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Tips on Smart Customization

ne of the best tools in American

manufacturing’s arsenal of

competitive strategies is customized
products and services. No other country can
offer the customized products and services
to U.S. customers as well as America’s
small and midsize manufacturers (SMMs).
More and more customers are demanding
customization, and if you have a system
to design and build custom products and
services, you not only have a competitive
advantage but you can also make higher
margins than the industry average.

But the problem of making money with
customization is a daunting task. In other
words, it's easy to let the customization pro-
cess get out of control and to lose money and
cause service problems.

It is important to define the specific type of
customization because there are many differ-
ent approaches. This article is about the type
of customization that requires new engineer-
ing and changes in the bill of materials on
every order (“one off” products and services).
Here are some basic considerations:

1. Having a marketing plan: It is very
important to have a basic marketing plan that
defines the target markets you want to pene-
trate by SIC Code. This focus on specific mar-
kets will drive both the orders you accept and
how you spend your engineering resources.
For instance, if you have done a lot of work
for paper mills, you will have developed a lot
of proprietary experience and engineering
that gives you an advantage.

2. Repeat business from customers: As
everyone knows, business from repeat cus-
tomers is more profitable than new custom-
ers, and dealing with repeat customers is
an easier marketing situation than continu-
ously trying to sell and find new customers.
This means monitoring existing customers’
operations better then your competitors, and
responding to their needs.

3. Being able to say no: It is just as impor-
tant to say no to an order that doesn't fit your
plan (or process) as it is to accept orders.
Accepting orders and projects indiscriminate-
ly is a fast way to lose money for a variety of
reasons.

4. Having an accurate cost system: Perhaps
one of the most strategic issues of customiza-
tion is having a very good cost system that
shows costs down to the sub assembly or
option level. Just knowing costs in the aggre-

gate such as total engineering, materials,
labor, and purchased parts costs is not good
enough to play in the custom game. By keep-
ing track of all of the costs over time, down
to the sub assembly and work order level will
allow you to develop a very accurate cost and
quotation system. This system can be used to
develop accurate prices and to know when a
project is worth accepting.

5.Too much engineering: | think it is appro-
priate to say that if the order requires too
much experimental engineering that it will
cause massive changes to the bill of materi-
als. When this happens, at some point the
total costs of the project may no longer be
projectable. Once this barrier is crossed, ser-
vice problems can almost be guaranteed.

6. Reusing the engineering: If you have a
good cost system and excellent records you
are in a position to re-use some of the engi-
neering on future projects. This is where you
can make excellent margins because you're
using engineering that has already been
completed and it allows the rest of the manu-
facturing processes to be further up the learn-
ing curve. Reusing the engineering tends to
reduce labor hours for the entire project.

7. Customized product vs. prototype:

When vast amounts of new engineering are
required, the project is really a prototype of a
new product or service. This means there will
be much experimentation and testing before
the project is complete. Whether the com-
pany accepts an order for a prototype should
depend on whether it could generate future
sales, and also on the price the customer is
willing to pay for the new engineering, chang-
es, and testing.

8. Managing engineering hours: Another
critical element in successful customization is
managing engineering resourc-
es. Custom engineering usu-
ally requires a long learning
curve and it is important to
accept that you have a plan
that divides engineering
hours into the types of
projects, options,
and accessories
that are care-
fully defined in
the marketing
plan.

9.The opportunity cost problem: If you
invest in a large project that takes a large
percentage of the annual engineering hours
budget, and the project loses money, you will
lose in three ways. The first is that the project
or order lost money. The second is the oppor-
tunity cost of using hours on a losing project
that could be used on something profitable.
Third, this project may get into the production
system and require so many resources that
other project delivery dates are missed.

10. Specifications: On large production line
type machines or packaging machines, it is
common for customers to issue specifications
with the order. It is important to take the time
to carefully go through every line of specifica-
tions. If you don’t, you may miss something
that requires a change in the field that will
become a warranty charge. Making a profit on
these highly specified projects has a lot to do
with evaluating the specifications carefully.

11. Contractual terms: Contractual terms
are also important in custom products or
services. If you classify the project as a C or D
project with considerable risk, you may want
to ask for a big down payment along with
progress payments. It is also important to dic-
tate the terms on cancellation so that you get
paid for all work that is accomplished up to
the date of cancellation.

The big advantage of customization is
product differentiation. Being able to custom-
ize a product or service can automatically
give you a competitive advantage.

The problem is being able to both project
and manage your costs. If you have a well
thought out system for customization you
can make margins that are higher than your
industry average. If you take orders indiscrim-
inately and use “shotgun sales” methods,
you may not only lose money on the project,
you could also have warranty problems that
can lead to losing customers. IMPO
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