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A Mid-Market provider of rapid diagnostic testing solutions applies Argo’s rapid
improvement approach to integrate a new acquisition and capture value improvement
opportunities in production, quality and supply chain

The Situation

A publicly traded manufacturer of Point of Care molecular diagnostic devices acquired a
business unit of a major pharmaceutical company in 2018. The target was a leader in rapid
diagnostic healthcare products, with a focus on cardio metabolic disease, infectious
disease and toxicology. This unit was being divested as a result of a company merger
with a European Competitor and to comply with antitrust provisions. Their main product
was designed to aid in the diagnosis and risk stratification of patients having care issues,
including congestive heart failure, acute coronary syndromes and others. Once
integrated, our client was expected to double revenues to $500 million, achieve cost
synergies of $18 million by the end of 2019 and add to their portfolio a series of promising
testing devices.

Our client was looking to start the formal integration process as soon as the official close
was reached; with minor disruption and optimal capture of deal value. An Integration
Team was assembled and was starting the process of assessing the key elements required
to achieve an effective transition on day 1. Argo was asked to join this team to confirm the
synergies, prepare the implementation plan and lead the integration process, primarily in
the operations and supply chain areas.

The acquisition target had sales of about $200 Million and 470 total employees. Our
client’s management believed the manufacturing and supply chain operations of both
companies to be equivalent. As such, they saw the potential to closely align and
harmonize both their teams and processes. The jointly prepared integration plan targeted
the following areas to reach the desired synergies:

= Rationalization of combined functions in Operations, Research & Development,
Quality Assurance and General & Administration

= Manufacturing efficiency and yield improvements

= Vendor harmonization and procurement

Argo’s Solution and Implementation

The first step was to execute a five-week deep dive analysis to confirm the opportunity
and put together a capture plan. During this assessment the team fine-tuned a number of
operational improvements confirming the original plan: duplicated roles and functions,
unnecessary quality checks, unnecessary vertically integrated operations, distribution and
inventory inefficiencies, ineffective use of temporary help and overall production yield and
scrap issues.
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To confirm those opportunities the deep dive included several business analyses as shown
in Exhibit 1:

EXHIBIT 1 | Project Approach to Accelerate Post Acquisition Value Capture

Organizational &
Functional Review

Roles and responsibilities review in
key areas including Engineering,
Quality and Process Technicians

Order to cash process to find cost or
lead time opportunities, review of
S&OP process

Supply Chain
Assessment

Talent & Capability In-person assessment ofkey Distribution & Network and inventory management
personnel’s talent and capabilities analysis. In-depth data analytics on

Assessment . . X § A
critical to integration success locations, moves and logistics costs

Logistics

Sourcing analysis, harmonization, use of
best practices including LCC, outsourcing
and supply base rationalization

Layout, flow, equipment utilization,
labor productivity, production control
and planning practices

Procurement &
Strategic Sourcing

Manufacturing
Review

Review of quality system, FDA
requirements, observations and data
analysis on scrap and yield

Review of performance management
process and identification of key
issues in accountability cycle

Performance
Management

Quality Process
Review

Deep Dive Mgpping an'd prigriﬁizing COGS B
drivers and identifying opportunities

on COGS ! ; .

for improving costs efficiency

Key Findings

Variability in Manufacturing of Core Product: During the analysis, Argo became aware of
the significant process control variability with the top sales product, a “cardio” device with
impressive growth projections. Since inception, this device had not had a stable process.
During 2012, FDA performance requirements were made more rigorous which increased
the process checks and affected production yields. With “First Pass Yields” of less than
40% and significant growth projections, the losses were estimated in the millions

Suboptimal Manufacturing Model and Processes: The response to the lack of predictability
caused by process control variability resulted in the evolution of the manufacturing model,
starting with scheduling, to become a “just in case” model as compared to a “just in time’
model. This operating concept extended to warehousing and the supply chain. Therefore,
stock levels in the value stream were extremely high not just impacting cash flow but also
warehouse space, operations and inspection requirements.

Spend Consolidation Opportunities in Procurement: Procurement was also confirmed as an
area of opportunity, with a total combined spend (direct and indirect) of $54 Million and
with 35% associated to common suppliers. Argo identified opportunities to leverage
common suppliers and negotiation power. Equally important, gaps were identified in the
process for commodity stratification and supplier management as well as opportunities for
organizational realignment.

Asset Consolidation Opportunities in Distribution and Logistics: The distribution and
logistics environment was analyzed, and this revealed additional benefits. The combined
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company had a total of 6 warehouse locations in the San Diego area for storage,
distribution, light assembly and packaging operations. The team developed a number of
network and logistics scenarios which confirmed that the consolidation of the two largest
DC’s was possible without impacting performance and with almost $3 Million in savings.

The Capture Plan: The Argo - Client team put together an 8-month plan to capture all the
integration opportunities. This deep dive was critical to bring the internal team together
around the feasibility of the integration initiatives and to jointly validate savings in the
range of $10 - $12 million by focusing on the following work-streams:

Cost structure remediation
= Reduce process variation and re-structure product inspection and validation
= Realigned work streams and resources to renewed manufacturing and inspection
= Fine tune supply chain and manufacturing for additional value
= Solve core device performance to reduce risk

EXHIBIT 2 | Key Focus Areas and Capture Plan

Reduce « ldentify and reduce variation in
process key process parameters
variation and « Full in-depth review of
restructure inspection and validation
product criteria / processes
inspection

Realign work- » Re-focus functional groups
« Fix the molding issue Solve core streams and around the renewed
« Control of all process device resources to inspection and validation
variables to reduce performance renewed processes
variation and fix yield to reduce risk manufacturing « Assign resources according
/ inspection to this plan
Fine tune
» Procurement / Strategic supply chain /
. T;::gl\r/]egments in labor 7 HUE S L]
efficiency, and equipment fOI;/zlchC‘eed

performance
» DC realignment

The implementation moved forward and separate teams were chartered to work on the
opportunities. Argo installed a Command Center methodology to check progress daily
and weekly using a visual methodology. During 2018 the teams made strides on the
following work-streams which ultimately generated $11.2 millions of profit improvement as
summarized in Exhibit 3:
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EXHIBIT 3 | Summary of Actions and Results

Opportunity Action Results (Bottom Line Impact)

Fixed Manufacturing of Applied DMAIC / DOE approach to methodically
Core Product address all areas and variables to achieve process $5.0
stability, full involvement of areas and vendors

Centers

inventory and improving turns

Improved yield in Cardio and Tox lines by
Improved Yield reducing production losses between 15% and $0.9
20%.

Enhanced Procurement & Co.nso||dated direct and |pd|rect spend,
. . rationalized supply base, implemented $0.8
Strateg'c Sourcmg commodity management

Identified and eliminated Non-Value-Added
Improved Productivity Activities in production including time gate, $0.7
automated lines, pouching and packaging

Capacity planning and scheduling mix model
$0.4

Consolidated Distribution Implementgd plan_ to consohdgte_Z d_lstrlbu'ﬂon
centers by improving layout, eliminating excess $3.0

Optimized Planning &
Scheduling

production; pull vs push on manufacturing flow;
Kanban buffers in base, time gate, filter and DCP

g A Streamlined Quality Control process, reduced 0.4
Optimized Quality Control quality control points and unnecessary paperwork t

Testimonial

My company’s team was very impressed with the people, process discipline and innovative
thinking that Argo brought to assist in the acquisition integration. Their approach to
problem solving and alighing the team made a big difference in making the changes
required. Argo provided coaching and leadership on best practices that made

us confident in our ability to capture synergy expectations. The company made rapid
improvements in production, quality and supply chain.

-Tony Cunningham, Senior Director of Supply Chain

Argo’s expertise in Mid-Market acquisition integration and restructuring combined with
years of experience in the life sciences and medical device sector, allowed for a nimble and
successful integration of these two companies in a period of 10 to 12 months.

The 8 initiatives selected during the assessment had an EBITDA Impact of over $11 million
and a cash flow impact of over $13 million.

Argo worked hand in hand with the client’s team to accelerate the capture of the
improvements while advising and executing effective change management actions and

implementing sustainment mechanisms. During 2019 and in 2020, the client has
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positioned itself as a leader in the testing device sector with a stable portfolio of
traditional products and with a successful pipeline of new products. The stock price has
increased by more than three times since the time of the acquisition.
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