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Uncertain Times 1 0

AUnpredicted Econo
" A Fall of theDot.coms
A Effect on/from communications indust

— A Downturn in full swing by 2001.

A Sales decline in most sectors.



The Purpose of FoiProfit Companies 1 0

i} A Creating economic value for shareholders
A Making money, both now and in the future

'] A Maximize the return to investors, both now
3 and in the future



Investment Analysis

D

Investment
Amount Return % Return
Investment A | $250,000
Investment B | $250,000
Investment C | $250,000
Investment D | $250,000
Investment E | $250,000
Investment F | $250,000
Investment G | $250,000
InvestmentH | $250,000
Investment | $250,000
InvestmentJ | $250,000
Total $2,500,000; 15.0% $375,000




Investment Analysis (cont.)

I

Investment

Amount Return % Return
Investment A | $250,000 -4.0% -$10,000
Investment B
Investment C | $250,000 12.0% $30,000
Investment D
Investment E | $250,000 4.0% $10,000
Investment F
Investment G
Investment H
Investment | $250,000 6.0 % $15,000
Investment J
Total $1,000,000 4.5% $45,000




Investment Analysis (cont.)

I

.

Investment
Amount Return % Return
Investment A | $250,000| -4.0% -$10,000
Investment B | $250,000| 30.0% $75,000
Investment C | $250,000| 12.0% $30,000
Investment D | $250,000| 23.0% $57,500
Investment E | $250,000 4.0% $10,000
Investment F | $250,000| 20.0% $50,000
Investment G | $250,000| 16.0% $40,000
InvestmentH | $250,000| 24.0% $60,000
Investment | $250,000 6.0% $15,000
Investment J $250,000| 19.0% $47.500
Total $2,500,000 15.0% $375,000




Investment Analysis (cont.)

I

Investment

Amount Return % Return
Investment A
Investment B | $250,000 30.0% $75,000
Investment C
Investment D | $250,000 23.0% $57,500
Investment E
Investment F | $250,000 20.0% $50,000
Investment G
InvestmentH | $250,000 24.0% $60,000
Investment |
Investment J
Total $1,000,000| 24.3% $242,500




The Cost/Pricing Relationship F@

-

Cost does not determine price, the
market determines pricecost
determines whether a company wants
to sell at the market price.



Profit Analysis 00
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~ Profit Analysis (cont.) I 0

e
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Profit Analysis (cont.)

D

Jobs Won

A

\4
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A
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Shortcomings of Traditional Cost Information FQ

v\Begin with historic
bookso for future h
In the budget.

f
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Shortcomings of Traditional Cost Information (cont.) F@

¢
H ABegin with historical
\

bookso or future histo
budget

AFocus oanbsicfrubddyd cost s

f
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Shortcomings of Traditional Cost Information (cont.) F@

ABegin with historical
bookso or future histc
budget

-

AFocus oanbsicfrubddydo cost s
” A Overgeneralize relationships between costs

Incurred and the process and products that caus
them
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Activity-Based Costing 1 0

-' Activity -based costing iIs@nceptual
basisfor creating areconomic modedf
a business that will provide it with the
accurateandrelevantcost information it
needs to support soubdsiness
} decisions of all types.

15



Activity-Based Costing (cont.) F@

A

K

Products and services cause activities and th
activities cause costs.

f
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Activity-Based Costing (cont.) F@

" A Products and services cause activities ar
those activities cause costs

A Associate costs with the activities that m:
‘, them necessary and accumulated activity
| costs with the products or services that
make them necessary
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&
Service
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&
Service
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Ef fective AABCDO Ieh

:

To be

effecti ve n

A Use costs that are defined and measure

properly.

A Accurately re
between proc

oresent the relationships
ucts, services, costs, and

activities, anc

be used Iin appropriate we
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Effective AABCO ( co dgP

.’ to be effective, ABC must also be-directional

costs to activities to
products/services
” and
products/services to
activities to costs
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Activity-Based Costing

I

COStsS to activities to
products/services
for fully absorbecdcosts
and
| products/services to
” activities to costs
for Incrementalkosts

.
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Effective AABCO 1 0

1
f

To be an effective
to use costs that are defined and measur

properly.
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The diDeadly Viruso &g

A Retroactive/prospective balance sheet adjustm
A Expenses that are really investments

A Expenditures that are not made

A Depreciation

A Costs cycles that are not annual

ir A Volume and mix of activities

d AThe difference bet wee
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The diDeadly NVNiwouso &

A Expenses that are really investments
I market building outlays
I developing capabillities or information
| experience curve inefficiencies

” iAfup fronto engi nee

-
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The fiDeadly Niruso &

A Expenditures that are not made
I research and development
I repairs and maintenance
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The fiDeadly Nirtuso &g

A Depreciation
iIfocusing on nsuntk
il gnoring costs tc
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The fiDeadly Nituso &P

A Volume and mix of activities
ithe ndeath spir
iIthe 1 nverted nd
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Ef fectiive AABCO Ieh

To be an effecti

Accurately represent the relationships
between products, services, costs, ar
activities.
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Variety Corporation

D

Variety Corporation Costs

¥ .

Variety Corporation Cost Objectives
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Categories of Costs/Activities I 00

Throughput or Direct Costs
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Variety Corporation

I

Variety Corporation Costs

Throughput
or Direct
Costs

Variety Corporation Cost Objectives
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Categories of Costs/Activities 1 00

—

-

A Throughput or Direct Costs

A Throughput or Direct Cost Support Activiti
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Variety Corporation

D

\

Variety Corporation Costs

\‘
\ 4
Throughput gr
Throu_ghput Direct Cost
or Direct
Costs Support
Activities

Variety Corporation Cost Objectives
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Categories of Costs/Activities I 0

' Q A Throughput or Direct Costs

" A Throughput or Direct Cost Support Activitie

A Direct or ValueAdding Activities
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Variety Corporation

D

:

Variety Corporation Costs

A\ 4 A\ 4 \ 4
Ut Thr_oughput arl Direct O.r
. Direct Cost | |alue-Adding
or Direct Support L
B osts pp Activities

Activities

Variety Corporation Cost Objectives
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Cateqories of Costs/Activities

I

¢

4

A Direct or ValueAdding Activities

SetUps
Variable Crew Sizes
Islands vs. Capability Pools vs. Systen
Cells & Lines vs. Clusters
In-Process Movement and Storage

1S
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Categories of Costs/Activities (cont.) 0

1

A Throughput or Direct Costs
A Throughput or Direct Cost Support Activitie
A Direct or ValueAdding Activities

A Event or Transaction Activities
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A

K

Variety Corporation

I

Variety Corporation Costs

A 4 A 4 \ 4

Direct or

=

Throughput 0

Throughput Direct Cost ) Event or
or Direct Subport Value-Adding| | 155action
Costs PP Activities Activities

Activities

Variety Corporation Cost Objectives
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Cateqories of Costs/Activities

I

7

s

Orders
Shipments
Releases
ECO

AQP

1

Events or
Transactions

A Event or Transaction Activities

SetUps
Moves
Line Item
Units
Batches

1

Surrogates

\

—~—

Can be
Awei ght e
Aunwei gh
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Categories of Costs/Activities (cont.) 1 0

¥ .

A Throughput or Direct Costs

A Throughput or Direct Cost Support Activitie:
A Direct or ValueAdding Activities

A Event or Transaction Activities

A Market or Customer Support Activities
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Variety Corporation Costs Ieh

Variety Corporation Costs

e ’
RS

A 4 A 4 A 4 \ 4

Throughput 0

I i Market or
Throu.ghput Direct Cost Vaﬁf:;girn Event or Customer
or Direct -AAdING! | Transaction
Costs Support Activities Activities Support
Activities Activities

Variety Corporation Cost Objectives
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