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A manufacturer

might invest a

fortune in designing

and building high-
quality, made-to-
order equipment,
only to watch a low-
wage competitor
dissect, blueprint,
and reproduce the
machine at a fraction

of the original cost.

Introduction

To succeed in today's intensely competitive business environment, industrial equipment
manufacturers must find new ways to innovate, improve bidding, differentiate aggressively,
and streamline processes throughout their companies. The challenges are immense.

Low-wage manufacturers in developing countries are pressuring well-established
companies to produce goods at a faster and cheaper rate, without sacrificing excellence.
Moreover, industrial equipment manufacturers have seen their margins erode steadily over
the past few years, while customer demands keep rising.

To thrive or even retain market share in the face of relentless competition, innovative
manufacturers must look beyond shop floor improvements and re-evaluate all of their
processes to find new ways of competing effectively in a changing world.

In this white paper we do not make specific recommendations for manufacturers to follow;
rather, we present suggestions for competing effectively in a fast-paced industry. From
adopting lean manufacturing practices to strengthening bidding and quoting processes,
opportunities exist for companies to grow and thrive despite relentless cost pressures.
Even companies that were quick to embrace lean management still face the practical
challenge of creating and sustaining the commitment of the people doing the work. This
white paper also briefly addresses those issues and offers insights about overcoming
resistance to change.

Key Challenges

Industrial equipment manufacturers can no longer survive solely on their capacity to
build machines. Today, intellectual property protections count for very little outside the
manufacturer's home region. A manufacturer might invest a fortune in designing and
building high-quality, made-to-order equipment, only to watch a low-wage competitor
dissect, blueprint, and reproduce the machine at a fraction of the original cost.

Manufacturers are also apprehensive about the rapid rate of modernization in China,
Eastern Europe, South Korea, and other parts of the world where labor costs are a fraction
of those in Europe and North America. With inventiveness, your company can compete
effectively by improving operations and repositioning your product value and life cycles.

Improving Operations from Quote to Delivery

Adopting Lean Manufacturing Beyond the Shop Floor

After a manufacturer has established an imperative for improving procedures, it's easy
to make the mistake of focusing primarily on shop floor improvements. If this sounds like
your company, consider how much more effective your analysis will be if you re-examine
all other areas of your business as well. In reality, manufacturing operations comprise a
relatively small portion of the overall cost of delivering products and services.

Many manufacturers will also find room for improvement in production and product
management, information flow, hand-overs from design to manufacturing, customer
support, service management, and inventory and warehouse procedures. Fortunately,
technology that can help your analysis is being brought to market, but any in-depth
survey data should also include input from frontline employees, trading partners, vendors,
and customers.

Some industrial-equipment manufacturers are still questioning the need for going lean,
asking: “How does this principle apply to me? My company builds to order each time. We
have little or no standard mechanization and nothing to make leaner”’

In answer, consider that if your company competes in a global environment, you can be
certain your competitors have already embraced lean thinking. Even a purely made-to-
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measure environment will include some repeatable processes. Your employees may be
duplicating procedures inadvertently. They may be making erroneous assumptions about
what the customer really wants, or they may simply base processes on the unquestioned
attitude of “that's the way we've always done it”

Become Agents for Change

Maybe you have already undertaken lean manufacturing processes for spare parts
production and extended the commitment to change throughout your organization,
including sales, customer service, and administration. Most likely, you found the
commitment waning after several months, or even sooner. An in-depth discussion of why
employees resist change is beyond the scope of this paper, but it might be helpful to
examine how other companies have fostered an ongoing competitive spirit that reaches
across all divisions.

Traditionally, organizational change is initiated from the top down and focuses only on
fixing what's wrong. After a solution is chosen, the program is communicated from the
CEO level down through the ranks. By contrast, organizational change from the bottom up
empowers frontline employees—those who have the closest contact with the equipment
or the customer.

Manufacturing companies should examine the way employees are asked for input;

if feedback is slow, consider that employees might be on the defensive about their
capabilities. In this situation, a question such as “Is there anything we're doing wrong?”
might be less effective than “Is there anything we can do to make it easier for you to
satisfy the customer?”

Better Bidding and Pricing

As recently as 10 years ago, few manufacturers predicted just how quickly the trend to
"buy cheaper at any cost” would erode carefully cultivated business relationships. It's
not hard to understand why the buy-cheaper imperative became widespread; industrial
equipment customers face intense pressure from shareholders or boards of directors to
achieve rapid ROI. Every equipment purchase is scrutinized relentlessly.

To alleviate customer jitters about ROI, some equipment manufacturers are offering “pay
as you go” or “try it for free for six months” options. If your company doesn't already

offer a variation on these pricing models, consider adding one. It will require your bidding
and quotation processes to evolve to include better lead times and cost analyses. At

first, introducing innovations like these will seem like a daunting task, but there are many
benefits. Pay-as-you-go pricing opens numerous opportunities for after-sales support to
your customers. Software solutions can help, by presenting various scenarios to assist your
pricing strategies.

As mentioned earlier, concurrent engineering can significantly lower your costs and
produces a more competitive bid. It can also substantially speed up your entire quoting
and bidding process, and reduces the chance of errors that can occur when engineers
hand over their work to manufacturing. This will be an important benefit for your company
and for your customers, and distinguishes your services from competitors who don't
follow the same practice. Therefore, team members preparing quotes and bids should take
special care in adding up custom design and engineering costs.

Industrial equipment manufacturers who engineer to order cannot automate every step

in the building process—nor should they. But many steps can easily be automated and
may have received scant attention within your organization. Content management and
information sharing, for example, can be easily automated with software solutions. Product
configurators will remove many of the redundancies in your processes and can free up
hours of time that engineers and designers can put to better use. Always ask: Does

your bid include all of the design and manufacturing excellence that your company
actually provides?

Pay-as-you-go

pricing offers

numerous
opportunities for
after-sales support

to your customers.
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If an engineer
makes a change to a
document, everyone
in the organization
should be able to

see it immediately,

whether they're

down the hall or

around the globe.

Managing Clusters Effectively

Any improvements you undertake to advance lean manufacturing will be powerfully
affected by participation from your partners; transformation can't occur unless they step
up their pace to match yours. It might help to briefly examine the best practices of high-
tech and automotive industries that have adopted Kanban and other lean processes.
When you combine lean processes with computer ordering systems, you can minimize
your inventory while still satisfying customer demands. In this case, you might decide to
require your business partners or subcontractors to also commit to lean practices as a
condition for getting your business.

Information sharing is important in any enterprise, but especially for a company that
depends on geographically dispersed clusters of subcontractors and local partners. If

an engineer makes a change to a document, everyone in the organization should be
able to see it immediately, whether they're down the hall or around the globe. Employees
who spend the bulk of their time on the road should have the capacity to access
information remotely.

Ideally, your partners and contractors should share documents easily across the Web,
without depending on PDF or other file-sharing formats that can download incorrectly,
slowly, or not at all. As an alternative, many businesses rely on Web portals for instant
access to business information, based on the privileges assigned by an administrator.
If your company depends on in-person and phone communications, instituting Web-
enabled information sharing will require an ongoing commitment.

Gaining a Competitive Edge
Beyond Price: Communicating Your Company Value

It's easy for industrial equipment customers to overestimate the advantages of ordering
from a low-cost manufacturer. Make it just as easy for customers to understand your
unique value—why you offer more than just the cheapest price.

For example, if your company builds machines that require one or more changes in a
business quarter, your benefits summary should include your unique ability to offer on-
site maintenance that goes beyond custom installation. Realistically, every machine will
require follow-up adjustments, which most customers understand. However, a customer
facing intense ROI pressure is going to demand in-depth analyses at regular intervals
far beyond the installation. These may occur at six-month, nine-month, or 12-month
intervals. This puts your customer at a severe disadvantage if a machine adjustment is
required and the manufacturer is located in a far-off part of the world. This situation offers
a powerful strategy for differentiating your company. Because low cost is top-of-mind
for your customers, give serious thought to how you can communicate your geographic
advantages, during all stages of your customer courting process.

Custom installations that can be completed in one or two days, instead of several months,
should be communicated within your bid. Your ability to keep machines running around
the clock for maximum proficiency should receive special mention as well.

Turning Regulations into Opportunities

Some ingenious manufacturers are expanding their customer focus to become experts
on their customers’ customers—specifically, how clients cope with myriad regulations
throughout the world.

For example, food manufacturers who export globally face wide-ranging regulations
governing labor laws, food safety, and environmental issues. They may have specific
labor union mandates to follow, in addition to local and national laws within their
own countries.
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Let's use another example. Many European and North American companies are asking
tough questions of the manufacturers who make their products. They may ask for
proof of worker safety standards, the frequency of on-site inspections, and more. If the
answers are unsatisfactory, the job will go to a manufacturer who can comply with
tougher standards.

If your company can help lift the burden of compliance off your customers’ shoulders, it
will be a significant market differentiator against your competitors. Moreover, much of the
information is probably within your organization already, but is not necessarily shared. Ask
within your company:

« Even if we deliver only to local companies, do our customers deliver globally?

« Do we have sufficient knowledge to help win sales in other regions?

+ How quickly can we acquire the knowledge?

» Do our capabilities include on-site training and consultations regarding compliance?

An in-depth analysis of your company’s current capabilities and how they compare to
low-cost alternative manufacturers can be time-consuming but rewarding. The results
will reveal your strengths as well as possibilities for improvement. Your analysis should
also include time and scheduling, design excellence, technical capabilities, and
custom installation.

Design Excellence: Your Secret Weapon

As mentioned, industrial equipment manufacturers cannot survive on machines alone;
the excellence of your design can protect against price competition. Great design doesn't
take place in a vacuum, however. If your company processes have created information
islands, or if employees spend too much time searching for information or handling other
procedures, consider how integrating all of your information into one digital storehouse
would save time.

Turning Contractors into Collaborators

Many manufacturers are looking beyond the geopolitical ramifications of eroding
intellectual property protections. They aren’t waiting for governments to reach agreements
about trade protections and copyrights. Instead, they're asking, "How can we beat
intellectual property raiders at their own game?” Speeding up research and development
by turning trading partners into collaborators is one answer. Rather than approaching the
market through a traditional OEM approach, consider how subcontractors and partners in
local markets can extend your company’s competitive reach.

Adopting Best Practices

Team-based design and leaner operations will help ensure that you and your partner
gain momentum and speed in the market, and reduces the expense of hasty decisions
and unnecessary fast-track inventory purchases. Software options offer solutions for
managing collaborative design, and managing parts for your subcontractors, partners,
and customers. You can also use technology to pinpoint inefficiencies in your service,
purchasing, warehouse management, quoting, and order fulfillment processes.

Although maintaining lean inventory is important, consider adopting a more efficient
supply-chain management technique, such as using Kanban or pull manufacturing
processes to prevent a snowball effect when one subcontractor is late.

Pursuing New Revenue Opportunities

A group of business leaders met recently to discuss the question “How can we move
beyond a ‘cheapest is best” approach and communicate the actual value of our machines?”
The answer that emerged is that companies must produce more than machines; they

Rather than

approaching the

market through a
traditional OEM
approach, consider
how subcontractors
and partners in local
markets can extend
your company'’s

competitive reach.
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should also provide custom installations, training, product revisions, maintenance,

and repair—all on-site. Design-intensive industries, such as industrial equipment
manufacturers, are most likely to excel based on their designs and ability to innovate—
qualities that are currently unavailable in low-wage countries. Design excellence need not
be present only in the pre-manufacturing stage. For instance, consider how your company
is uniquely able to make custom revisions after the product has been operating for six
months or a year at its final destination.

Inventive design, research, and end-of-life-cycle services can extend your market share
significantly. Promoting a spirit of ingenuity throughout your enterprise helps align your
employees’ commitment to excellence with yours.

Are You Overlooking the Obvious?

One of the best ways to obtain realistic feedback about your processes can also be one
of the most painful: After each installation stage, ask your customers what you could
have been done better. Many executives overlook this simple strategy, perhaps in fear
that the customers’ experience was unsatisfactory. However, taking this extra step will
reveal insights that aren't possible by any other means and will keep you ahead of
your competitors.

Microsoft Dynamics is a line of integrated, adaptable business management solutions that enables you and
your people to make business decisions with greater confidence. Microsoft Dynamics works like familiar
Microsoft software such as Microsoft Office, which means less of a learning curve for your people, so they
can get up and running quickly and focus on what's most important. And because it is from Microsoft, it
easily works with the systems your company already has implemented. By automating and streamlining
financial, customer relationship and supply chain processes, Microsoft Dynamics brings together people,
processes and technologies, increasing the productivity and effectiveness of your business, and helping
you drive business success.
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