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Product and Service
Porttolio Rationalization

Why does it not get the attention it deserves?

Imagine the possibilities, J
realize the potential .® /




THE OLIVER WIGHT WHITE PAPER SERIES

A,BandC
Analysis
Understanding
the impacts
on value

INtroduction

An issue that is prevalent across all industry sectors is that of a growing portfolio of products
and services, that gets expanded over time as new products and variations of existing
products get introduced, to enable the achievement of the strategic growth goals of the
company. These new products and services are vital to enable companies to open up new
markets and attract new customers, by differentiating themselves from their competitors.

But, while all of this new product and service
activity is key to the future growth, the complexity
and cost to the business of a growing offering
to the market, also needs close attention.
Apart from the risk of confusing the market
with too broad an offering, the challenge within
the company to manage a broad range of
SKUs (Stock Keeping Units) can be significant
and more importantly the cost to the business
can also be far more than the companies often
realize. In fact, research has shown that when
companies categorise their portfolio into
A/B/C classifications, then when the true cost
of ownership is analyzed, the C-class items will
show that they are in fact extracting value from
the company, value that has been created by
the A-class SKUs. From a management time
perspective, invariably more time gets spent
trying to manage the C-class items. If however,
these can be managed out of the portfolio,
then more of the valuable management time
can be spent on growing the business.

Of course, being able to understand and
appreciate this picture for a given company,
takes time and effort and for many will always
be seen as a lower priority to allocating

Value
vy,

resources to the new products and what
are perceived as growth strategies.

However, even when leaders within an
organization propose SKUs for rationalization,
they are often quite easily shot down by
people offering resistance, through anecdotal
comments or stories. In particular, in the
commercial side of the business, marketing
and sales people can tend to have their “pet
products” and whether it be because they are
comfortable to sell them or they have a key
customer who particularly likes the product,
it can be difficult to get them to appreciate
the cost of maintaining these SKUs from

an overall company perspective.

Therefore, a structured and methodical
approach, that focuses on achieving the buy
in of the key players, is critical to be successful
in proactively discontinuing products and
services from the portfolio. Without this, an
organization runs the risk that even when
products have been discontinued, in practice
sales often will continue to sell, driving
exceptional costs to supply chain to produce,
when the capability may no longer be in place.

Typical A/B/C categories

Aitems
20% of the items accounting
for 70% of revenue

B items
30% of the items accounting
for 25% of the revenue

C items
50% of the items accounting
for 5% of the revenue
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Why Rationalize the Portfolio?

The most obvious issue that most companies identify with, when it comes to product and
service rationalization, is cost. People can understand that there is a cost to maintaining a
product or service offering in the portfolio, but what most companies do not have a handle on,
is exactly how much cost is consumed in keeping a given product or service alive. For products
in particular, the finance department are likely to have a ‘rule of thumb’ for allocating overhead
costs to products. From an inventory holding cost, quite often companies will assume a 10-15%
cost allocation to cover storage, insurance, obsolescence, etc. Benchmarking analysis has

shown that in fact this cost can typically be closer to 45-50% for many companies.

But of course the costs go way beyond the
inventory holding costs. Often the C-class
items will not be manufactured very frequently
and therefore will cause disruption to the
process when required to be built. Repeat
training may be required for the product
builders and making sure all the right fixtures
and programs are still in working order,
typically increases the setup time far beyond
what the standard has been set.

But beyond the cost drivers, there are many
other reasons why companies would want
to rationalise their portfolio. Some of these
could include:

e Getting better leverage of scarce resources

e Confusion in the market with so many similar
products and services

* Focusing the organization on where the
value is being created

* Getting a handle on market segmentation
and where we believe we can win

* Being more attractive than the competition
¢ Maintaining alignment with the strategy
This last point on alignment with strategy is

key to the understanding of how to go about
effective product rationalization.
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Strategy Roadmaps

It is typical for organizations to have more things that they want to focus on, than they have
resources to support. Therefore, decisions on priorities have to be made. The key guidance
when making such priority decisions comes from the defined strategy for the business. When
reviewing a generic model of a business strategy, then the link from the top down direction
to the bottom up programmes and projects is made through the strategic roadmaps.

To enable effective decision making on priorities in the business, then it is imperative to have these
structured roadmaps, that set out the expectations for the business, over at least a five-year horizon.
These roadmaps cut across all functions but the key driving roadmaps, built as a cascade from one
to the next, are those of:

1 2 3

Sales and Product and Supply Chain

Marketing Service
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As it relates to product and service rationalization, the Product and Service roadmap is fundamental
to map out the goals and expectations in terms of SKU rationalization. If it is not set out in the
business strategy as a key deliverable for business success, it will always be difficult to prioritize

the resources required to make it happen.

The final point to be acknowledged, is that while a particular product or service may not be value add
in one part of the business, it may be very valuable in another. Therefore, having a true segmented
view of the market and how to optimize the response in each segment is also a key strategic consideration.

Portfolio Analysis

Once top down targets have been set Developing considerations
for SKU rationalization in the business
strategy, then a careful analysis has to
occur to define the Product and Service
candidates to be focused on. To do this
effectively requires taking a number of T . . T Gt
perspectives on the business to ensure

that all aspects are considered. There are

a range of tools and techniques available Matrin 4 '7 :gfnysis
to help organizations approach thisin a

structured and methodical fashion. . '
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Rationalization @ coreetiton

It is beyond the scope of this brief paper to Pool

describe each of these approaches, but the Boston
4‘ .— S
key is to recognise that different lenses need Matrle frateay

to be brought to bear, with the ultimate goal

of producing a targeted list of SKUs to be O 4. ‘— Customer
rationalized.
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Real Market Growth High

Low
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Earnings - low, unstable, growing

Cash Flow - negative
Strategy — analyse

Invest to grow

Earnings - low, unstable
Cash Flow - neutral or negative

Strategy — divest

Divest/Exit

Low

As a means of providing an example, one
such perspective can be provided by the
Boston Matrix:

Problem Child

| stars |
Earnings - high, stable, growing
Cash Flow - neutral

Strategy - repel competitive
challenge

Protect and grow

Earnings - high, stable
Cash Flow - high, stable

Strategy — milk, use cash to help
stars and problem child

Manage for profit

Share High

The Boston Matrix, originally created by
Bruce D. Henderson for the Boston Consulting
Group, is a tool that allows an organization to
position its portfolio into a matrix, based on
two driving criteria:

* How effective is that part of the portfolio
in sustaining market share?

¢ Is that part of the portfolio operating
in a high or low growth market?

This perspective of the portfolio provides

an insight into the organization that says to
concentrate the scarce resources on the Stars
and Cash Cows. Take some time to consider
the investment strategy on the Problem Child
category, and plan to divest or discontinue
the Dog category. What is insightful with this
approach, is that it can highlight products and
services that are perceived to be producing
value (low market share and slow market
growth), but the message is one of focus and
not deflecting resources from where the value
can be maximized.

The objective in using the range of tools and
perspectives, is to produce a pool of potential
products and services for rationalization that
can then be fed into the ‘hopper’ to drive
towards execution. Of course there can be

situations when a SKU may show up for
discontinuation but the decision may be to
keep it in the portfolio. This would need to
be a strategic decision and would typically
be based on factors such as:

* Loss leader in the market, providing there
is a plan to replace in time

e Ethical reasons (e.g. Pharma drug product
that addresses a specific disease and there
is not an alternative on the market)

The concept of having a range of tools
available to bring to bear on the analysis, is not
to prescribe that every tool needs to be used,
it is to highlight that there are many options
available and the key is to decide what are
most appropriate to a given business. Also,
by taking at least a number of perspectives,
it allows a more robust candidate list for
rationalization to be produced. This in turn
can be of great benefit when it comes to the
more difficult step of getting the buy in from
key players across the business, to move

to execution phase.

SKU Portfolio to
SKU Rationalization Action

Current Portfolio
and Market Needs

w

Portfolio — -

Portfolio

0 Segmentation

Analysis
uy O———— Apply
e TCO
. Justification
DeCISIons —O *

O— Execute
Repeat annually? e

N.B. The initial Macro Funnel, leads to the potential
pool which then has a tunnel to develop the actual
pool based on the use of TCO to Justify and Prioritize
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Financial Perspective

Total Cost of Ownership (TCO)

When it comes to achieving the buy in
across the organization, it will always be
important to be able to present the business
case as clearly as possible. As mentioned
in the introduction, understanding the true
cost of maintaining a product or service
in the portfolio, quite often is grossly
underestimated. What is required is a
TCO (Total Cost of Ownership) approach
whereby the true costs can be applied and
presented in a transparent manner.

Total Cost of Ownership (TCO) model
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To achieve this a structured TCO model needs
to be created that is appropriate for a given
business and approved by the executive
team. The model can draw on a broad range
of potential considerations and when building
the model, the approach should be to achieve
a level of robustness, to avoid too many
challenges to the model design, but also
focusing on the 80:20 rule of where the big
margin and cost factors are, to keep the model
as simple and transparent as possible.
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What to consider in your TCO model?

Marketing

Unclear, poorly deployed and unused
Business Strategy

Attractiveness to new markets
Cost to keep product active

Influence of competition, reducing
share

Difficult to sell, aging, old technology,
etc.

Requires too much people time
to manage

Customer complaints

No re-positioning strategy for products

Finance

Price should be increased as volumes
fall, often sales maintain original
prices so margin erosion

Emerging cost not matching planned
costs

Overtime due to firefighting and
change in the short term horizon

Under recovery of overheads

Cash flow cycle extending with a need
to buy larger quantities of Raw Material
than needed for small batches

Product Supply Chain

Drain on critical resources Falling sales volumes means higher

Low product performance when RS
being used 100s of small quantity orders, too

0ld technology much planning time

No longer viable against competition Too many change overs, reduced output

Poor Supply Chain Strategy to deal

Cost and time to manage o
9 with increased small batches

Portfolio Management too
concentrated on the ‘Dogs’
and ‘Problem Childs’

Sales continuing to sell de-listed
product which takes volume
predicted for the new listing

DFM, DFT and DFS implications

Frustrated Suppliers pushing for
price increases

Increasing inventory

Capacity designed for volume being
used for multiple short runs

Poor customer service

Business

Short Term dominates the Long Term,
the organization compresses and the
business becomes very top down

Revenue and Profitability gap to
Business Predictions

Traditional cost control implemented
which reduces the ability for all to
manage

Lack of Capex investment to support
re-positioning

Developing the Final Rationalization Pool

This last but most important
step, could well influence the
target pool for rationalization.

It is only when the total cost

of ownership perspective is
completed, that an organization
is ready to move into the
execution phase.

Rationalization

Rationalization —O

Initial

07 TCO Model

Pool Analysis

Revised
Rationalization

Final Pool

Pool
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Executing the Plan

It is always important to recognise that the activity of actually discontinuing a given list of
products and services from the portfolio, takes time and resources. Therefore, the timing and

application of required resources have to be considered in the context of the overall business

and range of activities that are being conducted to deliver the strategic plan for the business.
The process for managing this, of course, is the Integrated Business Planning (IBP) process.

Integrated
Business
Planning

© Oliver Wight International

The IBP process is working through the
monthly cycle, highlighting any gaps from the
bottom up planned activities, versus the top
down strategic expectations. As mentioned
earlier, so long as the drive for product
rationalization has been set out in the strategy,
and the targets are defined through the
product roadmaps, then IBP will enable the
prioritization of tasks and resources to deliver
the bottom up plan, in support of the strategy.

Leveraging the Product Management Review
step of the IBP process, it will be expected
that the rationalization activities would be

Product
Management

Portfolio I
Management j

structured into a formal project and for many
organizations they may well leverage the

best practice Stage and Gate process to
progress the discontinuation, while monitoring
potential environmental changes as the project
progresses through the gates.

Of course, in order to achieve and maintain
buy in across the organization, a major part of
creating the formal environment relates to the
people and behaviors. In particular, when it
comes to product and service rationalization,
the leadership need to be brave to follow the
process and cut through all the anecdotal
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Building a ‘wall’ to prevent rationalized products returning

Kill Early

Follow
the Plan

comments and stories of why a particular
SKU cannot be discontinued. Therefore, the
culture that is nurtured through a maturing
IBP process is fundamental with a disciplined
approach to all activities being at the core.

If done successfully, then this will build a ‘wall’
behind the discontinued SKUs, to avoid the
inevitable requests that will come down the
line, for one more build, which if entertained
will always take the TCO to a whole new and
negative level.
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However, even though there should never

be any plans to bring discontinued products
and services back to life, there is still a critical
final step in the process to carefully archive
all documentation, fixtures, data etc., in a
controlled fashion.

For many industries this can be a regulatory
requirement but regardless, for all industries it is
good practice and will enable a comprehensive
reference to the discontinued SKUs, if required
for any reason.
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The rationalization of a Product and Service portfolio is not something that for many
organizations they spend sufficient time on. This is not necessarily that they don’t see it as
important, but typically will always get bumped down the prioritization list relative to other
activities, perceived to be focused on growth. Therefore, it is important that the ambition for
product rationalization is clearly set out in the strategic product roadmaps, which then allows

resources to be applied in support of the strategy.

In order to ensure that the right products

and services are targeted for discontinuation
requires a structured and methodical
approach to be taken, that allows many
perspectives to be taken on the portfolio
before a defined list can be produced. The
financial perspective, through the TCO
approach is key to getting the buy in across
the business for the discontinuations but so
also, is cultivating a culture that enables the
required behaviors, including strong discipline
and bravery on behalf of the leadership team
in particular. With buy-in achieved, the process
for formally managing the phase-out sits within
the existing IBP process. This will ensure that
flawless execution is supported and when
gaps arise versus the top down strategic
intent, then decisions will be made to address
in a timely manner.
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When you talk to Oliver Wight about improving your business, we’ll assume \§\ N~
you want results, not just better processes - things like increased revenues \ N\
and margins and greater market share. If you have the ambition, it is possible \

to make improvements that truly transform the performance of your organization \

and create more fulfilling roles for the people within it. We believe this can only be
delivered by your own people. So, unlike other consultancy firms, we transfer our
knowledge to you; knowledge that comes from over 50 years of working with some
of the world’s best-known companies.

Oliver Wight has a long-standing They will coach, guide and inspire your
reputation for innovation and we people to drive change throughout
continually challenge the industry your organization, allowing you

status quo, so you always get the to create a culture of continuous
latest in new thinking. Your Oliver Wight improvement and innovation that
partners will use their real-world simply becomes for you ‘the way we
experience to ensure your people, do things around here’. It’s a proven,
business processes and technology sustainable approach that will deliver
are fully aligned and integrated right results straight to the bottom line.

across your organization.
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