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EXECUTIVE SUMMARY

Building on a Broken Foundation
How LEGO'’s Process Failures Nearly Toppled an Empire — and What Every Business Can Learn

$800M $1M/Day 14,000+ 11,000
SKUs, No Profitability

Tracking Suppliers (2x Boeing)

in Debt in Losses

The Crisis

By 2003, LEGO—the "Toy of the Century"—was hemorrhaging $1 million per day. Sales had plummeted
30% year-over-year, debt hit $800 million, operating margins collapsed from 18-19% to 2.4%, and private
equity firms were circling. "Bankruptcy" was being spoken openly for the first time in the company’s
71-year history.

What Went Wrong

The crisis was not caused by competition or digital disruption. It was caused by internal process failures
that compounded over a decade of unchecked growth:

» Uncontrolled Complexity: SKUs exploded from 6,000 to 14,000+. Brick colors ballooned to 100+. Designers
created products with zero cost visibility — each new element triggering cascading supply chain costs nobody
tracked.

» Broken Supply Chain: 11,000 suppliers with no centralized procurement. Materials over-ordered and wasted.
Demand forecasting so poor the company had simultaneous overstock and stockouts — with some sets selling
below production cost.

» Zero Financial Visibility: Leadership could not identify which products were profitable and which were losing
money. No product-level, market-level, or channel-level profitability tracking existed. The company was flying
blind.

The Turnaround

In 2004, new CEO Jorgen Vig Knudstorp—the first non-family leader in LEGO’s history—asked: "What if the
problem is LEGO itself?" He commissioned a comprehensive operational audit and systematically rebuilt
the company’s processes:

» Product Discipline: Cut unique brick types 30% (12,000+ — 7,000). Halved the color palette. Established
rules for new element introduction.

» Supply Chain Overhaul: Reduced suppliers by 80%. Consolidated 11 warehouses into one. Cut transportation
providers from 55 to 10.

» Financial Controls: Established a 13.5% return-on-sales benchmark and built a Consumer Product
Profitability system — giving leadership product-level visibility for the first time.

» Non-Core Divestiture: Sold theme parks, shut down video games, cut clothing and publishing. Redirected
every resource to the core brick business.
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Profitable in Year 1 €61M Surpassed Mattel $900M

it Margins Back to 15.6% Profit Record Revenue $10.8 Billion
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The Lesson

LEGO’s near-collapse was not caused by a single catastrophic decision. It was the slow, invisible
accumulation of process failures nobody measured or corrected. The same forces—unchecked complexity,
vendor sprawl, absent KPIs, and a culture that confused activity with productivity—are quietly eroding
profitability in companies right now. The only difference between LEGO’s story and yours is whether you
find the problems before they find you.

Five Principles Every Business Should Adopt
» Know Your Numbers at the Product Level: If you can’t instantly answer which products, services, or
customers are profitable — and which are costing you money — you’re flying blind.

» Audit Process Complexity Annually: Complexity is the silent tax on growth. Schedule the audit before things
break, not after.

» Implement Meaningful KPIs: Track metrics that drive decisions, not metrics that fill reports. If a metric
doesn’t change behavior, it’s not worth tracking.

» Build Dashboards That Tell the Truth: A dashboard is a diagnostic tool, not a scoreboard. It should answer:
where are we making money, and where are we losing it?

» Separate Innovation from Execution Discipline: Innovation and process discipline are partners, not
enemies. Every new initiative must be evaluated for operational impact.

The Digital Efficiency Consulting Group

We find the process breakdowns silently costing you money — before they become a crisis.
Process First. Tools Second. Results Always.
www.thedecg.com | 100% Satisfaction Guarantee
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