
Throughput Accounting Guide To Constraint
Management
Are you struggling to maximize the productivity of your business operations? Do
you find it challenging to identify and address bottlenecks in your production
process? If so, then this guide on Throughput Accounting and Constraint
Management is a must-read for you!

What is Throughput Accounting?

Throughput Accounting is a management accounting technique that focuses on
maximizing the flow of products or services through a system to generate higher
profits. Traditional cost accounting methods often do not consider the impact of
bottlenecks and constraints on overall throughput.

In contrast, Throughput Accounting emphasizes the importance of identifying and
managing constraints in order to optimize the entire system's performance. It is a
holistic approach that looks at the overall throughput of the organization, rather
than focusing solely on individual cost components.
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The Theory of Constraints

The Theory of Constraints (TOC) is a central concept in Throughput Accounting.
Developed by Eliyahu M. Goldratt, TOC states that every system has at least one
constraint that limits its overall performance. According to TOC, identifying and
effectively managing these constraints is essential for improving the system's
throughput.

Constraints can be anything that restricts the flow of products or services, such
as limited machine capacity, inefficient processes, or even market demand. By
identifying the constraints and applying the appropriate strategies, businesses
can unlock significant improvements in their overall productivity.

Applying Throughput Accounting to Constraint Management

Now that we understand the basics of Throughput Accounting and the Theory of
Constraints, let's dive deeper into how to apply these concepts to optimize
constraint management in your business.

1. Identify the Constraints

The first step in managing constraints is to identify them. Analyze your production
process, supply chain, and overall operations to identify any bottlenecks or
limitations that may be hindering your throughput. This can be done through
process mapping, data analysis, and observation.

Make sure to consider both internal and external constraints. Internal constraints
are typically related to production capacity or resource limitations, while external
constraints are related to market demand or customer preferences.
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2. Exploit the Constraints

Once the constraints are identified, the next step is to exploit them. This means
maximizing the throughput of the constraint by removing any unnecessary
activities or time-consuming processes. Focus your efforts on improving the
efficiency of the constraint itself, as this will have the most significant impact on
overall throughput.

For example, if a bottleneck exists on a particular machine, look for ways to
reduce setup times, increase machine availability, or optimize the scheduling to
reduce waiting times. This will help to increase the throughput of the entire
system.

3. Subordinate Non-Constraints

Subordinate non-constraints means aligning the performance of non-constraints
with the pace of the constraints. Non-constraints are the components of the
system that have a higher capacity than the constraints. It is important to ensure
that the non-constraints do not overpower the constraints, as this can create
imbalances and reduce overall system throughput.

Seek ways to optimize the performance of non-constraints while ensuring they do
not create additional bottlenecks or constraints. This can be achieved through
efficient resource allocation, optimizing schedules, or implementing appropriate
buffer management techniques.

4. Elevate the Constraints

If the previous steps do not lead to a desired increase in throughput, the next step
is to elevate the constraints. This involves investing in additional resources,
capacity, or technology to remove the limitations that are holding back the
system.



Investing in automation, expanding production capacity, or improving equipment
reliability can help to overcome the constraints and unlock higher throughput.
However, it is essential to carefully evaluate the cost-benefit analysis before
making any significant investments.

5. Repeat the Process

Constraint management is an ongoing process that requires continuous
monitoring and improvement. Once you have implemented the steps mentioned
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above, it is essential to regularly review the system's performance and identify
any new constraints that may have emerged.

By continuously refining your constraint management strategies, you can
consistently optimize your throughput and maximize the profitability of your
business operations.

Benefits of Throughput Accounting and Constraint Management

The adoption of Throughput Accounting and Constraint Management can bring
numerous benefits to your organization. Here are some of the key advantages:

a) Improved Decision-Making: Throughput Accounting provides valuable
insights into the impact of different decisions on overall system throughput and
profitability. This enables more informed decision-making and helps to prioritize
actions that contribute to higher throughput.

b) Increased Throughput: By actively managing constraints, businesses can
unlock higher throughput, resulting in increased sales and profitability.
Throughput Accounting shifts the focus from cost reduction to maximizing the flow
of products or services.

c) Enhanced Productivity: By identifying and resolving bottlenecks and
constraints, businesses can significantly improve their productivity. This allows for
smoother operations, reduced lead times, and improved customer satisfaction.

d) Efficient Resource Allocation: Throughput Accounting helps in efficiently
allocating resources to maximize overall system throughput. By understanding
the impact of constraints on resource utilization, businesses can align their
resources for optimal performance.



Throughput Accounting and Constraint Management are powerful tools for
businesses looking to optimize their operations and maximize profitability. By
identifying and managing constraints, organizations can significantly increase
their throughput and achieve overall system optimization.

Remember, constraint management is an ongoing process that requires
continuous monitoring and improvement. Regularly assess the performance of
your systems and adapt your strategies accordingly. With the right approach, you
can unlock the full potential of your business and achieve sustainable growth.
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Praise for Throughput Accounting: A Guide to Constraint Management

"Throughput Accounting provides managers with a fresh set of eyes to identify
and control bottlenecks. The drum, buffer, and rope will become part of the cost
accounting lexicon in the future."
—Geoffrey Garland, Controller, StacoSwitch, Inc.
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"This is good stuff! Steven Bragg has introduced us to an accounting structure
that will enhance our bottom line utilizing throughput accounting methodology.
Finally! We have a presentable means to transform a company's financial
functions to support the cultural change to throughput accounting."
—Rick J. Stevens, President, LeanThinkingbyAccountants, LLC

"A thought-provoking, insightful, and useful book that explains how older
conventions of accounting can lead to poor management decisions. Instead of
focusing on typical cost-cutting methods only, Mr. Bragg provides CFOs with a
systemic approach on how to instead focus on maximizing profits and become
better business partners."
—Arif Iqball, Executive Director and CFO, Avon Products Co. Ltd. Japan

"Throughput Accounting by Steve Bragg presents a new way to evaluate and
apply the concepts of cost accounting with greater impact on operational
efficiencies. An interesting, understandable, and useful guide for anyone who
needs a valuable source of information and ideas relating to financial and
accounting affairs."
—Carlos Millan, Director of Finance and Operations, NOLA, Grupo Quanam

Throughput Accounting addresses every possible area of constraint management
that would be of interest to an accountant. This groundbreaking book includes
chapters covering financial analysis scenarios with case studies that show
specifically how throughput accounting can be used to find the best solutions in a
large number of real-world situations.

If you are an accounting manager, financial analyst, production planner, or
production manager, Throughput Accounting contains the tools you need to
improve your company's performance.
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