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Usage License

Agreement

BEFORE YOU INSTALL THIS SELF LEARNING PROGRAM (PROGRAM), CAREFULLY READ THE TERMS AND
CONDITIONS OF THIS AGREEMENT. BY INSTALLING THE PROGRAM YOU (LICENSEE) ARE CONSENTING
TO BE BOUND BY AND ARE BECOMING A PARTY TO THIS AGREEMENT. [FYOU DO NOT AGREE TO ALL
OF THE TERMS OF THIS AGREEMENT, DO NOT INSTALL OR USE THE PROGRAM.

Goldratt's Marketing Ltd hereby grants to Licensee a nonexclusive, nontransferable license to use this “TOC Self
Learning Program” (the Program) so long as Licensee complies with this Agreement.

The Program is for Licensee individual use ONLY. Licensee is prohibited from showing, sub-licensing, renting, or leasing
any portion of the Program to a third party.

Title to and ownership of the Program shall at all times reside with Eliyahu M. Goldratt. Copyright laws and international
treaty provisions protect the Program and accompanying material provided to Licensee under this Agreement.
Licensee acquires no rights or licenses with respect to the Program or materials.

GOLDRATT'S MARKETING LTD MAKES NO REPRESENTATIONS ABOUT THE SUITABILITY OF THE PROGRAM
ORABOUT ANY CONTENT OR INFORMATION MADE ACCESSIBLE BY THE PROGRAM, FOR ANY PURPOSE.
THEPROGRAMISPROVIDED'ASISWITHOUT EXPRESS ORIMPLIEDWARRANTIES,INCLUDING WARRANTIES
OF MERCHANTABILITY AND HTNESS FOR A PARTICULAR PURPOSE OR NONINFRINGEMENT. GOLDRATT'S
MARKETING LTD SHALL NOT BE LIABLE UNDER ANY THEORY OR ANY DAMAGES SUFFERED BY YOU OR
ANY USER OF THE PROGRAM. GOLDRATT'S MARKETING LTD IS NOT REQUIRED TO SUPPORT OR ISSUE
UPDATESTOTHIS PROGRAM.

Licensee commits not to duplicate or make copies of the Program and accompanying materials and wil take any
reasonable precautions to prevent others from duplicating.

Notwithstanding the foregoing, Goldratt's Marketing Ltd shall have the right to immediately terminate this Agreement
for any breach of this agreement. Upon termination of this Agreement, Licensee shall immediately return to Goldratt's
Marketing Ltd at its own expense, the Program and materials in Licensee's possession or under its control.
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Sales people sell products/services.

Managers sell targets, decisions and changes in mode of
operation.

Which sale is more difficult?
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The strongest force for improvement
is
resistance to change.
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Our situation is different
(Not-Invented-Here syndrome).
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The first layer of resistance -

disagreeing on the problem.

The first step of ‘buy-in’-
agreeing on the problem.
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A person having concrete opinions about what should be
done is not open to others’ suggestions.
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The Tug-of-War

NEED 2

[ NEED | H
COMMON /
OBJECTIVE
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The second layer of resistance - disagreeing on

the direction of the solution.

The second step of ‘buy-in’ - agreeing on
the direction of the solution.
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The third layer of resistance - disagreeing that

the suggestion solves the problem.

The third step of ‘buy-in' - agreeing that
the suggestion solves the problem.

ToC
140



The Future Reality Tree

Presenting a solution

L)

(
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‘“Yes, but...”’
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The fourth layer of resistance - claiming that the
solution will also lead to negative effects.

The fourth step of ‘buy-in’- agreeing that
the solution will not lead to any significant
negative effects.
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The fifth layer of resistance - pointing to obstacles
blocking or distorting the implementation of
the solution.

The fifth step of ‘buy-in’ - agreeing on the
way to overcome any obstacles that might

block or distort the implementation of
the solution.
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Layer six of resistance - unverbalized fear.
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“There is a direct relationship between objections and sales
success. The MORE objections a sales person receives the
LESS likely they are to make a sale.

“Sales people create objections generally by
presenting too much or closing too soon.

“The fundamental selling disease - jumping in
too soon with solutions.”

Spin ® Selling
Neil Rackham
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The sales person’s cloud

Because...

the buyer understands hes needs
(the ones satisfied by your product).

Show value to the
buyer.

Show your product
(present).

Bring the buyer to
see your product
as the best value

for hes money.

Don'’t cause the
buyer to object.

Don’t show your
product
(don’t present).

Because...
the buyer always raises objections to a
sales person praising hes product.
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Current Reality Tree of the Market

Shop’s available credit
becomes more limited.

Shop profitability

decreases.

Some shops have trouble
getting merchandise.

Some shops have difficulty
making payments.

Vendor wants
to be paid.

Shop’s cash

{ 160 )

Shop’s financial expenses
increase.

is squeezed.

Many shops
don't have plenty
of cash.

Shop’s cash needs
increase.

Shop’s inventory
increases.

Purchasing a larger quantity than is
needed for short term actual sales,
becomes a necessity.

(105 ) I
Brands are not willing

to give merchandise
on consignment

large quantities.

Brands offer big discounts on

Sales of new products are
negatively impacted.

Shop offers discount on
dated/obsolete products.

Shop is holding non-
negligible dated/obsolete
products.

175

= T
Brands constantly
release and advertise
new products.

Shop runs out of
inventory on some
products.

On a product

basis the forecast
is rarely accurate.

terms.
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Future Reality Tree of the Un-Refusable Offer

Financial expenses
are reduced.

Shop has more
available cash.

Profitability
increases.

Shop’s cash
needs decrease.

Sales There is less

increase.

obsolecense.

Greater
customer
satisfaction.

Inventory
goes down.

Introduction of new
products goes much
smoother.

Availability ~
nereases. Shop always holds goods for Less Sliv;?i?]v;:(féfms are
proper visual display. i J
{ 126 } T ~
e (122 ) Shop holds goods only for
Shop doesn’t need cash for expected very-near-term sales.
offering ABC goods.
7y No freight
charges.
(100 (120 }——y
ABC goods needed for 105 There are daily, weekly
visual display plus reasonable || Discount is based on || or bi-monthly frequency
stock are given on rate of sales (instead || of delivery (according to
consignment terms. of size of order). sales volume).
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A win-win solution doesn’t sell itself.

Presenting the win-win
offer is not the way to start.

The meeting deteriorates away
from a chance to close a deal.

People communicate also
through body language.

SP resents getting a snooty
response to such a
generous program.

It is likely that a buyer will greet a
conventional presentation of our win-win
program not with enthusiasm but with
deep skepticism.

(15 )

Many buyers see

Usually buyers don’t

SP is hopeful (but not

Buyers don’t usually have full trust in
the seller regarding the seller’s praises

their job as have a delightful convinced) that the
pretending that they history with brand program will be of
don’t want to buy. companies. value to ABC.
(10 ) (14 )
e L

Sales Person (SP) is
convinced that the

about hes products. proposed program will
definitely be of great value

to the buyer’s company.

ToC
150



Building rapport.

There is the need to pave the
way for the actual offer.

To close a deal rapport
is not enough.

The buyer realizes that, at
last, there is a SP who really
understands hem
(him/her) - rapport is built.

The buyer is not displeased with
such a start of a meeting; s’/he
follows with interest (comments,

remarks, etc.)

N,

The store’s CRT starts (at the
Bottom) with
Brand’s policies and shows
vividly how they make the buyer’s
life miserable.

Starting by SP starts by
presenting the presenting the store’s

win-win offer is not CRT from

the way to start. bottom up.

ToC
151



Setting the stage.

The stage is ready for the SP
to present the offer.

The best way to present a

product is to present it as a

unique answer to a major,
burning problem.

The buyer replies with a
gleam of hope “Are you
going to do something
about it ?”

(32 )

SP says that ABC does recognize
that if the store does not sell
enough, ABC does not sell enough.

The buyer responds with a sigh,a
nasty remark or something similar
but does not attack the SP hemself.

30
The buyer realizes There is the need SP directs the attention
that at last there is a to pave the way to the logical
SP who really for the actual connections between
understands hem offer. brand’s policies and
(rapport is built). insufficient sales.
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Bringing the buyer to want your product.

The buyer sees the offer
as a “dream come true”.

/A
{46 )

Negative Branches and their trimming SP presents the
are proof that ABC did take care of its Negative Branches and
own interests and that the resulting their trimmings and

requirements from the stores are very e the off
reasonable. summarizes the offer:

There is a need to show what is
requested from the store in return.

The best way to
reduce fear of hidden
snakes is to bring
them into the open.

The buyer is looking for the
snake in the grass.

The buyer follows
with astonishment.

Usually buyers don’t
have an exactly delightful
history with brand
companies.

SP presents the
store’s FRT.

The bottom of the FRT is what ABC
is going to do and the tree solidly
proves that it will undoubtedly
increase the store’s sales (and
many more goodies).

The stage is ready for the
SP to present the offer.
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Closing.

56
Congratulations, or
in-depth analysis of the
failure.

A

The SP gets a signature or a
clear commitment from the buyer
for the next step (sometimes with

SP).

(54 ) }i (53 )
Sometimes for the buyer to The buyer starts to play down
sign s/he needs to get upper some obstacles and discusses

management’s approval. with SP how to overcome the

others.

(52

SP presents a written list of probable
obstacles the buyer is facing in signing
the agreement.

Pushing the buyer without
knowing hes obstacles might
ruin the deal (and rapport).

[ 48 )

A buyer wishing to buy your The buyer sees the offer as a
product is not sufficient, s/he “dream come true”.
might have obstacles.
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Summary

You can invest a lot of time and effort preparing the
buy-in or you can waste much more doing it on the fly.

- Build a rigorous cause-effect analysis connecting
the undesirable effects to their core.

- Expose the fallacy of an underlying erroneous
assumption.

- Build a rigorous cause-effect analysis connecting
your suggestion to the resulting improvements.

- Prepare yourself to handle reservations properly.
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TOC terms and definitions

The following terms and definitions were selected from the APICS
Dictionary (James F. Cox lll and John H. Blackstone Jr, Editors, 9t edition,
Falls Church,VA, 1998). The terms are reprinted with permission by APICS,
The Educational Society for Resource Management. Additional copying or
distribution of the terms is unlawful.

To obtain the complete APICS dictionary, TOC publications, APICS
Membership, or information on the Constraints Management Special
Interest Group and other APICS activities, contact:

APICS, The Educational Society for Resource Management

[-800-444-2742
www.apics.org

activation

— In constraint management, the use of nonconstraint resources to make
parts or products above the level needed to support the system constraint(s).
The result is excessive work-in-process inventories or finished goods
inventories, or both. In contrast, the term utilization is used to describe the
situation in which nonconstraint resource(s) usage is synchronized to
support the needs of the constraint. See: utilization.

buffer

— In the theory of constraints, buffers can be time or material and support
throughput and/or due date performance. Buffers can be maintained at
the constraint, convergent points (with a constraint part), divergent points,
and shipping points.

buffer management

— In the theory of constraints, a process in which all expediting in a shop
is driven by what is scheduled to be in the buffers (constraint, shipping,
and assembly buffers). By expediting this material into the buffers, the
system helps avoid idleness at the constraint and missed customer due
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dates. In addition, the causes of items missing from the buffer are identified,
and the frequency of occurrences is used to prioritize improvement activities.

constraint

— Any element or factor that prevents a system from achieving a higher
level of performance with respect to its goal. Constraints can be physical,
such as a machine center or lack of material, but they can also be managerial,
such as a policy or procedure.

control points

— In the theory of constraints, strategic locations in the logical product
structure for a product or family that simplify the planning, scheduling, and
control functions. Control points include gating operations, convergent
points, divergent points, constraints, and shipping points. Detailed scheduling
instructions are planned, implemented, and monitored at these locations.
Other work centers are instructed to “work if they have work; otherwise,
be prepared for work.” In this manner, materials flow rapidly through the
facility without detailed work center scheduling and control.

convergent point

— In the theory of constraints, a control point in the logical product
structure where nonconstraint parts are assembled with constraint parts.
To maintain the flow of parts to products, the schedule of nonconstraint
parts must be synchronized with that of constraint parts.

critical chain

— In the theory of constraints, the longest route through a project network
considering both technological precedence and resource contention
constraints in completing the project.VWWhere no resource contention exists
the critical chain would be the same as the critical path.

critical chain method

— In the theory of constraints, a network planning technique for the analysis
of a project's completion time, used for planning and controlling project
activities. The critical chain, which determines project duration, is based
on technological and resource constraints. Strategic buffering of paths and
resources is used to increase project completion success.

current reality tree (CRT)
— A logic-based tool for using cause-and-effect relationships to determine
root problems that cause the observed undesirable effects of the system.
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divergent point

— In the theory of constraints, a control point in the logical product
structure where a common part or assembly can be directed to two or
more different end items. To maintain the flow of parts to products, the
schedule of common parts must be synchronized with the constraint
schedule and shipping commitments.

drum

— In the theory of constraints, the constraint is viewed as a drum, and
nonconstraints are like soldiers in an army who march in unison to the
drumbeat; the resources in a plant should perform in unison with the
drumbeat set by the constraint.

drum-buffer-rope

— In the theory of constraints, the generalized technique used to manage
resources to maximize throughput. The drum is the rate or pace of
production set by the system's constraint. The buffers establish the protection
against uncertainty so that the system can maximize throughput. The rope
is a communication process from the constraint to the gating operation
that checks or limits material released into the system to support the
constraint.

drum schedule

— In the theory of constraints, the detailed master production schedule
for the plant that sets the pace for the entire system. The drum must
reconcile the customer requirements with the system'’s constraints.

evaporating cloud

— In the theory of constraints, a logic-based tool for surfacing assumptions
related to a conflict or problem. Once the assumptions are surfaced,
actions to break an assumption and hence solve (evaporate) the problem
can be determined.

excess capacity

— A situation where the output capabilities at a nonconstraint resource
exceed the amount of productive and protective capacity required to
achieve a given level of throughput at the constraint.

excess inventory
— Any inventory in the system that exceeds the minimum amount necessary
to achieve the desired throughput rate at the constraint or that exceeds
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the minimum amount necessary to achieve the desired due date
performance. Total inventory = productive inventory + protective inventory
+ excess inventory.

five focusing steps

— In the theory of constraints, a process to continuously improve
organizational profit by evaluating the production system and market mix
to determine how to make the most profit using the system constraint.
The steps consist of (1) identifying the constraint to the system, (2) deciding
how to exploit the constraint to the system, (3) subordinating all
nonconstraints to the constraint, (4) elevating the constraint to the system,
(5) returning to step | if the constraint is broken in any previous step,
while not allowing inertia to set in.

future reality tree (FRT)

— In the theory of constraints, a logic-based tool for constructing and
testing potential solutions before implementation. The objectives are to
(1) develop, expand, and complete the solution and (2) identify and solve
or prevent new problems created by implementing the solution.

idle capacity
—The capacity generally not used in a system of linked resources. Idle
capacity consists of protective capacity and excess capacity.

idle inventory

—The inventory generally not needed in a system of linked resources.
Idle capacity generally consists of protective inventory and excess inventory.
See: excess inventory, productive inventory, protective capacity.

inventory

— In the theory of constraints, inventory is defined as those items purchased
for resale and includes finished goods, work in process, and raw materials.
Inventory is always valued at purchase price and includes no value-added
costs, as opposed to the traditional cost accounting practice of adding
direct labor and allocating overhead as work in process progresses through
the production process.

operating expense
— In the theory of constraints, the quantity of money spent by the firm
to convert inventory into sales in a specific time period.
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policy constraint

— In the theory of constraints, a constraint which is not physical in nature.
This category includes the entire system of measures and methods and
even the mindset that governs the strategic, tactical, and operations (day-
to-day) decisions of the organization.

prerequisite tree (PRT)

— In the theory of constraints, a logic-based tool for determining the obstacles
that block implementation of a problem, solution or idea. Once obstacles
have been identified, objectives for overcoming obstacles can be determined.

productive capacity
—The maximum of the output capabilities of a resource (or series of
resources) or the market demand for that output for a given time period.

product structure

— The sequence of operations that components follow during their
manufacture into a product. A typical product structure would show raw
material converted into fabricated components, components put together
to make subassemblies, subassemblies going into assemblies, etc.

protective capacity

— A given amount of extra capacity at nonconstraints above the system
constraint's capacity, used to protect against statistical fluctuation
(breakdowns, late receipts of materials, quality problems, etc.). Protective
capacity provides nonconstraints with the ability to catch up to “protect”
throughput and due date performance.

protective inventory
—The amount of inventory required relative to the protective capacity in
the system to achieve a specific throughput rate at the constraint.

supply chain

— 1) The processes from the initial raw materials to the ultimate consumption
of the finished product linking across supplier-user companies.

— 2) The functions inside and outside a company that enable the value
chain to make products and provide services to the customer.

theory of constraints (TOC)
— A management philosophy developed by Dr. Eliyahu M. Goldratt that
can be viewed as three separate but interrelated areas-logistics, performance

Appendix
A5



measurement, and logical thinking. Logistics include drum-buffer-rope
scheduling, buffer management, and VAT analysis. Performance measurement
includes throughput, inventory and operating expense, and the five focusing
steps. Thinking process tools are important in identifying the root problem
(current reality tree), identifying and expanding win-win solutions (evaporating
cloud and future reality tree), and developing implementation plans
(prerequisite tree and transition tree).

theory of constraints accounting
— A cost and managerial accounting system that accumulates costs and
revenues into three areas—throughput, inventory, and operating expense.
It does not create incentives (through allocation of overhead) to build
up inventory. The system is considered to provide a truer reflection of
actual revenues and costs than traditional cost accounting. It is closer to
a cash flow concept of income than is traditional accounting. The theory
of constraints (TOC) accounting provides a simplified and more accurate
form of direct costing that subtracts true variable costs (those costs that
vary with throughput quantity). Unlike traditional cost accounting systems
in which the focus is generally placed on reducing costs in all the various
accounts, the primary focus of TOC accounting is on aggressively exploiting
the constraint(s) to make more money for the firm.

throughput
—In the theory of constraints, the rate at which the system (firm) generates
money through sales. Throughput is a separate concept from output.

TOC performance measures

— In the theory of constraints, throughput, inventory and operating expense
are considered performance measures that link operational decisions to
organizational profit.

transition tree (TRT)

— In the theory of constraints, a logic-based tool for identifying and
sequencing actions in accomplishing an objective. The transitions represent
the states or stages in moving from the present situation to the desired
objective.

utilization

— In the theory of constraints, utilization is the ratio of time the resource
is needed to support the constraint to the time available for the resource,
expressed as a percentage. See: activation.
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VAT analysis

— In the theory of constraints, a procedure for determining the general
flow of parts and products from raw materials to finished products (logical
product structure). A V logical structure starts with one or a few raw
materials, and the product expands into a number of different products
as it flows through divergent points in its routings. The shape of an A logical
structure is dominated by converging points. Many raw materials are
fabricated and assembled into a few finished products. A T logical structure
consists of numerous similar finished products assembled from common
assemblies, sub-assemblies, and parts. Once the general parts flow is
determined, the system control points (gating operations, convergent
points, divergent points, constraints, and shipping points) can be identified
and managed.
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