Smith and Nephew Australia – MRPII CLASS A

Smith and Nephew are a global healthcare company. The business sectors that the company operates in are orthopedics, endoscopy, wound management, casting and bandaging, ENT (ear nose and throat) devises, rehabilitation and consumer healthcare. Smith & Nephew are leaders in these marketplace sectors with strong growth, innovative, effective and profitable products. Smith & Nephew’s global business is in 36 countries and achieved sales of  £1.1bn in 1999. Smith & Nephew Australia Ltd. operate in the wound management, casting and bandaging and consumer healthcare sectors. Australia achieved sales of A$122m in 1999. 

Smith & Nephew Australia had two manufacturing sites operating; both in Victoria in Clayton and Wonthaggi and a large range of finished goods are imported from many countries around the world.

At the beginning of 1997 Smith and Nephew Australia started a Continuous Process Improvement (CPI) program. The performance in the past had been good but the Managing Director felt that it could be better and he engaged Price Waterhouse Coopers to assist in this CPI program. PWC identified several key areas for inclusion in this program. Key staff members were seconded to lead the projects and their departments were provided additional resource to allow their release. 

The planning and control systems within S&N Australia were not delivering world class results as benchmarked by PWC. A key team for Planning and Process Control was launched aimed at delivering this world class performance.

This team completed an “AS IS” phase which quantified current performance levels with a view to completing a “TO BE” phased aimed at where performance levels would be. This “TO BE” phase led to the approval of the implementation of the project. It was in this “TO BE” phase that MRPII Class “A” was introduced to the company and adopted as the approach Smith & Nephew would take to become world class.  From significant investigations we realized that companies that were really performing well had achieved or were on the path to achieving MRPII Class “A” status. MRPII Class “A” is an internationally recognized standard for business excellence.

The recommended structure for project teams, from PWC, which the company adopted, was to have an “Expert Facilitator” appointed to assist the team in achieving its goals. 

Phil Heenan was appointed after significant investigation as the expert facilitator for this project. Phil had worked to achieve Class “A” status for Sterling Winthrop Australia and had worked for many years as a consultant for the Oliver Wight organization. He had been involved in 26 Class “A” implementations within the Asia/Pacific region and was a founding director of Oliver Wight Australia consulting/educating whilst with them from 1988-1993. Phil was also one of the first Australian MRPII Project Managers to receive the prestigious Class “A” award in S&OP/MRPII/DRP from Andy Coldrick (see: www.lingcoldrick.com) in 1988 and is very well qualified in Logistics Management and is a Certified  Fellow in Production and Inventory Management from APICS USA.
Debra Stubbings was appointed expert facilitator for Purchasing and Supplier Development. Debra led the Sterling Winthrop Purchasing and Supplier Development team in their Class “A” accreditation project and subsequently formed her own company - DLS Consulting. Debra conducted our purchasing training, a skill assessment and completed a major category review for us.

The Teams
All teams had also a senior management sponsor to ensure that any roadblocks were eliminated. The overall sponsor was the Managing Director and the project leader reported directly to the Managing Director. 

Managing Director: Terry Hird
MRPII Manager: Peter Harvey

The main project was broken down into sub-projects dealing with specific areas and team leaders were appointed for each of these areas.

The specific areas were also broken into Strategic and Operational and were as follows:

Strategic:

Team Name



Executive Sponsor
Team Leader
Expert Facilitator


Inventory Rationalization


Terry Hird

Peter Harvey
Phil Heenan

Inventory Stocking Policy


Terry Hird

Peter Harvey
Phil Heenan

Inventory Systems Integration

Terry Hird

Peter Harvey

International Sales Integration

Terry Hird

Christine Cuthbertson

Operational:

Team Name



Executive Sponsor
Team Leader
Expert Facilitator

Sales & Operations Planning

Wayne Harding

Trevor Dawson
Phil Heenan

Purchasing & Supplier Development
Terry Hird

Sue Schuring
Debra Stubbings


Planning Systems


Terry Hird

Debra Anthony
Phil Heenan

Inventory Records Accuracy

Scott Braddy

Tony Theodore
Phil Heenan

Demand Management & Forecasting
Leon Hoare

Peter Harvey
Phil Heenan

Data Foundations


Terry Hird

Peter Harvey
Phil Heenan

Education & Training


Jacqui Halstead

Elisa Wheatley
Phil Heenan

Conformance



Christine Cuthbertson
Clive Bishop
Phil Heenan

Financial Systems


Terry Hird

David McKenzie
Phil Heenan

Manufacturing Systems (Shop Floor)
Terry Hird

Tony Dodds/
Phil Heenan








Steve Thoonen

How we started

The first process undertaken by the MRPII Manager, Peter Harvey was to take the Senior Executive team on site visits to discuss the MRPII projects, results and learning experiences from companies that had achieved Class “A” status. Many thanks to Ralph Wilson C.E.O of Willow Ware for his time and presentation to our senior executives. Ralph presented MRPII as the foundations for the companies operations and Class “A” status meant the foundation was strong. We adopted this as a theme and described MRPII as the “Foundations for our Future”.

 Phil Heenan completed the first step in our journey by conducting an audit assessment using the ABCD checklist from Oliver Wight and reported his findings.  Phil gave us an overall “D” with an average score of 1.02, which surprised some people who thought we would get a better score. In hindsight now we believe Phil was probably a little kind in some areas.

We were now fired up and ready to prove Phil wrong and so we launched into the project.

Education – not training

One of the most important things we did very early was to have our senior executive educated and thanks to all of them for undertaking two separate 3-day sessions with Phil. It is very difficult to take the senior executives out of circulation for 3 days and this was an indication of the commitment they had to the success of this project.

Education then followed for each of the project teams with an overview session followed by specific key area sessions. Phil Heenan was very well received and did an excellent job of this education. 

Debra Stubbings completed education sessions with our Purchasing and Supplier Development team as well as an actual category management review for us.

Fit in or Fall Out - FIFO. 

The teams now felt prepared and were ready to go but it was not long before they found that implementing change is a very difficult thing to do and we found a number of people soon surfaced who were not willing to embrace the new processes we were introducing. Unfortunately for these people they soon found that the company was committed to this project’s success and they were encouraged to change but let go if they could not. This is not something companies generally talk about in testimonials but it is a cold hard fact that you must accept if you are committed to success. When we visited other organizations, several Managing Directors said that if they would do anything differently next time they would be less tolerant and adopt a FIFO attitude.

New Core Competencies.

MRPII is very well described as common sense not commonly applied and it involves a lot of work to make sure you do get the basics right and keep them right. We introduced a new core competency into the organization for data accuracy, the position title was Information Co-Ordinator and Tony Theodore was appointed. Tony was responsible to ensure that all data we used to plan, buy and make is accurate, well structured and easily understood. Our “AS IS” phase had identified that although we thought we had this in place, after all we were on an business computer system, we were very poor at data integrity. Refer to the chart of results for our levels in this area.

We also introduced new core competencies in our forecasting, sales planning and demand management practices. Demand Managers, Daniel Hardman and Daniel Kolacko, (D1 and D2), introduced into the organization. Their primary role was to improve the accuracy of our forecasting.    

Our Journey 
1998

We had worked hard, very hard at getting the basics right. Our forecasting process and been completely redesigned utilizing Demand Solutions software and we had introduced sales planning into our pre-SOP process. Our sales forecasting performance had increased dramatically. Our inventory records accuracy had also increased dramatically as to our supplier delivery performance. We had spent a great deal of time developing a supplier partnership with Panalpina our Freight Forwarder and we were seeing real benefits in efficiency and cost reduction from this relationship. Our master planning was delivering much more valid schedules and our “what-if” analysis was working effectively. Our Sales and Operations Planning meetings were now entrenched and providing direction in key areas. Financial planning was integrated to operational plans and we were feeling pretty good. We had also implemented a new business computing system – BPCS and the data integrity was very good.

We had Phil Heenan complete another audit and we received an overall “B” with an average score of 2.52.Good, but not good enough. Phil warned us that we had taken the low hanging fruit and the rest would be harder to get. He was right.

1999

We kept working at improving our processes. We introduced new inventory stocking policies based on ABC analysis. Inventory rationalization became a key issue; we had a very long tail of “C” class items. We introduced supplier performance measurements and supplier schedules. We eliminated non-performing suppliers from our supplier base and we adopted a total cost evaluation process. Our rejection rates fell dramatically and our on time performance increased dramatically. Our schedules became more valid and we hit our plans with much more reliability. Our forecasting accuracy on “A” lines hit the targets and new product introductions all hit target. New shop floor control systems were delivering demonstrated performance measurements feeding into capacity planning and providing closed loop bill of material accuracy analysis. Our customer service performance was increasing consistently and integrated systems were implemented for change control. This change control system was timely as the company announced a global restructuring and manufacturing rationalization program. Australian manufacturing was to be closed down with the products we made to be supplied by India, South Africa, Indonesia and the UK. A global review by PWC London had concluded that Smith & Nephew had too many plants operating worldwide.

Australia, even though its performance was excellent, had been identified as part of the global rationalization of manufacturing to be the first country to alter the manufacturing focus to one of predominantly import and distribution with Cotton manufacturing remaining in Wonthaggi. This program took up an enormous resource and was to be concluded in relatively short timeframes with phased closedowns. Although very disappointing to us all we took the bit between the teeth and got on with it.

2000
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We were well into our manufacturing closure program and we had benefited enormously because of the accuracy and controls we had over our processes. Inventory Record Accuracy, BOM and Routing Accuracy together with valid schedules were all paying there way by allowing us to plan the closure of equipment. Our Purchasing Manager Graeme Richings had worked to bring quality suppliers to the company and all of these factors allowed us to complete these exits with minimal tolerance and write-off.  We had completed most of the closure program by May and had received glowing reports from our head office on how we had managed this program. On the 18/5/00 we asked Phil to audit us again and we were very pleased to receive an overall score of 3.67 which meant we had made it to Class “A”. Now with longer lead times it is even more important to maintain and improve our Class “A” status to manage the new supply chain challenges we face.

On 25/5/00 Phil Heenan presented our

 Managing Director Terry Hird with

 Class “A” achievement
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             Phil Heenan with Managing Director Terry Hird 



and MRPII Project Manager Peter Harvey





Phil Heenan with Managing Director – Terry Hird 

Results

We used a survey of 1200 American companies in our early “TO BE” phase to benchmark our project deliverables.

The following tables compare our performance to this survey and the significance of our improvements:

American Survey: 1241 Companies who have implemented MRPII

Percentage Improvement


Class “A”
ALL
Smith & Nephew

Inventory Reduction


30%

16%
30% Consumer, 15% Healthcare

Customer Service
26%

15%
18% increase to 99% 

Consumer 99.8% Healthcare 98.6%

Increased Productivity
20%

11%
60% in Planning/Purchasing 





24% in Manufacturing

Reduced Purchase Cost
13%

7%
4% See offset in Manufacturing 





Increased productivity.

During this period of time Smith & Nephew’s sales grew by 41% in Consumer and 15% in Healthcare.

Smith & Nephew Improvements not included in above survey:


1997

2000


Bills of Material Accuracy
54%

98%

Routing Accuracy
30%

98%

Forecast Accuracy
70%

82%

Performance to Plan
67%

96%

Supplier Performance (DIFOTIS)
56%

97%

Inventory Records Accuracy
64%

97%

Spend on Non- Standard Airfreight
$164,000
$7,234 (1999 Whole Year)

Raw Material Rejections reduced by 625% from average at start of 1999 to average level in 2000.

Our Suppliers Comments
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Robert Flemming – Managing Director Panalpina Australia


What separates the MRPII Supplier Development process from many others is Smith & Nephew’s commitment to work with suppliers to achieve targeted outcomes.

Our experience is that after the initial benefits of a process change, many lose the enthusiasm to go the distance.

This was not the case with Smith & Nephew. Our relationship is as fresh today as it was in 1997 and I am convinced the MRPII process is a significant driver in maintaining the development of the relationship.

The role of Panalpina is to provide international transport and local Customs services linked directly to the Smith & Nephew supply channel. This involves the seamless flow of information from Smith & Nephew to Panalpina and the return.

Many clients underestimate the effort needed to work seamlessly. From the beginning, Smith & Nephew listened to any suggestion made by our team and likewise Smith & Nephew have directly influenced Panalpina Australia’s business.

Many of our clients today enjoy service improvements driven by the Smith & Nephew MRPII process.

We all talk about win/win and the relationship we enjoy today with Smith & Nephew fits the model to perfection.
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