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Assumptions

e This presentation is “For Profit” organizations
only

e Participants are some what familiar with
fundamentals of Theory of Constraints (TOC)
e All experi

are from Indian
nizations
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Organizational Goal

 The Goal of the organization is “Make More
and More Money Now as well as in Future”

* Making money is also an index of customer
and employee satisfaction

* Net Profit, Return on Capital Employed, and
Free Cash Flow are good enough parameters
for the financial health of an organization
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Goal Achievement —
Current Reality

e As per The Economic Times of 24th
September 2005 only 23 out of 3000 (0.8%)
companies actively trading on the Bombay
Stock Exchange have increased their profits
continuously in the last 10 years!

e And the Goal of the organization is to make
more and more money!

e Accordingly, less than 1% of organizations
have achieved just one of the three good
financial parameters
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Measurements - Purpose

e Measurements drive behaviors - Dr. Eli Goldratt

e Every thing that can be counted need not be
counted - Albert Einstein

e Measurements purpose - Encourage the right

pehaviors/ take corrective actions

e Less than 1% of the organizations could achieve

just one of the three good financial
measurements

e What role current measurements may be

playing?
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Measurements - Experience

Most organizations measure a large # of
measurements (assumption - more we measure
better we are!)

Many times local measurements are in conflict with
each other

Even senior people are quite familiar with their local
measurements but are ignorant of overall financial
measurements

Often the constraint of the organization is a wrong
measurement!
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Measurements - Suggestions

Recipe for success - Take a few right decisions provided
you do not take too many wrong decisions: Warren
Buffett

A few simple parameters ~ 3-5 are good enough
measurements at the global level

Almost every one should be able to relate to global
parameters (Challenging the commonly held assumption
that financial measurements cannot be simplified
enough to be understood by almost every one!)

Local parameters are aligned with global parameters

In case of conflict, global parameters supersede local
parameters
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Measurements - Suggestions

Financial measurements: Throughput (T), Investment (),
Operating Expense (OE)

Supporting parameters: On Time In Full (OTIF), First Time Right
(FTR)

Improving T, | and OE will also improve conventional financial
measurements i.e. Net profit, ROCE (Return on Capital
employed), and Free cash flow

Priority # 1 is increasing T period after period

Priority # 2 is increasing operating productivity T/OE
Priority # 3 is increasing capital productivity T/

Different measurements may be required at different times

Of course different measurements may be required for
different organizations
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Budgets — Desirable Effects (DE)

What is the purpose of annual budgets/ annual business
plans?

Achieve higher performance?
Prevent complacency?
ldentify high performers/ segregate good from bad?

Plan fu ansion plans based on free cash generated

give off their best!
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Budget — Current Experience

Budget process resembles a war of nerves - Managers and
top management haggle over targets with both sides
playing the regular annual game

Managers take conservative targets/ do not own the
agreed targets

Top management demands totally unrealistic targets (they
do know that there is significant cushion in the budget
presented)

Budget parameter becomes the limiting parameter

Lot of time of managers and top management is invested
(wasted!) in the budgeting process

Is even one DE (Desirable Effect) of budget achieved?
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Budgets — An Alternative Process

Assumptions:

e People do not have good forecasting skills (any one
just 51% accurate forecast can beat Warren
Buffett!)

e People want to improve

e People want to have a sense of achievement
frequently

e Currently most people are not getting a sense of
achievement on daily/ weekly basis

e (Capacity is flexible (It goes down with failures, and
increases with successes)

e Results achieved are a function of targets really
strived for
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Budgets — An Alternative Process

Only a few (3-5) parameters chosen for focus by top
management

First decide collectively what to achieve without taking
into account current perceived constraints

Now decide how to overcome the possible obstacles

Safety net for people if they are unable to achieve their
ets so long they are above their moving

oW projects are planned on current
er than expected cash generation
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Review Process - Purpose

e What is the purpose of review
e Know the current situation?

e Justify that better than what has already
oeen achieved would have been impossible?
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Review Process —
Current Experience

e Alotof the time is lost in validating the data presented

e People try to defend that nothing better could have
been achieved

e People try their best to assert (give reasons) that they
are not responsible for not achieving agreed targets
(external causes are the culprits)

e |n case budget targets are achieved, complacency sets
in (in growth environment, full advantage is not taken)

e Overall we are all satisfied with our underperformance

e What are the feelings people have at the end of the
day that are involved in the review?
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Alternate Review Process

e People are encouraged to try their best to improve
upon their moving average of prior periods
performance. (We need to detail how long the
past period should be)

e Relevant review period is agreed (about 20
invoices)

e A very high degree of discipline is expected for
regular review. There are no exceptions for not
holding the review meeting on time

e Report for the period must be available every time
on time
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Alternate Review Process

Relevant information is available and displayed
across the organization for all people

No questioning of data in the review meeting
(breaking heads before/ after the meeting is

perfect

No ana
for ana

y acceptable)

ysis paralysis. Not wasting too much time
yzing reasons for not achieving the target

The focus is on corrective action only
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Some Actual Results

e Sheela Foam achieves compounded annual
growth in throughput of 33% + over 3 years

e Nat Steel Equipment increases its
throughput by 96% within one year

A refractory manufacturing organization
achieves compounded annual growth in
throughput of 30% over two years

e A pharmaceutical company achieves
throughput growth of 25% over one year
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Summary

Have a few 3-5 (T, T/OE, and T/I) measures in place of too
many measurements.

Improving T, T/OE, and T/l will automatically improve
Profit, ROCE, and Free Cash Flow

No fixed targets - just strive to better the moving average
First decide what to achieve, then decide how to achieve

Decide relevant duration of the review period. In most
cases a week is a good enough period

No fault finding in the review process. Just focus on
corrective actions only
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