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A. Finding More and Better Cost Reductions
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Cost Reduction Atlas

A summary of methods to seek out and implement cost reduction projects in manufacturing sites.
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Introduction

Over the years our  manufacturing plants have always found ways to save money.  Today, they continue to make changes that simplify, improve and enhance our products and generate cost savings.

But how and where will they continue to find cost savings in the future?  Where are the time-tested methods for seeking cost savings written down for all of us to use and share?

Our “Cost Reduction 2000” team has written this “Atlas” as a summary of the best practices collected from  manufacturing sites that have lead to over $50MM in savings in the past 10 years and so that we may document and share these methods and continue the  Cost Reduction tradition of success and continuous improvement.

What is a “Cost Reduction”?

A cost reduction is a project or series of projects that revise the manufacturing process or product material that results in a reduction in the costs incurred when manufacturing a product.

Main Cost Reduction Categories

· Labor (People)—Reduction in the line crew used to assemble products or automating a manual production process

· Materials & Standards—Reductions in the purchase price of components, increases in the rate of production and reductions in the amount of lost product

· Equipment—Reductions in lost running time, increases in processing speeds and reductions in maintenance costs.

· Methods and Processes—Eliminate any unnecessary production steps and simplify the remaining production process.

· Overhead—Reduction of overhead costs through elimination of non-value added functions or through sharing of resources to achieve a task or function.

The Cost Reduction Process

· The fundamental principle of seeking cost reduction opportunities is to understand where we are spending our money.

· We should understand the annual value of procedures, losses and rejects and attack the high annual cost items.

· In general, we should work to build an understanding of how we lose our materials and products and how do we spend our money.

· By analyzing and understanding product costs we can learn what our “in standard” losses are and begin looking for trends in those losses. We can then use those trends to anticipate and reduce our future losses.

Key Cost Reduction Phases

Idea Generation Phase

A cost reduction idea can come from any person or group in a production or support function.  Once the idea has been documented, a cost reduction team can research it.

Idea Analysis Phase

Once an idea has been formed, the idea must be documented, analyzed for pitfalls and scoped for implementation planning.  The idea may not always “pan-out”, however, keep the unapproved ideas on file because they may become more feasible as new technology becomes available.

The analysis will often involve a Divisional Review that will include other functional areas such as Marketing, Materials Management, Quality Assurance, Medical, Regulatory Affairs, Engineering and the Customer.  Each area will have an opportunity to give recommendations for action items and approval of the change.

Idea Planning Phase

A Project Leader will assemble and coordinate the project implementation team.  The team will analyze the potential for the idea and generate a plan to implement the change.  The team will also include testing plans, products affected and key milestones of the project.

Idea Implementation Phase

The team will execute the project plan and implement the changes.  Since cost reductions often involve change to existing product designs and production processes the change must be carefully analyzed and evaluated to assure the quality and functionality of the product is not adversely affected.  Once the change has been implemented, follow up on the change to assure it is effective and doesn’t require further revisions.

IDEA GENERATION PHASE

Revisit Prior Failures

· Put new eyes on old problems and old discarded projects

· Revisit projects that didn’t work as intended or fell short

· Visit trade shows and seek new technology to solve old problems

· Look for new methods, processes and equipment 

Conduct Process Mapping of Production Systems

· Conduct process map sessions for each production line and identify each value added step to the product

· Challenge each step to assure it is worthwhile and eliminate wasteful steps

· Start with high volume or high product cost lines

· Combine steps in manufacturing processes to streamline the process

· Train and use for all operations crews

· Invite production CR teams from other plants to review your production lines

· Conduct supervisor and other inter-plant exchanges

Conduct Value Chain Analysis of Production Systems

· Specify the worth of each component or attribute in a product

· Determine if it is required for customer use

· Make revisions to packaging or processes to eliminate “worth-less” attributes

Make Information More Available

· Product cost data must be properly controlled, yet available to CR Teams

· Perform Pareto Analysis for Commodity cost data, especially bulk drugs and high volume commodities

· Utilize cost data to identify the high cost processes or commodities

· Provide  Wide Web Site for sharing ideas.

· Route monthly reports and idea lists to other plants

· Intranet Cost Reduction Site

· Develop a cost reduction tracking site

· Use  World Wide Web

· List ideas and implementation plans

Material Sampling

· Identify HIGH COST Products and Components

· Review NCMR’s to identify trends with suppliers and correct

· Examine ALL Sample Quantities and Identify number of samples taken

· Eliminate destructive testing for high cost parts

· Reduce or simplify analytical tests for bulk drug chemistry samples

· Perform multiple chemistry tests using a single product container

· Eliminate multiple identity tests for the same component

· Eliminate unnecessary test methods from specifications

Production Equipment

· Evaluate Production line equipment for excessive downtime and frequency of major repairs

· Check equipment for excessive on line breakage

· Can some manual operations be automated to reduce large line crews?

· Look for “off the shelf” equipment and standardize among plants

· Keep good line downtime records to identify sources of equipment problems, perhaps automate downtime data input directly on line.

· Review the ages of equipment, remembering that “Old” is  not always bad, but look for cost to operate data instead.

· Examine size changeover time and provide “dummy” commodities for line setup instead of live product and allow early production line changeovers

· Make standard changeover parts and use the line crews to assist in size changes

· Use templates for setup verification institute easy to adjust settings

· Evaluate how long it takes for the line to run at standard after a changeover

· Line speed Improvements can improve overall throughput but running slower and more consistent speeds may give more consistent production rates with fewer rejects

· Look for line choke points where do products get delayed, such as reduce waiting time between production lots, sterilizer loads

· On Line Maintenance during production should use the right tools for the job

· Also, keep tools clean and ready to use

· Monitor equipment operating conditions for consistency and install temperature, speed controllers and such to assure proper (validated) settings are maintained

· Failure to run production within validation limits will cause product rework or rejections

· Seek help from your current or potential equipment suppliers by inviting them  to “audit” your line equipment

· Seek their input to how their equipment is running and ask them for upgrades if available

Production Methods and Processes

· Seek processes which are difficult to run such as infrequently run products and small product lots

· Evaluate Straight Line vs. Queue Manufacturing

· Join filling and packaging line schedules to reduce line clearances

· Implement longer production run with bigger solution batches

· Examine spoiled batch losses and determine cause of batch failures and eliminate

· Look at material handling in WIP and Finished Goods and reduce warehouse losses

· Document and measure losses in storage and move operations

· Use plastic pallets slip sheets, returnable totes etc.

· Seek ways for Quality Assurance to improve monitoring of quality failures during production and provide timely feedback to production during runs

· Production Scheduling should try to build longer production runs of same sizes, types of products to reduce schedule changes

· Implement split finishing programs to improve small batch production.

· Identify and track ergonomic issues with safety audits to reduce ergonomically unsound operations

· Reduce destructive inspection processes by validating suppliers to perform inspection and approvals of commodities

· Streamline batch documentation by reducing the number of signatures or utilize computerized batch records

· Review Deviation and NCMR files to find variations in processes that were accepted and institute permanent changes if appropriate for the change

Examine Production Line Rejects-“TRASH CAN ANALYSIS”

· Catalogue “trash-can” rejects for one week and chart them by reason and component cost then review and eliminate causes of rejects

· Identify “bad actor” commodities that run poorly, determine why and correct

· Re-inspect rejects before discarding

· Set up limit samples for rejects

· Label bins for “re-inspection” not reject

· Reduce human error by assuring proper training in reject identification

· Eliminate “Floor Rejects” by placing pans and side panels at places where overflow can occur

· Analyze reasons for rework and focus on eliminating sources of poor quality

· Sell scrap materials and start recycle programs with local companies

Examine End of Lot Excesses

· Determine what materials are being discarded at the end of production because it may be easier to trash them than counting and returning to stock

· Validate sterilizer to minimum loading to prevent end of lot discarding of excess

· Generate lists and analyze by dollar value

Solution Batch Sizes and Supply Line Losses

· Assure expensive solution batches are appropriate for the production time available

· Minimize solution line losses by eliminating tank transfers, using shorter hoses, smaller filters or decrease filter flushing amounts

· Use distilled water if possible for Pre-flush rinsing and bubble point

· Bring solution tanks closer to the filling line when filling expensive products

· Blow Filling lines at end of lot to collect line losses

Analyze Product Standards

· Challenge what the “acceptable” loss standards are by Identifying “in standard” or so called “acceptable” loss rates

· Use daily production data and perform pareto analysis by cost and volumes

· Rank the most highest dollar losses in your product lines and develop a plan to reduce losses by a certain percentage

· Share the information with production crews and let them seek ways to reduce in standard losses.

· Have Manufacturing Engineering perform line utilization review among plants to optimize production line balancing at plants

· Shift products or change lines  as needed to optimize core production capabilities

Product Design

· Use supplier standard “off the shelf” items instead of custom materials

· Reduce caliper/board weights

· Standardize packaging formats

· Simplify packaging formats

· Create less expensive formats

Materials Management

· Use MRP Inventory Reports and sort by cost and purchase frequency, conduct pareto analysis of component cost and annual purchased quantities and rank items by annual quantity and cost 

· Select the most expensive and plan to reduce total purchase cost by a certain percentage

· Seek new and less expensive suppliers for bulk drugs or consolidate small lots of the same drug among plants by single purchase order

· Buy larger quantities of commodity and expense items or consolidate purchases among plants for the same items

· Evaluate procurement and bidding to suppliers, generate second sources and enlist long term contracts

· Standardize with single suppliers for multi-plant contracts

· Establish formal, structured cost review meetings with suppliers regularly and challenge them to reduce their costs

· Ask them for ideas on how to improve your commodities and thereby reduce their costs to produce

· Review delivery schedules and consolidate shipments

· Have suppliers make larger runs on commodities not likely to change and let them store them

· Institute electronic bar codes and scanning for commodity inventory control to reduce waste and unaccounted for losses

· Seek transportation contracts with local transportation company, investigate flat fees for transport charges and utilize supplier make and store opportunities

· Assure storage areas are correct for the items contained

Consumables Costs

· Examine the items used to produce products but that don’t become part of the product, such as steam, electricity,  spare parts, cleaning agents, filters, office supplies etc.

· Check auxiliary equipment and turn it off if not being used, reduce equipment heating and cooling settings if possible

· Review calibration, preventative maintenance, demand maintenance systems for efficiency

· Use materials longer before discarding

· Extend the use of consumables items

· Recycle materials before discarding

· Use less expensive materials if end results are the same

Review of Customer Needs

· Establish a network of local customers to provide easy and quick product feedback and training for cost reduction teams about how our products are used.

· Does the customer need or use all the packaging materials we provide?

· Obtain competitive product and compare and contrast.

· Survey trade journals for ideas for product changes

Production Line Crews

· Utilize “Employee Involvement Teams” as Cost Reduction Teams for their line

· Involve maintenance and engineering to rearrange tasks to save steps

· Reduce distance between operators to improve communication lines

· Reduce the number of times product is handled

· Eliminate bending, lifting, stooping, twisting operations

· Eliminate and reduce manual assembly

· Eliminate “upstream & downstream” flow and choke points

· Do problems “pop-up” at the same time every day?

· Do problems occur at shift start or ending times every day?

· Do the people really act as a team?

· Are the people proactive in problem solving?

Product Support Groups

· Review production support group tasks and look for repetitive activities that can be reduced or eliminated

· Can operations and resources  be shared in some ways with other plants?

· Groups such as Engineering could be shared to perform equipment and process validation, calibration and instrumentation systems.

· Other groups to review: Safety, Maintenance, Spare Parts, Quality Assurance, Laboratory Supplies, Housekeeping, Administration Staffs & MIS

a) Plant Visits—While you’re there…

· Meet with a CR Team and explain what you do for Cost Reductions

· Bring home ONE idea from the plant to work on

· Make a Tour of a Production Line with a CR Team member and ask “WHY” questions

· Meet with Plant Personnel in various areas like purchasing, quality assurance, engineering, production and ask them for ideas

IDEA ANALYSIS PHASE

Document the Idea

· Start with the date, idea description and who’s idea it is

· Then describe, in good detail, what is the idea?

· Be sure to describe the current operation and how the proposed operation will save money

· Let the cost reduction team review and make input into the project idea to flush out pitfalls and positives

Get a “Champion” and Push To Completion

· Often is the Idea Generator, but if not, be sure to provide insight and support for the change to the Champion

· Relate the historical aspect and the plans to accomplish the change

· Get Champion to assist in building agreement on project when needed

Cost Reduction Team Assignments

· Select Project Leader and create project teams

· Assure proper mix of skill sets, administrators, planners and functionals

Determine the Projected Savings

· Determine where the savings will come from, labor, materials or overhead.

· Include all products or commodities at annual unit volumes

· Subtract the cost to implement from the cost savings

· Amount of savings must be real and must reduce a production standard

· Purchased price reductions (PPV) are legitimate projects

Functional Group Review

· Actively seek input and agreement from all functional support areas about the project plan, any concerns about risks and tasks.

· Enlist their support to resolve issues, provide supporting tests and document these items in project minutes

· What validation of the change does the Team and QA want performed and documented to support the change?

· Determine FDA submission requirements if the change affects primary packaging materials, production processes etc.

· Determine if the change will affect any long range or strategic plans that the commercial group may have.

· Be sure to detail all the products impacted by change for commercial and materials group analysis.

· Product packaging changes can impact  and other external distribution chains adversely and create negative costs that erode the savings being implemented

· Rank the project against other cost reduction projects to determine priority

Risk Evaluations

· Determine if there are any customer risks if the product fails to function as intended as a result of the change

· What are the financial risks associated with the change

· What factors will impact the success of the change?

· Are people and financial resources available in sufficient quantity to accomplish the desired change?

IDEA PLANNING PHASE

Generate a Task List 

· Establish regular team meetings with regular meeting minutes issued

· Clearly define the change and assure the scope of the change is correct

· Establish task sequence and be sure to identify critical steps

· Reduce critical steps to reduce risks

· Some projects might have “dictated” implementation schedules while other projects just have an endpoint based on tasks

· Clarify the project time line and gain team agreement

· Cost of implementation delay, savings lost?

· Allow time for testing and customer feedback  and approval time by affected parties

· Allow time for the greatest technical hurdle and generate backup plans

· Factor in business cycle, updates

Identify Team and Project Resources

· Assure buy in to the project goals by internal  resources

· Assure funding is adequate and approved for use, generate RCE’s as needed

· Meet and gain agreements from external suppliers, test companies etc

NOTE: (Generate Confidentiality Agreements as needed for external resources)

Perform Feasibility Study/Develop Prototypes

· Decide if a feasibility study or any other action is required to resolve concerns or performance issues caused by the change

· Make prototypes to allow analysis of idea and demonstration to functional groups

· Make a Go/No Go decision to proceed with a feasibility study or for developing a preliminary scope that is often required to prove the ideas

· A Sub-Team leader assembles and selects “feasibility team” that will establish goals and establish communication methods

· The team should define “study objective”, identify source of funding for feasibility study if needed.

· Next, the team performs “study protocol” with users/customers and evaluates results using confidentiality agreements as needed

· Review prototype data and expand team to involve all levels/functions to a final Go/No Go to proceed to implementation phase

IMPLEMENTATION PHASE

b) Project Execution

· Execute the project plan steps per the agreed upon schedule

· Document your regular team meetings and distribute UP and DOWN the chain

· Create a listing of the actions needed to complete the change

· Select appropriate detail level for the action items

· Track only KEY actions and functional groupings

· Identify critical paths and complete early items 

· Train production crews to the change and update training records

Product Assurance Reviews and Functional Approvals

· The team should schedule some form of product change review and approval meeting(s).

· Each functional group should to attend and have the opportunity to review and approve the proposed change

· Provide prototypes as needed for evaluation

· Document the meeting and any follow up items required prior to implementation

Product Specifications and Systems

· Perform a review of the product documentation system

· Assure all affected specifications are updated  to reflect the change

· Include supporting test documentation

· Include drawings and departmental written procedures

· Assure plant MRB/BOM’s are updated for standards changes

· Review purchasing cost structures for compliance

Limited Implementation

· If needed, make the change for just a few products or on a single production line

· Selected roll out to well known customers

· Determine and track the changed product in the market place

· Provide lines of communication for customer feedback in Product Complaint Dept

· Establish connection with sales rep in roll out area

· Visit the selected site as possible

· Provide early involvement with customer

· Receive feedback before widening roll-out to balance of market

· Make changes if justified

· Review effect of changes on the project scope

· Improve the change if possible

c) Gain Functional Approval to Fully Implement

· Review customer feedback with functional approvers

· Notify of any major changes from original project scope

· Gain approvals for full implementation

Follow-Up and Completion

· Visit customer during roll-out and thank them for reviewing the proposed change

· Schedule routine follow-up with commercial and product complaint groups.

· Complete and close out all project reports and testing data

ADMINISTRATION AND TRAINING

Find/Create a focal point in each plant for Cost Reductions

· Have them keep all the old and new ideas

· Attend Division Business Unit Meetings

ALL Employees Should be Trained in the Art of Cost Reductions

· Annual Planning Sessions or Refresher course

· Set aside time to plan cost reduction “Ideation”

· One day “blitzes” with teams

· Brainstorming Sessions

· Form a “think tank” that only comes up with ideas

· Audit and benchmark product lines among plants

· Train Everyone in The Cost Reduction Philosophy

· Asking the “WHY” questions

· Losses affect our Profit Sharing directly

· Institute new employee training for CR Program Steps

· Allow time for retraining of your CR Teams

· Give them time to learn the new technologies that will bring about cost reductions

· Assure the resources for good project management are available

Annual Review Sessions for Cost Reduction Teams

· Review new knowledge gained on CR Processes

· Identify successes and failures of projects

· Identify road blocks implementing savings projects

BRAINSTORMING RULES

1. State the specific topic of the items to be brainstormed.

2. Go in rotation.  One idea per person per turn.

3. Exaggeration is encouraged.

4. If you do not have an idea say "Pass".

5. No discussion during the actual brainstorming session.  Discussion will occur during clarification after everyone passes.

6. The recorder writes the ideas down just as they are stated.  

7. No critique of spelling. 

8. If the idea is lengthy the facilitator may put the thought into their own words and the originator agrees.

9. Once everyone has taken a pass on his or her turn, the brainstorming session is over.

CLARIFICATION SESSION

OBJECTIVE:


For all participants to understand what the originator means by their idea.  

1. The teams meet together.

2. The teams switch off clarifying each idea.

3. The person who initiated the idea explains what they mean.

4. Discussion is encouraged and ideas can be modified and new ideas added.

5. Ideas will be typed and made available to all teams.

COST REDUCTION FORM

SUBMITTED BY:
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   2000
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CASHFLOW SAVINGS:
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IMPLEMENTATION DATE:
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(
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(
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(
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(
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QC REVIEW:


(
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(
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COST REDUCTION PROJECT SUBMISSION
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Implementation Date:
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Cost Reduction Team:




Submitted by:
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B. EHS CHALLENGE:

This project will:


(Environmental) reduce waste in the form of hazardous, non hazardous, air emission, process waster, and/or combustion gases





(Safety) reduce the possibility of injury or illness.

PRE-IMPLEMENTATION APPROVAL:

Team Leader:

Date:


Mgr. Of Budget Affected:

Date:


Statistician:

Date:
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