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Where do you Start?

� Must focus on ultimate business goal
� To make money now, and to make 

more money in the future

� What are the measures;
� Net Profit
� Return on Investment

These ones certainly get the attention of the Owner/CEO/GM!



What do you need?

� What if you could relate physical performance 
to these financial measures?

� What about being able to do “What ifs”
around the table with your team?

� How about something like this?



A Prototype
Financial Performance - Cause and Effect
Relationships between Operations and Financial Wellbeing Price 6.50

Revenue ($/kg) 6.52
22,750

Throughput 23,276 Vol. 3,500
9,250 40.7% (t/yr) 3,570
9,506 40.8%

Direct Mat'ls
13,500 Yield 72% Cost 2.78

Net Profit 13,770 72% ($/kg) 2.78
2,250 9.9%

2,463 10.6%

Labour
4,500 Variab.30% Prod'ty12.00 Cost 15.429

Expense 4,470 30% (kg/mhr) 13.00 ($/hr) 15.600
7,000 30.8%

7,043 30.3%

Other Exp.
Return on 2,500 Purch 850 Cost 0.24 Depr'n 450
Asset Employed 2,573 867 ($/kg) 0.24 506

20%
23%

Inventory
3,500 Days 68
3,141 60

Debtors
4,500 Days 72

Asset Employ 4,145 65 Key
11,200 13,400 Current / standard case
10,797 13,400 New case

Creditors Current case inputs required
-1,800 Days 35 New case inputs required
-1,989 38 Units

In $'000 unless specified otherwise

Fixed Assets
5,000 Depr'n 9.0%
5,500 Rate 9.2%



The Principles:-
� Optimisation - A big word for

• “doing things better; getting more for less”

� Concerned about improving the outputs
� Usually by altering a process or an input
� Implies utilising what you have got

� Basic principle
The overall optimum is not usually the total 

of each component being optimum

� Must take into account the whole
operation
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Admin.Process
Improvement

How do you get to the Cause?

Market Share

Increasing Volume

Process Improvement
Yield / Rework

Mtc Process Impr’vmt
Condition-based scheme 

develpm’t

Cost Saving Efforts

Customer Service

Scheduling Improvement
Forecasting / Planning

Financial Performance - Cause and Effect
Relationships between Operations and Financial Wellbeing Price ($/t)

14.00
Revenue 14.00

2,520
2,520 Volume (kt/yr)

180
180

Throughput
2,280 90.5% Cust.Delivery
2,280 90.5% 180 Cost 4.000 Deliv 25.0%

180 ($/t) 4.000 25.0%

Direct Costs Imprt'd Mat'ls
240 60 Cost 17 Impt'd 2.0%
240 60 ($/t) 17 2.0%

Net Profit Services
68 2.7% 0 Cost 0.000
68 2.7% 0 ($/t) 0.000

Labour
650 Variab. 20% Work 33.50 Cost 19.403 Prod'ty 5.373
650 (khr/yr) 33.50 ($/hr) 19.403 Imprv 0%

Equip Opex
410 Variab. 30%

Oper.Expense 410
2,212 87.8% Opern'al. O/H
2,212 87.8% 967 Admin 55 Purch 12 Depr'n 900

967 55 12 900
Return on Sales&Admin
Asset Employed O/H 185

1% 185
1%

Finish.Goods
250 Days 70
250 70

Inventory WiP
360 85 Days 29
360 85 29

Raw Mat'ls
25 Days 38
25 38

Debtors
600

Asset Employ. 600
5,260 Creditors Days 87
5,260 -200 87

-200
Cash Days 56

0 56
0

Fixed Assets
4,500 Depr'n 20.0%
4,500 Rate 20.0%



Cause and Effect –
the Demming Chain Reaction



Summary

� A simple technique to assign priorities

� To promote consensus decisions 

� To quantify project objectives

� To lead to actions to achieve the 
benefits

� Any Questions?
Thank you


