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the essential Toolbox for the essential Toolbox for 
Performance Measurement, Performance Measurement, 
Monitoring  & Improvement Monitoring  & Improvement 

in the SMEin the SME

Carlo Carlo ScodanibbioScodanibbio presents:presents:

a training event organised bya training event organised by

…….the world has changed.the world has changed……..
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clients are monstersclients are monsters……..

why enterprises donwhy enterprises don’’t t ““performperform””......
…….the root causes of poor performance date .the root causes of poor performance date 

back to over 2 centuries agoback to over 2 centuries ago……....

…….we have gone into the .we have gone into the 

21st century, with 21st century, with 

enterprises designed in the enterprises designed in the 

18th and 19th centuries to 18th and 19th centuries to 

perform well in the 20thperform well in the 20th……....
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WORLDWORLD--CLASS PERFORMANCECLASS PERFORMANCE

the worldthe world--class enterprise class enterprise 

makes no distinction between makes no distinction between 

external and internal clientsexternal and internal clients
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EXERCISE??EXERCISE??

....oh, yes!!!....oh, yes!!!
Identify clientsIdentify clients……
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WORLD-CLASS PERFORMANCE

the worldthe world--class enterprise class enterprise 

operates operates ““per processper process””

WORLDWORLD--CLASS PERFORMANCECLASS PERFORMANCE

PROCESS PROCESS 

ENGINEERINGENGINEERING

basicsbasics

PROCESS PROCESS 

ENGINEERINGENGINEERING
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TODAY'S ULTIMATE SECRET FOR TODAY'S ULTIMATE SECRET FOR 

EXCELLENCE AND EXCELLENCE AND 

COMPETITIVENESS:COMPETITIVENESS:

FLOW PROCESSFLOW PROCESS

fromfrom toto

internal attentioninternal attention attention to clientattention to client

attention to taskattention to task

simple taskssimple tasks

function unitsfunction units

attention to processattention to process

simple processessimple processes

process unitsprocess units

THE SECOND INDUSTRIAL REVOLUTIONTHE SECOND INDUSTRIAL REVOLUTION

FLOW PROCESSFLOW PROCESS
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worldworld--class, class, 

““leanlean””

performanceperformanceperformance performance 

managementmanagementperformance managementperformance management

1 1 -- MEASURE PERFORMANCEMEASURE PERFORMANCE

4 necessary steps4 necessary steps

3 3 -- SET PATH TO IMPROVEMENTSET PATH TO IMPROVEMENT

4 4 -- MAKE IT HAPPENMAKE IT HAPPEN

performance managementperformance management

2 2 –– IDENTIFY THE GAPIDENTIFY THE GAP
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HOW TO MEASURE HOW TO MEASURE 

PERFORMANCEPERFORMANCE

Step 1Step 1

……..know where you stand!!!..know where you stand!!!

Step 1Step 1
HOW TO MEASURE HOW TO MEASURE 

PERFORMANCEPERFORMANCE

……..know where you are!!!..know where you are!!!

Enterprise PerformanceEnterprise Performance
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(KEY PERFORMANCE COMPONENTS (KEY PERFORMANCE COMPONENTS –– KPC)KPC)examples

COMMERCIAL PERFORMANCECOMMERCIAL PERFORMANCE
Market penetration Market penetration –– Market share/expansionMarket share/expansion

Effectiveness of Marketing ActivitiesEffectiveness of Marketing Activities

Sales Force EffectivenessSales Force Effectiveness

Customer LoyaltyCustomer Loyalty

Rate of Acquisition of New CustomersRate of Acquisition of New Customers

Dealers/Wholesalers PerformanceDealers/Wholesalers Performance

Brand Identity LevelBrand Identity Level

Communication EffectivenessCommunication Effectiveness

Reputation Reputation –– ImageImage

THE MAIN COMPONENTS OF THE MAIN COMPONENTS OF 

ENTERPRISEENTERPRISE’’S PERFORMANCES PERFORMANCE

Operational Efficiency (Labour, Machines, Materials, Indirect ArOperational Efficiency (Labour, Machines, Materials, Indirect Areas)eas)

Economical Efficiency (Labour, MaterialsEconomical Efficiency (Labour, Materials……..)..)

ProductivityProductivity

Quality of Product and ServiceQuality of Product and Service

Value AddedValue Added

Plant/Equipment PerformancePlant/Equipment Performance

Personnel PerformancePersonnel Performance

THE MAIN COMPONENTS OF THE MAIN COMPONENTS OF 

ENTERPRISEENTERPRISE’’S PERFORMANCES PERFORMANCE

examples (KEY PERFORMANCE COMPONENTS (KEY PERFORMANCE COMPONENTS –– KPC)KPC)

OPERATIONAL PERFORMANCEOPERATIONAL PERFORMANCE
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TurnoverTurnover

ProfitabilityProfitability

Industrial Culture Level/ModernityIndustrial Culture Level/Modernity

Effectiveness of Change ManagementEffectiveness of Change Management

THE MAIN COMPONENTS OF THE MAIN COMPONENTS OF 

ENTERPRISEENTERPRISE’’S PERFORMANCES PERFORMANCE

examples (KEY PERFORMANCE COMPONENTS (KEY PERFORMANCE COMPONENTS –– KPC)KPC)

ECONOMICAL PERFORMANCEECONOMICAL PERFORMANCE

CULTURAL PERFORMANCECULTURAL PERFORMANCE

THE MAIN COMPONENTS OF THE MAIN COMPONENTS OF 

ENTERPRISEENTERPRISE’’S PERFORMANCES PERFORMANCE

(KEY PERFORMANCE COMPONENTS (KEY PERFORMANCE COMPONENTS –– KPC)KPC)

Rather than to Functions and 
Departments, Performance 

Components should preferably be 
attached to ProcessesProcesses and subsub--

ProcessesProcesses

very im
portant!

very im
portant!
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SOME EXAMPLES OF COMMERCIAL INDICESSOME EXAMPLES OF COMMERCIAL INDICES

ImsIms = Market Share Index = 100 x Sales ($)/Overall Market Value ($)= Market Share Index = 100 x Sales ($)/Overall Market Value ($)

Inc = New Clients Index = 100 x number of new clients/total     Inc = New Clients Index = 100 x number of new clients/total     
number of clientsnumber of clients

IlcIlc = Lost Clients Index = 100 x number of lost clients/total      = Lost Clients Index = 100 x number of lost clients/total      
number of clientsnumber of clients

IciIci = Clients Increment Index = 100 x (number of year end clients = Clients Increment Index = 100 x (number of year end clients ––
number of year start clients)/number of year start clientsnumber of year start clients)/number of year start clients

IascIasc = Average Sales per Client Index = sales (quantity or $)/total = Average Sales per Client Index = sales (quantity or $)/total 
number of clientnumber of client

IcpcIcpc = Commercialisation of Productive Capacity Index = 100 x sales = Commercialisation of Productive Capacity Index = 100 x sales 
(quantity)/productive capacity (quantity)(quantity)/productive capacity (quantity)

SOME EXAMPLES OF OTHER INDICESSOME EXAMPLES OF OTHER INDICES

IsrIsr = Stock Rotation Index = sales (at cost)/average stock (at cost= Stock Rotation Index = sales (at cost)/average stock (at cost))

IseIse = Sales per Employee Index = total sales (turnover)/total numbe= Sales per Employee Index = total sales (turnover)/total number of r of 
employeesemployees
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INDUSTRIAL COST CONTROLINDUSTRIAL COST CONTROL

$$$$$$

£££££

LOSSLOSS
OVERHEADSOVERHEADS

COSTSCOSTS
DIRECT COSTSDIRECT COSTS

MATERIALS MATERIALS 

COSTSCOSTS

MARGIN

NET PROFITNET PROFIT

ECONOMICAL PERFORMANCEECONOMICAL PERFORMANCE

PROFIT

Detects all operationaloperational aspects of 

the Enterprise’s Economic Process. 

It does not consider Enterprise’s 

Financial results. 

Detects all administrativeadministrative affairs 

which are associated with financial 

revenues or expenditures 

(purchases, sales, payments for 

expenses of various nature, etc.)

INDUSTRIAL ACCOUNTINGINDUSTRIAL ACCOUNTINGFINANCIAL ACCOUNTINGFINANCIAL ACCOUNTING

Application Field Application Field 

MAIN DIFFERENCES BETWEEN FINANCIAL MAIN DIFFERENCES BETWEEN FINANCIAL 

ACCOUNTING AND INDUSTRIAL ACCOUNTINGACCOUNTING AND INDUSTRIAL ACCOUNTING
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Determines in great detail Costs 

and Earning, e.g. the results of the the results of the 

EnterpriseEnterprise’’s Economical s Economical 

PerformancePerformance in all its steps. 

Interprets a set of accountsset of accounts for 

statutory (taxation) and proprietary 

(shareholders) purposes. 

It produces a Balance Sheet/P&L Balance Sheet/P&L 

AccountAccount.

INDUSTRIAL ACCOUNTINGINDUSTRIAL ACCOUNTINGFINANCIAL ACCOUNTINGFINANCIAL ACCOUNTING

PurposePurpose

MAIN DIFFERENCES BETWEEN FINANCIAL MAIN DIFFERENCES BETWEEN FINANCIAL 

ACCOUNTING AND INDUSTRIAL ACCOUNTINGACCOUNTING AND INDUSTRIAL ACCOUNTING

Detects historicalhistorical and also 

predetermined (estimatedestimated or 

standardstandard) data. 

Detects only historical dataonly historical data.

Detects Costs and Earning 

according to their destinationdestination.

Detects Costs and Earning 

according to their naturenature.

Considers Enterprise’s Economical Economical 

factsfacts when they happenhappen.

Considers Enterprises Financial Financial 

factsfacts once they are ascertainedascertained.

INDUSTRIAL ACCOUNTINGINDUSTRIAL ACCOUNTINGFINANCIAL ACCOUNTINGFINANCIAL ACCOUNTING

Nature of detected/collected data Nature of detected/collected data 

MAIN DIFFERENCES BETWEEN FINANCIAL MAIN DIFFERENCES BETWEEN FINANCIAL 

ACCOUNTING AND INDUSTRIAL ACCOUNTINGACCOUNTING AND INDUSTRIAL ACCOUNTING
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example of SIMPLIFIED P&L ACCOUNTexample of SIMPLIFIED P&L ACCOUNT

ULTRAPRODUCTS LTD - PROFIT & LOSS ACCOUNT FOR THE YEAR ENDED 31.12.XX
Dr. Cr.

$ $ $

Materials 25.000 Sales: Product A 17.000

Wages 10.000 Sales: Product B 16.000

Factory Overheads 5.000 Sales: Product C 17.000

Gross Margin (20%) 10.000 -------------------- 50.000

--------------------- -------------------

50.000 50.000

========== =========

Administrative Overheads 3.000 Gross Margin 10.000

Selling Overheads 2.000

Net Profit 5.000

-------------------- -------------------

10.000 10.000

========== =========

MAIN DIFFERENCES BETWEEN FINANCIAL MAIN DIFFERENCES BETWEEN FINANCIAL 

ACCOUNTING AND INDUSTRIAL ACCOUNTINGACCOUNTING AND INDUSTRIAL ACCOUNTING

APPLYING COST (Industrial) ACCOUNTING TO THE ABOVEAPPLYING COST (Industrial) ACCOUNTING TO THE ABOVE

MANAGEMENT ACCOUNTING REPORT FOR THE YEAR ENDED 31.12.XX

A B C TOTAL

$ $ $ $

Materials 7.000 6.000 12.000 25.000

Wages 2.800 2.800 4.400 10.000

Factory Overheads 1.500 1.500 2.000 5.000

---------------------------------------------------------------

Cost of Production 11.300 10.300 18.400 40.000

Administrative Overheads 1.000 1.000 1.000 3.000

Selling Overheads 700 700 600 2.000

---------------------------------------------------------------

Total Cost 13.000 12.000 20.000 45.000

Sales 17.000 16.000 17.000 50.000

---------------------------------------------------------------

Net Profit (Loss) 4.000 4.000 -3.000 5.000

---------------------------------------------------------------

% Net Profit 24% 25% - 10%
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COSTS DEFINITION COSTS DEFINITION 

& CLASSIFICATION& CLASSIFICATION

COSTS: DEFINITION & CLASSIFICATION            COSTS: DEFINITION & CLASSIFICATION            

DIRECT & INDIRECT COSTSDIRECT & INDIRECT COSTS

A cost identifiable with a specificspecific product or 

saleable service, and incurred specificallyspecifically for 

the fabrication of that product (or for a batch 

of that product, or for a process associated 

with the production of that product) – or for 

the generation of that service (or for a 

process or sub-process associated with that 

service).

DIRECT COSTSDIRECT COSTS
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Direct Costs are generally classified in three categories: 

��DIRECT EXPENSES DIRECT EXPENSES (like in the case of a Sub-Contractor).

��DIRECT LABOUR COSTSDIRECT LABOUR COSTS

��DIRECT MATERIALS COSTSDIRECT MATERIALS COSTS

DIRECT COSTSDIRECT COSTS

COSTS: DEFINITION & CLASSIFICATION            COSTS: DEFINITION & CLASSIFICATION            

DIRECT & INDIRECT COSTSDIRECT & INDIRECT COSTS

A cost which cannot be identifiable with any particular 

product or saleable service, but has to be shared indirectlyshared indirectly

over a number of products or services produced because it is 

commoncommon to or jointly incurredjointly incurred by them.

Indirect Costs are also called Common Common 

CostsCosts or General CostsGeneral Costs (or Expenses)

��OverheadsOverheads, for instance, are Indirect Costs

COSTS: DEFINITION & CLASSIFICATION            COSTS: DEFINITION & CLASSIFICATION            

DIRECT & INDIRECT COSTSDIRECT & INDIRECT COSTS

INDIRECT COSTSINDIRECT COSTS
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Indirect Costs are generally classified in four categories:

��GENERAL OVERHEADSGENERAL OVERHEADS

��SELLING (or COMMERCIAL) OVERHEADSSELLING (or COMMERCIAL) OVERHEADS

��ADMINISTRATIVE OVERHEADSADMINISTRATIVE OVERHEADS

��PRODUCTION OVERHEADSPRODUCTION OVERHEADS
Also called FACTORYFACTORY or INDUSTRIAL OVERHEADSINDUSTRIAL OVERHEADS

INDIRECT COSTSINDIRECT COSTS

COSTS: DEFINITION & CLASSIFICATION            COSTS: DEFINITION & CLASSIFICATION            

DIRECT & INDIRECT COSTSDIRECT & INDIRECT COSTS

FEATURES OF AN FEATURES OF AN 

INDUSTRIAL COST INDUSTRIAL COST 

CONTROL SYSTEMCONTROL SYSTEM
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FEATURES OF AN INDUSTRIAL COST CONTROL SYSTEMFEATURES OF AN INDUSTRIAL COST CONTROL SYSTEM

Allocation is the allotmentallotment of whole 

items of cost to pertinent areas of costpertinent areas of cost

ALLOCATIONALLOCATION

Costs must be:

��accumulated into appropriate areasaccumulated into appropriate areas

��collectedcollected

��identified and definedidentified and defined

Areas of cost allocation may be:

��Cost Centres (Operational Centres)Cost Centres (Operational Centres)

��a process, a suba process, a sub--process, part of a processprocess, part of a process

Cost Centre: elementary Enterprise’s Unit like a DepartmentDepartment or part of it, a 

MachineMachine or Item of Plant, a WorkerWorker, a group of Workersgroup of Workers, a group of Workers a group of Workers 

and Machinesand Machines, etc. 

obs
ole
te!

��a job a job –– a contract a contract –– a special ordera special order

��a product lot/batch a product lot/batch –– a cost unit a cost unit (e.g. one ton of milk)

��a specific service or part of ita specific service or part of it

FEATURES OF AN INDUSTRIAL COST CONTROL SYSTEMFEATURES OF AN INDUSTRIAL COST CONTROL SYSTEM

ALLOCATIONALLOCATION
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The methods adopted are determined by the 

nature of the Enterprise’s activities 

COSTING METHODSCOSTING METHODS

B] CONTINUOUS OPERATION COSTINGB] CONTINUOUS OPERATION COSTING

A] SPECIFIC ORDER COSTINGA] SPECIFIC ORDER COSTING

There are two main groups of methods:

FEATURES OF AN INDUSTRIAL COST CONTROL SYSTEMFEATURES OF AN INDUSTRIAL COST CONTROL SYSTEM

These are determined by the purpose for 

which Industrial Cost Control is required

COSTING PRINCIPLES AND TECHNIQUESCOSTING PRINCIPLES AND TECHNIQUES

B] MARGINAL COSTINGB] MARGINAL COSTING

A] ABSORPTION COSTING (TOTAL COSTING)A] ABSORPTION COSTING (TOTAL COSTING)

Amongst others (ACTIVITY-BASED COSTING –
BUDGETARY CONTROL – STANDARD COSTING –
THROUGHPUT ACCOUNTING), 2 main principles:

the final target is always to knowknow in sufficient detailssufficient details and in 

appropriate timeappropriate time the cost structurecost structure of a product or service 

FEATURES OF AN INDUSTRIAL COST CONTROL SYSTEMFEATURES OF AN INDUSTRIAL COST CONTROL SYSTEM
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SUMMARY OF SUMMARY OF 

COST ELEMENTSCOST ELEMENTS

ABSORPTIONABSORPTION

COSTINGCOSTING

GROSS & NET GROSS & NET 

MARGINSMARGINS

MARGINAL MARGINAL 

COSTINGCOSTING
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Three main ones plus an hybrid one:

COSTING CRITERIACOSTING CRITERIA

��MIX MIX ““REAL/ESTIMATEDREAL/ESTIMATED”” COSTINGCOSTING

��COSTING AT COSTING AT ““ESTIMATEDESTIMATED”” COSTSCOSTS

��COSTING AT COSTING AT ““REALREAL”” COSTSCOSTS

��COSTING AT COSTING AT ““STANDARDSTANDARD”” COSTSCOSTS

FEATURES OF AN INDUSTRIAL COST CONTROL SYSTEMFEATURES OF AN INDUSTRIAL COST CONTROL SYSTEM

Very effective when applicable, but…

Identifies and elaborates Real CostsReal Costs - both Direct and Indirect   

(effectively incurredincurred and already recordedrecorded in the Bookkeeping System)

��COSTING AT COSTING AT ““STANDARDSTANDARD”” COSTSCOSTS

��COSTING AT COSTING AT ““REALREAL”” COSTSCOSTS

obs
ole
te!

ProPro: “Real” picture

Con/sCon/s: delay in the elaboration of the Industrial Costs –
no real-time comparison with reference costs 
(estimated, average, standard…) – unsuitable for fast 
decision-making

ina
deq

ua
te!

ina
deq

ua
te!

FEATURES OF AN INDUSTRIAL COST CONTROL SYSTEMFEATURES OF AN INDUSTRIAL COST CONTROL SYSTEM

COSTING CRITERIACOSTING CRITERIA
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Identifies, detects and allocates Direct CostsDirect Costs immediatelyimmediately after they are 

generated                                                       

Indirect CostsIndirect Costs are “estimatedestimated” at the beginning of each reference period 

(on the basis of past experience and forecasts), and are allocated to Cost 

Areas on the basis of some Absorption criteria.                 

EstimatesEstimates of Indirect Costs are verified regularlyverified regularly during the reference 

period, and necessary adjustmentsadjustments are made.

��COSTING AT COSTING AT ““ESTIMATEDESTIMATED”” COSTSCOSTS

Con/sCon/s: very limited effectiveness if the estimates are far out of 
reality and/or necessary adjustments are not made at appropriate 
intervals.

ProPro: eliminates all previous disadvantages

FEATURES OF AN INDUSTRIAL COST CONTROL SYSTEMFEATURES OF AN INDUSTRIAL COST CONTROL SYSTEM

COSTING CRITERIACOSTING CRITERIA

SETTING UP AN SETTING UP AN 

ICC SYSTEM IN ICC SYSTEM IN 

THE SMETHE SME
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SETTING UP AN ICC SYSTEM IN THE SMESETTING UP AN ICC SYSTEM IN THE SME

general recommendations

��Keep out from Keep out from ““ready madeready made”” ICC software packagesICC software packages
your own, home-made, is often worth much more

��Test the ICC SystemTest the ICC System
verify regularly, modify, adapt, perfect

��Stick to a mixed Stick to a mixed ““Estimated/RealEstimated/Real”” Costs ICC systemCosts ICC system
at least in a Project/Contract/Order Manufacturing environment

��Try to make Try to make ““directdirect”” any possible costany possible cost
but in an efficient way from its “administration” point of view

preliminary steps

�Opt, whenever possible, for an integrated ICC System 

that considers both the output Product/Serviceoutput Product/Service AND the 

ProcessProcess behind it

�Choose an ICC Method/Technique

�Identify your Business – identify your Outputs –

identify your Processes (core and support)
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SETTING UP AN ICC SYSTEM IN THE SMESETTING UP AN ICC SYSTEM IN THE SME
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preliminary steps

�Define an ICC PERIODICC PERIOD

�Stick to the rule: take into consideration ALL costs 

and ALL income/revenue of any nature

�Define Indirect Costs Apportionment MethodsApportionment Methods and 

Criteria

�Stick to the rule: in a valid ICC system, all costs 

(Direct and Indirect) are detected/allocated “on on 

commitmentcommitment”
Ac
htu

ng!

Ac
htu

ng!

SETTING UP AN ICC SYSTEM IN THE SMESETTING UP AN ICC SYSTEM IN THE SME

�Many Indirect Costs should be elaboratedelaborated to suit the ICC 
system

�Plant/Machines/Buildings, Leasing and Transport/Shipping 
are the main delicate areas

e.g. Depreciation CardsDepreciation Cards, Leasing CardsLeasing Cards, 

Shipping/Transport CardsShipping/Transport Cards, etc. (paper/electronic)

16) PREPARE APPROPRIATE CARDSCARDS FOR CALCULATING 

INDIRECT COSTSINDIRECT COSTS

SETTING UP AN ICC SYSTEM IN THE SMESETTING UP AN ICC SYSTEM IN THE SME

operational steps
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16) PREPARE, where practical, APPROPRIATE CARDS FOR 
CALCULATING INDIRECT COSTS. Key points:

For Leased items, it is essential to split Capital Repayment Costs and 
Interests, if a realistic picture of the Indirect Costs is to be reflected.
Vehicles is another delicate areas. 
Example of the Vehicles Class Indirect Costs Master Card. In this particular 

example the SE Owner decided to apply a personalised Conservative Amortisation Rate = 2 x 
Replacement Value/Expected Life – Trad. Amortisation Rate

SETTING UP AN ICC SYSTEM IN THE SMESETTING UP AN ICC SYSTEM IN THE SME

operational steps
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TargetTarget: set-up a simple, practical, flexible and easily 
adjustable system that allows to know IncidencesIncidences

and AbsorptionsAbsorptions in Real Time

�Normally a three-monthly adjustment is adequate.   

Adjust inaccurate Indirect Costs Estimates - recalculate 
their total - recalculate the Incidence Rate/sIncidence Rate/s

19) AT SET INTERVALS IN EACH ICC PERIOD VERIFYVERIFY THE 

INCIDENCE RATE/SINCIDENCE RATE/S AND ADJUST/UPDATEADJUST/UPDATE WHEN 

NECESSARY

SETTING UP AN ICC SYSTEM IN THE SMESETTING UP AN ICC SYSTEM IN THE SME

operational steps
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�The Result Card will resume all items of costall items of cost, show the 

selling priceselling price, and highlight the marginmargin or (preferable) profitprofit

In which all items of Direct CostsDirect Costs are cumulated and classified

In which Incidences of Indirect CostsIncidences of Indirect Costs are introduced and 
charged

This Card represents the base for analysing the Economical Economical 

PerformancePerformance of each Job (Contract, Batch, etc.) and making 
operational decisions

20) PREPARE A MODEL OF ECONOMICAL RESULT CARDECONOMICAL RESULT CARD

Per Job, Contract, Project, Production Batch/Lot, Service Item

SETTING UP AN ICC SYSTEM IN THE SMESETTING UP AN ICC SYSTEM IN THE SME

operational steps
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Benefits of an ICC system at “full costing”

� when the ICC system is “in real time” and Jobs are of a significant 
duration, it is possible to intervene with corrective actions for those 
jobs showing excessive “deltasdeltas” between estimates and reality

� The overall operational performance of the Enterprise comes under 
scrutiny: weak areas may now be identified and care taken of

� Estimating the costs of similar future Jobs becomes easier and more 
effective

� As a consequence, more attention is given to each individual Job

� Costs of each Job are seen against its selling price --- > each job is a 
separate entity that contributes to the generation of the 
Enterprise’s overall Economical Performance

SETTING UP AN ICC SYSTEM IN THE SMESETTING UP AN ICC SYSTEM IN THE SME

the analysis stage
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PREPARING PREPARING 

OFFERS & OFFERS & 

QUOTATIONSQUOTATIONS

PREPARING OFFERS & QUOTATIONSPREPARING OFFERS & QUOTATIONS

Benefits of the Absorption/Total Costing methodBenefits of the Absorption/Total Costing method

►You may introduce “tailored” and 

differentiated mark-ups –f.i. on 

labour and materials - and see 

the consequences. At a glance.

►You know the Net Profit associated 

with every Offer

►You know ALL costs associated 

with an Offer
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►During negotiations, you can 

evaluate the impact associated 

with discounts requested by or  

offered to a Client

►Your Estimation abilities increase

►It is easier to introduce 

electronic forms/schemes for 

preparation of Offers and 

Quotations in a “driven” mode

PREPARING OFFERS & QUOTATIONSPREPARING OFFERS & QUOTATIONS

Benefits of the Absorption/Total Costing methodBenefits of the Absorption/Total Costing method

►Standardisation: whoever has to 

prepare an offer follows a well 

understandable “scheme”

►Indices can be introduced

►Offers made over a certain period 

can be analysed statistically

►Estimated vs. Real comparisons are 

more effective and meaningful

PREPARING OFFERS & QUOTATIONSPREPARING OFFERS & QUOTATIONS

Benefits of the Absorption/Total Costing methodBenefits of the Absorption/Total Costing method
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Preparation of Offers with MS ExcelPreparation of Offers with MS Excel

supermoulds

ultrapromotions

Traditional methods & approachesTraditional methods & approaches

operationaloperational

performanceperformance

Traditional IndicesTraditional Indices
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Quality EffectivenessQuality Effectiveness

ProductivityProductivity

Economical EfficiencyEconomical Efficiency

Operational EfficiencyOperational Efficiency

operational performanceoperational performance

Value AddedValue Added

Traditional methods & approachesTraditional methods & approaches

Traditional IndicesTraditional Indices

ratio between real, actual yieldactual yield and “standardstandard”
(theoretical – maximum – normal) yieldyield

operational performanceoperational performance

Operational EfficiencyOperational Efficiency

Efficiency in practice: 

comparison between comparison between ““what has beenwhat has been””

and and ““what should have beenwhat should have been””

The concept of EfficiencyEfficiency applies to all productive resources
(labour, plant/machines, materials and indirect areas such as 

maintenance, internal transports, etc.).

definitionsdefinitions
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main indicesmain indices

Inefficiency IndicesInefficiency Indices (Rejects, Scrap, de-Graded Product, Off-
cuts, Waste of any nature…..)

Indirect Areas YieldIndirect Areas Yield (Maintenance, Internal Transport, 
Stores, QC, Administration…..)

Materials YieldMaterials Yield (e.g. Kg of butter/Kg of milk)

Machine YieldMachine Yield (Production/Machine-hour)

Labour YieldLabour Yield (Production/Man-hour)

Production YieldProduction Yield (Kg/hr, Tons/day, etc.)

These Indices are very difficult to establish with a traditional approach.

operational performanceoperational performance

Operational EfficiencyOperational Efficiency

(INPUT = LABOUR + OTHER RESOURCES)

ProductivityProductivitydefinitionsdefinitions

Meaningful only in measuring changes over time, or differences 
among plants, firms, or units producing the same range of goods 
or services, or among the same industries in different countries.

operational performanceoperational performance
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visibility has to be 
established.........

in practicein practice……

generally and commonly Productivity is related to human work, but…

productivity is invisible
individual workers know what they are doing, but the exact relationship between 
their activities and the efficiency and the effectiveness of the entire process that 

delivers value to customers is more than often remote and blurred

operational performanceoperational performance

ProductivityProductivity

main traditional indicesmain traditional indices

DPPT = Defective Parts Per Thousand

DPT = Defects Per Thousand

OROR

ina
deq

uat
e!

ina
deq

uat
e!

operational performanceoperational performance

Quality EffectivenessQuality Effectiveness
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so, the main issue is to 
understand ValueValue and          

to measure it

ValueValue

Operational Efficiency, Economical Efficiency, 
Productivity and Quality are integrated concepts, 

and the main components of ValueValue

operational performanceoperational performance

ValueValue (in monetary terms) of Production Production 

OutputOutput (Products, Services), less ValueValue of 
MaterialsMaterials utilised and of Services/subServices/sub--

ContractsContracts provided by external enterprises

Value AddedValue Addedtraditional definitiontraditional definition

obs
ole
te!

operational performanceoperational performance
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main traditional indicesmain traditional indices

The above Indices have very little meaning 
in the modern Enterprise, except for 

(traditional) accounting purposes

All ValueAll Value--AddedAdded--TaxTax--related Indicesrelated Indices

Value Added per hour workedValue Added per hour worked

Value Added per EmployeeValue Added per Employee

Value Added/TurnoverValue Added/Turnover

obs
ole
te!

operational performanceoperational performance

Value AddedValue Added

Modern methods & approachesModern methods & approaches

operationaloperational

performanceperformance

Modern IndicesModern Indices
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VAMVAM

VALUE ADDING VALUE ADDING 

MANAGEMENTMANAGEMENT

VALUE ADDED VALUE ADDED –– MODERN CONCEPTMODERN CONCEPT

ValueValue (in monetary terms) of Production Production 

OutputOutput (Products, Services), 

less Value of MaterialsValue of Materials utilised and of 

Services/subServices/sub--ContractsContracts provided by 

external enterprises, 

less less ““WasteWaste””



39

SEWSEW
SYSTEMATIC SYSTEMATIC 

ELIMINATION OF WASTEELIMINATION OF WASTE

WASTE
VALUE!VALUE!

VALUE ADDED VALUE ADDED –– MODERN INDICESMODERN INDICES

ΣΣΣΣΣΣΣΣVATimeVATime/Throughput Time/Throughput Time

Waste/Value AddedWaste/Value Added
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MEASURING, MONITORING, MEASURING, MONITORING, 

ANALYSING THE MAIN OPERATIONAL ANALYSING THE MAIN OPERATIONAL 

PERFORMANCE AREASPERFORMANCE AREAS

……and taking the road to improvementand taking the road to improvement……

11-- PRODUCTIVITYPRODUCTIVITY

ΣΣΣΣΣΣΣΣVA Time/Throughput TimeVA Time/Throughput Time

RECOMMENDED PRODUCTIVITYRECOMMENDED PRODUCTIVITY--RELATED INDICESRELATED INDICES

Good Output per person per unit of timeGood Output per person per unit of time

Good Output per machine per unit of timeGood Output per machine per unit of time

TPM IndicesTPM Indices
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MEASURING, MONITORING, MEASURING, MONITORING, 

ANALYSING THE MAIN OPERATIONAL ANALYSING THE MAIN OPERATIONAL 

PERFORMANCE AREASPERFORMANCE AREAS

……and taking the road to improvementand taking the road to improvement……

2 2 -- QUALITYQUALITY

MONITORING COSTS ASSOCIATED WITH INADEQUATE QUALITYMONITORING COSTS ASSOCIATED WITH INADEQUATE QUALITY

The The NQC methodNQC method does not tackle the Total Quality does not tackle the Total Quality 

subject nor does set up a subject nor does set up a Total Quality SystemTotal Quality System

The NONThe NON--QUALITY COSTS MethodQUALITY COSTS Method

NQC (or CNQ) MethodNQC (or CNQ) Method

Therefore it must be associated with a Therefore it must be associated with a Continuous Continuous 

Improvement ProgramImprovement Program (essential component of a (essential component of a 

Total Quality ManagementTotal Quality Management System)System)

The The NQC methodNQC method is merely a tool to is merely a tool to understandunderstand the the 

entity of Quality related problemsentity of Quality related problems, to , to detectdetect areas areas 

needing improvementneeding improvement and to and to measuremeasure progressesprogresses
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COSTS OF                 COSTS OF                 

NONNON--QUALITYQUALITY

DIRECT NQCDIRECT NQC

CONTROLLABLE COSTS CONTROLLABLE COSTS -- PRELIMINARY CONCLUSIONSPRELIMINARY CONCLUSIONS

To maximise the benefits of Evaluation To maximise the benefits of Evaluation 

actions it is necessary not only to actions it is necessary not only to definedefine

quality problems (which is a typical quality problems (which is a typical QC QC 

tasktask) but also to implement ) but also to implement corrective corrective 

actionsactions addressed to solve the problem addressed to solve the problem 

and to prevent its reand to prevent its re--appearance (appearance (task of task of 

a TQM systema TQM system))

Evaluation actions are necessary only because Evaluation actions are necessary only because 

Prevention might prove not to be 100% effectivePrevention might prove not to be 100% effective
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EXAMPLES OF INTERNAL ERROR COSTSEXAMPLES OF INTERNAL ERROR COSTS

� Technical variations and modifications – design changesdesign changes

� Rejected worksRejected works and nonnon--conformitiesconformities

� WasteWaste (of any nature)

�� ReRe--worksworks (of any nature), fixing-ups and touch-ups

� New inspectionsNew inspections and new tests consequential to 
discovery of defects

� DeDe--ratingrating of finished products

� Analysis of rejects, waste, etc.

� Rejected suppliesRejected supplies - returns of supplies

EXAMPLES OF EXTERNAL ERROR COSTSEXAMPLES OF EXTERNAL ERROR COSTS

� Reporting (Enterprise + Client's costs)

� Dealing with rejectionsrejections/non-acceptances of supplied 
goods or services (Enterprise + Client's costs)

� Dealing with claimsclaims (Enterprise + Client's costs)

� Dealing with Guarantee issuesGuarantee issues (Enterprise + Client's 
costs)

� RepairsRepairs (man-hours + materials + logistics) and 
corrective actions

� Re-engineering/re-design costs (Enterprise + Client's 
costs)

� Analysis of non-compliance (Enterprise + Client's 
costs)
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INTERACTION BETWEEN CONTROLLABLE AND RESULTING NQCINTERACTION BETWEEN CONTROLLABLE AND RESULTING NQC

NQC DEVELOPMENT OVER TIMENQC DEVELOPMENT OVER TIME
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COSTS OF               COSTS OF               

NONNON--QUALITYQUALITY

“Non-Quality costs dear to 
Clients… but even more 

to the Supplier…..”

“Today, when a Client is 
satisfied with Quality, he 

speaks well to 8 people…. 
whereas, when he is 

dissatisfied, he speaks (ill) 
to 22…”

QUALITY TOUGH MATHEMATICSQUALITY TOUGH MATHEMATICS

22 >> 8 !!!!!22 >> 8 !!!!!

INDIRECT NQCINDIRECT NQC

COSTS OF NONCOSTS OF NON--QUALITY QUALITY -- INDIRECT NQCINDIRECT NQC

1 1 -- Costs borne by ClientCosts borne by Client

2 2 -- Costs of ClientCosts of Client’’s dissatisfactions dissatisfaction

3 3 -- Costs of Loss of ReputationCosts of Loss of Reputation



46

Prevention IndexPrevention Index

RECOMMENDED QUALITYRECOMMENDED QUALITY--RELATED INDICESRELATED INDICES

DPPM = Defective Parts per MillionDPPM = Defective Parts per Million

Sigma Level Sigma Level or Process YieldProcess Yield

Evaluation IndexEvaluation Index

Customer Satisfaction IndicesCustomer Satisfaction Indices

TAKINGTAKING

THETHE
PERFORMANCEPERFORMANCE

IMPROVEMENTIMPROVEMENT

ROADROADTAKING THE TAKING THE 

PERFORMANCE PERFORMANCE 

IMPROVEMENT  ROADIMPROVEMENT  ROAD
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TAKING THE PERFORMANCE IMPROVEMENT ROADTAKING THE PERFORMANCE IMPROVEMENT ROAD

No fixed rule or method exists, and every No fixed rule or method exists, and every 

method available is as good as many othersmethod available is as good as many others

the secret is the secret is 

““personalisationpersonalisation””

HOW TO IDENTIFY HOW TO IDENTIFY 

THE GAPTHE GAP

Step 2Step 2

……..know where you can get!!!..know where you can get!!!

Step 2Step 2
HOW TO IDENTIFY HOW TO IDENTIFY 

THE GAPTHE GAP

((……and set the gap!!)and set the gap!!)
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SETTING THE GAPSETTING THE GAP
1.ABSOLUTE METHODS

3. COMBINATION

(comparing enterprise(comparing enterprise’’s performance in a given area s performance in a given area 

with that of other enterpriseswith that of other enterprises…….).)

2. RELATIVE METHODS

(defining internal criteria to set the 100% score(defining internal criteria to set the 100% score……..)..)

1. ABSOLUTE METHODS1. ABSOLUTE METHODS

DIRECTION MISTAKEDIRECTION MISTAKE
(..the black & white TV set mistake(..the black & white TV set mistake…….).)

(too mild or too unrealistic targets)(too mild or too unrealistic targets)

ENTITY MISTAKEENTITY MISTAKE

two riskstwo risks
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HOW TO IMPROVE HOW TO IMPROVE 

PERFORMANCEPERFORMANCE

Step 3Step 3

……..plan the trip!!!..plan the trip!!!

Step 3Step 3
HOW TO IMPROVE HOW TO IMPROVE 

PERFORMANCEPERFORMANCE

……..plan the trip!!!..plan the trip!!!

HOW TO MAKE IT HOW TO MAKE IT 

HAPPENHAPPEN

Step 4Step 4

……..get there!!!..get there!!!

Step 4Step 4
HOW TO MAKE IT HOW TO MAKE IT 

HAPPENHAPPEN

……..get there!!!..get there!!!
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IMPROVING PERFORMANCE: IMPROVING PERFORMANCE: 

THE LEAN KAIZEN APPROACHTHE LEAN KAIZEN APPROACH

the bottomthe bottom--up  approach to Performance Improvement has a name:up  approach to Performance Improvement has a name:

systematic and methodical approach, topsystematic and methodical approach, top--

driven, codriven, co--ordinated and supported, ordinated and supported, 

to continuous improvement towards an to continuous improvement towards an 

"excellent, lean status" target in various "excellent, lean status" target in various 

organisational and operational areas;organisational and operational areas;

in a "stepin a "step--byby--step" fashion;step" fashion;

and with deep, active involvement of those and with deep, active involvement of those 

concerned in each improvement areaconcerned in each improvement area

today's KAIZENtoday's KAIZEN
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teamteam--workwork
does it work?does it work?

teamteam--workwork

teamteam--workworkteamteam--workwork
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YEARS 2000YEARS 2000

FACTORS OF COMPETITIVENESSFACTORS OF COMPETITIVENESS

C r e a t i v i t yC r e a t i v i t y

Creative Creative 

Problem SolvingProblem Solving
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Kaizen ToolsKaizen Tools

overviewoverview

KaizenKaizen

ToolsTools

UNDERSTANDING PHENOMENAUNDERSTANDING PHENOMENA
THE PARETO ANALYSIS/ABC METHODTHE PARETO ANALYSIS/ABC METHOD

�In every lot of factors to be controlled it is 
possible to identify a small number of 
factors which have a great influence on 
effects 

�Vice-versa, the majority of factors have 
small significance in terms of effect.
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THE PARETO ANALYSIS/ABC METHODTHE PARETO ANALYSIS/ABC METHOD

SALES 2004 - ABC ANALYSIS
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THE PARETO ANALYSIS/ABC METHODTHE PARETO ANALYSIS/ABC METHOD
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CAUSECAUSE--EFFECT DIAGRAMEFFECT DIAGRAM

PROJECT MANAGEMENTPROJECT MANAGEMENT

How to tackle How to tackle 

Improvement ProjectsImprovement Projects

basicsbasics
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THE MESSAGE:                             THE MESSAGE:                             

LIFECYCLE OF PROJECT WITH POOR PLANNINGLIFECYCLE OF PROJECT WITH POOR PLANNING

Project initiationProject initiation

Wild enthusiasmWild enthusiasm

DisillusionmentDisillusionment

Wild chaosWild chaos

Search for the guiltySearch for the guilty

Punishment of the innocentPunishment of the innocent

Promotion of nonPromotion of non--participantsparticipants

Definition of the requirements (Planning)Definition of the requirements (Planning)

change and change and 

innovation innovation 

managementmanagement
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change and innovation managementchange and innovation management

in a rapidly changing in a rapidly changing 

world, enterprises that do world, enterprises that do 

not change and innovate not change and innovate 

on a regular basis are on a regular basis are 

condemned to stagnation condemned to stagnation 

and possibly failure       and possibly failure       

(the (the ““frogfrog”” sad storysad story……..)..)

Essential!Essential!

��Include Include -- within the monitored within the monitored 

Performance areas Performance areas -- also some also some 

significant Indices catering for significant Indices catering for 

the the ““changechange”” and and ““innovationinnovation””

factorsfactors

change and innovation managementchange and innovation management

keep separate the two factors keep separate the two factors 

““changechange”” and and ““innovationinnovation””
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Example of the main factors contributing Example of the main factors contributing 

to influence a to influence a ““ChangeChange”” Index:Index:

change and innovation managementchange and innovation management

�� Readiness of Personnel to changeReadiness of Personnel to change

�� Top Management Top Management ““DriveDrive”” towards changetowards change

�� Readiness and ability of Top Management Readiness and ability of Top Management 

to to ““changechange”” and and ““learnlearn””

number, frequency and entity of stimuli to personnel

curiosity, readiness to “learn”, dynamism…

these factors could be monitored through individual scoring cards, questionnaires, etc.

Example of main factors contributing to Example of main factors contributing to 

influence an influence an ““InnovationInnovation”” Index:Index:

change and innovation managementchange and innovation management

��““EffectivenessEffectiveness”” of Innovationof Innovation

��““SpeedSpeed”” of Innovationof Innovation

��““DensityDensity”” of Innovationof Innovation

how many innovation projects per year

which should take into consideration: innovation of products/services –

innovation of methods – innovation of plant/equipment/tools/jigs/etc.

time-to-market for new products/services – speed of 
implementation of improvement projects – etc.

“validity”, or market acceptance of new products/services –
real benefit achieved through improving methods or 

renovating plant/equipment – etc.
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performance performance 

managementmanagementperformance performance 

managementmanagement

The intelligent The intelligent ““aggregationaggregation”” -- through a through a 

personalised formula personalised formula -- of the various of the various 

performance indices selected allows to performance indices selected allows to 

create create one and one onlyone and one only Enterprise Enterprise 

Performance IndexPerformance Index that Management can that Management can 

practically use, year after year, to practically use, year after year, to 

monitor at a glance the overall situation.monitor at a glance the overall situation.

performance managementperformance management
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the essential Toolbox for Performance 
Measurement, Monitoring  & Improvement in 

the SME

Power Point Presentation by Carlo Scodanibbio

Copyright: © Carlo Scodanibbio 2010 – All rights reserved

A simple copyright statement: you are authorised to install this presentation in one computer station only.

You are authorised to print this entire presentation and copy it for exclusive use by employees of your Organisation.

You are not authorised to distribute this presentation - by electronic or other means and supports - outside your Organisation.

http://www.scodanibbio.com

END OF PREVIEW

To download, free, the complete presentation please go to

http://www.scodanibbio.com/site/present.html


