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Agenda

• Why are there two (or more!) different 
versions of what is relevant for internal 
decisions?

• Implicit decision horizons for Throughput 
Accounting and Traditional Accounting?

• Implicit assumptions for the prevalent 
management structure versus TOC?

• What can we do to end the conflict?
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Reality

Is there more than one version of reality 
for decision makers?
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At the end of an annual or quarterly period, no 
matter what accounting/reporting system an 
organization uses to support internal decision 
making, financial statement results have been 
determined.  

Reality has been set . . . permanently.  
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Decision Time Horizons

Traditional Accounting: One year or longer, 
depending on operating cycle (cash to cash) length. 
(Public companies: 1 quarter for some decisions as well 
as major emphasis on annual results.)
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Throughput Accounting: Various, depending on 
when decisions must be made and the length of 
their impacts.  Length of impact: the time period 
when assumptions about decision variables 
remain stable (hours, days, weeks, months, years).
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Management Structure

• Traditional: Divide the whole into 
manageable independent parts by 
functional area; the sum of the results of 
the parts are assumed to equal the whole.

• Throughput Accounting: Considers the 
entire system; tracks control points and 
feedback metrics of each area to maintain 
consistency with the system’s goal(s).
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Traditional Management Structure
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Independent Business Units (Areas)

Each have their own set of performance metrics;

Common costs are allocated to each unit
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Throughput Management Structure
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Typical Traditional 

Management Metrics

• Finance: Positive cash flow and availability 
(budgeting; tracking); periodic performance (internal and 
external) reported; compliance with laws/rules; 
special project performance, etc.

• Marketing: Successful promotions (ROI); new 
products/segments recommended, new product 
introduction . . .

• Engineering: Number of customer order designs; 
number of engineering change notices . . . 

• Procurement: Favorable materials cost variance . . .
9
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• Production: Forecasted schedule performance; 
resource utilization %; favorable overhead 
absorption  . . .

• Distribution: Cost reductions taken; inventory 
turnover; number of orders shipped . . .

• Sales: Meet forecasted sales numbers; deliver 
when promised; maintain margins . . . 
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Traditional Management Metrics 
(continued)

Managers of each “independent” unit compete for 
bonuses and promotions; do everything possible 
to meet their individual goals; conflict everywhere !



12th International Conference of the TOC Practitioners Alliance - TOCPAwww.tocpractice.com

Conflict: Finance and Sales
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Increase
Income

Maintain 
margins 

Do NOT
Lower price

Increase sales 
quantities

Lower price

Conflict
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Conflict: Finance and Purchasing
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Decrease 
Costs

Lowest cost 
materials

Buy in large
quantities

Low inventories

Do NOT buy 
large quantities

(buy only what
is needed)

Conflict
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Conflict: Sales and Production
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Increase
Returns

Increase sales
Make on time

due date
promises #1 

Increase 
efficiencies

Make resource
utilizations #1

Conflict

Other Typical Conflicts that 
Result in “Oscillating” Behavior?
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Have a 
Successful 

Organization
Few policy 

“rules”

Many policy 
“rules”

Be adaptable 
/flexible

Have predictable 
processes

Conflict

Give customers 
whatever they 

want

Do NOT give 
customers 

whatever they want

Be responsive 
to customers

Balance 
competing 
interests

Conflict

Be a good corporate citizen

No environmental “shortcuts”

Be a fierce competitor

Match competitor 
environmental “shortcuts”

Conflict

14Improve the 
entire supply 

chain

Don’t be at 
the mercy of 

suppliers

Partner with few 
suppliers

Have multiple 
suppliers for 

each component

Conflict

Make a 
profit NOW

Make a profit 
in the future

Cut 
Costs

Increase 
Costs

Conflict

Punishment Structure 
(not reward)

Have employees 
that obey orders

Reward Structure
(not punishment) 

Have employees 
contribute to 

improvements

Conflict
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• Each piece of the organization (each 
business unit) is independent;

• Common costs must be allocated to each 
independent unit (so ALL costs are recovered);

• If each business unit performs to its plan, 
the organization’s goals will be achieved;

• Costs must be managed (reduced);
• Value chains (and supply chains) are linear.

15

Traditional Management 

Assumptions



12th International Conference of the TOC Practitioners Alliance - TOCPAwww.tocpractice.com

Linear versus Complex Systems
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Complex World View
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Typical Throughput 

Accounting Metrics

• Due date performance
• Flow time
• Control point loadings (entry, exit, merge, etc.)

• Buffer performance (variation control)

• Total throughput (local and global)

• Delay to throughput (throughput dollar days)

• Work rule violations
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Primary Traditional Focus

Use Low-Cost Suppliers and High 
Resource Utilization to Reduce COSTS!

18

PUSH products 
through the system 

PROMOTE products 
to Customers
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Throughput Accounting Focus

19

POSITION supporting 
role of Finance

PULL management 
demand for assistance 

Responsive team member; flexible, resilient 
internal reporting structure; cash buffer 

management; metrics that matter; GAAP 
compliance for required external reporting.
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Throughput Accounting Is . . .

20

All the metrics and measurements 
necessary to support FLOW 
operations, including project 

management, capital and
other improvements, strategy and 

tactics, production, marketing, sales.
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Throughput Accounting 

Income Statement Model

21

3,000 4,500 8,000 15,500

Segment 1 Segment 2 Segment 3 Total

$ 50,000 $150,000 $100,000 $300,000

$ 18,000 50,000 35,000 $103,000

$ 22,500 $ 57,500 $ 55,500 $135,500

Revenues
Segment Costs:

Cost of sales
Variable Costs
Unique Fixed Costs

Selling and admin.
Var. Costs
Unique Fixed Costs

Total Costs
Segment margin

Common fixed costs

Operating income

67,000
$ 97,500

10,000 10,000

1,500 3,000 2,500 7,000

$ 27,500 $ 92,500 $ 44,500 $164,500

No fixed costs are allocated among segments!
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Why Flawed Assumptions Exist

1. Government regulations for external financial 
statements;

2. Education focuses on financial accounting
– Undergraduate,
– Graduate, including MBAs;

3. Manual transaction systems prior to 1960 
promoted standard cost systems;

4. Financial systems imbedded in ERP, MRP-II and 
other enterprise software systems;

5. Linear perspective of the world (Newton’s additive
view).
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Why Finance People May 

Resist Throughput Accounting 

• No time to set up another accounting 
system

• Too new and confusing to users
• Sales people will cut prices; company will 

lose money
• Financial records will not be consistent
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Why Change Is So Difficult

Accounting/finance people have much 
POWER and INFLUENCE:
• Their work load has increased dramatically

– Required external reports,
– Big data collection/analysis;

• Past record of “success”;
• Know their allocations are arbitrary, but 

sincerely believe they are necessary!
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Overcoming Resistance to 

Throughput Accounting (TA)

• Software now is available at reasonable prices 
– spreadsheets can fill the information gap for a 

short time period

• Easy to reconcile TA to GAAP 
• All people affected by the change to TA must 

be assisted in the transition; 
– a Purpose
– a Picture, 
– a Plan, 
– a Part to play

1. Give up the old methods

2. Develop new methods

3. Enter the new reality
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Future Role of 

Accounting/Finance?

• Member of strategic management team
• Prepare flexible budgets; control cash
• Understand internal processes/procedures
• Track and report operations metrics
• Analyze big data sets
• Reconcile internal reports with external 

financial statements
• Suggest performance metrics for individuals
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Congratulations on Russia’s
new currency symbol!    
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Please be kind 
to accounting

and finance people.

Thank you!


