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Uncertain Times

ÅUnpredicted Economic Growth in 90ôs.

ÅFall of the Dot.coms.

ÅEffect on/from communications industry.

ÅDownturn in full swing by 2001.

ÅSales decline in most sectors.
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The Purpose of For-Profit Companies

ÅCreating economic value for shareholders

ÅMaking money, both now and in the future

ÅMaximize the return to investors, both now 

and in the future
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Investment Analysis

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

Investment H $250,000

Investment I $250,000

Investment J $250,000

Total $2,500,000 15.0% $375,000
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Investment Analysis (cont.)

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 I $250,000 6.0 % $15,000

Investment J _________ _________ _________

Total $1,000,000 4.5% $45,000
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Investment Analysis (cont.)

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

Investment H $250,000 24.0% $60,000

Investment I $250,000 6.0% $15,000

Investment J $250,000 19.0% $47,500

Total $2,500,000 15.0% $375,000
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Investment Analysis (cont.)

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

Investment H $250,000 24.0% $60,000

Investment I

Investment J _______ _______ _______

Total $1,000,000 24.3% $242,500
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The Cost/Pricing Relationship

Cost does not determine price, the 

market determines price - cost 

determines whether a company wants 

to sell at the market price.
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Profit Analysis

Market Price

Potential Profit
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Profit Analysis (cont.)

Market Price

Potential Profit
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Profit Analysis (cont.)

Market Price

Potential Profit
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Shortcomings of Traditional Cost Information

Begin with historical costs as recorded in ñthe 

booksò for future historical costs as projected 

in the budget.
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Shortcomings of Traditional Cost Information (cont.)

ÅBegin with historical costs as recorded in ñthe 

booksò or future historical costs as projected in the 

budget

ÅFocus on ñfully-absorbedò costs
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Shortcomings of Traditional Cost Information (cont.)

ÅBegin with historical costs as recorded in ñthe 

booksò or future historical costs as projected in the 

budget

ÅFocus on ñfully-absorbedò costs

ÅOvergeneralize relationships between costs 

incurred and the process and products that cause 

them
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Activity-Based Costing

Activity -based costing is a conceptual 

basisfor creating an economic modelof 

a business that will provide it with the 

accurateand relevantcost information it 

needs to support sound business 

decisions of all types.
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Activity-Based Costing (cont.)

Products and services cause activities and those

activities cause costs.
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Activity-Based Costing (cont.)

ÅProducts and services cause activities and 

those activities cause costs

ÅAssociate costs with the activities that make 

them necessary and accumulated activity 

costs with the products or services that 

make them necessary
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Basic ñABCò Cost/Activity Flow

Costs

Products

&

Services

Activities
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Basic ñABCò Cost/Activity Flow (cont.)

Costs

Products

&

Services

Activity

CostsActivities



20

Basic ñABCò Cost/Activity Flow (cont.)

Costs

Products
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Services
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CostsActivities
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Effective ñABCò

ÅUse costs that are defined and measured 

properly.

ÅAccurately represent the relationships 

between products, services, costs, and 

activities, and be used in appropriate ways.

To be effective ñABCò musté
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Effective ñABCò (cont.)

to be effective, ABC must also be bi-directional

costs to activities to

products/services

and

products/services to

activities to costs
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Activity-Based Costing

costs to activities to

products/services

for fully absorbedcosts

and

products/services to

activities to costs

for incrementalcosts
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Effective ñABCò

To be an effective ñABCò you must be able 

to use costs that are defined and measured 

properly.
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The ñDeadly Virusò of GAAP

ÅRetroactive/prospective balance sheet adjustments

ÅExpenses that are really investments

ÅExpenditures that are not made

ÅDepreciation

ÅCosts cycles that are not annual

ÅVolume and mix of activities

ÅThe difference between ñactualò and ñrealò
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The ñDeadly Virusò of GAAP  (cont.)

ÅExpenses that are really investments

ïmarket building outlays

ïdeveloping capabilities or information

ïexperience curve inefficiencies

ïñup frontò engineering/development costs
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The ñDeadly Virusò of GAAP (cont.)

ÅExpenditures that are not made

ïresearch and development

ïrepairs and maintenance
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The ñDeadly Virusò of GAAP (cont.)

ÅDepreciation

ïfocusing on ñsunkò costs

ïignoring costs to ñbe sunkò in the future
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The ñDeadly Virusò of GAAP (cont.)

ÅVolume and mix of activities

ïthe ñdeath spiralò

ïthe inverted ñdeath spiralò
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Effective ñABCò

To be an effective ñABCò you musté

Accurately represent the relationships 

between products, services, costs, and 

activities.
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Variety Corporation

Variety Corporation Costs

Variety Corporation Cost Objectives
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Categories of Costs/Activities

Throughput or Direct Costs
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Variety Corporation

Throughput

or Direct

Costs

Variety Corporation Costs

Variety Corporation Cost Objectives
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Categories of Costs/Activities

ÅThroughput or Direct Costs

ÅThroughput or Direct Cost Support Activities
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Variety Corporation

Throughput or

Direct Cost

Support
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Categories of Costs/Activities

ÅThroughput or Direct Costs

ÅThroughput or Direct Cost Support Activities

ÅDirect or Value-Adding Activities
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Variety Corporation
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Categories of Costs/Activities

ÅDirect or Value-Adding Activities

Set-Ups

Variable Crew Sizes

Islands vs. Capability Pools vs. Systems

Cells & Lines vs. Clusters

In-Process Movement and Storage
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Categories of Costs/Activities (cont.)

ÅThroughput or Direct Costs

ÅThroughput or Direct Cost Support Activities

ÅDirect or Value-Adding Activities

ÅEvent or Transaction Activities



40

Variety Corporation

Throughput or

Direct Cost

Support

Activities

Direct or

Value-Adding
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Event or

Transaction
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Throughput

or Direct

Costs

Variety Corporation Costs

Variety Corporation Cost Objectives
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Categories of Costs/Activities

ÅEvent or Transaction Activities

Orders

Shipments

Releases

ECO

AQP

Set-Ups

Moves

Line Item

Units

Batches

SurrogatesEvents or

Transactions

Can be

ñweightedò or

ñunweightedò
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Categories of Costs/Activities (cont.)

ÅThroughput or Direct Costs

ÅThroughput or Direct Cost Support Activities

ÅDirect or Value-Adding Activities

ÅEvent or Transaction Activities

ÅMarket or Customer Support Activities
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Variety Corporation Costs

Throughput or

Direct Cost
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