Index

Account share, 552
Activities
assigning, to service department
costs, 98-110
estimates vs. allocations,
102-103
fixed vs. variable costs, 103-104
identifying activities and
mapping resource costs to
activities, 101-102
batch-level, 105
customer-sustaining, 105, 106
product-sustaining, 105
unit-level, 105
Activity-based costs, 35
transfer pricing and, 457-58
Activity-based cost (ABC)
systems, 61, 97-148. See
also Activity-based
management; Production
departments, assigning
Tresource costs to
assigning service department
costs to activities, 98-110
estimates vs. allocations,
102-103
fixed vs. variable costs, 103-104
identifying activities and
mapping resource costs to
activities, 101-102
case studies, 11348
customer profitability, analyzing,
158-60
designing the optimal system,
110-11

economic value added (EVA)
and, 520-23
new orders, 154-56
Activity-based management,
149-221
case studies, 168-221
customer profitability and, 158-60
elimination of products and, 163
kaizen costing and, 229
pricing and, 151-58
ABC costing for a new order,
154
demand curve estimation,
152-53
determining profit margins,
156-58
short-term pricing, 153
process improvement and
operations strategy, 161-62
product profitability whale
curve, 150
product substitution and, 160-61
redesigning products, 161
summary of, 163-64 .
technology investment and, 163
Activity cost drivers, 104-10
duration, 109-10
intensity, 109-~10
quantity of, 106-107
selecting, 108-10
transaction, 108-10
Agency costs, 678-79
Agency model, incentive
compensation and,
677-81, 770-72

Allocation of costs, activity-based
cost systems and, 6465,
102-103

Assignment

of resource costs to production
departments, 60-96
actual average cost, 68—69
attribution of costs, 63—-64
avoiding estimates and
allocations for cost
control, 6465
flexible budget for short-run
control of operating
expenses, 69-71
make-or-buy decisions and
cost assignments, 77
primary and secondary
activities, 72-73
reciprocal method, 74-81
reciprocal services, 73-74
service department costs, 61-63
service departments not
directly supporting
production output, 72
standard average cost, 67-68
of service department costs to
activities, 98-110
estimates vs. allocations,
102-103
fixed vs. variable costs,
103-104
identifying activities and
mapping resource costs to
activities, 101-102
Attribution of costs, 63-64
793
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Balanced Scorecard (BSC), 368-79
case studies, 380441
customer perspective, 368-70,
551-57
account share, 552
customer acquisition, 552
customer profitability, 553
customer retention, 552
customer satisfaction, 553
market share, 551-52
meeting customer’s
expectations, 553-57
diagnostic versus strategic
measures, 377-78
financial perspective, 368
internal business process
perspective, 371-74,
557-66
innovation measures, 564—66
process cost measurement,
561-62
process quality measurement,
561
process time measurement,
558-61
product development
measures, 565-66
quality, cost.of (COQ),
562-64
supplier relationships, 564
learning and growth perspective,
374-75
linking multiple measures to a
single strategy, 376-77
Batch-level activities, 105, 162
Batch-related costs, flexible budget
variances for, 448
Bill of activities, 161-62
Bill of materials, 161
Bonus pool
allocating, to managers, 691-92
establishing the size of the,
688-91
Bonus systems, 697
Bower, Joseph, 604605
Break-even time (BET), 566
Brown, Donaldson, 453, 500
Budgeting, short-term, 34
Business-sustaining costs, 22

Cannibalization, 607-608

Capacity costs, 37-38

Capacity-related costs, 451, 452,
456-60, 462, 475-77

Capital asset pricing model
(CAPM), 508

Capitalization, expensing versus,
509-513

Carnegie, Andrew, 2-3

Cash flow. See Discounted cash
flow (DCF) analysis

Cash flows, 43, 46

Cause-and-effect relationships,
Balanced Scorecard (BSC)
and, 376-77
Central management, 288-93 .
computational complexity of, 292
conservation of time of, 292
motivation for local managers
and, 293
training for local managers and,
293
Chaebols, 226
Chandler, Alfred, 289
Chrysler, 225-26
Coase, Ronald, 461-62
Committed costs, 13
reciprocal method and, 77
total cost function and, 16-19
Committed resources, 13
Common expenses, 66
activity-based cost systems and,

Compensation. See Incentive and
compensation systems
Concurrent design, 225
Constraints on production
multiple resources and, 3840
theory of, 37-38
Continuous improvement (kaizen),
13, 162, 607
profitability and, 40
Contribution margin (CM), 35
Controllable contribution, 451
Cost accounting equation,
fundamental, 65-66
Cost Accounting Standards Board
(CASB), reciprocal
method and, 74
Cost-based decision making, 222-87
case studies, 246-87
environmental, salvage, and
disposal costs, 238
life cycle costing, 236
quality costing, 237
Taguchi costing, 237-38
target costing. See Target
costing
Cost centers, standard, 294-95
Cost drivers, activity, 104-110
duration, 109-110
intensity, 109-110
quantity of, 106-107
selecting, 108-110
transaction, 108-110
Cost information, 12-13. See also
Cost-based decision
making
allocating short-term resources
and, 4043
Cost management, 7-8
Cost management systems, origins
of, 2-3
Cost of quality (COQ), 562-64

Costs. See also specific types of costs
equation, 65
Cost structure, example of, 14-15
Cost-volume-profit analysis, 24-27
Customer acquisition, 552
Customer profitability, 553
ABC for analyzing, 158-60
Customer retention, 552
Customers, target costing and,
224-25
Customer satisfaction, 553
Customer’s expectations, meeting,
553-57
Customer-sustaining activities, 105
Customized products, 99, 151, 152,
162
substitution of existing, lower-
cost alternatives, 160-61
Cutting capacity, 39 i
Cycle (throughput) times, 558-59

Decentralization (decentralized
units), 288
organization of, 293-98
discretionary expense centers,
295-97
investment centers, 297-98
problems of goal congruence,
300-301
profit centers, 297
revenue centers, 295
standard cost centers, 294-95
performance measure for,
298-303
externalities, 301-302
overconsumption of
perquisites, 302-303
Decision making, decentralized.
See Decentralization
Deferred bonus and compensation,
685
Demand curve, activity-based
management and, 152-53
Depreciation, return on investment
(ROI) and, 518
Design of products, 161
Diagnostic measures, in Balanced
Scorecard (BSC), 377-78
Direct labor costs, 4, 5, 99
Direct method, reciprocal services
and, 74
Discounted cash flow (DCF)
analysis, investment on
resources and, 594
excessively high discount rates,
595-97
risk adjustments, 597
short time horizon, 595
Discretionary costs, 448
Discretionary expense centers,
295-97
Disposal costs, 238



Divisional profit before taxes, 452
Divisional segment margin, 451-52
Dual-rate transfer prices, 460
DuPont Corporation, 6, 500, 508
Duration drivers, 109-110

Eccles, Robert, 462
Economic order quantities (EOQs),
559-60
Economic value added (EVA;
residual income),
506-509, 511-16
activity-based cost (ABC)
systems and, 520
case study, 532-37
leased assets and, 511-13
price-level adjustments and,
514-17
summary of technical
adjustments to, 520
Efficient lot sizes of one, 162
Elimination of products, 163
Employee capabilities,
measurement of, 56769
Employee productivity, measuring,
568

Employee retention, measuring, 568

Employee satisfaction, measuring,
567-68

Environmental costs, 238

Equal sales objective, production
planning and, 35-36

Equipment yield, 467

Equity theory, 683

Estimates

activity-based cost systems and,
102-103
allocations for cost control and,

64-65

Executive compensation, 676-77.
See also Incentive and
compensation systems

Expectancy view of behavior,
673-74

Experimentation, achieving
continuous improvement
and, 607

Externalities, performance measure
for decentralized units
and, 301

Facility-sustaining costs, flexible
budget variances for, 448
Financial control, nature of, 442
Financial measures of performance,
442-98. See also Balanced
Scorecard (BSC)
aggregate, 44243
case studies, 469-98
problems with, 46465
productivity measures that use,
465-67

profit, 44965
choosing a profit index, 450
common revenues, 452-53
controllable contribution, 451
divisional profit before taxes,
452
divisional segment margin,
451-52
short-run operating margin, 450
reasons for use of, 442
transfer pricing, 45364
activity-based costs used for,
457-58
domestic versus international,
463-64
dual-rate, 460
full costs and, 458-59
marginal-cost, 456~57
market prices and, 454-55
negotiated market-based price
and, 460-61
summary of practice, 461-63
variance analysis, 44349
Flexibility, as benefit of investing
in new resources, 606-607
Flexible budget variances, 44548
for batch-related costs, 448
for facility-sustaining costs, 448
for product-related costs, 448
for unit-related costs, 44748
Flexible costs, 13, 35
Flexible resources, 13
Floor space, less, as benefit of new
process, 603-604
Flowcharting (process mapping), 229
Ford Motor Company, 226
Forecasting incentive scheme, 773-76
Full-cost pricing, transfer pricing
and, 458-59
Functional analysis, 228
target costing and, 234
Function analysis systems
technique (FAST), 228
Future capabilities technology,
investing to develop. See
Investment to acquire
resources

Gainsharing plans, 695

Gantt, H. L., 5

General Motors, 225, 453, 675, 689

Goal congruence

performance measure for

decentralized operating
units and, 300-301

Golden handcuffs, 686

Groves mechanism, 777-79

Hewlett-Packard, 566

Honesty, individual, incentive and
compensation systems
and, 765-66
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eliciting honest revelation of
privately held beliefs,
77379

Incentive and compensation
systems, 673-763
accounting-based, evaluating,
688-92
allocating the bonus pool to
managers, 691-92
establishing the size of the
bonus pool, 688-91
bonus systems, 697
case studies, 708-763
equity theory, 683
expectancy view of behavior
and, 673
formal models of, 764-80
agency model, 770-72
balaricing incentive and return
considerations, 767-68
choosing the right manager
and the role of
information, 766—67
eliciting honest revelation of
privately held beliefs,
773-79
forecasting incentive scheme,
773-76
individual honesty and the
role of contract
monitoring, 765-66
information impactedness,
769-70
insurance against uncertain
events, 779-80
moral hazard problem, 769
Soviet incentive model,
773-76
standards and budgets,
problems of obtaining
information for, 768-70
wealth, leisure, and risk
attitudes, 764—65
gainsharing plans, 695
important attributes of, 681-95
intrinsic and extrinsic rewards,
674
labor-related plans, 696-97
monetary compensation plans,
684-88
cash or stock awards, 684-85
deferred bonus and
compensation, 685-86
participating unit plans, 68788
performance shares, 686-87
stock appreciation rights and
phantom stock, 687
stock options, 686
overpayment of chief executives,
693-95
piecerate systems, 696



796 INDEX

Incentive and compensation
systems, (cont.)
short-term versus long-term

performance measures,
692-93
tying rewards to performance,
675-81
executive compensation,
676-77
financial performance,
rewards based on, 675
group or individual
performance, rewards
based on, 675
nonfinancial measures of
performance, 676
principal-agent relationship,
677-81
types of incentives, 684
Indirect costs, 4-7, 22-23
Indirect labor, 97
Information asymmetry (information
difference), 76667
Information impactedness, 767,
. 769-70
Innovation, in generic value chain
model, 372, 374
Innovation measures, 564—66
Insurance against uncertain events,
779-80
Intensity drivers, 109-110
Inventory, reduced levels of, as
benefit of new process, 603
Investment centers, 297-98, 449
Investment to acquire resources
(new technology
investments), 593672
benefits invisible using traditional
cost systems, 602—603
case studies, 613-72
difficult-to-estimate benefits of,
604

difficult-to-quantify benefits of,
604-605

discounted cash flow (DCF)
analysis, 594
excessively high discount
rates, 595-97
risk adjustments, 597
short time horizon, 595
front-end investment costs,
600-602
less floor space as benefit of,
603-604
measuring all the benefits from
the new process, 603—605
organizational capabilities,
investing in, 605-608
cannibalization, 607-608
continuous improvement
(kaizen), 607
external integration, 605-606

flexibility, 606-607
internal integration, 606
quality improvements as benefit
of,

Kaizen costing, 222, 229-30
Keiretsu, 226

Labor-related incentive plans, 696-97
Labor yield, 466
Lead times, meeting customer’s
expectations of, 553-55
Leased assets, expense versus
capitalize option and, 511
Leisure, in formal incentive
models, 764-65
Leventhal, G. S., 683
Life cycle costing, 222, 236
Local managers
motivation for, central
management and, 293
training of, 293

McDonald’s, 693
Make-or-buy decisions, reciprocal
method and, 77
Management accounting
origins of, 2-3
recent developments in, 8-10
role of, 1, 12-13
Manufacturing cycle effectiveness
(MCE), 559
Mapping resource costs to
activities, 101-102
Marginal-cost transfer prices, 456-57
Market prices, transfer pricing and,
454-55
Market share, 551-52
Material yield, 466
Matsushita Corporation, 502-504,
506
Merchant, Kenneth, 451
Michaels, J. W., 683
Monitoring, contract, 765-66
Moral hazard problem, 678, 766, 769
Motivation for local managers,
central management and,
293
Muiltiple resources, 38—40

Negotiated market-based prices,
transfer pricing and, 460-61
New orders, ABC costing for,
154-56
Nonfinancial measures of
performance, 443
rewards based on, 676

One-time orders, incremental costs
associated with, 153-54
On-time delivery (OTD), 554-55

Operating expenses, flexible budget
for short-run control of,
69-71

Operating margin, short-run, 450

Operations process, in generic value
chain model, 372-73

Opportunity costs, 37-38

Organization for Economic
Co-Operation and
Development (OECD),
463-64

Owens Coming, 226

Participating unit plans, 687-88
Patton, Arch, 682
Performance
financial measures of. See
Financial measures of
performance
nonfinancial measures of, 443
Performance drivers, Balanced
Scorecard (BSC) and,
377
Perquisites, performance measure
for decentralized units and
overconsumption of,
302-303
Phantom stock, 687
Piecerate systems, 696
Planning, short-term, 34
Planning variance, 445
Postsales service, in generic value
chain model, 373-74
Price-level adjustments, return on
investment (ROI) and,
514-17
Pricing
activity-based management and,
151-58
ABC costing for a new order,
154
demand curve estimation,
152-53
determining profit margins,
156-58
short-term pricing, 153
meeting customer’s expectations
of, 556-57
short-term, activity-based
management and, 153-54
transfer, 45364
activity-based costs used for,
457-58
domestic versus international,
463-64
dual-rate, 460
full costs and, 458-59
marginal-cost, 456-57
market prices and, 454-55
negotiated market-based price
and, 460-61
summary of practice, 461-63



Principal-agent relationship,
incentive compensation
and, 677-81, 770-72
Process, operations, in generic
value chain model, 372-73
Process cost measurement, 561-62
Process improvement, 38, 161-62
Process mapping (flowcharting), 229
Process quality measurement, 561
Process time measurement, 55861
in service industries, 560-61
Procter & Gamble SKUs (stock-
keeping units), 12
Product design, 161
target costing and, 223-26, 228,
229
Product development, measures
for, 565-66
Production departments, assigning
resource costs to, 60-96
actual average cost, 68—69
attribution of costs, 63—64
avoiding estimates and
allocations for cost
control, 64—65
flexible budget for short-run
control of operating
expenses, 69-71
make-or-buy decisions and cost
assignments, 77
primary and secondary activities,
72-73
reciprocal method, 74-81
reciprocal services, 73-74
service department costs, 61-63
service departments not directly
supporting production
output, 72
standard average cost, 67-68
Production planning
cash flows and, 43, 46
equal sales objective and, 35-36
resource use and, 43
short-run profit objective and, 37
total sales objective and, 36
Productivity measures, 465-67
Product planning, 222, 223
target costing during. See target
costing
Product-related costs, flexible
budget variances for, 448
Product substitution, 160-61
Product-sustaining activities, 105
Profit (profitability)
assets employed related to, 499
continuous improvement and, 40
customer, 553
activity-based management
and, 158-60
as measure of performance,
449-65
choosing a profit index, 450

common revenues, 452-53
controllable contribution, 451
divisional profit before taxes,
452
divisional segment margin,
451-52
short-run operating margin, 450
reengineering and, 40
short-run, production planning
and objective of, 37
whale curve, 150-51
Profit centers, 297, 449
Profit margins, determining, 156-58

Quality
cost of, 562-64
improvements in, as benefit of
new technology
investments, 604
meeting customer’s expectations
of, 555-56
Quality costing, 237
Quality function deployment
(QFD), 228

Rappaport, Alfred, 692
Reciprocal method, 74-81
algebraic basis for, 80-81
committed costs in, 77
economic insights of, 76
make-or-buy decisions and cost
assignments in, 77
Reciprocal services, 73-74
Redesigning products, 161
Reengineering, 13
profitability and, 40
target costing and, 229, 235
Residual income (RI), 506-509
Resource costs, assigning to
production departments,
assigning resource costs
to, 60-96
actual average cost, 68—69
attribution of costs, 63-64
avoiding estimates and allocations
for cost control, 64-65
flexible budget for short-run
control of operating
expenses, 69-71
make-or-buy decisions and cost
assignments, 77
primary and secondary activities,
72-73
reciprocal method, 74-81
reciprocal services, 73-74
service department costs, 61-63
service departments not directly
supporting production
output, 72
standard average cost, 67-68
Resources
computing the cost of, 21
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investment to acquire. See
investment to acquire
resources (new technology
investments)
short-term, cost information and
allocation of, 4043
Resource use, 35
production planning and, 43
short-term, optimizing, 35-37
Return on investment (ROI), 6,
466, 499-550
case studies, 532-50
danger of, 504-505
depreciation method, 518-20
economic value added (EVA)
and, 506
expense versus capitalize option,
509-13
historical perspective on,
500-502
leased assets and, 511-13
Matsushita internal capital
system and. 502-503
price-level adjustments and,
514-17
summary of technical
adjustments to, 520
technical shortcomings of,
505-506
Return-on-investment (ROI)
pricing, 157-58
Revenue centers, 295
Revenues, common, as measure of
performance, 452-53
Reverse engineering (tear-down
analysis), 227-28
Rewards. See Incentive and
compensation systems
Risk, in formal incentive models,
764-65
ROI (return-on-investment)
pricing, 157-58
Rucker plan, 695

Sales
equal sales objective, 35-36
total sales objective, production
planning and, 36
Sanford, C.. 683
Scanlon plan, 695
Scientific management movement.
3-6
Service department costs
assigning, to activities,
98-110
estimates vs. allocations.
102-103
fixed vs. variable costs,
103-104
identifying activities and
mapping resource costs to
activities. 101-102
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Service department costs, (cont.)
assigning, to production
departments, 61-63,
66-71
actual average cost, 68—69
flexible budget for short-run
control of operating
expenses, 69-71
primary and secondary
activities, 72
reciprocal method, 74-81
reciprocal services, 73-74
standard average cost, 67
common, 66, 98-99
measuring, 63-64
traceable, 66
Service departments, 60
not directly supporting
production output, 72
primary and secondary activities
of, 72-73
reciprocal services of, 73-74
Service industries, process time
measurement in, 560-61
Services, calculating the costs of,
18-21
Shirking, 766
Short-run operating margin, 450
Short-run profit, production
planning and objective of,
37
Short-term budgeting, 34
Short-term planning, 33, 34
activities, resource use, and
costs, 35
budgeting operations and, 4346
cost information and allocation
of short-term resources,
4043
multiple resources and, 3840
opportunity costs, capacity costs,
and the theory of
constraints, 37
optimizing the use of short-term
resources, 35-37
Short-term pricing, activity-based
management and, 153-54
Short-term resources, cost
information and allocation
of, 4043
Sloan, Alfred, 453, 677, 689,
691-92
Soviet Union, incentive model in,
773-76
Standard cost centers, 294-95
Standards, problems of obtaining
information for, 768

Step method, reciprocal services
and, 74

Stock appreciation rights (SARs),
687

Stock award compensation plans,
684
Stock options, 686
Strategic job coverage ratio,
568-69
Strategic measures, in Balanced
Scorecard (BSC), 377-78
Substitution of products, 160-61
Suppliers
relationships with, 564
target costing and, 225-26
Support departments. See Service
departments

“Taguchi costing, 237

Take-back costs, 238
Target costing, 222-36
comprehensive example of,
230-36
functional analysis, 234
reengineering, 235-36
value engineering and,
233-34
customer orientation and,
224-25
process of, 225-27
quality function deployment
(QFD) and, 228
reengineering and, 229
team environment of, 225
tear-down analysis (reverse
engineering) and, 227-28
at Toyota Motors, 227
value engineering (value
analysis) and, 228-29
Target ROI pricing, 156-58
Taylor, Frederick, 4
Tear-down analysis (reverse
engineering), 227-28
Technology investment, 163
Throughput time (cycle time),

Time. See Process time
measurement

Total cost function, 16

Total sales objective, production
planning and, 36

Toyota Motors, target costing at,
227

Traceable service departments,
66

Training, for local managers, 293
Transaction, 108-110

Transfer pricing, 453-64
activity-based costs used for,
57-58
domestic versus international,
463-64
dual-rate, 460
full costs and, 458-59
marginal-cost, 456-57
market prices and, 454-55
negotiated market-based price
and, 460-61
summary of practice, 461-63
Truth-inducing budget scheme
limitations of, 775-77
for resource allocation decisions,
777-19

Uncertainty, in Soviet incentive
. model, 774-75
Unit-level activities, 105
Unit-related costs, flexible budget
variances for, 447
Units of service provided, cost per,
17-21 _
calculating the costs of services,
18-21
short-run vs. long-run costs,
17

Unprofitable products, elimination
of, 163

Unused capacity costs, 5,
23-24

Value chain model, generic,
371-73
Value engineering, target costing
and, 233-34
Value engineering (value analysis),
228-29
Variance
flexible budget, 445-48
planning, 445
Variance analysis, 44349
case study, 469-73
role of, 445
Vertical integration, transfer
pricing and, 462-63

Waste disposal costs, 238

Wealth, in formal incentive
models, 76465

Weighted average cost of capital
(WACC), 508

Whale curve, product profitability,
150

Winding up costs, 238
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