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How can the use of key performance indicators be managed in order to
increase profitability? Which profit oriented key performance indicators
should a company focus on? Is there any situation when benchmarking may
not be appropriate to use?

The purpose of this study is to gain a deeper understanding for how the key
performance indicator tool can be used in order for an organization to reach
or excel in its profitability goals. Providing a way of thinking when working
with and selecting key performance indicators.

The foundation of the research is built upon existing scientific articles about
KPI, KPI management and benchmarking. A case-study was then permitted
on AA Logistik and the theories gathered from the secondary data was used
in order to create relevant interview questions. Besides from in person
interviewing, official statistics from the company was granted. In the end
the gathered theories were used in order to analyze and draw parallels to the
case study. Leading to conclusions answering the above stated research
questions.

Increase in profit is not generated by simply implementing a KPI program
but depends on how those KPIs are managed. In order to increase profit it is
optimal to have a supportive environment. Some KPIs are more relevant
than others and those that should be focused on are the ones that provide the
greatest insight in improvement opportunities. Which KPIs these are should
be determined for every case per se. Benchmarking of KPIs can be a useful
tool but it may not be applicable to every company.
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Chapter 1. Introduction

Here the reader is introduced to the research area, the company the research is conducted at and the research
questions. The purpose of this thesis and the delimitations are explained.

1.1 Background

Key performance indicators (KPIs) are a well-known concept that has been used within businesses and
organizations around the world for a long time. It is used to measure and/or compare performance to see
if they are meeting the strategic or operational goals that the company has set (Shahin & Mahbod, 2007).
Browsing the Internet and databases such as ABI and Emerald Insight shows that KPIs still are a current
subject and many articles have been written about specific KPIs. However not much was found
regarding the subject of specifically working with KPIs linked to profitability and profitability goals.

Feedback and goal setting has previously been shown to enhance productivity. The theory of goal setting
claims that challenging and clear goals lead to better performance than compared to not having any
goals or having goals that are unclear or easily attained (Shahin & Mahbod, 2007).

However, through a literature review it is understood that there is no standardized method to determine
the relevance of a company's KPIs in comparison to each other (Shahin & Mahbod, 2007).

AA Logistik AB is a Swedish logistic and storing company that currently works with the KP1 measuring
tool within the company. They have several key performance indicators concerning different
departments. One of the categories that they sort their KPIs in is their direct connection to profitability.
Today they have several key performance indicators within this category and a few that they have
concluded to be the more important than others. Even though these judgements have been made, it is
unknown which of these top KPIs have the greatest impact on profit and there by which prioritization
those KPIs should have. Since this is not known it is also unknown how the KPIs should be managed in
order to efficiently increase profit. This existing problem in combination with the KPI system already
in place and existence of information such as budgets and existing goals makes the company a good fit
for further analysis concerning profit related KPlIs.

1.2 Research Area

The following thesis concerns the area of management. More specific the management of profit oriented
key performance indicators. Topics such as benchmarking and KPIs will be discussed and analyzed in
relation to profit. Also the area of knowledge management will be briefly touched upon when it comes
to how to make use of the information derived from KPIs.

Theoretical framework regarding benchmarking and KPIs will be collected from existing research
articles. Further research will then be conducted in the form of a case study at AA Logistik AB. Data
will be collected in order to permit calculations on these KPIs effect on profit. The research will also
include how to manage this gained information in order to efficiently increase or maintain profit.
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1.3 Purpose

The purpose of this study is to gain a deeper understanding for how the key performance indicator tool
can be used in order for an organization to reach or excel in its profitability goals. Providing a way of
thinking when working with and selecting key performance indicators.

1.4 Research Questions
e How can the use of key performance indicators be managed in order to increase profitability?
e Which profit oriented key performance indicators should a company focus on?

e s there any situation when benchmarking may not be appropriate to use?

1.5 Delimitations

Because of the time constraint and recommended size of the thesis the following delimitations have
been made:

The study only concerns KPIs linked to profitability. The study does not take into consideration KPIs
derived from other company goals.

The thesis focuses mainly on measurable financial key performance indicators. It ignores other factors
and KPIs that might have an indirect effect on profitability.

A case study has only been undertaken at one company and therefore does not provide a generalization
of which profit related KPIs should be considered the most relevant, or how these should be managed.
It works more as an example of how a company can evaluate their financial KPIs related to impact on
profit.



Chapter 2. Theoretical Framework

This chapter contains a description of the basics of KPIs, benchmarking and management concerning
measurements and knowledge. It also contains research already conducted on the area of KPI prioritization, how
KPIs should be designed and arguments for why they should be used. Management theories for how KPIs efficiently
should be implemented will also be briefly described.

This chapter lays the foundation and theoretical ground for the entire thesis.

2.1 What is a Key Performance Indicator?

KPI is the abbreviation for key performance indicator. Key performance indicators is as it sounds, a
measurement system that measures performance. It is however not a performance in itself but solely an
indicator of performance. Measurement systems are keeping the score but the improvement in
performance comes from efficient practices and actions. This means that in order to improve one needs
to change what they are doing or increase the efficiency in execution. Although measurement by itself
does not bring value it can encourage the changes that are necessary for value creation. (Bourne, 2008).

According to Kaskinen (2007, p30) “... a KPI program enables a company to measure current
performance against goals and benchmarks to understand the organizations strengths and where it’s
falling short.”

Shahin & Mahbod (2007) emphasise that it is also important to clarify the difference between KPIs and
goals. KPIs should be derived from organizational goals but as mentioned, they are still only indicators.
Shahin & Mahbod (2007) give the example of an organization which has as a goal of having the highest
profitability within their industry, will have KPIs measuring profit linked to financial indicators. The
indicators measure the development in achieving the goals that they are derived from.

Wolfskill (2007) writes about that using KPIs within revenue cycles since documenting ongoing
performance has turned in to a standard method. Bourne, (2008) also mentions that it is common for
many companies to have both extensive and large KPI reports.



2.2 Why use KPIs?

“...performance management systems, KPIs etc., are organizational systems of great significance for
creating corporate performance. Glories of successful corporate transformation using these systems
have been well documented and studied in dept/. ” Prabhu & Heade (2012. p121)

According to Kaskinen, (2007) it is common knowledge among all management accountants that
running operations efficiently is fundamental in order to get the organizations fiscal departments
straight. Real-time visibility, effective cash flow management and control is needed for the payments,
financial commitments and cash flow in order to understand the company’s situation at any point in
time.

Wolfskill (2007) mentions that even though the implement of a KPI initiative may seem difficult it can
produce serious results. Kaskinen (2007) puts pressure on the point that it is hard to improve what cannot
be measured. Therefore, since KPIs enable one to measure performance the system can also be a tool
for continuously improving financial activities and profit. Because the KPI measurement system makes
it possible to measure the performance at its source, it allows for tracking changes, review business
cases and to more objectively estimate performance standards. Such a system makes it possible to
discover early warning signs and thus conduct root-cause analysis on discovered problems. This
contributes to lessening the risks for the organization. A KPI program in combination with a focal point
on process improvement can be a resourceful tool that brings significant results. In all a KPI program
enables for a greater insight, control and real-time visibility that can be of help in achieving a greater
operational efficiency. Both Wolfskill (2007) and Kaskinen (2007) argue that the KPI measurement
system can be used in order to identify improvement opportunities. According to Kaskinen (2007)
measuring good performance also allows for positive feedback to be brought back to the right
departments and individuals. This information makes it easier for those departments to maintain their
achievements and even helps to motivate for improvements.

The Hackett Group (Kaskinen, 2007) also states that finance departments that are measuring their
performance extensively are producing much better results when it comes to improvements in
productivity and decrease in costs. They are also benefitting from improved customer service and
quality. Best-in-class organizations are always committed to continuously improve their financial
performance. They never stop reaching for excellence and they understand that control and knowledge
of their financial position is crucial for financial health and the ability to create improved business
decisions. Once an outstanding organization has reached its goals they usually advance their goals or
search for new fields in which they can improve. Outstanding organizations use KPIs in order to better
their low performance and enhance their positive results on a continuous basis.



2.3 Goal Setting

As mentioned before an organizations’ KPIs should be derived from their goals. One of the first things
an organization should determine is their goals. Goal setting theory implies that challenging and clear
goals gives a better performance outcome than easily attained, modest or unclear goals or lack of existing
goals. It has been proven that feedback and goal setting improves productivity. Many benefits can be
derived from goal setting but mainly setting clear goals secures that the work gets done and by the time
that it needs to be done (Shahin & Mahbod, 2007).

Goals can be designed in different ways and there are some characteristics that differs in what is
considered as a good goal from a poorly designed goal. Typically, goals are not wanted to be loose, too
broad, vague, ambiguous or unrealistic. What is estimated as good goals on the other hand, typically
follows what is called the SMART-criteria (Shahin & Mahbod, 2007) which is summarized in Figure 1.
The figure below provides an overview of the common criteria of qualitative and SMART goal setting.

SPECIFIC TIME - SENSITIVE
detailed and clear S M A RT Timeframe for

completion
-
MESURABLE v REALISTIC
quantitative or & RESULT
qualitative ATTAINABLE ORIENTED

& AGRESSIVE
within reach

Figure 1-SMART criteria:
Source: Created by authors, inspired by Shahin & Mahbod (2007, p228)

The SMART-criteria emphasizes that good goals should be the following:

Specific and as clear and detailed as possible. This makes it easier to hold people accountable for their
actions. Each goal should also be Measurable in a qualitative or quantitative manner, set against standard
performance and expectations. In this way it gets easier to determine if the targets have been reached.
Attainable and aggressive goals is also something to strive for. The goals should be within reach and be
realistic and result-oriented but at the same time still challenging and not too easy. Having realistic
goals is also helpful when selecting KPIs. Last but not least, goals should be time-sensitive. They should
have a limited time-span for completion. This will supply a structure and facilitates the overseeing of
progress (Shahin & Mahbod, 2007).



2.4 Prioritization of KPIs

Shahin & Mahbod (2007) talk about how many organizations today have a high number of KPIs in
different departments. This is a consequence of businesses having to operate in a consistently changing
and heavily competitive market, with a massive price pressure and shrinking budgets. This has resulted
in many scholars suggesting that there should be an improvement in the traditional methods of
determining and prioritizing KPIs. The reasons for prioritizing KPIs are many and differing. For
example, which type and number of KPIs that an organization chooses can depend on the complexity
and size of the organization. It may not be suitable to invest in, analyze and improve all of an
organizations KPIs. Doing so might be both inefficient and costly and therefore the prioritization of
KPIs becomes important. Shahin & Mahbod (2007) point out that the issue of prioritizing KPIs should
be looked upon as a decision making and multiple priority problem for the sake of minimizing risks
related to goal settings. Despite of this, according to Shahin & Mahbod (2007) literature reviews show
that there have been limited efforts in designing a standardized method for KPI prioritization. However,
several ways of determining and prioritizing KPIs have been suggested.

In the following sub-section, the AHP-SMART method for prioritizing KPIs will be explained. Shahin
& Mahbod (2007) mean that the approach is supposed to provide a greater picture when it comes to
analyzing KPlIs and benchmarking. It can aid managers in arranging and keeping a proper competitive
plan for current and future improvements. What is also important to mention is that since the approach
only is used for prioritization, it assumes that existing KPIs already are of importance. If the goal is to
discover which KPI is the most important then the prioritization makes this possible. A relevant
limitation of the approach is however that guidance in handling insufficiencies is not provided.

2.4.1 Analytical Hierarchy Process

AHP stands for Analytical Hierarchy Process and is a measurement theory for handling intangible and
guantifiable criteria. It is a framework for problem-solving and can be used as a representation for the
different components for any problem. The framework is built upon the principles of parallel judgement,
decomposition and the organizations combined priorities (Shahin & Mahbod, 2007). According to
Ishizaka, Balkenborg, & Kaplan (2011), the AHP is a very reliable tool for decision making since it
determines the highest and lowest priorities and allows managers to make decisions without firmly
overriding the original unsettled choice.

Shahin & Mahbod (2007) write that, when using AHP one usually starts by structuring top down. This
means to start with constructing an overall goal and then specify the components that have a negative
or positive impact on reaching the goal. After the top-down structure has been made a comparison
analysis should be done. This is commonly done in a bottom-up manner and a pairwise comparison is
made concerning the connected items originating from a certain node, in order to construct range
priorities for every node. When enough comparisons have been conducted for one node the comparison
matrix principal eigenvector is standardized and it turns into the ratio measure for the corresponding
importance of every item. Since these priorities show the corresponding importance for each range node,
they are referred to as local weights. The last step that needs to be executed is to “aggregate the local
weights into a composite priority” (Shahin & Mahbod 2007, p230). By this it is meant to multiply all
higher-level priorities with the local weights in order to turn the local weights into what is called global
weights. The global weights measure the relevancy of every node in the whole hierarchy. They can be
added up for a distinctive alternative in order to provide a combined priority that measures the fusion
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impact of all criteria. Then the alternative that has the highest combined weight is considered to have
the highest priority.

2.4.2 AHP-SMART Approach

The AHP-SMART approach is the integrated approach of the AHP-method and SMART-criteria. It is
a method for prioritizing KPIs and evaluate which are “more SMART” than others, suggested by Shahin
& Mahbod (2007, p237). The approach can be used in order to select KPIs on these bases so that if KPIs
are managed to reach improvements, they can determine where to put the most effort.

This approach is started by defining and listing all the KPIs. After that an AHP hierarchy is built where
the aim is to create a prioritization of the different KPIs in respect to the SMART-criteria. Then the
pairwise comparison of the different KPIs is conducted with weight on those SMART -criteria that are
most relevant for the organization and its goals. The local weights and the global weights are calculated
in order to estimate the combined priority. At last the KPIs which are the most relevant in reaching the
organizational goals are selected (Shahin & Mahbod, 2007). In Figure 2 it is illustrated how to structure
an AHP hierarchy using the SMART criteria as a basis and Figure 3 shows all the steps in the integrated
AHP-SMART method used in order to determine the most relevant KPIs.

[ SELECTING KPIs ]

Figure 2 - integration of AHP and SMART criteria
Source: Created by authors, inspired by Shahin & Mahbod (2007, p231).

~
1. Define and make a list of all
KPIs

{

2. Create an AHP hierarchy with
SMART criteria as the basis

{

3. Conduct pairwise comparison

I

4. Calculate global weight and
combined priority

|

5. Select most important KPIs
(. J

Figure 3- steps in AHP/SMART integration.
Source: Created by authors, inspired by Shahin & Mahbod (2007, p231).



2.5 Knowledge Management

As mentioned earlier KPIs in themselves bring no value but only information in the form of indicators,
it is the changes related to that information that can create value. Knowledge management is something
that has existed for more than thousand years but not until recently been put into spotlight (Haron, 2015).
Randeree, (2006) gives the explanation of KM (knowledge management) as the management of
information, data and knowledge within an organization in order to achieve a competitive advantage.
According to del-Rey-Chamorro, Roy, van Wegen & Steele (2003) KM makes it possible to estimate
predictions and associations and conduct detailed decisions. Both Randeree (2006) and del-Rey-
Chamorro et al (2003) imply that knowledge should be considered as an intangible resource and that
KM-leveraging of knowledge resources help organizations to reach their goals. Del-Rey-Chamorro et
al (2003) also define KM as a management tool that enables an organization to become more competitive
through the increased productivity and better decisions resulting from the KM. They also emphasizes
that the knowledge created in an organization should be used for future purposes to increase the
performance of business processes. Knowledge management is something that should be used when
designing KPIs and KPIs can in turn justify future investment projects within KM.

2.5.1 Managing through Measures

PM (performance measurement) systems are considered as key factors within businesses. They allow
for managers to monitor the key issues of their organizations, provide them with the most important
information and give an overview on how the organization is performing. Except from making it
possible to monitor business performance in relation to the organizations objectives, it can also in
combination with benchmarking show the performance in relation to other similar organizations (del-
Rey-Chamorro et al, 2003). Despite this, according to Bourne (2008, p69) the following condition is
often the case:

“Most organizations do not know how to manage with the measures that they have. Many
measurement charts show initial improvements followed by setbacks, with no consistent
direction or trend. Most companies simply focus on poor performance when it becomes
apparent.”

Bourne, Kennerley & Franco-Santos, (2005) state that measures should be in alignment with strategy
and organizational systems such as the budget. The burden of collecting data should also be kept low
and the integrity high. When dealing with PM the number of measurable actions should try and be
reduced into a manageable size related to the organizations process characteristics (del-Rey-Chamorro.
et al, 2003). Even though it might be possible to measure over a hundred metrics it is not functional to
put focus on so many measures at one point in time. The organizations financial goals and where the
biggest strategic benefits can occur should be considered instead (Kaskinen, 2007). Researchers (del-
Rey-Chamorro et al, 2003) suggest that top measurements should be selected related to their usefulness
and importance. These will become the organizations KPIs.



2.5.1.1 KPI Management

According to Wolfskill (2007), measuring loads of information is not the way to go. He suggests starting
with examining what is currently being measured and reported. Then categorize those measurements as
either process or financial KPIs. A KPI program that is successful and uses both process and financial
KPIs makes it possible for employees and revenue cycle leaders to target both improvement needs and
results. If meaningful KPIs are selected there will be an incentive to use related results in order to drive
change of performance within the revenue cycle. Also, keeping a focus on central issues holds the scope
manageable.

The collection of KPIs can be edited in order to fit specific processes or degrees and to contribute
relevant information in accordance with user needs (Kaskinen, 2007). A single KPI in itself does not
provide thorough view of total situation. Therefore, performance management programs should put
focus on several factors, of which one is strategic alignment. Various factors which have a possible
impact on a KPI should also be measured. When selecting KPlIs it is important to make sure it is KPIs
that can be acted upon since the whole purpose of the program is improvement. It should be determined
which KPIs that align best with the organizational goals and will have the greatest impact on the
business. When this is determined the KPIs should be prioritized (Kaskinen, 2007).

When initiating a KPI program current processes should be measured against the KPlIs to identify where
the organization stands on all indicators at the present time. After the program has been implemented,
considerations about how it can be further developed should be made. KPI programs should be reviewed
at least once a year and when striving for continuous improvement the following should be considered:
“Once you’ve achieved some of the benchmarks you’ve established, where do you go from there? Do
you want to further improve the KPIs you’ve selected, or do you want to choose new or additional
ones?” (Kaskinen, 2007, p33). It is also important to highlight poor performance and conduct a root—
cause analyze to make sure that the poor performance does not continue. When progress has been
reached for individual KPIs, considerations regarding linking together processes that are related could
be a good idea (Kaskinen, 2007). According to Wolfskill (2007), in time, as processes change so will
also the need for certain KPIs. Do not hesitate to add meaningful KPIs and remove or modify the
reporting of those that aligns with the best practice results as processes improves.

2.5.1.2 Supportive management

From the start it needs to be explained to employees how the calculations for every KPI will be
committed, what every KPI means for their segment and how they will be used in order to find
improvement opportunities. If communicating KPIs on a continuous basis fails it will insinuate to
employees that management does not value the KPIs (Wolfskill, 2007). Bourne (2008) also writes that
it is relatively easy to engage cooperative people within an organization in measures but much harder to
engage the entire organization in performance. Which is a reason for why organizations are not reaching
better performance.

According to Haron (2015) the financial goals of a company are very much dependent on the accurate
understanding and communication through the whole firm, related to the organizations strategic
objectives. This assumes a creation of and care for a healthy organization-wide environment. If this
environment does not exist the organization will not be able to aid the support system needed to turn the
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KPIs into reality within the whole organization. Key drivers are commonly located within lower levels
of an organization but constructed at the upper levels. Upper levels should want to include lower levels
in decision making and discourage a, us versus them way of thinking. Haron (2015) means that only
through a complete involvement of all levels within the organization in constructing the metrics and
implementing the measures, performance management will be optimized. This is because everyone will
possess the knowledge of what it is that is being measured and most importantly why.

2.6 Benchmarking

According to Julien (1993), benchmarking is considered to be one of the most powerful strategies for a
business to use. Benchmarking can be used in any organization of any size, in any industry. So what is
benchmarking? What does it mean?

In an article Murray, Zimmerman & Flaherty (1997) say that benchmarking can be seen as a course of
action that companies take to target main areas to be able to improve their business in such way that
they increase quality, productivity and competitiveness. There are different ways of using benchmarking
as a tool in management. For instance, it can be used as “peer-group benchmarks”, which is used to
compare a company with other companies that are similar. In “internal operations benchmarks ”, you
use it to compare different departments within the company. When it comes to” top competitor
benchmarks ”, it is used to compare a company with other companies in the same industry, and last but
not least there is the “best in class benchmarks”. It is used to compare a company with the best
performing companies no matter the industry.

2.6.1 Internal versus External Benchmarking

Southard & Parente (2007) think that internal benchmarking can be more beneficial than compared to
external benchmarking. One advantage is that it is much easier to access information within a company.
Not being able to access a target company’s information is considered to be one of the major
disadvantages with external benchmarking. Since the target company may fear that if they share the
information they will lose their competitive advantage, thus they can be reluctant to give it away.

Another advantage with internal benchmarking could be that it is easier to transfer knowledge from one
department to another department than implementing a whole new corporate culture. The drawback with
doing an external benchmark and implementing a new culture is that one culture that works for one
company might not work for other companies (Southard & Parente, 2007). A thing to keep in mind
when implementing a new culture according to Julien (1993, p26) “~— with the full understanding that it
is adapting them, not adopting them. No single best practice works for everyone.” Another issue is that
your employees might become resistant to change. Jones (2013) explains that resistance to change
occurs when a new culture which the employees do not feel comfortable with is implemented. When
this happens a restructuring process is needed. This is a process where the managers change assignments
and power relationships in order to change the organizational structure and culture to improve the
effectiveness of the organization.
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2.6.2 Why use Benchmarking?

Landeghem & Persoons, (2001) write that comparing results with benchmarking data makes it easier to
detect gaps within the organization, this in turn leads to action being taken. It also gives them valuable
advice and a deeper understanding when it comes to which departments need to be improved and how
to implement these changes. Managerial actions can be taken by looking at the audit to be able to
increase performance where it is needed. It will also show you what opportunities you have. The audit
suggests which of the performances are insufficient in comparison to the benchmark data. It also shows
companies where best practices are used insufficiently. With this information the company can decide
what kind of actions they need to take according to their budget, vision and strategy. It has also been
stated in a journal by Southard & Parente (2007) that cost savings could be achieved by using internal
benchmarking.

According to Murray et al (1997) in order to use internal benchmarking, companies can start by
determining the best performing departments in the company. Then move on to analysing the
departments’ practices and strategies to see which of them performs the best. When these approaches
have been determined and assessed, the next step is then to implement the strategies that are used in the
high performing departments to the departments where they are less effective in order to boost their
performance.

Julien (1993) mentions that one other reason for using benchmarking is because the audit process is
demanding more value. More reasons might be to improve competitiveness, profitability, helping your
colleagues accomplish their best performance, and using these opportunities to improve the company as
a whole on a continuing basis.

Julien (1993) states that another critical thing when it comes to auditing viability when speaking long
term is that auditors benchmarking knowledge provides them with the know-how and skills needed to
assist, introduce and improve relevant benchmarking efforts across the whole company. Their research
abilities and better knowledge of opportunities have been heightened, thus they will be better at adapting
the best practices to their organization from other companies.

In an article O’Mara (1999) states that knowing more about the competition and comparing companies
can help organizations see if they are on the right path or not, in addition to that it can give ideas on how
to develop the company and make it more profitable. Becoming more aware of accurate costs,
benchmarking will prove to be more effective, decision making on information you have got from
benchmarking will become easier once you have a long-term business plan as a guide.

2.6.3 How to benchmark

According to Murray et.al. (1997) there are four steps in the benchmarking process. The first step is to
do an analysis of the organization, its performance, procedures and practices. Setting a starting point
and moving forward to improve the goals. The next step is to choose a benchmark or a number of
benchmarks. The chosen benchmark could be a department in the company or it could be a company
that is a competitor who is performing better that the organization would like to compare itself to. This
particular step is important, because if choosing the inappropriate benchmark or benchmarks the
outcome of this might lead to choosing the wrong strategy and have unrealistic goals for the company.
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The third step involves having precise information about your benchmarks, the practices and the
procedures. All of this information needs to be compiled and shared. The last step involves the analysis
of the information compiled in the prior step to decide what policies and which strategies your
benchmark that can be implemented at the company. At this stage it is substantial to be able to evaluate
the company objectives and goals in a way that it is exact enough to be suitable but not having that many
goals so that it prevents your goals from being managed.
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Chapter 3. Methodology

In this chapter the methodology and methods used when gathering necessary information are explained. Other
things being discussed are the research strategy and empirical data. Also the validity, reliability and ethics.

3.1 Research Design

The research design shows the framework for the data-gathering and analysis. There are several ways
of structuring a research design (Bryman & Bell, 2015). For this paper a single organization case-study
approach has been chosen. A case study can consist of a combination of elements and this design can
be seen as a combination of a representative and revelatory case. It seeks to exemplify and through an
inductive approach reveal how estimations and evaluations can be made concerning a common tool
within businesses (Bryman & Bell, 2015). The stated case-study method was chosen because it allows
the retrieving of in-depth quality information regarding the subject in order to answer the research
guestions. It also makes it possible to create an analysis that can work as an example for similar
organizations and situations.

Figure 4 shows the research design and the different steps in order to reach conclusions. First an
unstructured interview with AA Logistik was held to gain an understanding of existing problems and
development opportunities within the company. Then a literature review and the construction of research
questions was inductively created. The relevant theoretical framework was put together and information,
interviews and statistics gathered from the company. After that calculations were conducted from the
gathered information and finally an analysis was made connecting the findings to theories and concepts
in order to reach one or several conclusions.

Gathering of data

( v R

Theoretical framework

v
Interviews and calculations

- J
s 1 N
Analysis
. J
4 v N\
Conclusions
- J

Figure 4 - research design
Source: Created by authors
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3.2 Research strategy

When conducting research there are two main strategies that can be used. Those are quantitative or
qualitative. Quantitative i.e. a deductive research can be seen as a relation between research and theory,
in this approach the importance lies on testing the theory. When it comes to qualitative research the
importance lies on words and not in the quantification of the information collected. This is often
connected to an inductive approach. When it comes to an inductive approach concepts and theory are
on the other hand usually used in order to organize and reflect on the collected data. (Bryman & Bell,
2015).

Cooper & Schindler (2014) break it down even further and explain the differences like this. A
guantitative research approach within business normally tries to measure the “consumer behavior,
knowledge opinions and attitudes” as exact as possible (Cooper & Schindler, 2014, p146). The most
common way to conduct a quantitative study is by constructing a survey. When using the guantitative
research approach, there are three different focuses that can be taken. These focuses can be descriptive,
explanatory and/or predictive. The descriptive study answers questions like who? how? when?
Explanatory study takes it even further and tries to explain why situations occur. When it comes to the
last one, which is the predictive study, the purpose is to try to predict when and in which occasions
something might occur. The aim of the research is commonly to describe or try to predict an outcome
by building and testing theory using a large sample.

As for the qualitative research, Cooper & Schindler (2014) state that the focus lies on getting a deeper
understanding of the case at hand, to understand why and how things occurred in the way that they did.
They explain that the research purpose should be in-depth and understanding. That theory is built using
a small sample. Qualitative research data can be drawn from multiple sources, them being: People, they
might be individuals or they could be groups or you might use organizations or institutes instead of
people. Published texts are also a good source of information. Other sources might even be environments
and settings or the use of events and happenings. According to Bryman & Bell (2015), the following
main steps should be taken in a qualitative research:

1. General research questions

R
2. Selecting relevant sites and subjects

<

3. Collection of relevant data
O

4. Interpretation of data
L0
5.Conceptual and theoretical work

L2

6. Writing up findings/conclusions

Figure 5 - main steps of qualitative research
Source: Created by authors, inspired by Bryman & Bell 2015, p.395.
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3.3 Choice of Research Strategy

When conducting the research of checking which strategy that is the most appropriate to use in this case,
the question whether it should be a qualitative or quantitative approach arises. The conclusion that the
qualitative research strategy was the most appropriate was reached. This is because the aim of the thesis
is to gain a deeper understanding of the case and shed light on the topic of profit oriented KPI
management. The qualitative research strategy allows for deeper studies and firsthand information
which makes it possible to answer the stated research questions. A guantitative approach on the other
hand would have only contributed with statistical information and therefore made it harder, if not
impossible to answer the set of research questions.

3.3.1 Choice of Case Company

The choice of case company was made due do convenience and suitability. AA Logistik already had
established KPIs linked to profitability which were suitable for further investigation. Personal contacts
within the company also made it possible to retrieve and take part of information that otherwise would
have been hard to obtain. For example, information of the company’s communication plan and future
goals were given, in trust that important details would not be exposed to competitors. The fact that AA
Logistik is located in Vasteras, near the MDH School for whom the thesis was written also made it
possible to establish continuous contact.

3.4 Empirical Data

To get the necessary data, both primary and secondary information were used. For the primary data,
interviews have been conducted with AA Logistik. The interviews were held with the CFO and CEO on
a continuing basis, but also one interview with each employee that is responsible for the specific KPIs
at question has been conducted. All interviews were of a qualitative in person approach. That is, a
combination of structured and unstructured interviewing. In the beginning the concept of profit related
KPIs was discussed and questions asked were more general. The information gained from these
interviews were written down manually. As time went by the questions became somewhat more
structured and focused, but never fully reached a structured form of interviewing. The last interviews
conducted was the most structured ones and also worked as a summary of what had been discussed
during previous interviews. This interviews was recorded, then transcribed and later translated into
English. In Appendix 1 is the added questionnaire containing the more structured questions. In Table 1
below it is illustrated which questions are built upon which chapter from the theoretical framework.

Theoretical Framework Interview Questions
2.2 Why use KPIs 1,13
2.3 Goal Setting 8,21, 22,23,25
2.4 Prioritization of KPIs 1
2.5 Knowledge Management 2
2.5.1 Managing Through Measures 2,13
2.5.1.1 KPI Management 2,9,
2.5.1.2 Supportive Management 2, 1011, 13, 19, 20, 22, 25
2.6 Why Use Benchmarking 4
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2.6.1 Internal vs External Benchmarking 4,56
2.6.2 How to Benchmark 4
Table 1 - Theoretical framework linked to interview questions

The CEO, CFO and employees’ comments and thoughts will be explained in the case study. Access to
official statistics was also granted, such as current budget, future budget and existing KPIs related to
profit. Other information such as prices and accounted costs for working hours that can be used for
analyses and calculations have also been granted.

For the secondary data, a literature review was conducted and a theoretical framework gathered from
the summarization of relevant business research articles. The articles were collected through searching
different databases on the internet such as ABI, Emerald Insight and Google Scholar. Other websites
used as a source of information are www.aalogistik.se and www.aabolagen.se. The compiled concepts
and theories lay the basis for the research and were used in order to evaluate and analyze the case study.
Which theoretical parts that were mainly used for each section of the analysis are illustrated in Table 2
below.

Analysis Theoretical Framework
5.1 When to use KPIs 2.1,2.2
5.2 Increasing Profit by KM of KPIs 2.1,25,251
5.3 Managing Through Measures 251,251.1
5.4 Increasing profit by supportive management 25.1.2
5.5 Deriving and setting goals for KPls 23,24,24.1,2.4.2
5.6 Prioritizing KPIs 24,241,242
5.7 Is Benchmarking a Suitable tool to use for 2.6,2.6.1,2.6.2,2.6.3
every company?

Table 2 - Theoretical framework connected to the analysis

3.5 Reliability, Validity and Ethics

For the results of a study to be repeatable they should be reliable. It is more common for reliability to
be a problem concerning quantitative research than qualitative (Bryman & Bell, 2015). This study is
considered to be reliable since it is committed by a third party and based on in depth observations and
calculations on firsthand information connected to relevant theories and concepts. The use of the
company's official statistics should also contribute to the results reliability. Research methods such as
interviews will probably be affected by the interviewees’ knowledge of being studied. Unobtrusive
measurements on the other hand were examined without interaction and therefore will not be affected
in the same way. Arguments that official statistics can be misleading and the validity questionable exist.
However, those arguments are mainly related to social science and government agencies. Official
statistics gathered directly from companies are considered more valid and reliable (Bryman & Bell,
2015). To ensure the validity of the semi-structured interviews, that no misconduct regarding fabrication
of results has been permitted or information gotten lost in translation. The translated version of the
guestionnaire and case study has been proof read by the CEO.

That the research was conducted in an ethical way was also something that needed to be considered.
Questions like was there any “harm to participants”, “lack of informed consent”, “invasion of privacy”
or if any “deception is involved” should be asked (Bryman & Bell, 2015, p134). Even if there was a risk
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for harm to come to non-participants could be taken into consideration (Bryman & Bell, 2015).
However, this research was mainly based upon official statistics and the interviews were not of a
personal matter and there was no indication found of them resulting in a bad outcome for either the

participants or non-participants. Therefore, there seems to be no ethical issues within this specific
research conducted.
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Chapter 4. Case Study

This chapter contains the gathered information regarding the company AA Logistik where the case study has been
conducted. It is the compilation of background information, data and interviews. The interview questions the case

study is mainly built on can be viewed in Appendix 1. The organizations’ budgets, current KPIs and relevant costs
are included in this chapter.

4.1 AA Logistik

AA Logistik is a logistic, packaging and storing company, located in Vasteras in Sweden. Offering not
only the transfer of products but also customized logistic solutions. Handling the processes from
retrieving products at its starting point, until delivered at the final location. The company's goal is to be
the best within the industry and by that they mean to have the highest customer satisfaction, highest
employee satisfaction and the largest profitability (www.aalogistik.se, 2015).

4.1.2 History

AA Logistik is a family owned business, owned by the family Edmark and is a part of the AA companies.
The AA company is one of Sweden's largest businesses within the transport sector and was founded the
year 1872 by Anders Andersson. At this point in time the company mainly dealt with transporting
businessmen between different stores around a city called Vara. This was done with the use of horse
and carriage. In 1900th century Anders son Alfred took over the business and gave it its current name
“AB Alfred Andersson Akeri”. He also brought the business into the era of car-use. At 2001 AA took
over ABBs logistic in Vasteras and thus AA Logistik was created (www.aabolagen.se, 2015).

4.2 The Company Today

Looking at www.largestcompanies.se (2015) it can be see that AA Logistik at 2014 closed their books
with a turnover of 70 785 000 SEK, a profit of 3 690 000 SEK, and 55 employees. According to the
CEO, Nils Okvist the organization now has 55 permanent employees and hires more per hour at peak
points. The company is one of few within the AA companies that is currently closing their books with
a profit. On AA Logistiks website (www.aalogistik.se, 2015) it can be read about how they since the
year 2001 when AA Logistik in Vasteras was founded, have expanded their customer base from only
handling the logistics for ABB to dealing with 100 customers. They have increased their sales by five
times, increased their storage space by four times and systemized all transport and storage operations.
AA Logistik has also developed a program to deal with deviations in order to obtain the highest customer
satisfaction. The company has also obtained certifications regarding the environment, employee
environment, quality and traffic safety.

AA Logistik claims themselves to deal with “complex transports for complex needs”
(www.aalogistik.se, 2015). They mainly indulge in business with industries and handle both delicate
and dangerous goods. CFO Caroline Ekblom explains that profitability is very important to the company
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and that they are trying on a continuous basis to phase out any deals that are not profitable. This is why
they focus on industry goods. For example they have previously handled delivery of Linas Matkasse
which was not profitable and thus was phased out. On AA Logistiks’ website (www.aalogistik.se, 2015)
they write that their chauffeurs and traffic management obtain long experience dealing with industry
goods, maybe even the greatest within their business. It is also written that it has occurred several times
that customers have chosen to leave AA Logistik for a cheaper option but soon after returned as a
customer to the company. The CEO gives an example of an ABB business called CSN who switched
their inventory to be stored by the cheaper company DHL. But since DHL damaged their goods more
often, the switch was not profitable for CSN and the customer returned to AA Logistik. “We cost a little
bit more but are a little bit better” says Mr Okvist and explains that since the consequences of breaking
something large and expensive are so high the customers will earn on choosing a careful logistic
company even if they cost a little bit more. Damaged industry goods can result in the delay of whole
projects and a careful logistic company makes sure that deliveries are in time and that this does not
happen. The CEO also points out that customers that are under a big time pressure are not price sensitive.
For example, one customer is using air transport for their goods where in the usual case shipping is used.

According to the CEO, when it comes to the premise AA Logistik currently has 20 000m? and the
storage space is considered to be 13 000m?. They are adapting their storage plan for every package and
every customer and storage a big variation of products. AA Logistik also have a system that allows for
their customer to check their warehouse balance whenever they want to. They want to make it possible
for their customers to optimize their point of order and minimize their costs. The company's warehouse
have the possibility to work as the receiving address for their customer’s goods. As the CEO explains,
the company wants to earn money by in turn providing benefits such as quality and cost minimization
for their customers. AA Logistik also provides packaging of all types of industry products. Beyond this
they offer guidance and safety education within handling dangerous packages.

In addition to the mentioned services AA Logistik is also Sweden's only independent logistic company
dealing with airline transport operations (www.aalogistik.se, 2015). They piece pick the goods, package
them, safety control them and transports them to the airport. The CEO estimates that this differentiation
from traditional logistic companies provides a bigger opportunity for them to increase revenue.

4.2.1 Benchmarking Today

Today AA Logistik does some internal benchmarking. The internal benchmarking consists of comparing
different departments for example overtime but not financial KPIs. The CEO has however expressed
some feelings regarding that they find it hard to benchmark against other companies within their
industry. He explains that this is because they see themselves as offering a unigue service within the
logistic business, referring to that they like more complicated business and to customize logistic
solutions instead of standardization. He feels that other businesses don’t seem to offer the service of
packaging of industry goods. AA Logistik also differs in the way that they focus on a customer range
that has either the delivery or pick-up address within 100km from Vasteras. Because of these reasons
they find no match whom they feel would provide a fair view to benchmark against. Therefore, no
official external benchmarking is conducted. However, the CEO does every year check the website
www.largestcompanies.se to see how the company stands against other logistic companies and obtain a
feeling if they are on the right track or not with their business. The CEO and CFO mean that it would
be possible to officially benchmark to increase profit during one year but that this would include less
investments in the company and in turn a less future result. Instead of using benchmarking the company
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sets the goals for their KPIs recounted to where the measurement currently lies and continuously
increase them by small proportions in order to improve results.

4.3 Company KPIs

The CFO and CEO of AA Logistik explain that the company is currently working with a number of
KPIs. They segment their KPIs within their impact on the organizational goals regarding employee
satisfaction, customer satisfaction and profit. Recently changes have been made regarding how the
company works with KPIs and they are trying to improve and computerize the way of working in order
to help reach their company goals. Previously this year an incident occurred where one of AA Logistiks
biggest customer ABB had asked for the company's KPIs and it turned out that no one available at the
company knew which they were. The employee actually had to call the CEO to ask for the company's
KPIs in order to provide them for ABB.

Today the organization has estimated five main KPIs regarding profit, which they find the most relevant.
Although, they still have trouble determining which KPIs they should mainly focus in order to most
efficiently reach their profitability goals. These KPIs are used for heads of departments to keep track of
their processes and identify development opportunities. The CEO believes that the heads of departments
have a good understanding regarding these KPIs since the head of departments have to report monthly
if they have reached the set goals or not. Even if the KPIs today are mainly set by the CEO and
management he claims to be open for new suggestions from other people within the organization. Today
no official rewards for reaching KPI goals exist. However, if a department reaches their goals the head
of that department is free to reward his employees in form of activities, as for example arranging a dinner
for them.

Those five profit related KPIs the company has determined to be the most relevant are described in the
following sub-chapters.

4.3.1 Occupancy per Vehicle (in time)

This KPI answers how many hours of a day that a car is used in handling customer orders. The
department that answers for this KPI is the transportation department and the person responsible for this
department is Saban Delic. He explained that this department has three sub departments and they are
called 85, 86 and 87. These departments have in total fifteen vehicles. Sub department 85 is responsible
for air freight and sub department 86 handles deliveries for ICA. Over the past year it has not brought
in that much revenue since this sub department only has two vehicles doing the deliveries but for 2016
they are a bit more optimistic since new agreements have been made with ICA. Sub department 87 is
the largest one and brings in most of the revenue. According to Mr Delic this sub department is the main
subject for performance measure. To calculate this KPI the following information is needed: What the
vehicle costs per hour and how far it has rolled, earnings per hour per worker and petrol. It is noteworthy
to mention that the prices differ between vehicles. The goal for the occupancy per vehicle (in time) is to
be at 50%. To reach this goal AA Logistik relies on their competent and responsible workers. This
measurement is calculated monthly and it is done manually for now. They are currently working on
implementing a system that would facilitate this process of getting the data, since it is quite time
consuming to do manually. It is also worth mentioning that this particular KPI, occupancy per vehicle
(in time) was implemented very recently and thus the drivers don’t know much about it. It has previously
been shown that if the drivers are aware of the KPIs and are more involved they perform better.
Examples of this are eco-driving and speeding.
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The CEO states that the vehicles today are available 24 hours a day all days a month with exceptions
for holidays such as Christmas and New Year’s Eve.

In Appendix 2 it is shown that if the company reaches its goal of 50% occupancy per vehicle (in time)
during a month consisting of 30days the related profit would be 964 800 SEK. If they instead have an
occupancy rate of 100% during that month that profit would be 2 109 600 SEK. The occupancy rate that
needs to be reached in order to cover the vehicle associated costs is 7.9% and increasing the occupancy
with 1% will lead to an approximate increase in profit of 22 896 SEK a month.

4.3.2 Income/Working Hour per Cost-Center

Here the KPI is measured by the total revenue divided by total amount of worked hours within the
company. In Appendix 2 it is illustrated how this KPI is calculated. The goal for this KPI is to be at
1050 SEK. Here as well the company relies on their competency and responsible workers to reach their
goal. This KPI is calculated monthly by using data collected from the income statement. Head of each
departments are responsible for their divisions and the CEO and CFO of the KPI as a whole. The CEO
explains that this KPI is mainly used as a measuring tool for the purpose of control.

4.3.3 Errand /Customer Service per/Week/Person

Head of the customer service department is Asa Granlund and she is therefore responsible for this KPI.
The KPI answers how many errands that are managed per person per week. Besides from being linked
to profitability this is also a measurement derived from the employee satisfaction goal. The aim is to
reach 120 errands per week per person and this is measured by simply adding the errands up on a weekly
basis. Right now there are about 2.5 full time workers within customer support and they handle about
250-280 errands in total during one week.

From Appendix 2 it can be seen that the monthly cost for customer support is currently at 167 790 SEK.
If each employee reaches a number of errands of 120 per week during a month consisting of four weeks
the total errands dealt with will be 1200 and the average cost per errand approximately 139.83 SEK.
Currently the number of errands handled per week is between 250 and 280. Accounting for a month
within these boundaries consisting of 1 060 errands the average cost per errand is approximately 158.29
SEK. The average cost per errand thereby diminishes when the amount of errands dealt with per person
per week increases.

4.3.4 Number of Piece Picking a Month/Worker and in Total

This KPI is in addition also linked to employee satisfaction. It measures the amount of piece pickings
done per month per worker and in total. The goal is to be at 1 450 piece pickings per employee each
month. At AA Logistik they account for an average month to consist of 21.4 working days, each
consisting of 8 working hours. The data is collected through a computer system and done by a program
called Astro. According to the CEO this PM exists in order to be able to evaluate the workers
performance in a logical manner. If for example, workers say they have a lot to do, the management will
be able to check their figures against the goals set and average performance.
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Miss Granlund is responsible for the warehouse department and she feels that the KPIs concerning her
department have been decided in consensus with the management board. However, she has not herself
set the goal for the KPI. Right now her workers are aware that the piece pickings will be measured but
they do not seem to be very happy about this change and may not fully have understood what it means.
Miss Granlund hopes this attitude will change when the measurement is used in a positive manner. At
the moment she feels that the goal of 1 450 piece pickings per person may be a bit high and that they
are currently at a lower level. She does consider it to be reasonable if they obtain either a higher volume
of inventory or had a lower level of staff. Today there are eight people working within the warehouse
department. The CEO however is of the opinion that warehouse staff probably will find the goal too
high no matter where it is set. The most important thing is to start measuring so that they can evaluate
over time.

One thing that the head of department points out is that it should be easy to measure the KPIs. Which
this KPI is, with the help of Astro that retrieves information with the help of scanners and individual
log-ins. The effort should be put on analyzing the KPIs and not measuring them. They are good
indicators on what changes could be necessary and can provide a guideline for the employees on what
level they should perform. She sees this leading to improved results and a possibility to develop
individual goals. Some kind of reward for those that reach their goals has not yet been discussed but she
thinks this sounds like a good idea.

In appendix 2 it is calculated that if the goal of 1 450 piece picks per person is met the company will
currently generate a profit from this of 60 944 SEK. Corresponding to an hourly piece picking rate of
about 8.47. For the costs associated with the piece picking to be covered the monthly minimum rate
needs to be at 7.12 piece picks per person per hour.

4.3.5 Occupancy (Income/m?)

Occupancy (income/m?) explains how much of AA Logistik’s premises that are used. Their goal for
this measurement is to be at 160%. This is calculated once a month by taking inventory turnover divided
by the amount of square meters of the storage area. The storage area today consists of 13 000m?2. The
one responsible for this KPI are the relevant departments such as management of warehouse and sales
personnel.

From Appendix 2 it can be seen that if the goal of 160% occupancy is reached the related revenue will
be 2121600 SEK each month. For every 1% occupancy rate that is covered the company
correspondently earns 13 260 SEK per month.

4.4 Deviation Management

According to the CFO deviations are very costly and therefore deviation management is taken seriously.
The KPIs are evaluated monthly in relation to the financial statement and result analyses. In relation to
this they search for big deviations. The deviations are then discussed at the board of management and
categorized. After that the results are sent out to the organization through their internal webpage called
intrandt. On intranat the employees can also read about existing goals and KPIs. Sometimes an
explanation to why the figures look like they do are included in the information, at other times the
responsible departments are told to look into the problem further.
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4.5 Future Vision and Budget

The CEO and CFO define that AA Logistik has the vision by 2020, to have the most satisfied customers,
most profitable organization and the most satisfied and competent co-workers within their industry.
Today they see themselves as competent, reliable and personal, but this is something they always strive
for, even in the future. They are also striving to have revenue of 100-150 million SEK per annum and a
profit of 10-15 million SEK. To become Sweden's best logistics company, they have a plan on how to
reach this goal. They believe that high effectiveness of current deliveries will lead them to become more
profitable which in turn will give funds to investments and other developments. Thus this will lead them
to become the market leader and Sweden's best logistics company. From 2016 their mission is to work
actively and consistently with the KPIs and to work with KPIs they have not worked with before. Such
as customer related KPlIs, for example, delivery precision.

4.5.1 Logistic Center

For the future AA Logistik plan to be a logistic center where they provide the best customer focused
services to clients within a 100 km radius that are in need of any logistic solution. To be their first choice
when it comes to logistical solutions because they are the best alternative that provides such a diverse
form of solutions. Thus it would be cheaper to go with them than to educate your own staff within
logistics. They also want their customer to pay for the service used and not, for example, fixed storage
costs. To get away from manual paper management to a more computerized system so that it is more
environmentally friendly.

4.6 Pricelist

Figure 6 below shows the price list containing estimated revenues and cost relevant to the profit
related KPIs presented by AA Logistik.

Average price per vehicle/hour 700 SEK
Number of vehicles 12 pc

Variable cost vehicle/hour 200 SEK
Constant cost vehicle/month 15 000 SEK
Cost per employee/hour worked 235 SEK
Number of used hours within customer support/month 595 pc

Cost per employee/hour customer support 282 SEK
Revenue/warehouse piece pick 33 SEK
Average revenue/ m? storage 102 SEK

Figure 6 - price list
Source: AA Logistik, 120415
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Chapter 5. Analysis

In this chapter the information presented in the case study will be connected to the theoretical framework and
analyzed in order to answer the stated research questions.

5.1 When to use KPIs

By analyzing all the information collected, assumptions can be made that KPIs are a good tool to use
when it comes to measuring performance to see where you are now in order to evaluate if you are on
the right track or not. If you happen to be off track, this can indicate opportunities to improve and get
on track. According to Kaskinen (2007), KPIs namely can indicate where the organizations strengths lie
and where the performance is falling short.

Kaskinen (2007) states that best-in-class organizations strive to improve their financial performance on
a continuous basis. They never stop striving for excellence and they are aware that knowledge and
control of their financial position is highly important for financial health and the capability to create
improved business decisions. Once an outstanding organization have reached its goals they usually
advance their goals or search for new fields in which they can improve. Outstanding organizations use
KPIs in order to better their low performance and enhance their positive results on a continuous basis.
AA Logistiks vision for the future is to have the most satisfied customers, most satisfied and competent
co-workers and largest profitability within their industry. This is something they continuously strive
for. Thus they want to be a best-in-class organization and should work with KPIs in order to aid them
in reaching their goals.

The Hackett Group (Kaskinen, 2007) also states that finance departments that measure their
performance broadly are producing much better results regarding improvements in productivity and
cutting costs. Connecting to the case study. In the same interview that was stated earlier the CEO and
CFO state that AA Logistik are always looking for ways to improve and they do it by using their chosen
KPIs to measure, evaluate and improve their profits so that they can fund future investments and other
developments. By examining this statement made by the CEO and CFO an assumption can be made that
if they are not measuring and evaluating their KPIs in order to improve their profits. They may not find
ways to fund other investments

5.2 Increasing Profit by KM of KPIs

According to Bourne (2008) measurement systems are keeping the score but improvement in
performance comes from efficient execution regarding practices and actions. This means that, in order
to improve, changes in practices needs to be made or efficiency in execution increased. Although,
measurement in itself does not generate any value it can encourage the changes that are essential for
value creation. Quoting Kaskinen (2007, p30) “... a KPI program enables a company to measure current
performance against goals and benchmarks to understand the organization's strengths and where it’s
falling short.” Kaskinen also mentions that KPI programs makes it possible to track changes, review
business cases and objectively estimate performance standards. Thus it provides the possibility to
identify early warning signs and conduct root-cause analyses on discovered problems, lessening the
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risks for the organization and pinpointing the improvement opportunities (Wolfskill, 2007, Kaskinen,
2007). The CFO of AA Logistik stated that deviations are very costly and therefore they look seriously
upon deviation management. The KPIs are currently being evaluated monthly in relation to the financial
statement and result analyses. This is done in order to spot large deviations. The deviations are then
discussed at the board of management and categorized. After this, the results are sent to the entire
organization through intranat, their internal webpage. On intrandt the employees can find the
company’s existing goals and the current KPIs. Occasionally explanations are given regarding why
certain results have occured, other times the responsible departments are ordered to look into the
problem further. This is why it is crucial to always measure and evaluate along the way so that you can
spot where the deviations occur and handle it immediately, since it can be very costly for the company.
The KM makes it possible for organizations to determine better decisions and become more competetive
(del-Rey-Chamorro et al, 2003).

5.3 Managing through Measures

Francisco et al (2003) state that performance measurement allows managers to monitor the main issues
regarding their organization, and that it provides them with important information and provides an
overview of the company’s performance. When interviewing the CEO at AA Logistik AB he explained
the usage of KPIs in the same manner. He also added that by using KPI and evaluating them you can
see if there is room for improvement or if some KPI should be excluded or if some other KPIs need to
be included. Randeree (2006) and Francisco et al (2003) both think that knowledge should be treated as
an intangible asset and that it helps companies to attain their goals. Francisco et al (2003) continues and
explain how knowledge management helps companies to be more productive and thus become more
competitive. Not only does it improve their decision making but it should also be used when designing
KPIs. Based on the information obtained from the articles and interviews the importance that KPIs play
in companies today can begin to be understood. How crucial it is to use KPIs and to what extent they
are being used. By conducting this research it has proven how much of a powerful tool KPIs can be if
they are managed correctly. For instance, in an interview the CEO of AA Logistik talked about an
incident where one of the company’s biggest customers requested the company's KPIs and it turned out
that no one available knew which they were. The employee actually had to call the CEO to ask for the
company's KPIs in order to provide them for the customer. This is another example of how crucial it is
to include every tier of management so that situations like these do not occur. Due to that heads of
departments today have to report their achievements in reaching the KPI goals on a monthly basis, the
CEO believes that they have a better understanding regarding the KPIs. Even though the goals and PMs
mainly is set by the CEO and management he claims to be open for innovative suggestions from anyone
within the organization.

Wolfskill, (2007) suggests that you should begin with examining what is now being measured and
reported to then categorize these measurements as process or financial KPIs. He continues explaining
that a successful KPI program uses both process and financial KPIs which makes it possible for
employees and revenue cycle leaders to target both the need for improvement and the results. If
meaningful KPIs are chosen, then there is a motivation to use related results to initiate change regarding
performance and within the revenue cycle. In an interview with the department chief of transportation
at AA Logistik, regarding the KPIs for whom he was responsible for, he was asked if the employees for
whom these KPIs depend on, knew about the KPIs and how their work performance affect them. He
was also asked, if these KPIs could be seen as a motivator for the employees to perform better, worse
or indifferent. Head of transportation explained that when the drivers were informed about the KPIs and
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earlier result of KPlIs, it had a positive effect on the driver's work performance. They felt more involved
and therefore were more likely to try to hit the target that was set, in this case, concerning eco driving
and speed limitations. This can be seen as a proof to what Wolfskill (2007) stated, when meaningful
KPIs are chosen, they can act as a motivator that will help the company to make changes and improve
their performance. Thereby, selecting meaningful KPIs that involves elements effecting the profit can
lead to increased profitability.

5.4 Increasing Profit by Supportive Management

Wolfskill, (2007) emphasizes the importance of explaining to employees, how relevant KPIs are
calculated, their meaning for employees division and how they will be used to estimate improvement
opportunities. Which seems to be a quite reasonable assumption. Looking back at what Mr Delic stated
in the interview he also says that if management fails to communicate KPIs on a continuous basis then
the employees will see it as the management does not value KPIs. Bourne (2008) states that it is
relatively easy to engage cooperative people within an organization to some extent, though it is much
harder to involve the company as a whole to engage in performance. What Mr Delic stated earlier is an
applicable example here as well. When you engage the employees and explain to them the importance
of KPIs, how it is used and measured, you involve them in the process thus they become more willing
to participate and achieve the goals set. Which is what Haron (2015) also says in an article. He says the
key drivers are most often located within the lower lever of the organization but are made in the upper
levels. Management should want to include the lower levels in the decision making and thus discourage
us versus them mentality. This will lead to that everyone knows what and why things are being measured.
Miss Granlund, responsible for the warehouse department at AA Logistik, inclines that KPIs that fall
under her responsibility is set in collaboration with the management board. Her workers are currently
aware that the piece pickings will be measured but they do not seem very content with this change.
However, Miss Granlund believes that this might be due to lack of understanding of the meaning of this
KPI, among the employees and that attitudes may change when the measurement is used in a positive
manner. Connecting this to the article written by Haron (2015) it can be seen that organizations such as
AA Logistik are working in a manner that involves employees’ throughout the company. The CEO
however, expressed feelings that warehouse staff most likely would find the goal for piece pickings to
high no matter at where it is set. He currently considers the greatest importance regarding the KPI to be
to start measuring, so that they can evaluate results over time. This information can be used in order to
understand at what level they are currently performing and what levels should be considered realistic
performance. In relation to that, what should be considered as good and poor performance can also be
determined.

5.5 Deriving and Setting Goals for KPIs

According to Shahin & Mahbod (2007) KPIs should be derived from organizational goals. As mentioned
in the case study, AA Logistiks goals are to have the highest customer satisfaction, highest employee
satisfaction and the biggest profit within their industry. It is clear that their KPIs are derived from these
goals since they are segmented into categories of which of these goals they impact. Shahin and Mahbod
(2007) writes, that the indicators measure the developments in achieving the goals that they are derived
from. By this logic, the KPIs that are derived from profitability goals should measure the development
in achieving higher profitability. Shahin & Mahbod (2007) also mention that what is considered good
goals should be SMART, which is specific, measurable, attainable & aggressive, realistic and time-
sensitive. Such goals result in better performance than unclear and easily attained goals or no goals at

26



all. Applying this to the PM tool, KPIs that are measurable and can be provided with clear, challenging,
attainable and realistic goals should result in better performance. With this logic it is good to have goals
for your KPIs and in the case study of AA Logistik some examples of goals can be seen. For example,
the goal for piece picks per person a month is 1450, which the head of department felt currently is a bit
high but still realistic for when the amount of orders exists. This makes the goal aggressive and
challenging although at the current time it may not be attainable it is expected to be within the near
future. The goal is also time-sensitive in that manner that it has a time-limit of one month, every month.
The exact number of 1450 also makes it specific and the goal as well as the PM are easily measurable
through a computerized system. The CEO of AA Logistik explained that the KPI for piece picks were
used to evaluate the work in a logical way by letting management check employees’ figures against
goals set and average performance. This again points towards the importance of what Shahin & Mahbod
(2007) bring up; that to easily see if the targets have been reached, goals should be measurable in a
gualitative or quantitative way set against standard performance and expectations. The head of
department also felt that having this PM and goal makes it possible to develop individual goals for the
employees, which could lead to better performance. This could be seen as a development of the
possibility to hold people accountable for their actions, something that Shahin & Mahbod (2007) also
mentioned specific goals can provide. Related to this is also the aspect of feedback, which they pointed
out can increase performance. From the case study it is clear that AA Logistik currently is not using any
financial incentives for those who achieve or help achieve KPI goals. They are however using rewards
of other forms, like heads of departments being able to take their team out for dinner. This could be seen
as some kind of feedback since it shows the workers that they have performed well and that their work
is valued. The head of warehouse and customer service department also felt that there should exist some
kind of motivating rewards but did not know exactly what this could be.

5.6 Prioritizing KPIs

According to Shahin & Mahbod (2007) it may not be suitable to focus on all KPIs at once and
prioritization of KPIs should be seen as a decision making and multiple priority problem for the sake of
minimizing risks related to goal settings. Determining which KPIs to focus on in order to most efficiently
increase profit is a problem currently existing at AA Logistik. Although there is no standardized method
for determining KPIs importance in comparison to each other (Shahin & Mahbod, 2007) there are certain
considerations that can be taken. Shahin & Mahbod (2007) suggest an integrated approach of the AHP
and SMART criteria for prioritizing KPIs. For such an approach to be of use the KPIs that are being
prioritized already needs to be of importance. Since AA Logistik currently have five profit related KPIs
which they estimate to be the most important an AHP-SMART approach could be suitable for them.
The AHP is also according to Ishizaka et al (2011) a very reliable tool for decision-making that
determines the highest and lowest priorities and allows for more precise decisions. When using an AHP
approach, common practice is to start from an overall goal and then determine which factors that have
a negative or positive impact on achieving that goal (Shahin & Mahbod, 2007). In this case that overall
goal for AA Logistik is to have the highest profitability within their industry. Therefore, what should be
looked upon is which KPIs that have the greatest positive or negative impact on profit. After conducting
the top-down structure, a comparison analysis between components descending from the same overall
goal, should be permitted in a bottom-up manner (Shahin & Mahbod, 2007). In this case, that would be
a comparison analysis between the profit related KPIs. If applying the AHP-SMART method, KPIs can
both be prioritized and evaluated in which are more SMART than others (Shahin & Mahbod, 2007).
KPIs selected on these bases can help determine where the most effort should be put when managing
KPIs in order to reach improvements. When using the AHP-SMART method all KPlIs are first defined
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and listed. Then prioritized in respect to the SMART criteria with weight on those criteria that are most
relevant to the organization and its goals. In the end those KPIs that are most relevant in reaching the
organization's goals and where the most effort should be put will be selected (Shahin & Mahbod, 2007).
One mainly important criteria for AA Logistik and KPIs is the measurability, since according to
Kaskinen (2007) it is hard to improve what cannot be measured. Now, looking at the five main profit
related KPIs of AA Logistik:

Income/working hour per cost-center is a KPI that according to the CEO of AA Logistik is mainly used
for measuring and controlling. Although real-time visibility and control is needed for payments,
financial commitments and cash flow in order to understand the company’s situation at any point in time
(Kaskinen, 2007). Increase in performance does not come from measuring itself but from changes
(Bourne, 2008). This means that also increase in profit comes from changes and not controlling. KPIs
can however encourage change and identify improvement opportunities (Kaskinen, 2007). Therefore,
to increase profit, the KPIs that mainly should be focused on are the ones that provide the greatest insight
in improvement opportunities. In the case study the KPI for errand/customer service per week/person
displays that increasing the amount of errands per person decreases the average cost per errand. The KPI
is easily measured. However, it does not provide the information concerning need to increase amount
of customer service errands, possibility to lay off employees or specific effects on the total decrease in
costs possible. More information is needed to clearly see the development opportunities and
corresponding cost savings that can be connected to this KPI. Currently the total cost for customer
service is at 167 790 SEK. The KPI for number of piece picking a month/worker and in total is according
to the head of department easily measurable through a computer system. However the related monthly
profit for reaching the goal of 1450 piece picks per person is in this case just
60 944 SEK. Responding to an hourly rate just slightly higher than one piece pick per person then for
what is needed to reach breakeven for related costs. Comparing these KPIs to the KPIs for occupancy
(income/m?) and occupancy per vehicle (in time) the latter two indicates a much greater possibility to
increase profit. One percent increase in occupancy for the occupancy (income/m?) will result in a
monthly increase in profit by 13 260 SEK. If the company reaches its goal of 160% occupancy the
related revenue will be 2 121 600 SEK a month. For the occupancy per vehicle (in time) it is indicated
that a one percent increase in occupancy will result in an increased profit of 22 896 SEK for a month
consisting of 30 days. If the goal of 50% occupancy is reached the related profit will be approximately
964 800 SEK and if occupancy is at 100% the related profit will be approximately 2 109 600 SEK. From
an AHP point of view, in this particular case, the company should focus on increasing their occupancy
(income/m?) and occupancy per vehicle (in time) since the comparison of KPIs indicate that this is
where an increase in profit most efficiently can be made. Assuming that there are no external factors
preventing the increase in efficiency and thus profit.

5.7 Is Benchmarking a Suitable Tool to Use for Every Company?

Murray et al (1997) state that there are different ways of using benchmarking as a tool in management.
Examples of this are peer-group, internal operations benchmarks, top competitor benchmarks and last
but not least best-in-class benchmarks. When interviewing the CEO at AA Logistik he mentioned that
at the moment there are no appropriate companies to benchmark against although they do some internal
benchmarking, which is benchmarking one department against another. Another reason why they use
internal benchmarking instead of external benchmarking might be because it is much easier to access
information within your company than to get information from other companies. Peter B et al (2007)
state in an article, that since the target company may fear that if they share the information they will lose
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their competitive advantage, thus they can be reluctant to give it away. O’Mara & Deborah (1999)
discuss in an article that if you know more about your competition, you can make the assumption if you
are on the right track or not. The CEO explained that the reason behind using www.largestcompanies.se
is to compare where he stands revenue wise compared to others within the same industry. Although this
is something he does casually, because they find it hard to benchmark with others within the industry,
since their competition doesn’t have the same logistical solutions that AA Logistik has. Murray et al
(1997) say that it is crucial to choose an appropriate benchmark because choosing the wrong one might
lead to you making the wrong decisions and setting up goals that are not manageable. This might also
be a reason as to why AA Logistik is reluctant to do external benchmarking since they can’t seem to
find a suitable company to benchmark against.
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Chapter 6. Conclusion

Presented in this chapter are the conclusions and answers to the research questions that were reached by
conducting this study.

6.1 How Can the Use of KPIs be Managed in Order to Increase
Profitability?

Key performance indicators should be derived from the company's goals and can then be used as a tool
to achieving those goals. KPI derived from profitability goals can therefore be used in order to increase
profit. However, an increase in profit does not result from simply having implemented a PM system of
KPIs. If an improvement in profit is reached or not depends on how those indicators are managed. The
information that the KPIs bring needs to be analyzed and used in order to identify improvement
opportunities. When this information together with the knowledge already existing in the organization
is taken into action with the aim of improvement then it can result in increased profit. For this to be
possible a supportive environment should exist. Employees needs to be informed of the KPIs that exist
within the company for which their actions will affect. “Lower level” employees action is usually the
ones that effects the measurements the most, therefore it is good to involve them. Involved employees
that are engaged in the company's performance often perform better. It could be a good idea to develop
the KPIs in consensus with the lower level employees. The most important thing however, is to make
sure that the employees understands the measurements, why they exist and how their actions will affect
the results. KPIs should also be continuously updated. One should not be afraid to add or change relevant
KPIs, or delete KPIs that are no longer necessary. Even though a company may have the resources to
measure a lot of performance, focusing on a lot of measurements at once is not efficient. Therefore a
prioritization of KPIs should be made. Having clear, attainable and aggressive goals set for profit related
KPIs should also improve performance and thereby increase profit.

6.2 Which Profit Oriented KPIs Should a Company Focus on?

Some profit related KPIs can be considered more relevant than others. Which KPIs these are and should
be focused on should be determined for every separate case per se and with certain considerations in
mind. Some KPIs can be considered more SMART than others and have a higher impact on profit. A
company should therefore focus mainly on those KPIs that have the greatest impact on either increasing
revenue or decreasing cost in such a manner that profit increases. Assuming that those indicators most
importantly are measurable and fulfills the necessary SMART criteria for the specific case. The KPIs
that mainly should be focused on are the ones that provide the greatest insight of improvement
opportunities. Some KPIs mainly works as a way to keep track of business. These KPIs are not
considered as important when it comes to increasing profit since the profit itself comes from the changes
made on the bases of the information the KPIs bring and not the measurement itself.
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6.3 Is There Any Situation when Benchmarking May Not be Appropriate
to Use?

From examining the theoretical framework the conclusion can be made that, benchmarking is a popular
and powerful tool and many companies use it in order to improve different aspects in their company.
There are different ways to benchmark a company, although it may not be suitable for all companies.
Such as in this case where AA Logistik does not seem to find an appropriate company to benchmark
against, although they could chose to benchmark against a company that is in a different industry since
they do not see appropriate companies to benchmark against within their own industry. A disadvantage
of external benchmarking is the difficulty in obtaining access of information of other companies since
other companies may not be willing to give it away. However when AA Logistik do choose benchmark
themselves against other companies, they do it to see where they stand revenue wise compared to others,
as stated earlier this is done casually by the CEO. Benchmarking externally does not seem to be an
option for AA Logistik right now. In some cases, as for example with AA Logistik it might be better
not to benchmark externally at all, than to choose the wrong external benchmarks. The consequences of
choosing the wrong benchmark might lead you to set the wrong or even unmanageable goals for your
company. This in turn can turn out to be very costly for a company, which is not what you want to be
aiming for. What is desired is to increase profitability not increase costs.

6.4 Future Studies

Although this paper indicates that some KPIs are more SMART and efficient when it comes to profit, it
did not take into consideration internal or external constraints that can prohibit KPI goals from being
reached. As for example with the KPI for piece picking in the case study the goal seemed to be
theoretically possible and the capacity for reaching it existed. The goal however cannot be reached if
the quantity to piece pick is not available. To be completely sure about which KPIs to focus on and are
the most efficient in practice further studies in how external and internal factors can affect KPIs should
be conducted.

Which effects different kind of rewards for achieving KPI goals have on the performance should also
be studied, investigating if individual rewards such as financial incentives or time off will affect the
efficiency of the workers and thus profit. If group-rewards such as dinners and team building activities
will affect efficiency and profit. If there are any particular situations for when such reward systems are
or are not suitable and what the positive and negative effects can be of using reward systems connected
to profit related KPIs.
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Appendix 1 - Interview Questions

This Appendix contains some of the more structured questions that were asked during later semi-
structured interviews of the case-study. All questions were asked in Swedish and presented here is the
English translation of those questions. The interviews were conducted on the 7" of December 2015.
These interviews were also the latest interviews committed and the case study is mainly build upon

these.

Interview questions asked to the CFO and CEO:

© o0k~ w0 NP

10.

11.

12.

13.

14.

15.
16.

17.

18.

How do you evaluate your KPIs today?

Who is responsible for which KPIs?

How many employees work within the company?

What type of benchmarking do you use today?

How do you benchmark internally?

Why do you experience it difficult to benchmark against other companies within your
industry?

How do you evaluate your customer feedback to ensure customer satisfaction?

You have set up certain goals for the company, how do you ensure that these goals are met?
Was it this year you updated your KPI’s? Is this something you do on a yearly basis?

When the incident with ABB occurred, and they wanted to know your KPIs but your staff was
not aware of your current KPI’s

Are your staff aware of your current KPI’s

You measure piece pickings by using Astro. How does this work? Is it a computer system?
How have you chosen the KPIs linked to profitability that you have today? Who/which
department have done this? Has there been a collaboration with one/more departments? If yes,
which?

It was mentioned that AA Logistik is the only profitable company within AA Corporation, is
this true?

What is RAK and intrant?

Could you elaborate more carefully regarding “competence center logistic” and “total
solutions inbound and outbound”?

How many workers do you have in the packing department? When you say that you have a
goal to be at 1450 piece pickings/worker/month, do you mean per worker in this department or
the employees at the company as a whole?

A direct quote from your own webpage “It has occurred on multiple occasions that a customer
has chosen to leave us for a cheaper alternative. To soon come back to us as a customer.”

Could you elaborate this?
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Interview question asked to head of departments:

19.

20.

21.

22.
23.

24.
25.

Which KPIs are you responsible for?

Do the employees for whom these KPIs depend on, know that the KPIs exist and what affect
their work will have on the result? In that case, do you think these KPIs works as a motivator
for the employees to perform better, worse or indifferent?

Do you perceive the KPIs that have been set for the departments you are responsible for to be
reasonable?

Do you feel motivated by the existing KPI goals?

How do you do to measure how many of the day’s hours that a car is used handling a
customer order?

How many employees work within the warehouse department?

Have you been a part of designing the KPIs and KPI goals that are set for your department
today?
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Appendix 2 - Calculations

Appendix 2 contains calculations permitted on AA Logistiks five most important profit related KPlIs.
The calculations are based upon information given from AA Logistik that can be found in the case study.
Among that information is: goals, price-lists, KPIs, budget, number of workers etc. The results from this
Appendix are in turn presented in the case study.

Occupancy per vehicle (in time):

Occupancy per vehicle in time of one day:

time vehicle is used
24 hours

= occupancy per vehicle.

The goal for this KPI was as mentioned in the case study to be at 50%. If the occupancy is set at 50%
of each vehicle the following equation is obtained.

time vehicle is used "
24 hours o

Solve to get the amount of time each vehicle needs to be used in customer errands during 24hours in
order to reach occupancy of 50%.

time vehicle is used = 24 hours - 0.5 = 12 hours

Since the company today has 12 vehicles from which the total occupancy in time is calculated the total
amount of hours the vehicles together needs to be in use during one day are:

12 - 12 = 144 hours

Now, the average hourly price for using one vehicle is 700SEK, the vehicle variable hourly cost (\V/¢c)
is 200SEK and the fixed monthly 15 000SEK. Resulting in the following direct vehicle associated
profit each month:

(700 — 200)hours in use — 15 000(vehicles)
= (price — Vc)occupancy - 24h - days a month - vehicles — [fixed cost - vehicles]

One also needs to remember that it takes a worker to drive the car. Workers have an average hourly
cost of 235SEK. Resulting in the profit equation:

(700 — 200 — 235)hours in use — 15 000(vehicles)
= (price — Vc — worker)occupancy - 24h - days a month - vehicles — [fixed cost - vehicles]

The extra amount of profit associated with using an existing vehicle one more hour would be:

(700SEK — 200SEK — 235SEK)h = 265 SEK /h
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If the company reaches its goals of 50% occupancy during a month that has 30days the related profit
would be the following:

265-0.5-24-30-12—-(15000-12) = 1144 800 — 180 000 = 964 800 SEK

If they have occupancy for 100% such a month the related profit will be:

265-1-24-30-12—(15000-12) = 2289 600 — 180 000 = 2 109 600 SEK

The approximate occupancy rate to reach breakeven for drivers and vehicle associated costs that
month can be calculated in the following way:

1. Hours that needs to be worked in order for revenue to reach same level as fixed cost

15000

65 ~ 56.6 hours

2. How many hours the month contains
30-24 =720 hours

3. Occupancy in time in order to reach breakeven

>6.6 0.079 = 7.9%
720 7T

Increasing the occupancy with 1% will result in the following increase in revenue and profit for a
month consisting of 30days:

265-0.01-24-30-12 = 22896 SEK
Income/working hour per cost-center:

Calculated by taking the revenue from the financial statement and dividing it by the total amount of
worked hours. The goal is to be at 1050SEK giving the equation:

Revenue

= 1050 SEK
worked hours in each department

Errand /customer service week/person:

This is calculated by summarizing all customer errands during a week and dividing it by the service

personnel.
customer errands

- = errand per person
service personnel

The goal is to be at 120 errands per person per week. Assuming a month consists of four weeks, you get:

120errands - 4 = 480 errands per person a month
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Every month 595 hours are used in customer support and each hour cost 282SEK leading to a total
cost of:
595-282 =167 790 SEK

The average cost for one errand can be calculated in the following

167 790
errands during month

= cost per errand

If the number of errands during that month then is 480 per person, the average cost per errand will be:

167 790
480 - customer personnel

= average cost per errand

Today approximately 2.5 people are working within customer service, giving the cost of

167790 167 790
480-2.5 1200

~ 139.83 SEK per errand

Currently the number of errands per week is between 250 and 280. Assuming a month with four
weeks, two with 250 errands and two with 280 errands the total amount of errands is:

250:-2+ 2802 =1060 errands

In that case the average cost per errand will be

167 790
1060

~ 158.29 SEK

Number of piece picking a month/worker and in total:

To calculate the piece pickings a month per worker you need to first calculate the average earning for
every piece pick. Here the average earning for every piece pick is 33 SEK. Calling the number of piece
picks (pp) and number of workers (w), the following equation for the monthly earnings is:

revenue per pice pick - pp - w = monthly earnings
The goal is to be at 1450 piece picks per worker a month. If that goal is met the revenue will be:
33-1450-w =47 850 SEK -w
In that case every worker working at the goal speed earns the company 47 850SEK each month.

Currently 8 people are working within the warehouse department, giving the following revenue each
month if the goal is met:
33-1450-8 =382 800SEK
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Cost of employees conducting the piece picking also needs to be taken in consideration in order to see
the profit related to this KPI. Then the profit equation related to this KPI becomes

33 -pp-w —w(worked hours per worker - hourly worker cost) = monthly profit

At AA Logistik they account for an average month in this department to consist of 21.4 working days
of 8 hours. The total amount of paid working hours each month per worker then is

21.4-8=171.2 hours

Every hour has a cost of 235SEK. Then the monthly cost for each worker is
171.2-235 =40 232 SEK
Plugging in these numbers in the profit equation above:
33-pp-w —w(40 232) = monthly profit

This means that for worker costs to be covered every worker needs to have an average monthly level of
piece pickings of

33-pp = 40 232 SEK

40232

= ~ 1219
pp 33

1 219 piece picks a month per person responds to an hourly rate of piece picks per person of

1219
171.2

~ 7.12 piece picks

After this point is reached every extra piece pick will provide an increased revenue of 33SEK.
If the goal of 1 450 piece picks is met it will respond to the hourly rate per person of

1450
171.2

~ 8.47 piece picks

Using the profit equation stated earlier the related monthly profit when 1450 piece picks per person a
month is made and 8 workers are piece picking is

33-1450-8 — 8(40 232) = 382800 — 321 856 = 60 944 SEK

Occupancy (income/m?):

Calling the average price per m? for (m?p) one can quickly calculate the earnings for this department
during a month the occupancy rate can be used in the following way:

m?p - total amount of m? - occupancy rate = monthly earning

39



Average earning for each m? of warehouse premises is 102SEK a month. The total amount of warehouse
surface is 13 000m?. Calling the number of m? used for storage for (m?w) this occupancy is calculated
as below:
m2u - 102SEK
13 000m2- 102SEK

= occupancy rate

The goal for the occupancy is to be at 160%. Showing below the occupancy at 160%

m2u-102

N 0% =
13000-102 160% = 16

This means that the m2u must be
m2u =13 000-1,6 = 20 800

If this occupancy rate is reached the company will every month approximately earn
20800-102 =2121 600SEK
For every 1% occupancy the company every month earns approximately

102-13000-0.01 = 13 260 SEK
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