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IDENTIFYING AND MONITORING VALUE-ADDED
MEASURES WILL LEAD YOUR COMPANY TO VICTORY

BY GARY TURNQUIST; CPA; BLANSKI PETER'KRONLAGE & ZOCH, PA:

unning a business is alot like football. There is competi-

tion; a measuremeént period.of time, and each player has

its own objectives that support the overall team’s goals.
The most successful.teams win-the game-and prosper financially.

In addition to assigning
responsibilities, the business owner
and the management team must assist
the respective coordinators and assistant
coaches in identifying and using the most
appropriate statistics that will assist the entire
team to know how it is currently doing, predict how
it may perform in the future, outline what areas need the
most attention, and gauge whether the adjustments that have
been made are working.
Traditional financial data such as receivables or inventory levels is
important for the business to gather for tax reporting purposes and to
A successful head coaching staff assigns assistant coaches the inform the financial public of its financial position and results of operations.
responsibility to monitor certain statistics, interpret the results, use them to However, business owners, the management team and accounting personnel
predict future outcomes, and then respond appropriately. A business must do  need to design and use an information gathering system that allows the
the same thing if it wants to be a winning team. management team to lead the company to more prosperous and rewarding
Many business owners and their management teams currently do not victories.
receive the information necessary to manage the team to a winning season.
A business owner should decide who is going to be his or her defensive PERFORMANCE MEASURES
and offensive coordinators, as well as assistant coaches working with the One of the most important steps in designing a financial/management
various specialty groups. reporting system is to identify the organization’s Key Performance Measures.
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These are measures that truly tell the story as
to how the organization is performing in each
respective area.

There are two main groups of performance
measures: financial measures and non-financial
measures. The number of subgroups is unlimited,
and includes areas such as customer satisfaction,
employee satisfaction, quality,and innovation.

Here is a list of some of the measures that
would be included under each of those main
groups:

FINANCIAL MEASURES — TRADITIONAL

* Revenue dollars

» Expense dollars per category/department/

division

* Revenue per employee

*  Gross profit dollars

*  Gross profit percentage

FINANCIAL MEASURES — NON-

TRADITIONAL

* Revenue per product

* Revenue per category of customer

*  Gross profit per product

*  Gross profit per category of customer

* Dollars spent on customer goodwill

* Revenue increase from customers invested

in with goodwill dollars

* Dollars invested in employee training

* Increase in productivity as a result of

training dollars

* Dollars invested in quality management and

return on investment of these dollars

* Dollars invested in innovative products/

processes and the return on investment of
those dollars

An example of utilizing non-traditional financial
measures is to create a system that reports revenue
by product category or process and also by type of
customer (i.e. end user, distributor, buying group,
etc.).This information can be used by management
to monitor and predict gross margin and can be used by the sales team to
monitor demand for products/services and revenue sources. If necessary,
management can make adjustments in marketing activities, pricing, etc.

NON-FINANCIAL MEASURES

* Customer satisfaction index

* Frequency of repeat orders

» Frequency of orders for new products

* Purchase/utilization of multiple products/services

* Employee turnover rates

* Employee time-off rates

* Employee productivity levels

* Employee satisfaction index

*  Number of reworks/rejects

* Exceptions to established processes

*  Number of process improvements

*  Number of new products identified

Customer relationships and satisfaction are increasingly important in
today’s manufacturing environment. Some non-financial measures that can
be utilized to monitor activity with key customers are (1) frequency of
repeat orders, (2) frequency of orders for new products, and (3) purchase/
utilization of multiple products/services. If these measures begin to move
below expectations, management can be proactive and determine if there
are customer satisfaction issues or if the customer’s needs are changing.
The monitoring of these measures may assist the company in retaining its
market share.

HOW TO IDENTIFY CRITICAL
PERFORMANCE MEASURES
FOR YOUR COMPANY

LEADING AND LAGGING MEASURES

Financial and non-financial measures also can
be categorized into leading and lagging measures.

Leading measures give management an
indication of what may occur in the future.
Management uses these to drive a company to
its identified destination.An example of a leading
measure is number of quotes/proposals.

If an organization knows its quote/proposal
conversion rate - how many opportunities are
actually converted into orders - tracking quotes/
orders may give management an indication of
whether future order levels will be increasing
or decreasing. In the scenario of order levels
decreasing, management could proactively assess
why this is occurring and address the situation
carlier than if they had to wait until traditional
financial measures such as monthly revenue are
available.

Lagging measures are determined after an
event occurs and informs management how the
company actually performed.

For example, assume a company embarks on
a marketing campaign. Management would create
measures that monitor the results of the campaign
and use the results as base-line information.
Management can begin the process of refining its
marketing efforts, re-measure the results, compare
it against the base-line data, and so on.This process
allows management to measure results of its
decisions/actions and adjust accordingly.

The measures that can be monitored are only

limited to an individual’s creativity and imagination.

The key is to:

(1) identify the critical things to manage,

(2) identify one or more measures,

(3) implement the measurement/reporting
system,

(4) communicate the importance of the key
measurement,

(5) establish a realistic benchmark, and

(6) monitor the measurement to the benchmark.

The most important step of all is to make sure the “assistant coach”
responsible for the success of the specific area within the organization is
involved in the process. Measurement systems of this type are only truly
effective if someone is responsible for monitoring the measures, has the
power/authority to suggest/implement changes to drive the measurement
to the desired level, and is held accountable and rewarded for the results of
his or her area of responsibility.

Like the game of football, the statistics available for the management
team of a company are unlimited and can be overwhelming.

The management team needs to identify and clearly communicate its
goals and objectives so everyone involved in this measurement process is
striving for the same end result.

Then and only then can the most critical measures be implemented and
the reporting system created to capture the necessary data to inform the
management team as to its progress.

As coaches do at the end of each quarter, the management team needs to set
up a consistent schedule throughout the year where it assesses the results of its
decisions, measures them against an expectation, and takes time to strategically
modify the game plan to keep the team driving towards its goal. pPm

GARY TURNQUIST serves as BPK&Z's Practice Group Leader for Manufacturing.

He also leads the firm’s Business Process and Profit Improvement Services, focusing
on internal controls analysis and operational assessments to help clients improve
their efficiency and profitability.
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