The LeanTrack Tool

Let’s take a look at what LeanTrack is all about and how it can help your company with
the transition to Lean Accounting. Below we have Box Score comparison examples of
the two leading well established machine shops in the Portland area. Both shops are the
same facility size. Company A employs CNC Cellular Horizontal Milling while
Company B employs the traditional stand alone CNC Horizontal Mills. Both companies’
are basically competing for the same business and are uniquely friendly competitors. The
companies, relatively speaking, produce matching Value-Added Sales (VAS). VAS is
total sales minus raw materials, components and sub-contracting. Company A
implements lean manufacturing and Company B remains in the traditional manufacturing
model.

LeanTrack utilizes simple easy to understand metrics common to most manufacturing
companies with the exception of “LPI — Lean Performance”. LPI was developed by
James Warren as a method of tracking the lean implementation journey: specifically as a
tool to measure operating performance progress improvements. The LPI by design
represents a monthly figure or a target number of 100, signified on the visual color coded
“Lean Performance Indicator” chart as Lean level C. The LPI number calculated when
you first begin your lean journey represents your set-point marker for tracking historical
improvement data: day to day and year to year.

A higher LPI number simply means your company’s continuous improvements are
driving a higher level of throughput (VAS) per team member. The LPI measurement is
extremely useful as a management tracking tool in place of the traditional accountant’s
bottom line figure. In the early stages of lean implementation, the kaizen process
improvements as a monetary measurement usually don’t represent any upward movement
in the P&L’s bottom line number. Only when inventory and work-in-process (WIP)
reductions have settled to a consistent level will lean effect the bottom line. As lean
progresses in your company resulting in a higher LPI yield keep a close eye on your
bottom line. If it isn’t moving with the higher LPI yield, management problems may be
identified in other areas of the P&L. Your shop rates may need adjusting if efficiency is
high and profitability is too low.

Lean Accounting methodology causes indirect hours to disappear completely and only
direct hours remain. When utilizing the LeanTrack program, all hourly team members on
the shop floor are counted as direct hours in supporting customer value-added sales. The
examples below demonstrate this methodology as a comparison of Lean vs Traditional.



Company A: Machine shop implementing lean manufacturing throughout the enterprise
including lean accounting and value stream costing/resource factoring methodology.
Company A Quotes at $72.00 average hourly rate, utilizing SmartQuote HP Estimating
Software. Company A has 20 hourly shop employees.
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Company B: Machine Shop Traditional batch processing - job costing by employee
manual time card recording, manual office costing recap per job. All Estimating is
calculated manually utilizing a $95.00 hourly average shop rate. Company B has 28
hourly shop employees.

. B Report Viewer |XJ
EHSHE e DialDBHIQaP =@ B |@ocia @
[ D01z R S G AT B V) VAR SR A

WEHKS Target Month Box Score Report

Software
Mar - 2007

A I B O 1 |

Meirlc Targat Parform ance current Stats

horith hanthiy r % of Target

Date 2007 2007
gt/ SubiComp (COGSE) 40,0223 $52,000.00 1e17%
“walue-Added Sales 316 BAE 67 §285,500.00 a0 16%
Shop Supplies FI7 6 67 §12,000.00 103.35%
# Team Members 22 28 127.37%
Input Hours 3520 4844 137.61%
Output Hours 3333 3005 90.16%
Oty Parts To Be Shipped 28,500 31350 10%
Oty Parts Shipped 22,500 31040 102.091%
Qty Parts Scrap 142 128 an.14%
Pct Scrap 0&% 0 a8z
On-Time Delivery (0TO) 100% 99.01% 99.01%
LPI- Lean Performance T4.76 53 .67 TO.54%

[ Lean Performance Indicator - LP1 Chart | Eli minate Waste + Daily Cortinuous Improwve ments+ Use Lean Tools + TeamWark= PIP+ Profit

LPI Humber Color Code
E— L P 1% of Goal This Morth LFI- MTD Current Lean Performance

61o 79 |
#1089 Ig-u-

tamtenic 70.84% 62.04%

iniEd 4772007 02038 A LEAN Track by TOWEHS




Value-Added Sales Dollars
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Input Hours

Output Hours at shop rate
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LeanTrack confirms the absolute value of implementing lean practices throughout the
organization including lean accounting methodology tools. These examples indicate lean
creates throughput increases with fewer personnel at a lower dollar per hour rate. The
truth of the matter: Lean Accounting increases your ability to compete globally.

Which company are you - Company A or Company B? Calculate your performance and
start tracking your lean successes now with LeanTrack.



