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THE PRECISION TRIANGLE

There is an underlying problem
with business, where we know that
precision is not happening, but we
also don’t know how to work
except by expecting precision to
happen.

Let’s explore what I call the Precision Triangle.

In diagram 1, you see the flat side of the triangle
along the bottom which leaves the point to the top.
This point represents the single point of precision
that we focus on into the future. We can call it a
forecast. The flat bottom represents the range of
lead times for all our components.

Focus is on getting a precise number for the forecast.

That precision number search causes us to
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predict further into the future, as our lead times
have elongated and become increasingly uncertain.

We apply that future precision (let’s suppose
Monday, December 5th planned customer ship
date) to an array of components with varying lead
times (let’s say six months to five days). And based
on the lead time of each component, orders are
released to the suppliers at precisely the right time
for the parts to arrive at the precise moment we
need them. And if the longest lead time is six
months, then we need to have a precisely accurate
forecast at least six months into the future.

Every part of this precise plan must happen exactly
as expected - every part, every time. We know from
experience that this almost never happens, so we
manually try to guess what might go wrong and try
to correct our plans to account for it. This is
important. After the system does the precise math,
we get involved and manually tweak everything.
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Of the thousands of ways
that precision can fail, one
of them will happen. So, you
prepare for it. You build
agility into the process.

If we flip that triangle,

let’s look at what happens. Now the flat surface is at
the top and the pointis pointing down and sits at
the bottom.

The top (which is now a flat side) still represents the
demand. Not a precise demand, but a range of
expected likely demand in the future. The point at
the bottom now represents each individual
component and the “roughly right” calculations for
when to order and how much to order based on
each component’s variability, reliability, quality, and
lead time.

Essentially, we are working to improve the capability
of the supply side to achieve the range of expected
demand from the customer.

e How can we build agility into the processes if we
assume (and force) precision?

e How can we ignore agility in the VUCA world?

e |f we begin with a system that designs agility into
the processes, how can we not be agile?

If we explore each triangle, let’s understand where
continuous improvement activities exist. In the first
triangle, with the point of precision at the top, the
suggestion is that improving means getting better at
forecasting. But the reality is that improving the
forecast does nothing for supply variability,
management variability or operational variability.
Even a perfect forecast will still fail if we continue to
ignore the other sources of variability.

When we examine the second triangle, improvement
comes from considering all the raw materials and
considering all sources of variability such that we
can achieve the potential range of demand. The
focus is on improving capability and creating
agility.

Let’s follow this example:

A Birthday party for your 12-year-old. 15 guests, 3
adults, and 12 kids. Order exactly 15 sandwiches and
a cake to be cut into 15 pieces. Precision will fail
every time. You’ll probably order 20 sandwiches
and 20 pieces of cake. Because one kid might drop
one, another kid might be hungrier than others, and
one of the adults (parent of one of the guests) might
bring another sibling without telling you. Of the
thousands of ways that precision can fail, one of
them will happen. So, you prepare for it. You build
agility into the process. Of course, if you’re ordering
sandwiches and cake from across the street, things
might be different.

The implication of all this discussion is that typically
we are focused on the wrong end of the supply
chain. By focusing on the precise demand in the
future, we are completely in reactive mode. Every
time that precise demand changes (quantity or
timing), everything else must react and change.

If we focus on the capabilities and agility of the
supply, then we are proactive and every time
something changes with demand, we have a much
better chance to adapt accordingly.

If I had to summarize, I’d say
this. The focus on improving
our forecast results in agility
through chaos and reacting to
changes. The focus on roughly
right positions of inventory
creates agility by design.



