STRATTON in 1995. So, even though we are an 11-
year-old company, we have been making our mainstream
product - keys and locksets - for many decades!

FOCUS ON
A BOARD MEMBER

What are some of the challenges STRATTEC faces as it
relates to mergers and acquisitions (our theme for the
next OTMatters issue)?

As an automotive supplier, STRATTEC formed an alli-
ance with two other companies, Witte, headquartered in
Germany, and ADAC, a Michigan-based company. This
alliance, named VAST alliance, enables all three compa-
nies to go to market on a worldwide basis with comple-
mentary products. Here is how that works. Each com-
pany retains its name and primary market. For example,
STRATTEC, as a member of the VAST alliance, will quote
on lockset business in North America, which is our home
base.

Our alliance partners have core products as well, door
handles in the case of ADAC and latching systems, in the
case of Witte. When we want to quote on global auto-
motive awards, we quote as the Alliance. The Alliance
has the ability to produce in North America, Germany,
the Czech Republic, South America, and China. Since
we announced the Alliance in February of 2006, we
have quoted on several global automotive programs.
One of the biggest challenges so far has been to remem-
ber that we can produce on a global basis - we need to
change the way we think of our operations from stand-
alone companies to partners, with global manufacturing
capabilities.

What is your background and education?

| have a bachelor’s degree in Mechanical Engineer-

ing from Marquette University and a master’s degree in
Business from Keller. | have spent the past 28 years in a
variety of operations positions, always in the automotive
supply base.









