
Most manufacturing companies invest a huge amount of time 
and effort trying to systematically improve their performance. 
Unfortunately, they often focus on the wrong things. Traditional 
programs such as TQM and Six Sigma are very good at driving 
continuous improvement. But because they concentrate on the 
details, they sometimes lose sight of the big picture. As a result, 
many companies find themselves wasting time on improvements that 
deliver only limited value, while overlooking areas where the potential 
benefits are much greater.

One of the main problems we see is that companies often set their 
sights too low – using efficiency measures that don’t reflect their 
operation’s true capabilities or full potential. For example, a recent 
analysis of 27 manufacturers showed that on average the companies 
were operating at 71% of their maximum efficiency (based on 
traditional performance targets). However, a deeper analysis based 
on their assets’ true capabilities found that the companies were 
actually operating at only 47% efficiency. The fact that traditional 
performance measures were over-reporting efficiency by more than 
50% led many of the companies to believe that everything was fine. 
This in turn caused them to overlook some fairly obvious improvement 
opportunities — such as waste and bottleneck speed, and to focus 
their improvement efforts on minute details that had a minimal impact 
on the bottom line.

The companies in the study cited above are by no means unusual. 
In fact, our experience suggests that such problems are common 
throughout the manufacturing industry. No wonder so many of today’s 
manufacturers are only seeing small, incremental improvements 
in their operations. Or that their performance over time has been 
essentially flat. 

A new approach to measuring and 
improving performance
“Zero Loss Analysis” is a recently developed approach to performance 
improvement that uses an operation’s potential as a baseline for 
assessing performance and identifying improvement opportunities. 
Instead of relying on hunches or artificial targets, it looks at each 
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Zero Loss Analysis is a new approach to help increase the returns on your 
performance improvement investments.



asset’s intrinsic capabilities and detailed operating constraints, which 
are the actual drivers of performance.

In particular, the analysis looks at what an operation could achieve in 
a perfect world — e.g., no downtime, no waste, maximum speed and 
throughput, most effective crew size — and then uses that as the key 
reference point for setting targets and assessing results. This analysis 
is done for every SKU — or for groups of closely related SKUs — since 
the operating constraints and bottlenecks often vary depending 
on the product being made. The analysis also looks at profits and 
margins, not just costs, to provide a more accurate picture of the 
actual business value that could potentially be generated.

We have seen this breakthrough technique help manufacturing 
companies achieve a step change improvement in performance, 
boosting their efficiency and yields by as much as 50% over current 
performance levels. The technique can also show companies where 
to focus in order to get the greatest return on their improvement 
investments. 

In many cases, the resulting insights are shocking. For example, a 
consumer goods manufacturer was using downtime to prioritize their 
process improvement efforts and had assigned teams to tackle the top 
two issues, which together were causing 280 minutes of downtime 
per week. But the company’s priorities change dramatically after 
seeing the results of a zero loss analysis, which looked at all sources  
of lost time, not just downtime, and translated the impact into dollars 
of lost profit. 
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The zero loss analysis showed that two of the top three downtime 
problems (depicted by the green bars) were actually far down the 
list in terms of profit impact, with a combined value of only $70,000 
per year. Meanwhile, the biggest improvement opportunity — which 
was worth about $250,000 per year — didn’t even show up on the 
original list of downtime problems because it was caused by a slow-
running process bottleneck and was thus invisible to the company’s 
traditional measurement system .

Three traditional approaches —  
and why they don’t always work
There are three common approaches that companies use when setting 
goals and deciding where to focus their performance improvement 
activities. However, each of these traditional approaches has significant 
limitations.

Cost accounting and budgeting 
Operating budgets are typically based on historical performance, 
rather than an operation’s intrinsic capabilities and performance 
potential. Also, budget-related goals are routinely adjusted downward 
to make them more achievable. The resulting targets might seem like 
hard numbers — and they give people a tangible goal to manage 
toward — but they are actually quite subjective and usually don’t 
reflect what is truly possible. Even worse, these numbers tend to 
take on a life of their own. People throughout the organization 
gradually come to believe that the artificial targets represent the best 
performance that can be attained, and eventually lose sight of the 
operating factors and constraints that actually drive performance. This 
creates a ceiling to improvement. 

In addition, many companies use data from their cost accounting 
system to set targets and track performance. One reason might be 
that the data is readily available and doesn’t require additional effort 
to collect. Another might that the data seems objective and relevant. 
The trouble is that cost data — because it looks only at costs, not 
profits or margins — only tells half of the story. And when it comes 
to making critical decisions and setting strategic priorities, half the 
story is often worse than none. For example, cost-based performance 
targets can actually punish managers for increasing output because it 
treats the higher costs associated with increased production volume as 
a problem (i.e., a “negative variance”) without considering the positive 
impact on margins.

Moreover, the cost accounting system has no knowledge of 
the process bottlenecks and other operational factors that drive 
performance, and thus provides little or no insight into how the 
business can actually improve. For example, one of Europe’s largest 
food plants was routinely spilling a significant amount of soup during 
the canning process. But when the Plant Manager was asked what the 
spill was costing, he replied: “Nothing — we’re better than budget 
on that line.” When a zero loss analysis showed the true cost to be 
$750,000 a year, the Plant Manager was genuinely shocked. But 
four weeks later the problem was corrected, and $750,000 in annual 
savings began trickling down to the bottom line. 

Of course, we’re not saying you should toss out your operating 
budget and cost accounting system. We’re simply suggesting that you 
recognize their limitations for setting operational targets and driving 
continuous improvement.

Benchmarking
External benchmarking is another popular technique for assessing 
performance and setting targets, and helps an organization to think 
outside of the box. However, it suffers from two major problems. 
First, the benchmark results are often based on another company’s 
performance and largely reflect that business’ unique circumstances 
and limitations, rather than what is truly possible. (In that sense, 
benchmark targets are no better than internal budget targets). 

Top 10 Opportunities



Second, and perhaps even more important, plant managers and staff 
tend to be highly skeptical of external benchmarks. Instead of rising 
to the challenge, they spend all of their time trying to come up with 
reasons that the targets are not applicable to their business. Whether 
or not their reasons are valid doesn’t really matter. If they don’t accept 
the benchmarks, they won’t take the targets seriously and won’t feel 
any pressure to improve.

Intuition
Key improvement decisions are often driven by intuition, rather 
than hard data. Executives might have a sense that an operation’s 
performance is not as good as it should be. Or they might get 
calls from irate customers and decide that things need to be fixed. 
Whatever the reason, the resulting targets and focus areas are often 
little more than an educated guess. 

For example, the leadership team of a large brewery was asked to 
guess their company’s top five improvement opportunities (and 
associated dollar value). Their list was then compared to the zero 
loss analysis, which indicated that only two of their guesses were 
right. Their top-rated improvement opportunity, which they believed 
was worth about $2.5 million, had an actual value of only $55,000. 
Their second-rated opportunity, which they estimated at $1 million, 
was really only worth $180,000. Meanwhile, several of the biggest 
improvement opportunities didn’t even make their list.

With all of these traditional approaches, it is difficult or impossible 
for company leaders to understand the full magnitude of their 
improvement opportunities – or even to know if all of the potential 
problems have been identified. This makes it tough to build consensus 
around the top priorities, and makes the improvement process 
painfully slow.

Case study
Cost data tells the wrong story
One manufacturer was using cost data to determine which 
of four plants should be the primary target for improvement. 
According to the company’s traditional cost analysis, plant C had 
the largest negative variance to budget ($550,000) and should 
therefore receive the most improvement effort. Plant A and 
Plant B were exceeding their performance targets and warranted 
minimal attention. Total improvement opportunities across all 
four plants were valued at $200,000. 

Cost Accounting

Plant
Variance to 

budget
Lost margin vs.  
true potential

A $250 ($7,000)

B $325 ($4,000)

C ($550) ($1,500)

D ($225) ($1,200)

Total ($200) ($13,700)

A zero loss analysis, on the other hand, told an entirely different 
story. It showed that the company was focusing its improvement 
efforts on the wrong plant, and had drastically underestimated 
the total potential for improvement. Our analysis identified plant 
A as the prime improvement opportunity, with a potential margin 
impact of $7 million. The analysis also uncovered improvement 
opportunities worth a total of $13.7 million — nearly 70 times 
more value than the traditional cost analysis.

How to conduct a Zero Loss Analysis
Zero Loss Analysis can help a company achieve remarkable performance improvements.  
But the analysis itself is quite straightforward, consisting of four simple steps.

Gather data
Identify 
the bottlenecks

Determine the actual 
operating potential

Translate operational 
improvements into 
business benefits

Gather data. Collect historical data and other information about the operation, including:

Production data•	

Raw material data•	

Labor hours – standard and overtime•	

Run hours – scheduled and unscheduled•	

Downtime and waste data •	

Product information•	

Labor, raw materials, and utilities costs•	

Production plans•	

Sales plans•	

Process flow diagrams•	

Capital expenditure plans•	

Identify the bottlenecks. Analyze the operational data to identify bottlenecks and performance problems. Conduct a separate analysis 
for every SKU or group of closely related SKUs.

Determine the actual operating potential. Calculate the potential efficiency and maximum yield assuming that bottlenecks are 
eliminated and that the process operates at maximum speed and throughput with zero waste, downtime, and excess crew. 

Translate operational improvements into business benefits. Conduct a market analysis to determine how the potential operating 
improvements would affect the company’s bottom line. If increased output can be sold, represent the operational improvements as 
revenue and profit growth. If the market cannot absorb all of the increased output, represent the operational improvements as labor 
cost savings, reduced raw material usage, and opportunities for consolidation and rationalization. 



Keys to achieving results
Although a Zero Loss Analysis is both conceptually simple and 
undeniably useful, convincing people to adopt a new approach to 
measuring and improving performance is always tricky. Here are some 
techniques to consider that can help smooth the way.

Start with your most efficient plant•	 . If you can deliver significant 
improvements at your most efficient plant, just think what you can 
achieve in other parts of your operation.

Have the local staff repeat the analysis•	 . When your people run 
the numbers and see the improvement potential for themselves, 
they are more likely to get on board. That’s essential for sustained 
performance and improvement.

Dive deeply into one or two areas•	 . Pick one or two operating assets 
and conduct a detailed analysis to show exactly how theoretical 
improvements can be converted into real-world value. This makes 
the case for change much more compelling.

Analyze all of your operations•	 . Analyzing a single plant can deliver 
valuable insights. But to create a complete and accurate picture 
of your improvement potential, you need to look at your entire 
operation. This broad perspective can help you understand potential 
synergies and cross-dependencies, and avoid double counting.

Getting started
Zero Loss Analysis provides a strong foundation for long-term 
improvement. Yet it is remarkably fast and easy to get started. In 
fact, a one to two week assessment is generally all that is required 
to identify the level of improvement that is truly possible — and to 
determine the right places to focus. At that point, your company 
will have a clear roadmap for improving its operations — and for 
significantly improving the return on its improvement investments. 
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