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EDITORIAL

Business Excellence
and Risk Management:
Facing New Challenges in a Changing Economy

“When you find yourself in a hole,
stop digging.” – Will Rogers

of customer, product and service level segmentation to gain a competitive edge.

All businesses are faced with risks which could
become a stumbling block on the road to
success. Risks are defined as the probability
of an event occurring and its subsequent consequences. Risk management is the practice of
using processes, methods and tools to manage
and minimize these risks. Risk management
therefore focuses on identifying what could go
wrong, pinpointing the risks to be addressed
with and then implementing strategies to deal
with those risks. Businesses which identify and
assess how to handle their risks will be better
prepared and equipped with a more costeffective way of mastering them.

The issue opens by examining the healthcare
market in the United States. Something has to
be done about healthcare in the US. Costs are
rising at a rate the private market can and will not
accept, and which the government is unable to
pay for. The vital need for change – to cut costs,
provide universal coverage, increase efficiency
and eliminate waste, is right in front of our eyes
and needs to be addressed now. Our first article,
“Quality Enhancement in Healthcare: Improving quality and patient safety through a
combined proactive and reactive approach”
looks at how a combined approach, with an
equal emphasis on preventative measures, can
be a highly effective management pattern which
breaks down barriers and cuts through conventional quality management. In addition,
Dr. Peter Hoffmann provides his expert opinion
on the state of quality and patient safety in
healthcare.

This issue of the Tefen Tribune, with the title
“Business Excellence and Risk Management:
Facing New Challenges in a Changing Economy”, covers a variety of different topics that,
in one way or another, focuses on managing
risks. Included in this issue are articles about
preserving profitability in the wind power sector,
the importance of good corporate governance,
enhancing patient safety and quality in hospitals,
improving lean quality in the pharmaceutical QM
lab environment and the benefits of leveraging
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The tribune continues with an interesting interview with Mr. Massimo Derchi, CEO of ERG
Renew (the renewable energy branch of ERG),
a major Italian petroleum and energy corporation
and Director of LukErg Renew (a joint venture

EDITORIAL

between ERG Renew and LUKoil, the leading
Russian oil producer). The article “Consolidation
and Performance Excellence: Preserving
Profitability in the Italian Wind Power Sector”
focuses on the key threats and opportunities
coming from the wind power generation market
in Europe.
Pharmaceutical companies face many demands;
innovating new products that fulfill unmet needs,
breaking into new and emerging markets, and
ensuring compliant supply of drugs. Our third
article “Adding Value with Lean Quality” outlines Tefen’s lean quality framework and supporting benchmarks, and provides advice on
how to approach lean manufacturing in quality
assurance labs.
The fourth article “Corporate and Good Governance in German SMEs” focuses on the
different components and variants of corporate
governance and uses practical examples to
illustrate how businesses can realize good
governance, thereby generating a decisive
competitive edge for themselves.
Businesses spend a lot of money and resources trying to provide the ultimate customer
experience. Many companies treat all of their

customers the same and hope this strategy
results in high retention and satisfaction.
Tailoring the service level to each customer
is explored in the final article “Leveraging
Segmentation of Customers, Products and
Service Levels for Business Purposes”.
This article focuses on the five stage process
of customer and product segmentation, the
first two stages being incorporated into the
organization‘s business strategy, while the last
three focus on the organization’s operational
strategy.
In summary, each of these articles focuses
on some aspect of risk, whether it is the risk
of losing market share, key customers,
revenue or human lives. We hope that the
subjects and ideas outlined in this issue will
provide the reader with greater insight into
the importance of risk management.
Enjoy the issue!!

Thomas Guglielmo, President, Tefen USA
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HEALTHCARE

Quality Enhancement
in Healthcare
By Thomas Guglielmo and Tamar Mass

Improving quality and patient safety through a combined proactive
and reactive approach
When a medical institution aspires towards excellence and patient safety, quality enhancement
proves to be a key factor essential to the process. It goes without saying that there are countless risks in the healthcare system and that it is
always a priority to minimize these. There is
nothing new about that. However, this article
takes the innovative stance that the inevitable
reactive approach to negative events is not the
only method which can be used to reduce risks
and therefore enhance quality. We will examine
how a combined approach with an equal emphasis on preventative measures can be a highly
effective management pattern which breaks
down barriers and cuts through conventions.
So what exactly are we trying to achieve?
Patient safety is defined as a healthcare discipline primarily involving the reporting, analysis
and prevention of medical or process errors
which can lead to adverse healthcare events.
Quality in public health is understood to be the
degree to which policies, programs, services
and research for the population increase the
desired healthcare outcome and conditions in
which the population can be healthy.
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Despite a general consensus that
everyone wants to achieve the goal
of optimum quality and patient safety, why is this target so difficult to
reach?
Healthcare institutions invest enormous effort
and resources in order to improve quality and
patient safety, but often fail to reach that aspired
“ultra-safe” environment. The following factors
have been identified as typical system barriers
in striving towards this goal:
1. The error reporting processes are often timeconsuming and confusing. Errors are often
misinterpreted as routine problems typical
of a hectic and complex environment.
2. Furthermore, the general lack of confidentiality
discourages staff, who are already battling to
overcome a feeling of shame and arrogance,
from having the courage to participate in the
error reporting process. It is only human to
find it difficult to admit one‘s mistakes and this
is exasperated nowadays by the realistic fear
of malpractice lawsuits, making it politically
and financially intolerable to bear the burden
of accidents.

HEALTHCARE

3. As if this was not enough, there is a tendency
in healthcare organizations to use the information collected from reported errors to just take
punitive action instead of investing it wisely in
system improvements (referred to as a “culture
of blame”). This is hardly a motivating factor.
4. Given the interdisciplinary nature of healthcare and the need for cooperation among
those who deliver it, teamwork is critical in
order to ensure patient safety. Collaboration
and communication are the name of the game.
There is currently a very real lack of specific
training and culture to encourage team work
as a priority. When investigating the root
cause of a problem, medical staff find it
difficult to see the bigger picture and ignore
the consequences that stem from processes
across other departments or along the
whole value chain (external suppliers, internal
department).
5. Excessive professional rules and regulations
are a negative side effect of excellence. Generated by the accumulation of layers that are intended to improve safety, we end up with an
overly complex and burdensome system.The
frequency of new rules and guidance materials
are often high, and is poorly aligned with internal system updates. Old rules and guidance
materials are often not discarded or removed,
consequently making it difficult to comply with
the latest applicable regulations.
To summarize the above, an environment with
technical and organizational complexity and
process opaqueness obscures the route to
excellence and makes it easy to overlook
risks to patients.

The legislators in the U.S. are
already “reacting” to this situation
by taking a “proactive” approach
to “encourage” participants to
embrace change:
The “Patient Protection and Affordable Care Act”
is a new healthcare regulation which, when it
comes into force in the U.S.A, will intensify the
need to overcome the aforementioned barriers.

Before we consider how healthcare companies
can adjust to change, let us briefly examine the
impact which this new legislation will have on
the medical sector:
Payment for services will be directly linked to
quality – a value-based purchasing program
for hospitals will link Medicare payments to
quality performance on common, high-cost
conditions such as cardiac, surgical and
pneumonia care.
Plans providing extra benefits to healthcare
institutions must give priority to cost sharing
reductions, wellness and preventative care
prior to covering benefits not currently covered by Medicare.
Incentives for physicians to report Medicare
quality data – physicians will receive feedback
reports beginning in 2012. Long-term care
hospitals, inpatient rehabilitation facilities and
hospice providers will participate in valuebased purchasing with quality reporting starting in 2014, with penalties for non-participating providers.
Support for prevention and public health innovation – A new CDC program will help state,
local, and tribal public health agencies to improve surveillance for and responses to infectious diseases and other important conditions.
An Institute of Medicine conference on pain
care will evaluate the adequacy of pain assessment, treatment and management; identify
and address barriers to appropriate pain care;
increase awareness; and report to Congress
on findings and recommendations.
The government will make substantial investments to improve the quality and delivery of
care and support research to inform consumers about patient outcomes resulting from
different approaches to treatment and care
delivery.
These new conditions have been a major
incentive to Tefen to develop an innovative
methodology which will assist healthcare
organiziations to prepare for the above
changes, while simultaneously helping them
to achieve excellent quality and patient safety.
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The benefits of a combined
proactive and reactive approach
in risk management

Improving quality and patient safety by
combining a proactive and reactive approach
Reactive

Proactive

Based on the current, traditional approach,
healthcare systems typically wait until an
adverse event occurs during medical treatment
and then react to this. The organization then
conducts “Lessons Learned Exercises” based
on the event that occurred – initiating action
and “repairing” projects as a follow on to
lessons learned from previous adverse events.
These actions and projects usually contain
“local fixing” acts which address the safety
issues that caused the event. Apart from this
“reaction”, the organization usually continues
its customary daily routine until the next unforeseen problem or chain of problems occurs.

“P&R methodology – 4 steps to
practical application of combined
and reactive approach”

“Now think about the things you‘ll do
tomorrow if an adverse event occurs
due to something involving your area of
responsibility, then go back to your office
and do it today”.

Step one – analyze current position on
2 axes diagram.
Initially the organization should analyze its
current position on the 2 axes diagram shown
below.

The less frequent and more difficult method
to implement is the preventative approach.
A proactive stance encourages an organization
to take action now in order to prevent the next
adverse event from happening. Revealing the
risk factors before they cause an accident is
not an easy task.

Systematic data collection
Lessons learned from
accidents occurred
Fix locally

Continuous hazard monitoring
Creating and assessing effectiveness of safety solutions

The proactive approach reduces the intensity of efforts
invested in reactive actions.

The organization’s position on 2 axes
Illustration:
100%

Excellent

80%

Medium

60%

Low

40%
20%

A combination of the two above mentioned
approaches was found to be most suitable
for the daily reality of healthcare systems.
This combination offers more benefits than
either approach on its own.

0%

Proactive approach

Reactive approach

The ultimate goal is to achieve excellence by
implementing actions which embrace both approaches.
Investing in preventive measures is expected
to reduce the need for reactive activities to balance
out the equation.

The classic total quality management methodology (TQM) used for this article forms the foundation for the P&R methodology developed by
Tefen in order to reach excellence in quality and
patient safety and overcome key barriers by
combining proactive and reactive approaches.
In order to perform this analysis, use TQM factors which are measured by TQM tools according to the following table:
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The organization’s position on 2 axes
Possible way to analyze current organization’s position on the 2 axes diagram using TQM factors
which are measured by TQM tools
Classic
TQM factor

Factor indicates a Factor indicates
proactive
a reactive
approach
approach?

Performance
measures

TQM tools for
performance
measures

Top management
commitment

Allocate budget and resources
Monitor progress
Planning for change

Pareto chart
Decision matrix
Histogram

Quality measurement
by continuous
improvement

Zero-“defects” conformance
Frequency and severity of errors
“Rework”
“Errors” rate relative to competitors

vSPC for process control
Check sheet
Histogram
Benchmarking

Process
management

Design procedures for
“manufacturability”
Productivity = total process
time/total delivery time

DRIVE
Flowchart

Employee training
and empowerment

Training employees ($ or hours)
Training management ($ or hours)
Cross-training employees
Training/retraining budget

Fishbone diagram
Force Field Analysis

Customer-supplier
value chain
quality management

Material cost
Material availability
Equipment quality
Suppliers involvement in
relevant processes design

Fishbone diagram
ICOR

Customer focus
and satisfaction

Customer service training budget
Prompt handling of complaints
Number or percent of complaints/
lawsuits
Consumer surveys
Time to respond to questions/
complaints
Percentage of returning customers

Surveys
CEDAC
Histogram

Step two – How do we know what is going
to cause the next accident…?
We need to identify and define inevitable/expected events, such as infections. In order to pinpoint risks which are hard to recognize, hospitals
should analyze processes and the customersupplier value chain etc. To allow this step to
be repeated continuously, organizations should
systematically collect data, regularly monitoring
and integrating information from a variety of safety hazard sources. They can encourage staff to
report errrors by ensuring anonymity. This data
should be used only for safety analysis and not
for punitive action. By comparing aggregated
data and benchmarks with national data sets, a
point of reference can then be created. Most
hospitals know they should indentify events –
they need a tool to do so – something such as
the UHC-PSN tool.

Step three – means of actions and
measurements
This is the time to define a proactive approach
for prevention of the inevitable/expected events
and to derive specific means of action. This
should be backed up by designing a methodology to measure the efficiency of defined safety
solutions to known problems. Possible TQM
tools for this include audits, surveys, control
charts, brainstorming and fishbone diagrams.
This should be a continuous process aimed at
eliminating potential problems.
Step four – a prioritizing policy
The policy should equally prioritize issues with
quicker and more apparent outcomes as well
as longer and less apparent processes. Classic
TQM implementation usually requires long-term
resource allocation at the expense of short-term,

Tefen Tribune | Summer Issue, 2012

7

HEALTHCARE

urgent resource requirements. Prioritizing both
long and short term activities may help you explain the value of the long-term, less apparent benefits of a process to the staff, thus increasing their
motivation and understanding of the final goals.
The innovative methodology described above
has been designed by Tefen, and is relevant to
any healthcare organization wishing to overcome
barriers in order to thoroughly improve quality
and patient safety.

Expert opinion
by Dr. Hoffmann
regarding quality
and patient safety
in healthcare
Peter R. Hoffmann, M.D., M.Phil., is currently a
Clinical Professor of Medicine at the University
of Texas Southwestern Medical School and
formerly the Chief Quality Officer and Senior
Vice President for Quality of Care at Parkland
Hospital, Dallas, Texas, where his activities included overseeing quality of medical care,
patient safety and risk management, infection
prevention activities and utilization management.
Quality and patient safety – a broader insight
Dr. Hoffmann uses the terms “quality of care”
and “patient safety”, defined at the beginning
of this article, in a broad sense. In his opinion,
“patient safety” not only deals with medical errors
which lead to adverse events, but also includes
process problems which actually cause most of
the harm to patients. For example, a patient may
have received the wrong medication, but what
were the steps involved in getting that medication to the patient? This means that, in order to
detect the root cause of an adverse event, the
organization must analyze the processes which
led to that event and then address the factors
which should and could have prevented harm
from reaching the patient. In contrast, “quality
of care” refers to improving health outcomes.
A common quality and patient safety definition
released by the Institute of Medicine employs
the acronym S.T.E.E.E.P:
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Safe care – avoiding injuries to patients
caused by treatments intended to help them.
Timely care – reducing wait times and
harmful delays for patients.
Effective care – making patients better.
Efficient care – avoiding waste, in particular
waste of equipment, supplies, ideas, energy,
and resources in general.
Equitable care – providing care that does not
vary in quality because of personal characteristics such as gender, ethnicity, geographic
location and socioeconomic status.
Patient-centered care – providing care that is
respectful of and responsive to individual
patient needs, while ensuring that patient
values guide all clinical decisions.
These categories lead to measurable parameters
that can help an organization detect whether or
not it is improving its quality and patient safety.
Additional barriers to achieving quality
and safety excellence and the difficulty of
identifying problems and achieving cultural
change
Nowadays, most hospitals do not dedicate
enough time and resources to tracking problems,
analyzing the causes of adverse events or
directly interviewing patients to find out “what
is bothering them”.
Despite the efforts of many hospitals in the
U.S.A to build internal quality departments,
Dr. Hoffmann comes to the conclusion that
“We still don‘t do as good a job in improving
the quality of care as we should. Hospitals often
don‘t identify significant problems, or don‘t
identify them quickly enough, due to insufficient
staffing, failures in the problem identification
mechanisms, difficulties prioritizing the problems,
an inability to examine the root causes of problems and most importantly, failure to implement
change. Medical staff understandably find it
challenging to perform problem analysis in
addition to their primary role – taking care of
patients”.
According to Dr. Hoffmann, the barriers in
achieving excellence as specified in this article

HEALTHCARE

are of real and current relevance to the healthcare sector and he elaborates: “Not only do we
have an inadequate error reporting system but
we have difficulty in easily identifying errors”. For
example, although it is simple to detect when the
wrong medicine is administered, failures or
near misses caused by process errors are
more difficult to identify.
Another barrier to improving quality and patient
safety as stated by Dr. Hoffmann, is the difficulty
in achieving cultural change. Cultural change is
needed when a problematic factor is identified
and needs to be changed. Organizations find it
particularly challenging to alter staff routines and
habits and ultimately maintain these changes in
the long term.

Dr. Hoffmann explains that most healthcare organizations do not yet use a proactive approach.
In order to implement change, companies must
combine traditional reaction with preventative
measures. In addition, Dr. Hoffmann believes
that implementation and sustainment of the
changes will pose a challenge as this requires
skills more akin to a business environment than
a healthcare center: project management,
constant measurement, monitoring and great
attention to feedback and communication.
On the other hand, we should never forget that,
while we are demanding these skills, the primary
function of a health care center is the care of
patients, and staff must have the time, focus,
and medical expertise required to do that.

Which action can a healthcare organization
take today?
According to Dr. Hoffmann, “Organizations
should start assessing their own performance,
and they should have done it yesterday”. If we
use the example of the U.S., where change in
legislation has resulted in a wake-up call, hospitals should begin preparing for quality audits in
which failure or success will have real consequences on the organization, such as their
Medicare billing.

The first step that hospitals need to undertake
is to identify their problems and systematically
assess their performance as detailed in the steps
suggested in this article. In order to do so,
Dr. Hoffmann recommends that organizations
develop a suitable and sustainable reporting
system for errors or near misses and start
small, by focusing on the simple things that
you can fix, improve or prevent in the foreseeable future, thereby showing your staff how
implementation of change can be realized,
monitored and sustained.

Because of the difficulty in performing root
cause analysis in addition to hectic daily routines,
Dr. Hoffmann suggests hospitals use an external
service provider to help build an internal quality
assessment and improvement department.

Thomas Guglielmo, President, Tefen USA
Tamar Mass, Consultant, Tefen Israel
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Consolidation and
Performance Excellence:
Preserving Profitability
in the Italian Wind
Power Sector
By Antonio Liguori

Interview with Mr. Massimo Derchi (ERG Renew CEO)
Massimo Derchi is CEO of ERG Renew, the
renewable energy branch of ERG, a major
Italian petroleum and energy corporation and
Director of LukErg Renew, a joint venture
between ERG Renew and LUKoil, the leading
Russian oil producer.

becoming Head of Procurement for the whole
Group and then Head of Planning, Programming and Control of refining business, ultimately progressing to Head of Refining as well
as Member of the ISAB Board.

After graduating in electrical engineering in 1986,
Mr. Derchi began his career in the telecommunications industry and then joined the engineering
branch of ERG in 1988, where he held the position of Project Manager for international projects. After eight years, he moved to Air Liquide
Italia in 1996, as Director of Projects, responsible
for realizing two of the largest Oxygen plants ever
built by L’Air Liquide.

The impact of national regulation on
the italian wind power generation
market

From 1999 to 2004 Massimo Derchi served as
General Manager of the Italian Hamon subsidiary,
followed by a position as Managing Director of
Balcke Marley Italia.
After returning to ERG in 2005, Mr. Derchi
took charge of strategic refining projects, later
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The recent growth of the renewable energy sector in the European Union has been fueled by
a wave of favorable legislation in the individual
countries. The wind power generation market
has profited in particular from national incentive
systems (ranging from feed-in tariffs to green
certificates). This is demonstrated by the significant increase in “wind farm” installations across
Europe over the past five years, and specifically
in Italy, where a well structured incentive system
has facilitated growth of up to 900 MW installed
capacity per annum and the corresponding entrance of many different operators into the market.

INTERVIEW

This example is also reflected in the strong
growth experienced throughout other European
nations (around 900 MW per year during the last
5 years), driven by supportive systems in
Germany, Spain, UK and France .
The current system set up by the Italian government, which will apply for all wind parks commissioned by the end of 2012, is based on the assignment of a “Green Certificate” for every MWh
produced. The value of this certificate is then added to the PUN (Unique National Price), this
being the standard national price set by the market for every MW introduced into the grid by
energy producers. The result of this system is an
attractive final selling price which is currently
around 155 €/MWh. However, the system goes
even further to protect operators. The green certificate incentive is backed up by two other powerful components making this market an inviting
place for many players:
A “reimbursement mechanism” is in place, in
which GSE (the national company managing
energy services in the country) is able to withdraw all green certificates from the market
at a value normally covering risk of price
fluctuations;
There is a guarantee by the National Grid
Operator (TERNA) for reimbursement of
production losses due to limitations applied
to producers to avoid “imbalances” of power
introduced into the grid.
When we consider these three elements, it is easy to understand how financial institutions have
been encouraged in recent times to grant operators willing to invest in new plants more credit,
thereby creating an opportunity for small operators to enter the market. Despite recent M&A
operations, this has still left the Italian market in a
highly fragmented state.

ERG renew growth strategy
So how has ERG Renew used this launching pad
of government support to drive its growth strategy in the wind power generation market?

The initial step was taken in 2007 with the acquisition of Enertad (a wind farm operator with approx 80MW installed capacity). This allowed the
company to consolidate its position (the ERG
Renew business unit was able to reach 120MW
and establish itself as a recognized player in the
market) and provided an opportunity to exploit
the pipeline of projects which Enertad already
had awaiting authorization, promising an additional and decisive boost to ERG Renew growth.
However, as the planned projects were not authorized to the extent and in the time frame expected, ERG Renew decided to pursue its fast
growth strategy by leveraging additional acquisitions. In 2008 the firm acquired new farms in
France (for 55MW) while 2010 marked the
purchase of new plants from IVPC (Italian Vento
Power Corporation) for a total installed capacity
of 210 MW.
These operations and the installation of an additional 130 MW through an internal development
process has enabled ERG Renew to raise its capacity from 120MW to 510MW in only a few years, with total assets also increasing dramatically
in value. As Mr. Derchi, ERG Renew CEO, reports: “besides the challenge to keep growing in
order to meet our strategic goals, we are having
a hard time shifting from the corporate and management culture of a small company to an industrial scale business operation. This means not
only that we have to change the management
mind set, but also that we need to adapt our
operations and maintenance practices, develop
new processes and procedures, so that we are
able to monitor our performance faster and better and quickly identify any opportunity to increase our asset value for our shareholders.”
The firm is currently undergoing an internal path
of change, aimed at structuring its key business
processes to face the complexities that such rapid growth entails. Operations processes such
as maintenance and performance monitoring
have been fundamentally redesigned to increase
autonomy from third contractors and speed up
internal capability to identify and correct errors in
the way wind farms are operated.
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How future regulations will shape
the market
Despite the admirable growth to date, ERG
Renew and other Italian operators will find it increasingly difficult to flourish when the national
regulators use their influence to shape activity
on the markets. Some companies could become
highly vulnerable if these state incentives and
motivating mechanisms fall away in the short
term. Indeed, the Italian government has already
proposed a new price setting mechanism that
will probably apply to all wind farms starting operations from 2013. Based on the Government
proposal, this new system will use a “tender”
mechanism in which operators wanting to
establish a new farm will have to “bid” for their
energy price (which will become the unique
price at which they will sell energy to the grid).
This type of system, which is being discussed
within a “Unified Conference” and which has also
been commented on recently by the European
Union, is intended to reduce the total energy
selling price, thereby aligning it more to the real
cost of production.
An air of insecurity is sweeping through the
industry, as diverse players, from developers,
manufacturers to operators, are worried about
how their currently attractive margins with
relatively low competition will survive in the
potentially difficult market conditions which may
come. As Mr. Derchi explains, “In the past many
constructors, developers and public administrations have profited considerably, especially from
easy access to credit. As margins reduce, the
entire value chain will be forced to adapt to the
changing conditions and most probably to a different profitability. The trend is already showing
and we can see both developers and turbine
manufacturers beginning to reduce prices and
shift focus. On one side, major global manu-factures are working hard to improve machine performance as the competition from the east approaches while, on the other side they are
gradually shifting their source of revenue from
turbine sales to operations and maintenance.”
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How the market will really evolve is a tough
question to answer as it is impossible to predict
the key factors, “Future incentive levels are difficult to forecast. It is also important to realize
that such uncertainty will inevitably impact on
financing costs and the reduced appetite for risk
felt by financial institutions. Incentives and credit
are the two key variables at this time.”
In this landscape, it seems reasonable to predict
that the market will inevitably experience further
consolidation of key operators, these being the
only ones continuing to invest together with
financial players willing to diversify their portfolio.
As Mr. Derchi confirms, “We are likely to see an
increase of M&A operations for wind farms in the
near future. This is caused by:
Low market attractiveness.
Need to increase liquidity by reducing
immobilization.
Shift of strategic focus by some operators
to other sources of energy.”
As Italy has just initiated a period of significant
reforms in almost all economic sectors, the same
risks currently arising for the wind power generation market are also emerging for other fields.
When asked which renewable energies have the
most potential for growth, Mr. Derchi expressed
the following opinion, “I see even greater risks
for other sectors such as photovoltaic. The biomass market is probably the most interesting at
the moment but its growth will depend greatly
on how operators in those sectors will be able
to cope with feedstock management. It will be
critical for these operators to gain control of the
entire value chain….”

Europe – a new source of growth
So if the national market no longer provides the
ideal conditions for new growth, operators have
begun to pay more attention to how international
regulations across Europe are evolving, as they
search for new opportunities.

INTERVIEW

While Western European countries do not seem
to favor additional growth (countries like France
and Spain have already experienced the end
of the attractive “incentives” period), Eastern
Europe currently represents a region in which
installation of wind farms can still be a highly
attractive business.
This is one reason why Mr. Derchi, as ERG
Renew CEO, is keen to stress his company’s
example of a partnership with the Russian Lukoil
corporation (LukErg), in an aim to expand wind
power generation eastwards, “The new frontier
for European operators is the Eastern Europe
nations. The biggest challenge in those countries
is the complexity of the authorization processes.
Bureaucracy is different there and we must realize that national governments there cannot be
expected to grant the same guarantees we have
experienced in Italy. There are huge opportunities
for expansion but we really need to carefully
evaluate the country risk.”
Mr. Derchi continues to explain that “…entry
strategies need to be tailored country by country.
It is important to assess potential regulative
scenarios, national energy strategies, number
of projects really authorized, etc.... This makes
it very difficult to decide the kind of position to
take. We have already purchased a 40 WM
operating wind park in Bulgaria and are now
assessing several opportunities for buying
“ready to build” projects in Romania.”
Despite such variables, many players (such
as EDP, Enel, Verbund, Iberdrola, Mitsubishi
Industrial Holding) have already launched their
expansion to eastern countries, branching out
into Romania, Poland and Bulgaria, with installed
capacity expected to grow on average from
300 to 500 MW per year.

Outlook for a european operator
The changes in the incentive systems and a
foreseeable reduction of credit availability will
very likely drive reduction in the new installation
growth rate. Market leaders’ approach will

probably shift progressively towards a “more
industrial way” of managing the business.
In the Italian market, as with other mature markets in Europe, the reduction of margins will
force many players to make cost-effective
decisions on capital expenditures (exploring
Chinese productions, optimizing construction
processes and strategies) and to become more
and more efficient in managing operations and
maintenance activities (activities internalization,
outsourcing strategy re-definition, etc.).
Obviously this will affect margins across the value
chain for many operators in the industry. Now is
the time for manufacturers, developers and even
O&M services providers to adapt their business
models to guarantee themselves good levels of
profitability.
The emerging markets pose significant country
risks although the opportunities are attractive.
We will probably see only the more advanced
and industrial-scale operators striding out into
these regions, as they have the ability to accurately evaluate market information and the means
to enter the market there. Small and medium
operators will find dealing with complex regulations and the difficult business environment
a challenge which is likely to slow down their
expansion ambitions.
In conclusion, we can foresee that most relevant
operators will focus on consolidation to realize
synergies, while also trying to gain a competitive
edge by operative practices such as performance and cost control. Some big operators
are indeed already exploring alternative ways to
manage their operations and maintenance activities and are investing in new systems to improve
control and ability to forecast their productions.
The market is expected to change significantly
and only the most aggressive and efficient
operators pursuing growth and performance
excellence will be able to continue achieving
attractive results.
Antonio Liguori, Project Manager, Tefen Italy
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Adding Value
with Lean Quality
By Tsvika Bublitsky, Pete Caldwell and Rotem Greener

1. Background
The lean revolution began back in the 1990s,
spawned by the quality revolution of the 1980s.
What made it uniquely fresh for many manufacturers was that the lean philosophy redefined ‘quality’ as ‘value’, thereby revealing to companies
that their customers wanted more than reliable
manufacturing processes that could deliver a
product ‘to specification’. They also needed delivery reliability, flexibility and speed at optimum
cost, plus all the other facets that we expect from
goods and services today.

likely reason for this was the misconception that
lean meant cutting corners by removing any operations which did not add value (e.g. quality testing), thereby increasing risks. This misunderstanding reduced the actual scale of improvements
achievable through lean measures in the pharmaceutical supply chain. Since this sector typically includes numerous QC steps along its value
stream, the act of removing QC from the valuestream and making it an external department like
Finance, makes it impossible to maintain an endto-end line-of-sight to the customer, this being
one of the corner-stones of lean processes.

The pharmaceutical sector started to go lean in
the late 90s, and the following years saw most
companies embarking on large-scale lean transformations. Paradoxically however, “quality” itself
was initially exempt from these programs. One

During the 2000s, companies began to scrutinize
quality operations as an untapped source of efficiency improvements and a hindrance to product flow. Many quality functions reacted to this
by starting their own lean initiatives, defining the
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customer as the next step in the process (packaging, dispatch, planning, etc). The fundamentals of lean (specifying and maximizing value,
flowing and pulling product through the process
and continuously improving) were directly applicable in QC labs, and programs delivered results
such as halving lead-times, boosting reliability to
near 100%, and dramatically increasing throughput per analyst (by 35% in many cases).
However, since these quality programs were often functionally driven with the Head of Quality as
the sponsor, the very ethos of lean – the chainlong, multi-functional and team-based approach
to product flow from A to Z throughout the plant,
the zero waste ideal and no delay in the delivery
of single orders to customers – became an unachievable target. The very nature of a functional
program in some cases even reinforced the interface barriers between internal suppliers and customers. In order to make QC efficient, counterproductive practices such as ‘over-campaigning’,
were employed, leading to a situation where the
QC department acted as the brake and manufacturing as the accelerator.

2. The new generation
of “Lean Quality”
In the last few years, most pharmaceutical organizations have taken a more holistic approach.
Quality is now frequently included in Operational
Excellence transformations. A more multi-functional approach to improvement has been taken,
and improvement engineers within quality functions have found themselves dealing with projects that are more focused on value streams
and are less insular, thereby achieving increasingly greater scope.
Recent quality operations improvement projects
seem to be sharing a common approach from
which two main characteristics have emerged;
the purpose of the program and its scope.
The purpose: to strive for the ‘perfect’ endto-end state, where value and responsiveness
to the customer are maximized, and waste

and delays are eradicated throughout the
entire value chain.
The scope: the boundaries of the lean program – whether it focuses on the quality testing process alone or has a wider application.

3. Purpose: the philosophy
of lean quality
1. Take an end-to-end approach to fully understand what your customers value about you,
your position and role in the chain, and how
you can help to achieve customer fulfillment.
In the case of pharmaceutical companies,
the real customers are the patients. Within
the end-to-end philosophy, any other ‘customers’ (payers, regulatory authorities, planning
departments) are not customers, though they
do have a stake in the performance of the
value chain. Like you, they are contributors
or representatives in your mutual ambition to
supply safe, effective, timely, cost-effective
products to end-users. Although they are not
customers, crucially, they may be able to
specify customers’ needs more accurately
and powerfully than the patients themselves.
As stakeholders, they all have a say, and translating their needs into operational goals may
involve some tricky prioritization – lower cost,
faster delivery and higher quality do not
always go hand-in-hand. Certain trade-offs
(famously, utilization versus flexibility) will need
to be quantified and ranked.
2. Identify the extent to which you are really
satisfying your customers, and whether you
are performing activities that add no value
(but will still raise costs). Under the lean philosophy, testing a product does not add value.
The product must be transformed to add
value while testing merely checks whether
the value has been created properly. However,
since quality control is a vital link in the chain,
and the process cannot proceed until the
checks have been made, testing and recording results accurately and on time remains
a valuable activity.
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3. Optimize ‘flow’ and ‘pull’ to suit the work
rate and rhythm requirements of your subsequent process step. Specifically, ‘flow’
means eliminating the delays caused by
bottlenecks, while ‘pull’ means responding
immediately to the trigger of the subsequent
process – producing results when and only
when needed. QC operations should synchronize their organization and operation with
production, to pull the product right through
the entire value chain. Although the tendency
to batch produce is attractive, this desire
should be counter-acted by minimizing setup
times and process queues. There should always be enough trained analysts available to

run labor-intensive and complex tests and
adequate equipment capacity for longer, automatic runs (preventing wait times). Tests
should also be synchronized in parallel so that
the longest test determines the lead-time
through the department.
4. Strive for perfection: the principles of lean
leadership should be applied in the labs –
organizational structure and processes should
be designed to encourage continuous improvement, for example, standard management routines, clear accountability for
improvement, visible leadership on the lab
floor, clear KPIs, etc.

Leaders drive success from their teams
Relentless pursuit of waste and cost

In pursuit
of perfection

CI an integral part of daily operations

Campaigning only within leadtime targets
Customer does not wait for
Quality because of big batches

At the
pull of
the
customer

QO in synch with value streams –
no queuing

Improved
service
Reduced
cost
Superior
leaders

Speedy product
flow

Org structure, planning processes and
layouts aligned to the value-streams

Aligned
to the
customer

High
valueadded
content

High proportion of QC
activities adding value
Minimized waste (OOS, retests,
admin, documentation)

Speedy deviation and problem handling

4. The scope of lean quality
Once you have decided that the lean philosophy
is right for your quality organisation, it is time to
decide on the scope. There are a variety of strategic decisions and operational practices which
can impact on value-stream performance. Many
organizations concentrate their lean efforts initially
at the lab-floor level, minimizing wasteful activities
in the process of adding value to the product.
However there are many more hidden opportunities to enhance value which will also improve
customer satisfaction. Tefen’s lean quality program includes eight elements, spread between
two main themes: strategic and operational:
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Strategic

Operational

Quality philosophy
(PAT, RBA, CofA,
sourcing)

Planning &
scheduling

Org structure (CoE,
Value-stream, roles)

Testing and
managing deviations

Lab layout
(macro, micro, 5S)

Measuring &
monitoring

Technology
(IT & assays)

Continuously
improving
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Strategic
1. Quality philosophy: define your quality assurance approach. Choose whether to apply
inline testing and error-proofing during manufacture, post-production testing or a combination of both. Do you want suppliers to
provide pre-certified raw materials or is
goods-in testing enough?
2. Organizational structure: define whether
quality operations should report to manufacturing or to an external quality function. To
what extent should the quality assurance
structure mirror the value-streams? Specify
decision-making empowerment levels and
a culture for improvement.
3. Layout: at the macro level, should the quality
operation be in close proximity to the point of
manufacture? Within the quality operation, is
a functional layout appropriate, or a valuestream, product-based layout? At the micro
level, can cellular and 5S concepts be
deployed?
4. Technology: to what extent can the quality
operation use state-of-the-art testing methods
and IT solutions such as automated data
entry and LIMS?
Operational (based on the plan-docheck-act cycle)
1. Planning and scheduling: are the trade-offs
between the operation’s utilization and flexibility understood? Are its time standards
accurate enough for robust capacity modeling? Do you have processes in place to build
and communicate mid-term plans and shortterm schedules to maximize resource
utilization and value stream flexibility?
2. Doing the core testing operations: Do you 		
have efficient procedures for sample management, preparing and running tests, analyses
and compiling documentation? Ensure that
the deviation management systems are robust
and efficient enough to correct and prevent
errors in the manufacturing, documentation
and analysis processes.
3. Checking and managing performance: Do you
have the data needed to measure operational
performance in the required timeframe, inclu-

ding lagging metrics (such as throughput, 		
delivery reliability, historical lead-time and
quality) and leading metrics (such as bottleneck loading, skills flexibility, dynamic leadtime and supplier delivery performance)?
4. Acting on learnings and continuously improving: Are improvement processes embedded
into the culture to reveal opportunities and
initiate projects,capture benefits and give staff
real ownership of these improvements?

5. Diagnostic benchmarking
Lean philosophy is based on a cultural cycle of
learning and improving. One way for labs to learn
is by using benchmarks, which can be broadly
divided into three categories:
Metric benchmarking (focus on outputs and
results with little emphasis on the enablers to
poor performance).
Diagnostic benchmarking (assessing priorities,
practices and performance - allowing customized recommendations for the specific
objectives and constraints of each company
under review).
Process benchmarking (typically unstructured
but highly detailed, giving deep insight into
specific areas of potential improvement).
Generally speaking, the cost and effort required
for metric benchmarking is low and it may well
provide a valuable trigger for improvement.
However, it does not aid in understanding root
causes or potential solutions. At the other extreme, process benchmarking is most useful when
a specific problem is known and different solutions are being considered. In most cases, diagnostic benchmarking provides the best trade-off
between effort and benefit, as the process is generally structured and efficient, while still providing great insights, particularly if the three cornerstones of priorities, performance and practice
are all scrutinized. When this is the case, companies can gain valuable insight into what others
facing the same problems have done to combat
specific areas of low performance.
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The diagnostic benchmarking knowledge
amassed by now in the industry includes leading
and lagging performance figures throughout the
entire lean framework, including performance
metrics financials, value-streams, internal processes and organizational matters. There is also
plenty of good practice data spanning the entire
strategic and operational scope of a holistic lean
quality program as described above.
By using a multi-level and holistic diagnosis,
companies are able to drill down into specific
performance issues that are hampering their objectives, pinpoint root causes, compare practices
against others in a similar situation, design new
practices based on third party experience and
predict the impact on future performance.

CASE STUDY

Over the last ten years, Tefen has been involved
in almost one hundred QC operational improvement programs and has used the diagnostic
benchmarking approach widely across this timeframe. This type of experience and data can be a
valuable tool, not only in short-circuiting the errors made by others, but also in building a viable,
compelling and less risky case for change.

Tefen was asked to apply its lean quality solution
to the problem, to quantify root causes, set up a
vision, and support the transformation program.
Tefen began with an in-depth analysis and visionbuilding process, as shown below:

1

STRATEGIC PRIORITIES

COMPETITIVE
Price
Quality
Service
Uniqueness
Ethics
CONSTRAINTS
Facilities
People
Supply
Demand
Cash
TRADE-OFFS
Long-term vs short-term
Utilisation vs flexibility
Cost vs risk

Tefen
benchmarks

2

PERFORMANCE
Costs
Delivery
Flexibility,
Lead-time
Inventory
Quality
Productivity
Headcount
Layers, spans
3

Introduction
During 2011, a global pharmaceutical company,
facing a shortage of products in the market and
decreasing customer satisfaction, started a concerted effort to transform its supply chain speed
and cost base. One of the main factors seen to
contribute towards the perceived poor performance was the QC Operations, where release
lead-time was increasing and labor productivity
had been steadily declining, causing a primary
bottleneck across the entire supply chain. This
was partially due to a recent increase in regulatory requirements, coupled with a need for more
robust deviation management.

CURRENT

Tefen
benchmarks

PRACTICES
Strategic approach
Technology, systems
Facilities, layout
Root
Org structure
Current
cause
Planning, scheduling
analysis
Operational processes
KPIs, mgt &routines
Culture, leadership

VISION

PRACTICES
PERFORMANCE
Costs
Strategic approach
Delivery
Technology, systems
Flexibility,
Facilities, layout
Lead-time
Org structure
Current
Impact
Inventory
Planning, scheduling
analysis
Quality
Operational processes
Productivity
KPIs, mgt &routines
Headcount
Culture, leadership
Layers, spans
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ROADMAP

COST
Action plan,
with investment
and resources
required to
achieve
vision state

Business
case

BENEFIT
Gap between
current and
achievable
performance
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Current performance summary
Data analysis of historical performance and comparison with benchmarks showed that the labs
were not performing at a high operational level.
The productivity (number of tests per analyst per
year) was near the lowest level found in the
benchmark, and the lead-time was higher than
the industry median. This was reinforced by the
deviation rate which was also higher than average, and contributed to low productivity and
long lead-times.
Although the basic lab infrastructure of work processes, IT and professional skills existed, there
were a number of short-comings observed that
contributed to these declining levels of
performance:
Productivity – No. of tests per analyst per annum
3000

No. of tests per annum

Workshops were executed to design a new set
of strategic priorities to overcome the immediate
market shortages, while also improving supplychain speed and cost, aligned to the site’s 201213 objectives. The priorities agreed were:
Increasing lab’s throughput (batches and
tests) as first priority.
Improving service level and reducing back
orders for internal and external customers.
Setting a management infrastructure to
support consistency of performance through:
Improving planning processes and delivery
		 alignment mindset.
Implementing continuous improvement
		 processes.
Optimizing and aligning the organizational
		 structure.

Diagnosing the status quo
The current state was assessed using Tefen’s
8 lean quality elements described above.
Benchmarks from similar QC operations were
also used to support and challenge performance
levels and working practices.

2500
2000

Pharma
Industry
Median

1500
1000
500
0

Leggards

Average

Leaders

Testing Lead Time (days)
35
30
25

Days

Strategic priorities
A structured priority-ranking approach revealed a
management situation that was focused on
short-term symptom-solving rather than a joint
collaboration towards strategic goals. A culture
of fire-fighting and trial-and-error was prevalent,
resulting in wasted effort and unresolved
problems.

20
Pharma
Industry
Median

15
10
5
0

Leggards

Average

Leaders
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Major findings - strategic elements
1. Quality approach
a. Quality assurance and control were subject
		 to major revisions of their testing and docu		 mentation procedures, following new regula		 tory requirements. This resulted in a higher
		 workload in the lab.
2. QC organizational structure
a. Testing and batch releasing activities were
		 not segregated from the R&D support
		 group. On top of this, analysts also had to
		 handle logistics activities as part of their
		 roles. This mixture of operations within
		 each team created confusion and hemmed
		 the development of expertise, resulting in
		 time-consuming operations and capacity
		 losses.
b. The management structure was sub-opti		 mal, with too many analysts assigned to
		 each team leader. This caused high work		 loads for the team leaders, reducing their
		 availability to support the analysts on rou		 tine testing activities, and therefore, ana		 lysts had to wait for team leader support.
3. Layout
From observations and benchmark comparison,
it was clear there was not enough room for all lab
activities to take place conveniently. Crowded
surroundings resulted in queuing, waiting and
interference, therefore low productivity.
Working Area per Analyst (m2)
Sq. Meters per analyst

60
50
40
Pharma
Industry
Median

30
20
10
0

Leggards

Average
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Major findings - operational elements
1. Planning and scheduling
a. Poor planning and management infrastruc		 ture meant that lab planners spent more
		 time expediting samples than prioritizing
		 work to reduce bottlenecks and lead-time.
b. 35% of samples did not arrive on time due
		 to unreliable sampling process. The result
		 of these delays was a poor visibility of
		 work causing many urgent changes, that
		 created a chaotic and sub-optimized
		 sequencing of work (according to bench		 marks, 20% of urgent samples is con		 sidered as “chaotic”).
c. The campaigning (batching) policy was not
		 defined or optimized. As a result, time was
		 wasted on excessive system setups and
		 management of equipment utilization was
		 lacking.
2. Testing and deviation management:
a. Analyst roles were not optimized. During
		 their daily routines, analysts were seen
		 wasting 20% of time performing non-value		 adding activities (walking, waiting for
		 sample or idle) and another 25% of time 		
		 performing low-skilled activities such as 		
		 cleaning, printing work procedures or
		 searching for reagents.
b. The wide span of responsibility for each 		
		 team leader prevented them from providing
		 adequate support to analysts, leading to
		 high levels of lab errors and lack of work
		 prioritization.
3. Measuring & monitoring:
a. The only KPIs reviewed were the ones
		 related to lab output and productivity;
		 lead-time and delivery performance were
		 not measured.
b. The KPIs were not communicated regularly
		 to team leaders and analysts and therefore
		 were not used as a means to drive lab
		 performance.

INDUSTRY

4. Continuous improvement
a. There was an absence of a continuous
		 improvement infrastructure and of visual 		
		 management tools. Standard work proce		 dures and management routines were
		 also lacking, all resulting in an inability to
		 escape the short-term fire-fighting cycle.
Designing the vision
An operational vision must be based on the status quo. It should stretch performance but remain viable. According to Tefen’s Lab Evolution
Model, we should not expect an operation to
move from ‘basic’ to ‘predictable’ in one leap.
With the QC operation in question, the basic infrastructure was in place, but the managerial
structure (planning & scheduling, management
routines, KPIs) was not. The 6-month vision was
to reach ‘managed’ status within 6-12 months,
‘standardized’ within 18 months, and ‘predictable’ in 2 years. The vision for year 1 is comprised
of five pillars:
1. Robust planning & scheduling processes to
steer the operation
a. Collect requirements from internal 		
		 customers.
b. Clearly prioritize work.
c. Design a weekly work plan based on
		 standard testing times and predefined
		 constraints (analysts’ skills, equipment 		
		 compatibility, availability etc.).
2. Effective and efficient work processes to
maximize throughput
a. Introduce a replenishment process based
		 on a pull system with clear visual manage		 ment of lab stock.
3. Aligned organizational structure and roles
to improve flexibility and focus
a. Commercial release testing segregated 		
		 from all other non-production work
		 (validations, R&D support and lab logistics
		 & administration).

b.
		
		
		
c.
		
		
		
d.
		

New continuous improvement roles built
into the operation with responsibility for 		
developing and implementing change 		
projects.
Low skilled tasks (e.g. preparation of documentation, weighing samples, standard 		
solution preparation) reallocated to lower
skilled employees.
Improved discipline e.g. reinforcement of
strict break hours.

4. Measurement & control systems to drive 		
improvements
a. The team was focused on defining a
		 performance management infrastructure
		 – KPIs, visual management tools and
		 management routines.
b. Simple, compelling KPIs, aligned to
		 value-stream performance (throughput, 		
		 productivity, lead-time, plan vs. actual,
		 percentage of deviations).
5. Culture
a. Standard work in place including a daily 		
		 10-minute ‘stand-up’ meeting, to review
		 the previous day’s performance by each 		
		 analyst, raise operational issues to be
		 resolved (equipment malfunctions, missing
		 reagents etc), and make new plans 		
		 accordingly.
b. Visual boards installed per team, to
		 support communication of KPIs and plan
		 execution progress.
c. People more involved in lab performance,
		 routinely raising improvement ideas.

Roadmap for implementation
In any lean transformation, as well as implementing the content-based work streams, it is also
critical to manage the change process itself, both
from the perspective of an organization and on
an individual level.
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The main change management tools used in this
project were:

Lessons learnt from Tefen’s
lean quality program

1. Stakeholder management – this activity was
more important than usual due to the high 		
seniority of employees, increasing the level
of resistance to change. Major department 		
managers, team leaders and key analysts
were analyzed for their level of influence on
others and their attitude towards the change.
An action plan was designed accordingly in
order to “recruit” the potential resistors and
increase the chances for success.

The Key Success Factors for a well established
change in operation are:
Management commitment and involvement.
Buy in from team leaders and analysts.
Tight support in the initial stages of the 		
implementation.
Creating robust management routines and 		
KPIs and ensuring sustainability of those 		
routines.

2. On-going communication to all levels:
a. Communication of project progress to
		 analysts was conducted mainly through
		 the daily and weekly meetings. The fact
		 that each employee in the lab felt part of
		 the change made the process a lot 		
		 smoother.
b. Plant management was informed about
		 the progress on a weekly basis during the
		 management meetings.

The move toward applying operational excellence in QC labs is not a stand-alone project; it
is a journey. As with all operational excellence
efforts, continuous improvement opportunities
for the new processes should be explored and
performance managed using appropriate performance indicators.

3. Brainstorming with analysts became a key 		
empowerment tool in this project. Team leaders and analysts were involved in the design
of processes and management routines, thus
making them a lot easier to implement.

Benefits
Performance
1. Lab output was increased by 20% within the
first two months.
2. A steady, continuous improvement in productivity was achieved in the 6 months following
the initial implementation.
Other benefits
1. Proactive culture instead of fire-fighting –
employees feel part of the change and lead
improvement teams.
2. Higher job satisfaction levels, mainly for 		
analysts.
3. Improved interface between the lab and the
production & planning departments.

Tsvika Bublitsky, Partner, Tefen Israel
Pete Caldwell, Managing Director, Tefen UK
Rotem Greener, Director, Tefen Israel
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Corporate and
Good Governance
in German SMEs
By Jürgen Kohler and Markus Deimel

Since the peak of the financial crisis over three
years ago and with the spectacular corruption
cases in “role model” enterprises such as
Siemens and Daimler, the subject of corporate
governance has begun to arrive at management
levels of both privately and publically owned
German corporations.
This is not only affecting companies on the stock
market. The directors, managers and boards of
larger SMEs are also suddenly confronted with
critical investors, shareholders, staff, customers
and suppliers insisting on greater transparency,
professional leadership and control structures, in
short: good governance.
This article examines the different components
and variants of corporate governance and uses
practical examples to illustrate how businesses
can achieve good governance, and are thereby
able to generate a decisive competitive edge for
themselves.
So what is the background to the concept of
“corporate governance”? Except for a few internationally recognized principles, this has primarily
evolved as a country-specific concept for responsible corporate management. Introduced in
the 1930s in the US, corporate governance is
now understood to be “a collection of all international and national rules, regulations, values and
principles which are applicable to companies and
which stipulate how these should be managed
and monitored”. The management team at each
company is called upon to implement and
guarantee “responsible corporate leadership

and control” for the long term.
Corporate Governance therefore incorporates:
Viable corporate management
Safeguarding the interests of various groups
(e.g. stakeholders)
Transparent corporate communication
Appropriate risk management
Sustainable, long-term management
decisions
Since 2002 Germany has embraced the socalled Corporate Governance Codex, which
is intended to fundamentally strengthen the
confidence of major (international) investors in
the management of German companies.
For many years corporate governance was primarily linked to the management and information
policies of major businesses listed on the stock
market. However, the trend towards globalization
has now forced exporting German SMEs to also
grapple with the subject. These medium-sized
businesses, often defined as the backbone of the
German economy, are facing fierce global competition. Exposed to the unforgiving scrutiny of
the world market on their corporate management, control, finance and transparency systems,
they will be forced to measure up to international
standards in the future. In their role as suppliers
to major global corporations, the SMEs will find
themselves required to fulfill increasingly stringent
criteria to prove themselves sustainably reliable
business partners of superior quality. In other
words: they need to provide evidence of “good
governance”.
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What distinguishes corporate
governance for SMEs?
What does good governance mean for SMEs in
particular? Although it is generally accepted that
SMEs now also pursue the long-term target of
securing and increasing their corporate value,
the path they chose differs from that of major
stock market corporations. Since the economic
crisis of 2008/2009, family-run companies have
realized that their objective is not always achievable by a direct route, one example being continually measured growth, but may have to consciously involve temporary phases in which it is
not possible to attain their main goal of value
enhancement to the extent that was originally
planned. There are many reasons for this, including reconciliation of interests with employees
or risk considerations for long-term investments.
Another difference is the structure of the company concerned. Four key properties are of
significance here when it comes to corporate
governance.
Identity of owner and corporate
management
In many SMEs the main partners are also active
members of the executive management, which
virtually rules out any deficit in information. A reform of the German limited company regulations
(GmbH and GmbH & Co. KG) means that partners can become more directly involved in management than shareholders and have a much
greater influence through the rules of association.
This close connection between owner and management can, however, trigger crises in the company, as a result of family disputes or conflicting
interests between partners and similar problems.
Size and structure differences in SMEs
SMEs differ from stock market corporations in
their variety of sizes and legal forms, ranging
from billion-dollar retail businesses, with nontransparent structures, to tiny start-ups with
established advisory board and corporate
management with limited power.
Financing options
In contrast to public companies, SMEs generally
have limited financing options. Their lack of
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access to the capitals market restricts choice
and leaves them largely dependent on classic
banking finance.
Corporate succession
A key milestone in long-term corporate management of family-run businesses is often the
appointment of a successor. If the management
is to remain in the hands of the family, this
requires that there are potential candidates in
the family and necessitates optimal preparation
of these next generations. In larger families we
often see personal conflicts arising during this
phase, which might even endanger the
company‘s future.

How can corporate governance be
tailored to SMEs?
When we consider the wide range of individual
forms which an SME can take, it becomes hard
to find “the” way in which corporate governance
can be tailored to everyone in this segment. A
legally stipulated codex, as we have for stock
market corporations, seems impractical for SMEs
and would probably only generate more red tape
than anything else. The regulations in company
and commercial law vary to such a degree that it
would be impossible to define generally applicable rules of conduct. On the other hand, how can
we help SMEs to master the increasing demand
for corporate transparency and quality?
We think that the best solution would be the
introduction of company-specific corporate
governance, which the individual companies
could use to document the priority which this
factor has in their firms. This seems to be a
necessity in view of the rating requirements for
Basel II and its many quality-related steps, which
need to be taken in order, to be classified as
“investment grade”. When it comes to future
corporate succession, clear formulation and
documentation of management and control
structures could pave the way to successful
leadership. In addition, individual good governance guidelines, such as mediation rules,
could help to prevent or defuse any family disputes. A company codex for good governance
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could therefore become a key component in sustainable development and value enhancement of
the company.
In the following section we take a closer look
at the individual building blocks of companyspecific corporate governance (see diagram 1).

2

1
Cultural and
managerial
continuity
3

Good
Governance

Using business
and managerial
control instruments

Creating clear
management
structures
4
Long-term
corporate
financing

Diagram 1: Four building blocks for company-specific corporate governance

1. Cultural and managerial continuity
Due to the close links between management and
partners, continuity is of great importance and
can include a variety of challenges, particularly
when clarifying corporate succession. Successors need time to grow into their roles and the
retiring person, often the founder or mastermind
behind the company, also needs space to let go.
It is therefore imperative that the succession is
planned at an early stage and in a systematic
manner. Countless businesses are thrown into distress by sudden accidents or ill health
suffered by the corporate leader, due to the lack
of a succession plan which can be employed
immediately.
If the intention is to find a successor amongst
the partners or family, the potential candidates
should be introduced to their managerial duties
at an early stage. The suitability of these potential
managers should be examined as objectively as
possible during this period and the process
pushed ahead with support measures, such
as coaching.
Even plans for new management from external
sources should be considered and planned with
care. Although the options for third party support
(such as personal consultants) are manifold, the

process can still be time-consuming. It is not an
easy job to find the ideal person or best team. If
acute conflicts are already present, structured
mediation can help to pave the way to a solution.
2. Creating clear management structures
In SMEs, information is often collected centrally
for the top management and decisions are made
on an authoritarian basis. One person frequently
decides over the heads of all others. Although
this style of management facilitates rapid decision making, it should be viewed critically for its
dependence on the central leadership unit. If it
should become unavailable, the company is
left without its head and is therefore unable to
operate. The remaining organization is set up to
collect information but not to make decisions.
Secondly, fast exchange of information is
hindered since all data must first be sent to the
top management, instead of being circulated
between the departments. More and more information is sent up, creating a bottleneck in which
made decisions are difficult to examine.
Good corporate governance requires that rules
of procedure and management, a leadership
manual etc. are set up. It is advisable to define
people who can assume responsibility in the
event of emergencies, when key players are
unavailable. Duties should be clearly delegated
and those with responsibility should be allowed
to make certain decisions, so that managers are
not merely the recipients of orders, but can contribute and practice running the business. This
would allow information to be processed independently and prepared within a management
system so that it is passed to top management
in a clear, concise form. An advisory board is an
ideal support tool to allow proposals to be critically examined and avoid the consequences of
rash decisions.
3. Business and management instruments
The use of business instruments needs to become more professional. Good governance
means that tried and tested methods still need
to be examined critically and the information
systems employed must be advanced and
powerful enough for the future. One negative
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example is unsystematic planning based on updated Excel lists, which are not consistent in their
structure. Standardized tools and processes help
plan ahead consistently and over long periods of
time. Even if a lack of strategic or planning transparency is intentional, this is detrimental to the
target of good governance. Modern computer
systems allow for standardized working methods
and shared access of database resources, giving
business partners a more professional air.

The increasingly difficult access to the capital
market as a source of finance is another key
aspect for SMEs. However, classic banking is
not the only solution. Instead of obtaining funds
from just one bank, the load could be distributed
over several institutes. Alternatives to conventional loans which could prevent a liquidity gap
include sale & lease back and the sale of
accounts receivables from clients with large
orders and long payment periods.

In the case of systematic risk management, two
aspects are of key importance. Controlling in
SMEs is often past-oriented. Forward planning
and early indication of risks is not common.
Suitable IT systems can be used to combat this.
As mentioned above, control bodies, such as
an advisory board, can also be used for risk
management purposes. For example, decisions
which are relevant to the existence of the company can be submitted to the partners for voting
or ratified by an advisory board.

By being aware of and choosing the right type
of funding for individual situations, companies
can maintain their freedom of action and independence. A balanced financing structure, in
line with the corporate structure, is a clear sign
of good governance.

4. Sustainable corporate financing
Many SMEs aim to remain independent of external financing partners and still sustain their
existence for the long term. If this is to be achieved, there are two main points to observe:
Good governance includes defining clear, longterm guidelines for finance-related decisions.
Remaining independent also includes not becoming financially dependent on individual suppliers
or granting customers long payment periods,
which could get your company into a tight spot.
The same applies, when a company is tempted
by short-term or tax-related false incentives and
ignores fundamental rules of finance e.g. maturity
matching of capital commitments and transfers.
Investments should be financed over the long
term and working materials over the short term.
Optimization in the short term, such as the procurement of new machinery using an existing
credit line, can endanger the long term finances
for the company. This kind of mistake can be
prevented with clearly formulated rules and a
systematic management structure as illustrated
above.
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Governance systems should also cover regulations for clear communication and processing
of information with funding partners. An air of
openness can really help to achieve funding in
this age of Basel II stringency.

Summary
Since SMEs take on a wide variety of forms, it
makes little sense to enforce explicit statutory
regulations. However, clear structuring of all
corporate management topics in the individual
companies will make your business more competitive, both internally and externally. Management transparency inside motivates staff, while
good governance viewed from outside promotes
confidence on the market and can be used
to approach international business partners
or find potential funding partners. As we have
illustrated, there is no ideal solution and the
governance structure must be individually
tailored to the needs of each company. The
best option is to document the rules and
structures in a management manual, which
can then be updated and adjusted as a vital
part of corporate development.
Jürgen Kohler, Partner, Tefen Germany
Markus Deimel, Consultant, Tefen Germany
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Leveraging
Segmentation of
Customers, Products
and Service Levels
for Business Purposes
By Zohar Yami and Rotem Greener

Background
How can we ensure that all customers generate
optimal value for the organization and are granted the service level they deserve?
Globalization, stiff competition and the more
stringent regulation that typifies the business
environment today have resulted in numerous
changes in the supply chain over the past decade. Consequently, every organization’s supply
chain is obliged to deal with the following issues:
1. Difficulty in making forecasts due to highly
competitive operations in global markets.
2. Different cultures and different tastes.
3. Sophisticated customers with high demands
and focused requirements.
4. Wider control of the value chain.
5. Numerous and exclusive products to achieve
differentiation and to cater to niche markets.
6. Many and varied regulations in the different
markets.

The main implications for the organization are
higher customer service levels, and generally an
increase in stock levels all along the supply chain.
The end result is an increase in supply chain
costs, creating a problem for the organization.
On the one hand, organizations strive to provide
customers with the best possible service levels.
On the other hand, rising supply chain operating
costs are liable to lead to unduly high expenses
which hurt product and customer profitability.
Consequently, higher supply chain operating
costs make it necessary to ensure that every
customer and/or product generates optimal value for the organization and is granted the service
level corresponding with it.

How is this achieved?
Tailoring the service level to each customer
and/or product involves five stages. The first
two are incorporated in the organization’s
business strategy, while the last three focus
on the organization’s operational strategy.
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This article focuses on the first three stages in
the process: customer and product
segmentation.

Stage A: Segmentation of customers
and service levels
Customer segmentation means dividing the
market into several segments, such that each
segment contains a group of customers with
clearly similar product/service needs and requirements (Chapter 6- Market Segmentation and
Positioning, Baines).
Through market segmentation the firm can
provide higher value to customers by developing
a market mix that addresses the specific needs
and concerns of the selected segment (Segmentation – Targeting – Positioning, Jorge A.
Restrepo). That is, the organization can tailor
value propositions to its customers on an individual basis. The purpose of customer segmentation is to ensure that the marketing
methods, price, products and distribution
methods are designed to meet the particular
needs of the different customer groups.
Customer segmentation is important to both manufacturing and service organizations. In addition, segmentation is appropriate for both private
customers (B2C) and business customers (B2B).
Following customer segmentation, it is vitally important that required service levels are established
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for each defined customer group. It is not appropriate to provide all customers with the same
service level; the right approach to adjusting the
optimal service level to each customer is first
and foremost by segmenting the service levels.
Establishing the required service level for each
group will help ensure that better service is
delivered to those the organization considers
its preferred customers.
Results of segmentation:
Prioritized product development based on
segmentation.
Development of appropriate service levels.
Formulation of an appropriate channels
strategy.
Optimal product pricing.
Example of (business) customer
segmentation
This example is taken from customer segmentation implemented in a company manufacturing
raw materials for different industries. The company manufactures to order. However, the delivery schedules for the company‘s products are
critical. Due to numerous problems in prioritizing
customer orders on the assembly line and due
to the great variation in product delivery schedules to different customers, a decision was
taken to carry out customer segmentation. The
criterion for defining customer groups was the
customer‘s contribution to profit. This criterion
incorporates two customer characteristics:
volume of activity and the level of profitability
for the company.
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Example of customer segmentation according
to customer profitability and activity scope
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Following segmentation into groups, required
delivery schedules (service levels) were established for each customer segment. Using segmentation, the length of the delivery schedule
was adjusted according to the customer’s
importance to the company, thereby resolving
the problem of prioritization of customer orders
on the assembly line.

Stage B: Product segmentation according to business characteristics
Product segmentation is based on the same
principles as customer segmentation. It involves
segmentation of all the products marketed by
the organization into several groups based on
specific characteristics in order to prioritize the
products. As in the case of customer segmentation, the aim of product segmentation is to
ensure that the organization invests the majority
of its efforts in the products that are most important to the organization (based on the characteristics defined).
We shall distinguish between two types of product segmentation:
1. Product segmentation based on business
characteristics.
2. Product segmentation based on operational
characteristics.
The process that ensures that every product generates optimal value for the organization and is
granted the service level commensurate with it
includes both above types of segmentation.

In this stage, the focus is on the business characteristics of the products in order to segment
them into groups. For example: sales share,
product profitability, brand strength, designated
market segment etc.
An example of segmentation characteristics is
the Leo Aspinwall classification of products,
which segments products into groups according
to five business characteristics:
1. Replacement rate (How frequently is the
product repurchased?)
2. Gross margin (How much profit is obtained
from each product?)
3. Buyer goal adjustment (How flexible are the
buyers‘ purchasing habits with regard to this
product?)
4. Duration of product satisfaction (How long will
the product produce benefits for the buyer?)
5. Duration of buyer search behavior (How long
will consumers shop for the product?)
(Social marketing behavior book, 2008)
Following segmentation of products on the basis of business characteristics, required service
levels must be established for each defined
product group in order to help guarantee the
organization‘s investment in the preferred products. In addition to high service level, efforts
can be focused on preferred product groups in
additional ways: shortened delivery schedules,
extensive shelf space, marketing efforts etc.
Example of product segmentation
The following example is taken from segmentation implemented at a consumer product
company. The company has numerous SKUs.
The criterion for the segmentation was the percentage of products sold of each product at
each one of the chain’s branches. Group A was
defined as the quantity of SKUs with the highest
percentage of total products sold, such that
combined, Group A would contain 60% of
volume sold. Groups B, C and D were classified as defined in the table below. As part of the
segmentation, required service levels were
established for each product group. The segmentation was implemented for each branch
separately throughout the chain.
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The following table presents an example of how
segmentation was implemented at one of the
company’s branches and the quantity of SKUs
in each defined product group.
Category

Definition

A

60% of products sold
Rounding out to 75%
of products sold
Rounding out to 85%
of products sold
The remaining items
(15% of products sold)

B
C
D

Quantity
of SKUs
25

Service
level
99%

50

95%

85

90%

155

75%

315

Total

In this case, product segmentation helped to reduce the inventory at the company‘s branches
by 70%, at the same time improving the service
levels for the leading products.
Example of product prioritization based
on business characteristics
The following example contains an analysis of
the business characteristics for products at
convenience stores.
In this example, product service levels can be
prioritized according to three parameters:
1. The percentage of the product’s revenues for
the store out of total revenues (top graph).
2. The percentage of profit from each product
(what is the profit percentage incorporated
in the product price?)
3. The percentage of the product‘s sales out of
total sales.

One can see from the example (see graph below)
that while tobacco products constituted 39% of
sales, earnings from them only constituted 11%
(the weighted gross profit from sales). In contrast, earnings from nonalcoholic beverages
amounted to 16% even though they comprised
only 10% of sales. Therefore, assuming the goal
is maximized profits (without any additional considerations), the service level for nonalcoholic
beverages in the supply chain will receive priority
over tobacco products.

Stage C: Product segmentation
according to operational
characteristics
In this stage, the focus is on the operational
characteristics of the products in order to segment them into groups. For example: volume
of demand, variation of demand etc.
By analyzing product behavior and dividing
the products into groups, we can answer the
following questions:
1. Are there any products that behave in the
same way, for which a uniform policy can be
formulated for manufacturing, orders and
inventory?
2. Does the variation in demand for the product
necessitate holding of stock for it?
3. What is the demand trend for new products
and which products are on the way to being
eliminated from the product portfolio?

Example of convenience store product category analysis
%
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This analysis is based on an examination of the
ratio of the number of orders/ runs to the volume
of demand for each SKUs. With the aid of the
following graph, we will categorize each SKU
according to one of three possible groupings:
runners, strangers or repeaters. Runners are
characterized by a high volume of activity (high
quantity of runs/orders and high volume), and
also generally characterized by low variation in
demand. In contrast, SKUs categorized as strangers are mostly characterized by a low volume of
activity and by high variation (described as lumpy
or slow demand). On the whole, 10% to 15% of
the SKUs comprise at least 60% to 70% of the
volume of activity (the runners). Accordingly, the
organization must ensure that the whole supply
chain is planned first and foremost around this
group of products, and only afterwards look to
the planning of the other groups. This approach
reduces the variation in the chain as a whole and
minimizes noise. Many organizations manage
their manufacturing/order policy based on the
SKUs that fall into the stranger category and consequently have the feeling that they are constantly lacking control and always putting out fires.

Sales units

Runners analysis: orders number with respect
to demand scope of each SKU
Runners

Strangers

Repeaters

No. of Times Ordered

Analysis of demand types
In addition to the preliminary analysis, the variation in demand for each SKU must be examined
in order for it to be tailored to a more suitable
manufacturing/inventory policy. Demand type in
the diagram describes demand behavior over
time in order to discern clear-cut characteristics
for the demand data, which we can then use to
make an approximate forecast of future demand
behavior (repetitiveness, distribution, linear

growth, etc.). A clear-cut demand type can lead
to major cost savings in building a manufacturing/order and inventory policy for each SKU
individually, and in building an all-inclusive policy
for all the SKUs in the organization.
Organizations often feel that demand is erratic
and unpredictable. This type of analysis often
shows that the variation is not that great for
most products, which simplifies building the
said policy.
Example of establishing a manufacturing
policy
The following diagram illustrates an example for
establishing a manufacturing policy based on
the relationship between the variation in demand
and the volume of demand.
In the example, the greater the volume to variation ratio, the more we will prefer to manufacture
to stock over manufacture to order.
Define manufacturing policy with respect to
the scope and variance of each SKU
Volume

Runners analysis
This is the most basic analysis required at this
stage.

Make to stock

Make to stock/order

Make to stock

Make to order

Demand’s variance

The analysis of the demand in order to choose a
manufacturing policy was, in this example, based
on a general characteristic. Naturally, in practice,
it might be necessary to analyze each group of
products individually (additional variables that
might have an impact: availability, raw materials,
LT for delivery/raw materials, and shelf life).

A world without segmentation
Without segmentation, the most important/most
profitable customers or products will generally
not be granted the best service level.
The cost of not using segmentation:
1. Loss of sales.
2. Great difficulty in prioritizing customers on a
current basis.
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3. Non-optimal safety stock levels.
4. Difficulty building an effective demand forecast.
5. Difficulty in retaining customers.
An example of the service level for
customers in a manufacturing organization
without segmentation
One can see that there are several customers
who provide the organization with more profit
than other customers but who enjoy an inferior
level of service. This is liable to lead to the loss of
customers bringing in considerable amounts of
money into the organization.

Service Level

An example of manufacturing company, without segmentation – actually more profitable
customers do not get better service level
100%
90%
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80
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100

A study of 500 stores in the United States examined the relationship between service level
(OOS – Out Of Stock) and loss of sales for
various consumer products. The graph presents
the results of the study.
Example: for the cookies and crackers product,
an OOS level of 6.5% results in a 5.5% loss of
sales.

% of total lost sales
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In this study one can see the variation in the response of customers to the absence of different
products in the store. In order to minimize total
losses from the loss of sales (at minimum cost),
different service levels must be tailored to different products. In this case, product segmentation
can also be executed on the basis of the anticipated loss of sales according to service level.

Summary
The constant conflict that organizations have,
striving on the one hand to provide customers
with the best possible service level and, on the
other, faced with a need for cost savings in the
manufacture and transportation of their products,
is growing all the time due to the higher service
levels that customers are demanding.
As a result, prioritization of required service levels
for customers/products is fast becoming an
essential tool for organizations to ensure that
the customer/product is assigned the service
level which matches its importance to the
organization.
The prioritization process includes five stages
and three types of segmentation, on the basis of
which required service levels are established:
1. Customer segmentation.
2. Product segmentation according to business
characteristics.
3. Product segmentation according to
operational characteristics.
The most important part of the process is to
define the characteristics for each segmentation
sector. Individual organizations have their own
important customer/product characteristics and
hence segmentation results will differ from one
organization to another.
Bear in mind that the absence of segmentation
in the organization is liable to come at a very
high price: superfluous expenses in the supply
chain and loss of customers.
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