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3 'turn leads to“wrang &ec1sionn being made with respect to prlcmng, }i

'*{ iand to which praducts ta pro&ote and divest. w1th.adverse effectaff;

7fdfon a company & eompetitive pﬁsltlonn ~1V
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; _may result 1n a company 1asimg co-petitive adge nr even.failing
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"5_fﬂThe I;teratura surVey @xamiﬁes zern base budgeting and 1}?f
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possib;lity of a program s disnantlenant tha iasue nf ata

d necessity ;s forced to he examzned (Sarsfleld, 19?31 and thza

-f-¢onventional budgeting 13 that tha rev;gw procaaa f;equently

o L e G S o
LIS AL | 3 . . B N

0_.

2

_?}.Guv:ndaraaan 1zpas,p39) say "Both intuitively and tﬁanreticalir,-
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Land averhead management (MorraW’and ﬂonnolly, 1981). Tha
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-yﬁ assuﬁé that a hzgh percentﬁge uf costs are comprzaed of labour,_;J

12(198?) actually used their cnsting system fqr @ricmng which
_*cooper (1989) 1nd1cates is aympmomatzc of nbsq&ete cbsting@?i

__syatama._ Frnnk,_F;aher and ﬁilkxe'(issal po;nt Jut thet the ’f_f  ?1 

'Qunquestzoned when & plant is highly yruf;table. Huwevér when

 _shnrtfa11a of traditional cosﬁing aystams becama apparant,-

resultﬁ 1n budgets haing reduce& on r parcentage haﬂlﬂ’b?@r aaat

centres (Sephtan and Hard, 1990} wharaég ZBB ranks°th§_1mpqrtahce_3

"‘.. S e 2

§ au P

The 11terature concurs that manufacturlng at?uctures hsve chamged '

T

. jfemergence of “Just 1n tima” (Jf%) manufacture, total quality

| ;approach {nugdale, 1990&), shart prbduct 1i£e cy&lea (Jnhnsop and

s

-

' and praductsgare costed by’ Tirst allocatiug labour hours to- each

I =

 =fproﬁuct and thereaftex%aﬁfpcating overhamd&,on a similar basia.

.'J'

" _'However Worthy (1987) aumraJi Drury (1939) say that labour :.?a now a
 sma11 percentage af costa and that overhaada have increased

"~;dramatically with the rﬁault th&t the méthoda uaed ta- allnaate

Y 0..

costs amnng dxfferent praducts are redungant {Worthy, 198?} and )
"ifprnéuct costs are skawed (Googar and Kaplan, ﬁﬁﬁﬂa, Seed, 1@90).3

*'~ﬁn1y axx anmpanies nut of the th;rty twu researghad hw Mankey

'dacfbianal purposes and assumptlons af P coating ayatem are. - f%ff;ft

' ‘margins reduce ur prafits are sgueezed the peed far accurate

- product cost 1n£ormation 18 critical (Cnoper, 1989) and again the .

. U




.  #TiAct1VitY based cnstxng {3337 renaﬁnlaes th&t ovarhﬁ?ds are _
.°5 fre1ﬂt&d to Products igﬁa mors ¢omplex manner thah 1ghnur hﬁuws

b s . .-c

o i’f’:fworked or. vnlume throughput.- Ha.yda (1990.p52) says that "...

| ?};pverhead is incraasingly beznﬂ seen€as & contrlbutvr to praduct

}T?vaiue. nni jush a& a burdsn that has &qbbei'amearad’ acrosa

h;_prnduction on aamb arbitrary*haais._JfABc endeavaurw ta tie

“ﬁ'querhea&s an 'labuur to the praducts that cauae them.. Th@

EER

'Q;;actxvitxas‘ihat‘are driﬁen_by producta are deuaﬁad on, custs R

{ amp1nyed by thaae anaivitxss are pealed 1nta tke act1V1ty centre
e 1;7 . q" g

,,2'and theh the acti/ity eost ntre‘aa°allocatad ta praductz an the  f

; _ _u_ 'igcts cansam txou ar.use‘of the ﬂGﬁlVitY;l Thls
a .:'7jcoﬁsumpt1anﬁls fzeqneﬁt}y th] numglr ;f tranfact;ona %enerated by
”'“ ;:_;the pradnct, be it aat up tzmes ﬁr werk orders generated.: caoper 3 
'";i;f;; (1990c1 calls th;s a two tier allaqstion prucedumas Over and’
m;H :labove being a method tn m&re accnrataly cost uut produﬂtm, ~_   g§?f
'v:;factlvxty coating is also recommanded for cantrollzng and managing

';-costs by understand:ng=thf,evanta and actx”

;;ﬁa w?ich drive them

Lt

ﬂf(nugdale, 1990b) as it is activitd tes that uauae cnata, nqt
_ 7.

,;g; produata, and tharefure cost /;ntrol is beat achieved by manasing E

”;*&'ﬁv_;f:aativities (H&yda. 1990"Saphton and Ward, 1990).

o

'iﬁorter ilﬁﬁ?) diacuaaes cuat drmvers in tapms of strategies.such
J 1fgfras lower:ng costs by epanomiea nf acale ow laarning, Of ':”'_ _
'ﬁ_::_ftjexnpapolat;ng a company s vaiua Ghaln with the Judicious use of e
' i;f11nkugus and these serve ta raduce cost oy alternatively aptimls&

| '”expendzture by imprquing diffarantlﬁtlonu

Tﬁe literaturs QQ?Vded axg@inég'éost édmtrol firat from ﬁibéﬁibm .



SRR P

'--ua—urdxnataon and cantrul gf operatiana

1932)1 . .:_ .- o n ) . L

'.f_up prhgess thrbugh zawu hase hudgéting an& aecoﬁdiy axam;nes cost

.??managament#by studyang cnst driver ur act;v;ty costing Qhaory,_;;.

”7?$n integral part of managemant actavity is plannamg and bmdg&ts ff*T'

;ffare an imrartant tool in servxng that pianning funntmon

'i-fiﬁerchant, 1981}=

fTh& hudgetxns pwocass offerara tbnl to exylnre

. cost ralatianshxp_ aﬁd arranga them ta maximise perfnrmanae; “ﬁhe

”_;1nte111g®nt aost pl{j \mg (Hnrhgr@m. 19#2)._ % succesafﬁl cumpany
Jwill avaluate strateglc apﬁiﬂnﬂ (Ames, 198@) and ﬂrum thia aet
]lons tarF Btrategyn_ Gonﬂ buﬁgata 3re linkad to these 1nns term

' plana and reduced to qyantitatxvay shprt term targeta (Umpathy,
ﬁlgﬁ?‘ Ramanuaam & Venkahnﬁmap, 1987)‘_ A budgah assiats :

é .

Pugua {1988&,?57} ﬁtatas that u..budgats-cnmpel nlannxng... in
ihusineas and aak soma aueaﬁians_;jj;§ 7:fjff_s[;,3 o ' '

'--Agf"3what is tha cbjective af hhe busimass-~ whera-duea it

. plan: to gﬂ" _ A g |
;.r}-_;:hnw dqes it plan to aohieve 1ts oﬂaentzva?

| ; ;£' 7“h&t resburcas dﬂ?B 1t need? i: S

9

e i o o ' EEERTE
:_:how can 1t qﬁwordina&e the functions tn achmeve i&a I

g

e

f;und&ratanding nf exyense behavinur pattarns ar% key compananta in ?;;'f

v W

,$anagamant tn nhart 1ts eau{#e in advanjﬁ and fanilitates the ﬁ: ;i; ¢



 7V2:;éia viﬁﬁeﬂ aa-the foundatiun £nr many gthar hudgeta (Pogue,
)

: !?

teat new 1deaa, appraxse strategy and aalect thg bu&get option

| that 13 mnst likély t& aakieVE=buamneaa ohaeat1ves=(Arnald,;5:;=?;g7%"

%89)» ales”iim ganaral, 13 tha flrat,budSaﬁ tf $a;pr9parad aud
oA e

ﬁaﬁy}u\ﬁgom thera matarxal, labour, and prnduatiun coats sre j:h“_;;j

erived resulting in a cqntrihutinn from wﬁich fxxed exgenses are

daducﬁe& tﬁ arr;va &t aﬁ nperating prof1t‘ Wark;ng capztal 1%¢jgi;f

'7ﬂ~:reguiramants are calculatad nﬁ aales and resourﬁé actnvxﬁy and

"f:;by a comhinatioﬂ\nf “bottom np“ anﬁ "top &awn“ pxepara'

";-:nbjectives and performance rat;ns reqaxrad {e.

'._ particular1y Whﬁg‘the actual raaults are unfavaurabla when

' ¢omparafl ‘h@ budgat.

v

””7ifram thia cash row can be derivéa,- Figure 1 sf’a ﬂut thﬁ

R

';;prbéess uf budgat preparation.; Nﬁrmally budget_:ara arrivadoat '5;;

0!!

' (c&urchillg 1934}.. Managemegt tell subordmn&tes tha nvermll

rmfalea %

3

;ygexpanae levels, return an capxtﬁl), 1ina'ﬁanagers prayare and o
E.present their bu&gats, anﬂ then a nagotiated level of lalas, ¥ r**;”39

f;expenses, an& asaeta emplovad is agraad by taﬁ manmgememt.: The h”"“

I:'

,;11n& managera then addust tha1r budgets tijall within tha agreed

[N

.'.'.:_; . Lr ’
£

The budget serves aa a cratical aantrol.fﬁn&Q{?n as. it ie thﬁ
jreferenca pqant by which company performance and act;vity 15.:;:'”   |
-m&éﬁgr&d (ﬂtley*\197a'enowhill. 1987)*_ Mcat cnmpaniaa repart ﬂ-"7 ¢;?

'- antuai‘resm1ts aga;nat budgets and inveatigate variances,

N
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""perfarﬁdh in ﬁbe most cost afﬁective manner and ﬁhat they w;ll

 :af ag inputs tied ta functlons rathér than outputa tied ta

The llteraturq affirma that bu&gets are im@artant an& worthwhilaﬁ
and,ara a ﬂaaor contribu%inn to the plannﬁ;g and cnng%ol 'ff?:J t

C\ Q-'

£unctiuns of a aampanﬁ; A maJor criticism of huﬂgats hah been B
: ﬁwQ;-;y-yoz.
that ﬁhey tend ta ba extrapalatinna of yast pem;armance {aﬁ%s;-“ﬁ,sf%

1&89, Handen, 1983) aﬁd that budgets assumg that existing_

: expanses are nacessary, that activitlea ar functinns ara baiug

Guntxnue to he kcesﬂary and cmst effective (chéek, 197?1f ‘ﬂgméj;jff

\,_. .

af the weakneases o{ this type of hudget ara ?1ra$1y, %hat . _
hxstory has inbnilt inéfficiencles. ﬁor axample a prﬁduﬁt that U
wnﬁ onca_a prqfit maksr msy nqt be an today lankin, lsaSait

waa carried uut (Mordeng 1&%55 ehaek (19??) citea the exampza o

ﬁf‘of an organlsatinn staffing up with technzcians and yrnfasﬁio@als

N e x ._'t;i._re"_
tn & lavel of perfectidn aut nf all proport;un to the fign! e
ngeﬁs.l Secondly, anhi;b (198?) s&ys that budgets can areaﬁe ;Q?.,-

incnrrect reference 1eve15 and distort-meaauramants of aqmpapy'” ;?:gf

performance whgfb circumatances hawe ?hahged, Thia would alsn

‘é

: apply tu T budget whxch waa baaed on an organiaa&;onal atruqtnrs

%ngaded with laeffxcxencies and unneégksary mctivitias anﬂ

”uﬁctiona. Thirdly, Pxpenaes are. normally summariaed by
department, such as marketxng and finance, but mana&ament aunSt;ff e

know what thay re“getting for their mone;. Expensas are viewad2f,;;ff 

objectives (Gheek, 1977}, Fourthly, tha uutputs nf dppartmantgrff7 ;f¥

are not fully understoa& by managemen when raviewing a budgat "“g




R

a

”irfjaxamine egﬁlcienei:s'and structures autside of ths budﬁﬂt Wlth a

o view to \innova.tive change. Zere base’ W‘iﬂetinﬂ (ZBB’ is an

ﬁfﬁﬁ?ropqsed cuts 1n q;quﬁmtura {in ordﬁr jo imprqya yrofiﬁabiiat?}w §7x

'ﬂf'may vary from ona to tha uthgr.- Fuf%har the ant£¢$p&t;on og *his_,ff

-f:fdef1clanc1a$ Of trp

E attempt*to obviata thé’
aays Dermer (19??,p249],/re11e3 ”... an the laat p&g;o&  5 al f7~“-“"

'?fvframa pf refarance ratﬂér than ayarall analya;s and synthaa-_f_”

. _fﬁ_'{jmmger who- _' -j i exab
_ :f; Po1iﬁ}caE ma:: ' is e

”VfDean and cnwen (19?9&3 cansiden managqmant to he aware of the

:mtiqpal or 1ncramental budgatinsx_-They w;ll

:wqaknesﬁes af tradztional bﬁdgehigg 'hlch,
'3 '>¢ ’

=

'}z?Among qther thlnﬂa ZB# encourages Lnnnvative thinking and non e

:-{jconsiders ﬁrad1t1ona1 bu&getzng to'be unsuitable iﬂ aiﬂiné‘thia

CB

| .pmcaﬂat ;.I._.;._' o '_’- .

afﬁ...nrganlsation: tn admptata 3 changmng environment where ”ﬁ

e

i;acceptanca o exzsting expensesfstructures at low lavela in. the

E organ1sat1an and can thenafnre be used. aapa tnol to extrapalate_ V'=*

£

"3resonrcea and elzminate &uplicatinn.- Tha litgratura suﬁ&eyed

Duff% {1989,p158) aays that ZBB EMﬂWged as &' tool to asﬂlsh

/

o R T




: resaurces are becaming scarce. profita are being threatened and ’ff;%:
changes are accur;ng wlth 1ncreasing frequency._. ZBB was frinfﬁiféj

R

e

\

)developed to avercomm the daflciencxes of incremental hudgata

.'/ B

(Dean and ﬂdﬁ&n, 19393) as they built on th& pnawious\yearn

:l yerformanne amd were unable to éater fnr radical ahange. ;ig;:fff;;ﬁff

o

'Qz"cnntrplg ZBB emerged as a viahle techniqua ﬂor reduc;ns coata

S
S

L F

_ﬁith revenuas 1evalizng uff, nr with expenses runaxng out nf  i;

J_(Brawh, 1981) wmthout endangering operations and prasantlng

..vcted on the kagis of & cost versua benefit a  1ys;s.= Qverhead

’budget alternatlvas so.aa tu better aontrol uasts (Gowan and
;1ntangxb1e (cheek. 1973} and zBB 1s a suitable tedﬁnique ta

-varzoua technlquas had haeﬁHngalopad tu nasist prganisatzuns in
gﬁhexr quEEt fur cost. control ‘and ZBB drew on th@a% concewts. *w-;

Acenrdxng toﬁs“f;k }19?7) capital budgeting lﬁd to cash be:ng

“"'~<,' -

.Dean, 1979) Whilst peraonnal cnsts, far example, are direct andf?fi;

e

fvis;bla maat benaflts ﬂerived from thaxr @ifectzve operatian are

measure the %ffactivenass of thasa cQg{s.IImV"

: ,_ .

1_)' .

. value analysis forced managers who 1ncurrad A nat to work

%_fclosely thh the benefxclary of the sarv;ca and this encouraged a"-ff}

-.'Gost/benefit analysis.: The cht waa anly approvad if the

_ ?raceiving manager signed acceptahca. Proaect managemant focused nf"

ox evaluatiug and ranking outputs (or the value of rgsults).

Extarnal presaures forcing change, requirxqg cast cuntrol and

'  more effxcient resource allocation led to the emarfence of ZBB

~which can. assxst in han&lmng ‘these mﬂd1tiona1 requmrements.,-“

LA

-



' }gactiV1ty he gg;féspansible for and aék if they axe still

}ZBB 13 a pottom up aperaﬁang, planning and.budgetxng prncaash

_:~(Cheek, 19??) Whlch reqﬂ1res each manager tu re-gvnluate-each

' ;_necaasary or 1fﬁthay can be ra&uced or el:mxnated iPngue, 1934)*

ffI& forcas s austafacation af each cast nentra or lzne uf ¢aat

'*i'ff(pagrson and uiahﬁel, 1531) amd removes the xﬂplieﬁ riz t af
eal]:n

L B S

_(Hprden, 1586;._ Nanagars seak tn 1dent1fy what their uperations ff

a,existing activities to r&aexva continued resourcq ;gn_;f SR

'T "ara doing (Austxn amd cheak, 1979), set obgactivas and consider

jialtarnatxig ways of achievzng those dbjectivea ﬁmg;den, 193&)._.,; ;f

Alternativas are ﬁhen brnken Qan 1nto lheremental leVEls of
” N o i :_- X

Th& conaeguences of non-mpproval are deac-5'“'

'I_aasaased.

. _ _and Cheek, 19?9) ﬁﬁd thﬂ nhjectf%e. alternatzves and  3 .erant 'ng

:  1eVe18 necﬂssary to achieve each altarhative are summurz' ' an a . -

o _dacision package._ Thasa ate avaluated by aystamatic anabys&a and

'-' r9nked in nrdar of importance from which packages ara acceﬂted ox o

| deferraﬁ or eliminate& (Austln and Gheek, 19?&‘ Cheek, 197?).___ﬁf5u'
'fThe pmocess i& noDe complex than,that employad in incremental

2

lbu&get;ng and cheek (13??) anﬂ Austxn and’ cheak (1979) cans;der }f;x

L

|  _thst 1t neads tha sup@ort and eummrtment of top managenent ﬁ%
';fmake it work and that 1t ogerates hest iq @n environmant ﬁlth an
1.open, participativa management style 1n ﬁhich brnadar gaala are hf i ;
..oshared W1th tha rﬂnk and Qila. Th& various declsion packages aré -

aggragated and from this a consolldatad hudgat 13 prepared. Tkimn qii




'fsuah Y ﬂanner hhahwhanigemant can (a) evaluatﬁ it aﬁd rank it'r'

ii_;agaigst other act%yxtmea competxng fnr tha aamdfur iim1teq

'ﬁfiresources anﬂ (b) decida wh@ther to appgpve it cr:ﬂ;aappro?e mt \-
T-ﬁoperatlan for all posslble cost reduatxon and apevating

*575 d1scrnt1onaryipackaggs. ﬁ%gure z sets aut é sample &acisxa

T ie. This kin& of. farmat ancauraﬁes gﬁé mﬂnﬂger to s“’“tinlsa a““h "

'”llmpravements for hase and incremental packages. aa well aa ax&

€‘.

=5

-#ﬁf5jpackag? Pr&pared EY Gheek (19?3). Key criterion are g@lf . Tfffﬁg

" ;explanatnry - &escription af art;vity,(eaéb qg;dif?xculﬁy in

' apply1ng the activ;ty; tha antlczpated revenue versus thetnnst,-

.w"?%he intangible benefits and %;efcanseJnences nf nat acting.'«~Jﬂ

“'7- iF1gurea 3 ang- %Jﬁfrwm Austln

"cheek,” 19?9) reflect s decia_;j}‘.ff

L packaga firat at the lowast laéel necessary to prb%;de & aervlca;

 per Figure 3, and than;ﬁhe nddit;@nﬂl or inn%amental lavei of

-J

- _effgrt, per- Flgure &q neaessary“tn ganer&te add1txona1 Q%VSMH“ A,H_fj

IQ.AS the revenue exceeds the cost in Figure 4 th& ﬁeciazan paﬁkage

o is vmabla.; Howaver if there is ® Gﬂnstraint an the allocation oftﬁ@

,,,,,

“-:-.funds fnr ths campany as a whale thﬁn thzs qgcision pnqk&ge can

=Lbe gompared to others and rankaﬂ. A-standard-is set;to_allucatg:
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oints for each package and A aummlttaa uonveneﬂ to rank tha

-ﬁfj packages¢ 3igurq 5 {from chaak, f??) gats out an’ examwle of thegfff

' “ranking nrdar of gackages an&_w_.ch ones ware appwwVQd aad which :

“__._.__.:

_ _ 3ﬁppravad as thq;rﬁ’ggéuencea of. nnnra@proval cbuld ba that tha

Jzif"f?Premisas of the aampany ‘ave closad. nanking can B& mare cnmplax fﬁ;f

. ‘than indigstad-in~Figure-5._ 5ometimes multiple. &ﬁ uppused tu

'_'singla, ggkndards are used in th@ evaiuntion pracaﬁag ?ha

- probe
ﬂ“expendifure.- If expanses are aut by, eay.

E ;tn reduﬁe are more 1agically identafied aaﬂzm.ﬁ;éaé_hg

i ?J" b \‘ ;‘\'J.:D
'.?5%“;¢

.:_\_ _-_4,' s i i .
'ﬂ{;&f‘; : ¢
Vi

.:,superlor to th&,arhxtrﬁrx raductinna thmt cnn vocur iw.

'- Lincremanta1 budg#ting. '

.-_. 2.2.5 - A c tc .I -

w0 .-..-f

=a

'.ﬁ”

'ﬁustin and<6haek (1979 p?} sar "xf ZBB ia viawed meraly =1-Y a

'hudgetary pracems than an~dbvious benmfit would be ita ¢apah11ity;

R

! tn comtral overhead cnsﬁa._  By measuring banefits against cnst

t abvioua redun&anciea can. he 3ﬂant fied and alimanmte& (Gheek,

197?} and duplica%ion cmn be plnpaintad throughout the

e  nrganisation (Austin and chaek, 1977), ?irmﬁ hava been abze ta %fﬁﬁ

;iuse ZBB in order to achieve shnrt term cast cnntrol (nean and

_ anen, 1979b1. The Soﬂth&rag alifaraaa Edison Carparatiun

-'employe& zern baae operatio

'-Anderaon (1978) aaya that it masiate& in ﬁméucing peraopmel hy 98

1 plann;ng and budgeting nnﬁ

._.b. "__
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~_and promoting ongoing cost reductions..

'1i"con51derad to be applicabla to diraat production and nther

"'c'cannot be apglied to direct 1abour,-m

""'nver the arganisatxon (cheak, 197

J-better allocatiun of ite resourcea. Brown (lgsi) and nean &

G

_ Pyhrr (49?0 and 1976) aays that ZBB 15 best applxed to gérvice ﬁgf'”'

lfanﬂ aupport areas.. Duffy (19893 cancurs aqd says it ia nat

i

;.iflmanufacturing cuatsa, In this araa, say Austin snd Gheek (19?9), fﬂ ”
 ¥prec1ae and raadily obtainable pruductinn atandarqg ara availablef  '
_5£rom which caats can be deriVed wheraas thiu ia npt available ; ,_;3¢
]'fxbm Pe°ple and capital 1ntan51VB Prajeﬁts nnrmally fallina undar;h'&

_'the aegis of ovarhead aaats.. Howavar Pyhrr (19763 aaya thmt znn ff;;

3

_erzals”ana 6verhéada5;

';assoc&ated with produatzon obarations hqpause the easts o
'_aassocaatgﬂ\with production operations ara nat discretionary und ;
'7_there£ore no. benefit ‘can be obtained from increaaing 0r 1fﬂ:;3tf: i7f

fdaareasins theae expendxtures;_ Lavea (1957) @aya ZBB applieﬁ

' nnly ta non’ olume related expenditure.= Overheada are ranged

3 £

and ZBB can be appl;ed to_3

|  nvarhaads in the factory that are not Vblume related as muah as
 to markating and adm1m1strataon oVerheadm& Pyhrr (1970) Bays
. that non manufacturing expenaes constituted 25% of Texaa _'
:':_Inatrumanm's total budget whera he implamented the syatem._ A 10%:"

'_raﬂuctinn in costs, wathout sacrnficmng uutputs, would 1mp3ct[

materially on the nnmyany 8 perfﬁrmance.,_ 'y.ﬁ f- _.j}]

N The proqess in preparins and ranking decxslon packages .
_ _thearat1ca1ly should Enaure that only thnse costs maximising :

'haneflts are approved and, tharafure, a company wuuld enjoy a jﬂ_i*f'



-

: _7_ cowan (1979&) say that ZBB specxfiquly &Lma and(%hdblee a fﬁrm

' _'to allucate reaources to thusa oﬁ%r&tinns contributing tha mast

'"tha rwaponﬂe to a quastidnnaira confirmed that users faund that

and reaaszgning persannele, Suver amd Brown (19?7) say the nost

T effact1Ve hudget possihle shauld be auhieved aa each‘antivity of

 :an organiaation has heen scrutiniae& and then continued, madifiad

Cer discarded- e

: -d?evel‘d‘ped; _ Modified zsn asmmes that 80% of actuﬁi&, or pmviuus

HVbudget, expensas hre acceptabla and aero basing 1d applaed only .

or

 5avai1ab1e from these hybrida, the cumt, time and effort sre ';yngJ o

gmatly reduced by employgmg theﬁ. A m&aor a:n.m 91’ ZBB iB 'l'.n J

..budgating is emplayed far other areas cnnsxdared affective._'

;'Austin nnd Gheek (1979) aay that hecause ZBB as a decentral:aad
,procesa, mora peopl@ are involved and Lae and Shim (1984). Brawn
_(1981) and | Suver and Browu (1977) say tha& the mosh serious -

'rrnblems faczag the mero Base apprnach 13 the time“anﬁ,affort

 ta the remaaning 20 %e Perform&nqe auditing; as das¢ribed by

 Brown (1981), axaminea unly araaa'where queationa boneernzng

F

“effectmvenass, aconomy and . afficiency have awxsen. Eero base

-budgets are-carrxed ont in these-instancea. Imcrqmental

Whllst tha henefxta of'a tntal zero hagse budget are not all

ol L

j_prevent éxpenae paddmng but because ZBB is a buttom up proceSS

'flower level managars can play gamas by hidxng inﬁormatiun mnd

- ga_n .

 _-tn the organisation s goala. Austxn and Cheek {19?9) report that - i

”. _.tha major benafxt of ZBB has been ach:eved 1n raallncatzng funds'f=f*

-necessary tu énndnet-the pmeeénsg _For thas reasom~hybr1ds have-'“' -

IRI R
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-f&isguising inefiic1§nciqg (Suver and Brownflﬂﬂ?) Thus pad&ing, ff;f
;:thn$ can nccur in iﬂFramental bu&gating,?gmn also 0ccur in ZBB.  ;-37

:ﬂatruuturaa (Austin anq Cheek, 1979, Chew_{@f  

1

"3razso a strataslc pﬂrﬁosa in ZBB is to Eha%ﬁen th“ ““alytical :
'_skz.lls af managemant ?Ft, 311 levels and th(,ﬁs can be probi@m&tic ,,,if

f, managars ara 1nflexihie and aparate succfsafull? becnuae af ﬂi@mﬁ

Soma

.. ;1maginatiah has tu he &isplayad when uqhsidering alternatives in f;;{

 u:¥In,examining the applxcﬁt;on 6f ZBB ta localrgovernmant Gawen and
' : ;Dean (1979} axtad an 1n3banca whare it wns diff;cuit to prepara

R :and rank ﬂecisian packagqs fnr the staff and support aress

hecauso the;r output Waa snoremnve from the primary niasxan uf

‘_.]tha organxsatxon but then one cnwl?.\uaation why theae aativ;txea ;f'

'-*,could be Justxfaed at all.: Brawm 1% 31} cuﬁsiders that ouﬂyut
5

mgasurementa can be dlffigult to obtain fnr &1snretmonary

expenses although the methodnlogy of deﬁislﬁn packages wuuld

fcree the.$ﬁsue that tha expense is either redundant ar generatus f f

benafits.__ }3' _ 'jﬁ_j'{_ ' HZ_Q;' ﬁ,y f;  ’.._: _ ¢  _=3 “n-j

L

i

Tha main problam in’ ZBB woul& appaar to- be ths»wurk involvaﬂ aa a;f, 

=

AT ZBB is to operate smccessfully.

great deal af tima and thought at all Iavels has tn he axpendad

' Austxn and cheek {19?9,93) reproduca the findings o£ a aurvey hy

the American Managemant Aasociatzon which asked "what purpﬁsa ;*

””f4;2? &-1_'

oo



 ”'¢ ?iTo”battar alIncnte resources
. _ 1'?;57To imyrava daclsion making
'-f%]ﬁVf"

"th_;To reduce eqstalparsonnel

Lo T s T e Ty

does ZBB aerve in your oxganasatxon?“ Théifiﬁgingsfé&éJ¥1ﬁi{¢5 ;f*“ :

aummarzaed in Figura 6 balowg

.-w_+-? ;-qj fﬁ €}ia%fyj{;;@;f'“ ] 

- .whilat nnt alloc&ting a ramk the literature affirma tha abave

"'   resaurces ara hattar utilisedl- W&llxams ils&l) ag

.sumwrts the plmma (stx*atasm analysm} fumtiona af an L

'_oraanisatian._s_-f}*fffjﬁyur_ﬁbf T '  wf;g;{3:_* s

"Ibenefitsn Dean and Oowan (1979&) anﬂ Brown (1981) conf;rm that D

rmés thaﬁ

el
_,..

J?7&ecision making is imprnvq ]5nd Pyhrr (1970); Suver an& Brawn 55 '73':
'1(19?7} and.Dean and coWen leTﬁb) ccncur that ccsta an& parannnél
-fara reduced. Suver and Bruﬂ (197?) say that mmacallaneuua
:_banefits accrua by ensuring that aach d;acretionaryﬁcnst in an
'organisat;un is defined and categaris&d and that it a&ucatea nmw
,_emplayeea whu are anvolve& in ‘the budgeting PPO¢E$3¢ Dean an& 5{ 17 

.COWEE (19?9&) cansidar—tha ﬂaarah for alternatiVea t@ bﬁ a key ..: ?

: factor in the usa of ZBB; Finally @hzak (19?7% confirma th&t EBB B

L

ZBB endeavours to inforsm top mensgement why expenses spesincurred =

A

Ej_  §32£f¥f . S



'i vand what banefits are obtained from themf It assiaﬁg ;n nuttxnz

:   out r@&undant af duylxcated effnrt.; @yhrr {1973) and Oheek {19?3
’ff& 19?7} say thhk”ﬂlECTBtiﬂn&?y costa are of ﬁ:gnificance xn a

'”‘msnufacturzng organxsation because they prnvtde manggemant wath

f?p;th& 1eVerage it needs for affectlng prof;tability and therafare |

9 fftha.allacat;nn an&‘grxon1t1aatzanwaf theﬁa cnsta are 1nportsnt,

' 233 mathndalogy ahoul& assist in ensurlnﬂ that ravagréﬂgeneratxngm“-f

Li??overheadﬁ ara retaineda 1f‘not expanded, and thﬁ% redun&ant

- axpahditurv is eliminated. ZBB amargas fram thé 11taraturaeas?;h .

. ..‘_— \ a
. -syatamatic and formal mathod.to control aosts and allocate %&f'fyf_gt
?-7resour099 and appears ta be 'Bugﬁéibr to tha statistieal I
“a;axtrapubatlons that éan. be employed 1n traditionaI, ar //FHQX
" =1ncramanta1, budgetlnsu ;;fl_ﬁf"f3fj7ﬁ ' R o
2,81 Introduction . -
r :_The 1itera€ﬁre survey highlights an& reinfgrces that cost- -

atructuras withmn manufactwr;ng companies°have chnngad avar ﬁha-{f”:'
'  1mmt thirty years. Laboar is no longer the preduminant caat butii ;% 
-._,now rapresents only ® smsll portian of manufaeturing aosts .
.'.; (Love11, 1988‘ Sher;dang 1989)« An 1ncreaslng portxon af
*;fmanufacturing costa are fixed (Howell éﬂﬂ Snuey, 1987b) and _
‘]“markﬁtinga diatribut;on‘and gther ovarﬁead cu ng hava increaaed ;_3 f'
:&ramatically (nrary, 1588, Gooper and Kﬁplan, lgkgb) ﬁompanies:lf¢{ 
- have axpanded intonpraﬁucimg a wide range af products, aa : Tl

"cqmpared tn a.few products, and the overhead structure has




'I.\\. .. .

J,..ﬂ

,i.expahdeﬂ to servi&e thf& range of Praduata (JOhnsan and Kaplan, I
T:1987). If one assumea that the cost[produat strucbure ia nptidhl
‘.'  then the costing aystem needs to correctly allocate qverﬁghda to
f;;tha products that dr;ve tham. However many companigg gontﬁaue to

'“""'employ trad:.tional costing Bygt.emg (Goopar EM Kapliln; 1938‘!)

S L O '
'_-which operate on tha Fremlae that labaur ia 2 key'cost‘cumponent

' '.m manufacturinﬁ_ and that bace.usa i’actnry overhe&da are a slaall

o percan’tkge of cnsts they Gﬂﬂ be c““"a“iently allocateti tn

EY

' .produgts an the bns;a of 1abour hnurs (Johnsan and Kaplan, ff“fﬁ\i””""

98?)» Scme campaniea understanﬂ the limitatianﬂ inh@rent 1ﬁc9f:;_f f

o trad:mioﬂal coating aystem? and carry nut ad hoc exereisea ta

Qcarrlftly allocate ovarheads to products (Gooper, 1939§ iﬁ order

. to set b

"&etail. Ia alwzde prodncﬁ range and a high ﬁverhead structure .

111ng prmcea correctly, ActivitJ haaed coatxng {KHGY iﬁ

::a uew alt_ native to tra&xtionml costing whxch attempts to cateﬁ ;

(to mater for the ramge) neeessar:l.ly the right wm‘y t.o run a

A

'f businesa? Porter (1985) advocataa analysing inherent cast S

;.  for the cha_ge in cast atructure and is diacuasedxiater in ﬁnre L

Edriverg driving a busxness in order to maxnﬂaae profits. Authora .

_-such as Bellza-ﬁones-and Han& (1989). O Guin (1990}ﬂandwﬁaw$11
_an& Sbucy (198?&) advoaate focus ag & strategy to

: company in order to enhanca retumxs. S N

"-The purpose of thxa section is ta define cost &r%v;

3ﬂhow thgy 1mpact on’ the revenue, nu&t, volume and profit stnucture

I

e /ést:mztum a
R O

Ty
1A

T L

'Q? b axamme

'ﬁ"i

of a business and to eanaxder h&w an underatanding of tham‘can Ba f

1 empmoyed to rastructure a company tu explolt ﬁhem‘ Gnven that

Do
JemiP s .

-0 -

W



o overheads are a nacassary

them sre examlﬁaﬁ
Ta make and supply one ar many prodﬁuts ta a austnmer requ eg

some nf’ﬁll‘bf tha rasuurces deacr;bed in Figura ? whichr

represents the structure nf a tgp:cal manufacturing

urganiaatlon; Gost drivar thacry ex$m1nea how theae 1nterralate :f

."’1‘ -

'*u and hum salas and prlma inPuﬁ to salew dr;ve cnsts. ;ﬂff  uﬂff””

e oy

Drury (1989,p61) says that tha'f.nufarces'behlnd oVErhead cnata
are descr;hed as cnat drxvers.. CQnt driVers can be défined as

thaae activities or tranaactians that are s;gnlfucant

determlnants of casts. Rasourcea are consumed by actxvxties anﬁﬁ_ 

actxvities are cast dr1Vers. They’are thg cause of cu&t (Romana,  '

1sasaa. Wlth reapect to factory uverheads Innes and ﬁitahell
(1990,928) cunalﬂer ¢ost dr;vers to repres-nt “;a.a workload
factor relating to the actzvity whlch (a) has a strang uausal

relationahap Wlth actlvity aost an& (h) can he related to fv

spesiiic product lxnas._i It'ls actlvities that draw an ansts hnd”r;

C“

coated to the extent that they drsw an, or. crea&e, an activity

cost centre. A}ﬁ can 1nc1ude direct labnur as anothef averhgad

’

cost element 15 an arhzvity. McNair, Hosconm and Norris 11989)

- say that the dxrect 1abour/averhead dlstinctaon zs irrelevamt

: when axaminlng the value addlng cnmpanants nf a product. In ABG

4
s
S o

Q

2

s [

actxv;t;es ara &harefﬁr& the cost drlvers._ The activities 5 r\;;f E

turn exlst to serV1qa products &ﬁd therefura products naad tn b@thﬁ

e
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-   mpre datail." Th%se cost drivera aan &euinfluancaﬂ hy prnductsg

E *3.'--' S

.-;3averhaada cavér no% enly activities applicable tc tha faatnry but
L 7:expenaea such.aa marketm??fhnd dastributaon (Worthy, 198?)« ,__f;;,ff

Lo e

o Pcrtar (1985) vzaws the stratagxas 1hat m dgmpamy purauaa aa

fbaxng cast dr;veraag He ssys that there ara ten detenminamta and

R

-thsse are eaunomias of acale, learning am& apillnver, pmttern of.o:fl
f;5capauity utalisatiun, linkagea, anterrglahionahxps, 1ntegratinng ' _
'ﬁ?ftimlng, dasQretlnn&My pnlicieg 1ndependent af ather cosﬁ drivara, fjﬁ

| lac&timn and institutinn&l factora.j &ppan&ix & &1suummeﬁ tham in

'-jcugtomars and stratagy and he adVDeatas realignzmg thé r@suurcem : 

o

ofla camyanw tu maximise themc_f o c

o R AR
: I T S T
. Batause overheads were a smaller percentmge of*tata&'nnats*éﬁd

'"“allpcat@d on, s lmbuur bagia trmditional eosting has encautage@l

the use of marginwl aosting. Standgrd textbooka (aog,g-

jHﬂfﬂBran3197a§ undarstand the steppiqg effact aof fixed c@aﬁm but

-_asauma that decis;un making 13 relevmnt within a qertain ﬁeval nf {

'variable to increames in voluma. - AYL ather caata nre fixed

vnluma or achivity._ Materiala and dimeat 1abour are viaweﬂ aa
3 Qe

- (Piper umd Wallem 1990). Themfﬁra product. pmoi’;tabi];ity ia

i

| calculmted on sales 1ess materialm and direct casts» The 9rnfit K%

:aﬁ?thia atage i regarded as, o contribution ta fixed costm..-

'-Abéhwwtinn cnsting, which allncatam fixed custa tn prudueta un an g f

. eosto uannnt be altered the cnntributi¢n, 28 analyae& hyfmﬂrg.w\l

arbitrary basis, %a ardticised un tha grouuds that the allouat;om

28 },3;" .

of a Lixed cost to’ a product nay then reflact a 1oa- far that

-Opro&uat and therafara is likely tu ha discnntlmued._ &a fine&

L E

!e_ -

8.

o
i



&

"V’exenution nf - spaci&l s&les nrﬁar may well be margznaz' a the°

' 3'mnre complexj_ Far example a law vuluma produ¢ﬁ>requ1rimg

cqsting, will be 1ost and the*efure overall prafitaﬂility _gfjij

decz‘a&s@dn . o BT

o ,;;"-_-eaz-' }~,w__w-~-- .w:ﬂf";j'”--jf-&;jjjgg{',f%

T

-husinass and nat aauaa mn iﬁaraase in overhaad custs bu% &y ,1 f T

N

 'theorr acaepta that all—paata are variahle in the long tarm

o :prxnting will gEnerata actmvity in procurement and aﬁares in

e

nr&er ta catar far the dmes, ur;glnatlﬁn, inks and & mnltiﬁlicity

"___of parﬁs necasaary to support primﬁing. Wheraaa a hﬁﬁh voluman

j
but simpla, pra&nct wall mak@ Fow dﬁmanda on prnauremant anﬂn;‘“

on the ovéghea atru¢ture. sume aﬁatomera may purchaae frn@ga

companw on. a “‘“ﬁwactual basis with cumplax terma and nnnditxpna

:';of eale requiring detailad ndmznistration am& tracking by zhe

 for ths mctivity.- Whéreas nther«nustomars REY- raq&ira nothan&

Hore than an invoiua tharefure makins o unumual demaadﬁ on. th@

| '_'ywoducts, ¢ustomara and markets that crea&a the type oi uvarhaa&
o -structuraa &ascussed abava and therefore arrive ‘Bt reaiiaﬁic: -*-"
. rodu¢t, austomers and market profitnbilitlea,:5-ff;_*gf;”;5~53"": 3R
| i, a |  5;_i; -;g f _}Tﬁg?};[“;f;;jjp'v

3f’coﬁ%1muatiﬁn af ﬁhaxe smles will rﬁﬂﬁl$ in muppart depar%ments‘jf};j
g;fhemng expaaﬂed &o cater far the additiunal antiwiﬁg._ aoeh &riVQa ﬁ

(Howail and Soucy,. 1987b)- and that gost imterrelat&anahiga are c{;ff

1

::x-?f
f:atores logistics. Therefore changan in pruduct mihewill impact o

-f”companw which in turn wili create an ovarh&%d struature o cater g'"

f-admin;ﬁtrahion; B I T R ARC ’da”f~*

oo . - o Y - S

cnst drivar analySLB endaawnyrs to allucmte‘poats to the



H”kvnxuma 1ncrehseg far aalaa nnly rexults xn cosﬁ 1ncreasaﬂ far

o Breakaven,analysis &ssumes that avaéhea&a(éra fzxed and th&t :?iﬁfif

e
S

Q-

”,ﬁateriala, diuact Iabour and othar xdent;f:able variahle cnﬂtg

'  _(Hurngren, 19?3).” Appandi “B diaplayﬂ a textbnak graph. Thns

': 5'prpfita can be enhanced by coat cutting an&.volume increaaﬁs f;;fff;f

L ///éﬁo zmprnve prafzt results by 1ncreasiﬁ§ vnlumea w;thﬁut foeuﬂtmg
7

'lusxng this pramise. This s;mplisﬁic moael can encour§ge managens_iif

on. bas;c prbblems 1n their cqstlprofit struqﬁure'%ﬁmes and

3.Hlavacekt 1999), Thare ara A variety af actiouﬂ nther than th;g f*f

” -that can zmprq?a yrof&t performance.: In order to ccme up With &

'*:::battea cost/proﬁit structume a cumpany ﬂus* Ehﬂﬁlnﬁ evervthxng it

- ;}doea in search of craative aptions to do thingsf

;J* imarkating and accounting, which are not cnnsid&rad.Value ad&xng,_ukf 

%i}(Pomﬁer. wes). T T ;.»Af*_ipff¥?ff

4‘3J0hnson (iﬁaﬁinsaya that°¢ompanies n% Ihngap conpg&e ch% ly Qn
/'cast b&t also on qualztv and flexibfiity and therequu the

_:_fferently
wE L 2~

A

'V'iﬁ&4§ffif §f“,f§eg{n_ fi 7ff Pf g fﬁﬂﬁgzb'*"'>-

_:;Gverhéadﬁ are n@nessary ﬁo run & bu&iness. Fxnkin {1989) gffi:ms
'ffthat 8 troublad organxﬁatlon 15 uaually misamns xmpartani.skills -ﬂ %
"_-"'nf 8il typas (enginaaring, pumhaaing, imancial, lalmur .
 ;mre1atiuns to name Y few) and that theae naed tu ba in p1§ce far u
jcnmpany o oparata succeaafully.. Overheads aré aa important to
' the . customar a8 are the ﬁhyaical prﬁcaaseﬁ nn the shupflaor (Jean

i'.&nd Mbrraw, 1989) and nverheads aﬁ&h as reaearnh and deveiopment,

should &130 be asaisnaﬂ tn_prpguct:°asts (@streng&; 1990).5?‘

w co

necessary input cnsts cannot be consﬁrgine&.. o %ﬁifg;=:  ;;il'¥.i%¥



o R ’

Tnaﬁitional costing sysbems ignnra tha nnst behavaaur uf nun ;fff;”

B;;f }f i: vclume related costs (Rﬁmahb, 1989h3 which puts the cﬁmp ny at a
; 7f -’?  &isadVantaga aa cﬂmpetlturs, whp understand how their aos%s are
o ”255 driven, ;mpwave thelr pbofltahlllty trend (Belllswaonaa, lﬁbﬁ).
Ta‘mmka an acnonntlng s&atam uaaful it is necesaﬁry to ﬁdentify

what really drzves caatp (Barlhnt, Brnwnxng and Foater, 19%0; su

that EEERQEfH uan 1n1tiatﬁ effective actiana._ niacussing :{fﬁ,fﬁff

activity haaad;“osting Ward and Patal (199a,p34; cxt& that it

L8

"- ?.¢. graatast value to date has bean in undaratanding the

hehavio'r af overhaag costa and their relatiﬂnah;p tn prnducts,

":'servicas customera and market segmants. &ncuré\p cast and
ﬁheraby accurate 9ruf1tabxllty 1nfnrmat1un, enablas m&nugamanh ta,;

maka the rlght declsiona ragard;ng the al;peatiwm uf

actmvitw baaed nostlng (AEGJ assumes thaﬂ nverhaad and labnur

' -,./ : :_-
aasts are not necessamily driven by valumas buﬁ that trunaaatiana;g

N arevthe real ﬂriving force behind manufac&urnng ovarhea&& (Mxller'ﬁ

ﬁ aud Vbllmann,’lsasi,_ Jean and Mnrruw {1389) aay that“tha _'_ﬁj

"3

'_ under1ying ansumpt&an<ﬁnharent in ABG is thmﬁ 1t 1§ activittua
  wh1ch cause cnat, nat products, an& it is Produuta which con§uma
. Tactiv;tzas._ anc methodnlogy pbnls aosts/ig;q an actfvity centre i

'-_:and then alla¢ates the couat ba the productaﬁen the Bﬁsis af
: L

;“conaumptaoh nr trﬂnaactaona.; An illu ration ia@set out 1n fh;éf-u'

~yw
kS

,,,,,

_;Appendix {}»ﬁamﬁ pra&uctﬁnmgquira man§ tranaactluns an&

o _thereforeﬁfhay dxive ovarh&ad costa up as & etruatura ;s \g

¥ ngqassary-to pat#r far thoae twansactions {Schmannara 1938).

.ogm
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-
o
=

e T e ey R e



'"  Wzthout ABQ the add;t:nnal overhegﬁ draven hy a part;aular

-praduct wuuld be spread aver other ﬁruduata¢ ﬁ*ﬁuin (199&;»40)
: ;f?under a traditional coat;ﬁg systam appggred unprhfitabla when

f{paylng prmca 1ncreasas un prnducts that nppaar profltahla,_ Tha

j raBu1ting in,pnnr machine utalisatzon and they tend to attract

pagerwcrk costs (Fink;n, 1988m)=- Whereas high volume prqducta

‘-. conaume less resource per component ﬁnxﬁuin, 1990, Gaoper and

) Kaplan, 1938b) and xhws hxgh volume products ara custed at &  '

-1ower leval under ABC than undar tradxtxunal coating whxch, saya

PAn impartant asaumption 1n &Bc is that all costs are. variable, 1f

'=f;cuoper (1990&), systematxcally undercosts small lnw volume f*7

.'_ products angd’ avercosﬁa high voluma produﬁtsg

T

';carried out a caae study on a faﬂtpry maklng plu&bing parts and j;gf

: by applying ﬁBc found that & product 1ine repartad an’ prnzit&ble  ffr

';costs were allncated an the hasis of tranuact;onﬁ Gbayer (1988)_f1

'-_“;says that poar kostxng m 1f£ kT itsalf when customers dun’ﬁ ﬁnnd;ﬁm
. set up timas ara diapraportzonately high for low‘%ulume prnduats "ffl

ﬂ'higher 1nventory lavela and alsu»aause szgnifxcant acaountiug and o

:not in the short term, then in the long ﬁerm. Hany caats &aamed '

':_to ba fmxed undar traﬂitmonal Gnating are inc faat variable

(Goayeﬁ and Kaplan, xasab)..,xn tha ahort term,few costs are

';_'  'var1able buﬂ ﬂn the lnng,term all costs are var:able {Huwell and
aISaucy, 1sa7bam Sumenresaurces ara qnickly affechpd by aatxvatieﬁ

-and others mﬁre slowly {coupar, 1990b)._ anann (Asssb) cdhs:dars

:“that pruﬂucﬁivolume related aqstm ara variable in[the short tarm 9:13

e

2

: whergnb activityltransaction related costs are variahla 1n the

R __'-"1cmg term. Therefore he reaults ot a aeciman made in the l:l.ght

~“‘C."



&

}a@parent but 1t will be evident ;n the lang tanMee Lo

_ABG does not:pratand ta he accurJﬁ

of information &isaeminatad by ABc may nut he 1mmediately

eﬂbut tu only approxim&ta nasts @_

-choper, 1990b)‘; Hnwever Howell ”nd Suuc? (1987a,p27) reflect

:ﬁhaﬁ flnancidl data a..faila *a reflaa& econnmzc raaiitzas inf; ¥

?

ﬁwaya that enable = manager ta make Wall,lnfarmed deciaiana. _ ff355*

Tdamands B pradnct maka“i

5ﬁooper amd Kaplan (Iﬁsab,piﬂﬁ} aay that f«.tmt lﬂ hattar tn ha ;lﬁf

f}

:_basma.lly corract with ABG, sam w:,thin 5% a:w __.:mx af t:he. aetua;{'__;};, -

u qrgnnisatianal raaaurces, than t@ hQ 31

??recasaly wrong (perhapa hy as mnch aa 2&0%3 using autdated fklff

zallocation'techniques.. ﬁBc involvas reunrd;ng additaonal

.zxnfnwmatian &ver ﬁhat requ1red fqﬁ)financial reporting, suah 55; 11

_purchase nrdars, number af &eliverias, inspecticn timeﬂ and thaf f%

-1ikeotndth and Enrthick, 1989) and therefore som& additinnal

;axpanaa ié requiyed, The key to gobd ABG systﬁmﬂ dasign 1i$a 1n .ﬁ

;ﬂbhié?inﬁ a syﬁtem thaﬁ is econumical to maintﬁin and ygt duaa p-?_

,naﬁ introuuae axcaaai&e diatortmona (Gooper, 1990a)°nnﬂ therefore

tha trada ofﬁ hatween measuramaut cnats and cost of arrar mmans
. o B N

ﬁthat the uptimai apat syatem is nat necesaavily tha maat aqcurata f'

f¢uat aystem {00oper, 1991). Rnth an& Borthick (1938) suggeat4'>*

"-:tha& companies shauld focus on tracin&:maaor cast itemg tu

_ wrang, raflecta a value 4

_ s?étema.c-.'

products ta conta1n4the ﬁxpense of an ABﬁ syatem. Hcﬂair et al

f:i1989) say that helng Rpproxima¥ely right, varsug pracigely 51 5,_

de& appruaah to man&gement accauntlné

el L R - S S

- aBC PN 'méga_aamgg;'-gha,; ‘recognises that the key olement in cost

LT [




IVfowh;ch a compsny uan compete {Porter,

,“'ﬁjf driver theory is that overheada are driven by activities an&

';;itransactions and that ‘the key to contrclling and reduu1ng them 13

”_zfmethndalogy to 1ncreaae yrofits by manipulating cﬂst drlvars 15

:: deve1oped.

'5'cost leaaership and d1fferent1atloh

. to develop a madel that :elates thesq custa to the farces behinﬁ
 them (Miller and Vollmann, 1985).. In para 2.3.5 the power in

' ::;undarstanding act;vzty an& praduct{eustomer m;x is examxnad and a

c"

:are tha twq main araas in

1&35) In urder ta pursue

= ezther a£ these strategmes and achxa&a compatitiveness cnmpanxasj7”

[N P o
RV

: “,bought na prlce (Finkin 198 b). Thus the cost af dkfferenmlatlon

'-__was a wasted effart and 911miha§ad.- Similarly buying axaaﬂt;ves .

'jqualiiy and tansile strength only to find that,_whilat tha @

ﬂ.wﬁre 1avlahly entartained only ta base thalr final purghasing

i,must remuve wasted affart, i e‘ nqn~vﬁﬁue addzng actzvxtiea

(Johnaon, 1933}‘a All actlvitles must add valua tn a product.3a '

ﬁll vhe costa af manufacturing and non manufacturing that du nntf

-:add any intrzusic value to the prnducts being producad should be;’f:
. 'identifled with tha objectxve of elxminating thesa cnsts '
3_(Johnson,«1938, Howell and Soucy._lasai.' Cumpanies should

':,undartake a rev;ew of averhea& affectxvenesa to ensure that f1 

" rasources are focused on the neads of ﬁustqmers and nut on
» umnecesaary actlvztxaa (BEIIIS*JBnBS; 1989}. A cumpany provaded .

'fan expenalve quary fan;lity anawaring gny qnastian about steel

service was extensively used, the potential customer flnally

O '*11” R _';_ ;ae_m.;jm,



‘,“; entértainmant cnst waﬁ elxminateda ;~=“;g:f;f-fi;_f :"':

. . .Qﬁ' -

e uttmng can 3tmfle inmnvaticn and dlfferentiahian bnt

J  ?f Be11ia-3onaa and Hand (iﬁaQ) aay that the key to keaplns

E3i  ;ovarheada low is ta 1&enti£y what can be cut withuut 1nvo1vimg

..1 hmajgr risks ta the bus;nasa.. ?ortér {1935) recpwmands that

'1,raseargh aud davalopment, quallty cnntrol, atﬁ, is juat;fied aa

'-,  they mFe value addzng antzv:taes’. But if cost/yrine im the kay

" f? sa1eaﬁdetarminant then!uhe'hare mlnlmum shdulﬁ be ﬂpﬁnt Qg

';lgatt;ig a produst tu the cuatnmer. ﬂhera activitiea are

'Jjnecessary atxgs 1mpartant to malutaxn a ahcké—huld on cdata and

:-,;decxslou on prica crztaria aluna (Finkin 19883), ﬁg@iﬁft§¢; V}wag;3

lfinrucker (1990) ia cancerncd that toa mueh emphasis un cost  “g VgﬁZ

o coat reductxon ahculd ba aggraaa;vely pursuad on th&ae activibiea
ﬂj:[that do not influance dlfferantiationm; xf quality an& f;] ;}Q§ ; ;;f
'  °re1iab11ity are the key selling pnints in ‘8 praduct, and tha T

f markeﬁ 1a prep&rEd to pay tha price, then heavy expand&ture xn ;:7

\.’

_flud afficiant ways te stretch budgeta (KndW%ton, 1939). It S
. \ "

_ e

':'ahouia be ramembered thaﬁ coats do not nccidentally go down but

ke

__that hard work and constamt attantion are nacassarw to achiéVﬁ -

N,

-__that cauaa cost and not prnducts ahd by identifyxng activitiem
”management are provided with more relavant 1nfarmatxnn to promate
{} (_ ;
: cost rqﬁuctlﬂn (Kayda, 19§0, Dugﬂala% 1990b). Mlllar and

v_:?ollmann (1985,p150) say th%t“%here are L  ,f; threa ways to ”

N

_:é;_ analysing whach transactionw arﬁ neceasary and

impraving the methads used ta carry tham out

- 5349141':'

'3“reductions (Porﬁara 1985). Aﬁb racogn;aas that 1& is. a&tiv;t;pa QDGJ

7 '_manag1ng averhead caaEE MDre effeativ%ly] _Z'_:j: f;il?;,fQ” ,§6_]



/

' -,;;;%f“; inareaglng the stabllmtvfiﬁ aperations

- _ re iying Clll! atxt.oma.t:mn &Ild Byatems 1utagi'at10h-

';i As &iacuased in para 2 3.3 no costa are fixad as 1n,the longﬁrun

5: fa11 custa are var;able aa custs are matched tn tha unﬁ"iiyimg\
':;level af tha'hus:ness (&ickwnod. coats and Stﬂcéyg 198?)4 Gostg

ﬁJf that ar- flxed for budgeting purposas at an axiating plant

H =(ut1l1t1e$. insurance, taxes} may ba variable when the company

.,proaunt mn&el as reduc;ns the numhar of parts and promoting the:54j3 
'usa of standard parts across ?rnduct 11nas can,lowar costs |

'dramatically (Hiromnto, 968}. __"”

‘

'"fcontemplates closing ths plant (Sﬂhmenner, 1984).; Thxa-_ff ”Hf‘””h )
BE Aﬁp 1on ia 1mylicit im cosr dr1ver theory and managera naad to iﬁj

Lo

:”¥5'§éﬁeducataufto the effeot ﬁﬁﬁt thase gosts are uontrollable and

 f_to awqid a sunk cost blas (Howell and Saucy, 1933}.;g_~ S

. _:Caoper (1990c) recommends selectxns"yaat driVars fur measuremﬁnt

';'purpdaes 1n urder to drava companigsﬂtuwards favourable or

- :desired gﬂala.g H:tachi‘ in Japan, appiy thxa concapt hy 'ffr?gHW;
manipulating accnuntlng iﬂformation,tg motivate employeégﬁin ;f;ﬁfﬁfﬂ
'_achleving carpnr&té\targats.' One pimnt ﬁﬂeﬂ 1&bour to allncatﬁf  gwf
".ov&rheads (at variance with Anc) in order to ancourage automation E
”(niromota, 1933, Morgan and Prassanna, 19&%1 and\snother plant .%{

:allucates ovarhaada on tha basis af the number of parta in a

a-

o Another methad in. formatting znformatzon tu encuuraga behavinural

LY

'responaas ia.dlacuased by Kanter (1989) whq\oitem Ganer&l Fouds |

as’ putting overhead charges for norporate stmff servicea an a

S Lo _ i .o .
R ET

.  4541f;J f ? ”"



'_;__apay as ?nﬁ usL 

ba iﬁ.t Thase ataff muﬂt prove tu tha sa&iafactinﬂ;ahJ:

of their 1ﬁ£brnu;'cuhtomers that their aerviaea "add valm&
. icost nf tha nverhaad neads ta be recavared v;a tha charae outﬁ;_
w:fIf after a yaar cests remained in that coﬁt centre it<Whu1ﬁ be .___
: fapparent that the serviceﬁﬁas poarly regarded and unixkaiy tn_f:”hv”"”
1 “adﬂ vnlue“aand thus identified.as a east to be daaposed nfq  ;§;€ $;
 fconverse1y an QVer recovery would auggest that tha aervice cunld-ff}?i

"ibe exya&ded.; W@y&rhaeuser company chargas out an a simllar

:ifi;hasia. Thexr-rnfnrmation syatams department was forcad tu lay
' . ;ﬁof£ a. lange number of employeaa and obtazn outsiﬂe work in ordarf;;3.
"y t° maet tha chall-ng&a of znternal usara whq cuuld amploy newer B

"“f*ffan¢ nore cosﬁ affactxve compﬂtsﬂg ﬂ“ﬂ tﬁlﬁ°°mm“”1¢“t*°nﬂ

g  technn1ogy., The henefits qf a charge back syatem—are thats:ﬁ ; -_
“” first, it areates am understan ﬁ@ amnng lina groupa af thn.rule;f
‘they rlay in creatxng staff aervicas and their need %n fun& tham';{:f 
' [eand, secondl;, it encauragea sﬂaﬁi sarv;cea to be mar@ reapona;ve;f T"
f{.to real busingés needa iJohnsnn and Loawe. 198?}. The csncapt 1ail_.
_ simi1ar'to that of avarhﬁad value analy%;u discussad aarlier»;:"-ﬁ'
"&ccaunting pnliciea cap. be maﬂe auhsarwzent tu comporatn AR
'Btrategxea and are-n;%*iﬁ%ependﬁnt nfe%hem (eramnta, 1988). f&§  ; ;
 execut1ves must ggcognisﬁ that the? have comﬁlete ﬁontrol ovég qg;_j
chnoaing thezr measuremant and cantrol systemn {Kaplan, 1986).£

-rr

'&*:" - Tha current aconomics of infnrmatinn have made multipla comt

-}sﬁstema poaa;hla {Kaplan, 1988} amd there s mm reasnn why thraﬁhif f“

' _costin§ aystems dannot run concurrantly “ nne tn prov;de feedba¢k fV._

prﬂduat °°“t“' °“ﬂ t“ gulﬂﬁﬁemployaeﬁ tn deairad aoals and'an$”' L

':_tn fulfxl tha r@quirements of external reparting‘ Infarnaﬁion fg

.-‘_-}' .. )
i




:  ¢¢11ect1un and feedback focusea nn cost drivera an& identifxes

'Tthnw costs and revenuaa can‘be extrapolate& tu enhancg cnmpany

Do '-_perfarmmee, o .. .

"fhﬁngvina aliminated unproductlve or mnn vaiue addlna cqsts the nextjﬁ

“ ateP in 1eadin8 a,ﬁompany Ao’ competxtlva advantage 1§ to axploit=jﬁ

e

ﬂ_ita cost. dr;vars‘ Each actzv;ty ‘has cast drxvera that can':

' chauges (Ghemavat. 1985).

I"l

}‘-:generata cost advantage and cﬂmpaniea muat aither perform these
.h:actiV1taes at & lawer nnst or carry them out in auch a way that a
_premlum price can be charged sut far different:ation (Porter and_i;
:', iHi1lar, 1985). ?ar example 1f economles af scale reault in _ |
::axgnifzcantlx reduced costa then in ordar to explﬂit this<coat

'ﬁr1var a h:gh mnrket share should be aggresaively puraue& e
'(Ghemevatg 1985}.- L1nkages create trade offa in performnng “ 

l dxfferent aativitxes. Wlth careful management they can.be a

a powerful snurce of compatitiva advantage (Puré%r und Hlllar, “

2

 ';1$85) Raducing custa by explo1ting exper:ence curves can he e

}3appropriata wheﬁ a campany s product is sensxtiva to pri¢a

Lo

J_In add;tian ta exproztlng cust drivers, or on 1ta ﬂﬁn, facug

can be a powarful stratagy 1n 1mprovin§ profitabilxty.- In nrder e

o Q.‘
"-rf&reas where ménasers can reduce costs, The next section examines



T . L

7__reduct:nn, se&nndly. hagher selllng pricea, snﬁ iq ne;ther af
:_theaa &re achieved and the segment remalns unprofztable tge ﬁhlrﬁf

  au1ubiung1s to divest tha aegmemt.; Coapez and Ka@Ian (19

'_ :volumas that de . up 1ta core husinesa. D’Huin (1990,p3£§

'Ibetter coat pricea and 1mproved gualmty._ Comp&ax HRP syatama :;*-”

 'became sxmpier as the nuﬁ%er of parts decreased and the

~(Ernat, 198?} Thus ﬁ@e sttan&ant QVerhead atnucture neceaaary to o
-;carry the cqmplex;ty’ 8

T'recommends that unly'ghase produnts that m:§g aanse far the

tu Bustaln a particular sermant.- It is ﬂnt uncommgg to g1£§?tmat¢-;
some -angnts “re ““Pr°f1tﬁb1éfands i£7sog there are three BN

options availahleq f;rstly, improVsﬁ effiulenﬂx mnd Doﬂt

A

//‘«

\@vh) , :

ZQF“W?ﬂﬂer (éfsaa. and C hell (1989) dascuaa the incidence whare”ff 

;_anl erlpheral Pro&ucts manufncturad in smallfifﬁ

'_ vb1umes are run xn tandem with & faw high volume 1tem3$“ Thay say;L'*
"7_  that theaa small voluma items create complexity émﬁ attract a B
'-high lavel qf rescurce and therefore are coats which bould be

f1 elim1natéd if the‘éumpany fgcused explusivéf%.én the few high

« R

lidemonstratea hpw expensive 1ow vnlume paxts can be when analysingf;'i
”.compdhent caats with ﬁBc o Parts mamufactured in thexr thonsauﬂa   TH
ﬂ  on Y screw machine‘were enatad BethW? $¢h11 and $0,22 bnt L
"__:mcreaaed 'l'.i’a $0 85 qu- 395 unita, $5 11 i'br 119 uni.trs and $22m6‘4 )
.ffur 2% units. In r@structurlng thelr opsratlona Xerox tou zéhena f £
_ .to simplify their prndué%s, anufacturing Prpcbgg, and VﬁQTLT -

"'_organasatlonal structure.. Supplzers were reducea. rasultlng 1&

-;\.':'“-

S
Y

'f3complﬁ31t¥ Qf product gtructures and materials ware weduced

ould ba reduced._ Sghmanner (1988)

fmnnnfacturing process should be taken on and aat Just any pr@dﬂct

'  &3 they can cauae a disproportmnnate increasa in nvemhaads. The



-y

. . o o . .‘ h o , Q - : :: ol . -. | .
" { gveph below illustratas She composition of product profitability.’

fsTeanican (&987) dlscuzQes a compan' which lost m@ney {p aavara;

“.businaas unmtsﬁacquired t@ extaf:

_franga of businesg 1n w@&ph thay were already operating

product 1inss‘ﬁnd aaya thaﬁ

“'this f1ndxng laijmanagamanﬁ.tu refncus grnwth ihtn a narﬂnwwr

o ﬂ_i\._; .

g g

| succasafully. Finkin (1988&.953) finds tham aed wﬁhn na a;ngle
"sala is critiaal tu ﬁhe business plan nf tha manufacturer, the - -?'3

_rxsk of 8 m;nar potentlal radnctiun.in sales..‘ csn be tﬁ?dad ﬁff

':;_tn ob&ain a m&dor reduction in aalgg bﬂpenaaz.,_ Pnrtaﬂ and fi_f

Qo n::, _'

'?t-Mlllar (1985) and ?orter (1985) nancur w;th thxa fandzng amd

. N
'“Sheridan (*9891 cxtem & company that servnced four;h

'?;guppart th- aupposxt%an thét tagg&ting a particular market

\

"isegment cﬂp result im achiavins siﬁmificantly lowa* :2Pt3‘°‘.

dyad

':customers ef whiah fzfty r@praaanﬂed tha bulk of‘turnnver and

"-_prufit. In his AEG analy&ia of a fantbry Q‘Guin (1990)

| xdentifieﬁ a bxg imprnvemﬁnﬁ an pzafitabil‘ty by eximinatxng law

SR AL T e e



| ﬁare&q and cugcentratlng on ita atrengthm;_ff

marginal revﬁnue

. - : : N SRS ~ L .o )
o L R L

5 -_vo1uma product 11nes and ﬁha;r aacampanying nosta. ?ale& wara .
R~ = b
' ;3raduced by 3%,and p:ofits“incre&aed ?rom $2 millian p.a. to $11
fmlllion paa. :_.__._; . $_ﬁ: S L : SR _
'lny dedua%&on parxpheral, ar marginal sa}es,_can generata & ;fjlﬂ

g'cdisprnﬁnrtlanata cnsm uavﬂl randering those aales unprofitahle.lfi"
_::It is cleax thaﬁ cbst fdaft&ﬁhs are n&t always 11near when a
,"'caawany diversifiea anta add;tiunal prnductmlxmas ar market i§j 

'segnentg hut in jfat can ba curved ar marginal cﬁsts gxcebd tke

when aativitiea increaaa; The argument fnr-

\3

 more raalistic costzng systems ia that manage ent must undarstand

and mnnxtur the mapl coat funatiuns af its or 'niaation.a ?he S

W 7

It is ev;dent from the 1iteratnre tha* thera are Ly -comcapta of

Y caat ﬁrivars. Rirst, there ﬁr@ ‘the ten types categ rised by
zi Portar {1985) which cover tha hasic operationas or m'thndas'nf s
':?aon&ﬁctiug husiness and thesa are 1inked to msrkeﬂ atrmtagmﬁﬂ*_

EFar e&ample 1aw cast, h;gh volume salas reguiring Aprket

_'dominance wzll ewploxt economies of scale and learning. Whéreﬁé

-luw volume, high price salea 1anﬂ thamsalvas to # ni\ha market B

. amd this typa of strategy exploits cbat dr:vgvs such jag -

.%;_\__ .

"manmgement of d;saratianﬁry costs. Secondly, the literatura

 intarre1ationah1ps, ﬁlmnng and lsamtion.' ﬁhe cost drivmrs coverk

every facet of & buainess fﬁam production throughput to the

i
© : .
[ R



B _:Hhilst ragourcea,qand thua cuat, are nacéaaary tn dr;va f]':_'gj,

‘;aompany tn achieve aam@atitiv& advantage.v- 

develops the aunnepﬁ of cnat ﬁ%ivaég aa helug thusa é@tivitiasﬁ . ;fa

T*;-ﬁand/or transactiana, that ﬁrave cus s, Rea&ings such a8 Kaplau el

q1ese); Qcopew amq Kaplan msah n-”w (JBN and Hillar and

)

. '?{fvollman {1985) emphas;se th&&boverhefds have gramtly increasad,

zand traca the growth ta increases in %ransactzons and diversa a-

3f¢tivity‘i The ma;n aﬂrategy that is recammandeﬁ'far this
1] : R
scenario is fncus. If tha high laval mﬁ transactians unnt&nue ﬁn ﬁj;

grder to aervica a ﬁult;tude nf producta the litarmture nffirmu

L

”f!]that those praducts ganerating high uveﬁheﬁds fggaiﬂﬁﬁa corractly X
_j‘;cnated and priced‘@gallatzaakly tu tha marketw ABG ia superinr _
”f;hn tra&1tional cast:ng in 1deht1fymng wh;ch groducﬁh, markats and

: ]lcustomers attraot and drxva coats.3u:@zf3137; 

. s .o . & . : .
vt T ..

Ao ;zdarWying thame An the litergtura iﬁ cdﬁt minimisation.-_;ﬁ;1 af:

b =]

o ~"buaxneas, Xffort amd intell&gence naﬁﬂ to“ba expanﬁed in kaepzng

;th@m to a minimum. Thargpney savad eithar aﬂda an ta the yrafit

?f_nr allnﬂa a raduation in selling PriGEw Aﬂc, or anst driver

analysia. praaenta o pawerful analytzcal tﬁol in aasisting a o iﬂ;ff

. . o L L o . S
T ZBB facuses un non voluma relat&d nr diaqratianary axpenditmre

_an& encnuragea %ha managara whn prepaﬁe decis;an packases tu ja*.

"_first astabliah that thair activ;ty or cost centre is iudaed 15

E nenaasary. If aﬂ then managera sh&uld prapare-a minimum cost}Vﬁ:

N



f:th& dacma;on packages are d;screet-axercz aa, each una axamani

““Qits ﬂwn purtinular cOst cantre. ?hésa aﬂ Qpnrdlnatad at

| -’is the’ main benef:i.t darivad £x'om ZEB (Austiﬂ and cheek, 1 s
ffexpﬁnaea.- Strategie 1Bsues such am. customers or praductsgﬁé

. __puraue or dgvast are nnt examined im ZBB. It appaara ta 5*:
cancentrata on haw t@ achxeve the outputm af non vulume rel _aﬂ

_i antivitiea 1n tha moat cost effbetive maumar and appeara bes \

'asuite& tm a companF With a larga uverhead struatureu Whila&

_A_autputa generate& by thama-_-

_gengraphin areaa an&’garkets._ It accepts that expamses mra

: Lo { Yy . .
vﬂf_Innovatxun is called Qur in searching fofJalternntive methods 1n

J"5_~icarryins uut thﬁ ;gtivity. ﬁhilat ZBB xa best cmrried aut with

fi{ t&e atratagzc a:ms af the cgmpany as a guiﬂalxn@ {Gheakg 19??)

BT

f:evalnation and ranking rawiews._ A bEtteﬁ allocatiou qf re ﬂurces}di

" 'Dean and cowen, 1979&) and all the literhture surVeyaddg:r@ea

'fthat it assiﬁta in cost redu¢hiom by i&ent;fying non walua addingfff

T

_f'dascretianary costs are aasiar to reduce than pruductxon or males -

| relatad expenses the lxtaraﬁura aaya that it 13 thase c@sta th%t

ﬂﬁave Y leveraga effect nr nutputa graatar than the 1nput aaat aﬂd f

N

-‘tharefore arbitrarw expenae reductiona can hava adwerﬁe affecta
. om fimanc;nl performa*:a. ZBB is 8 auper;or m@tho& tn '

"a' ohjeativa1w raduce tha overhgada withau$ advawaely effeating the )

i e

5

I:'must d%iver analvsia or &Bc proviﬂaa a tool in aaaiatingl
o managemenh wzth decisaon making wmth ?eapect to the retention,

 -divaatmant, axpmnainn ar uontrmctmna nf prudueta, unstumems,




‘ magemeni:

. . - . : - - . . s - T

nacaasa¢? and tracaa the activities that caﬁah thaam expenaes

w;th w~v1ew tn astabliahing the trade aff between axp@nses

incuzred und revenuefganeratad. ﬂhzlst cnst reduction is an

-

aﬁpect coverad i ;the analyaxa of cost drivers (par para‘a 3 4)

the main pur;j_e uf cast driver analyﬂls or is tnuaaﬁist

ri making Btrntegxo deciaaona tha 'will enhance

perfbrmmnie nut uacéssarily by 5 1 untmon in.axpense$ huﬁ hy

K

j' R

o .

S

f/an annual event whereaa ABC prnvides an ongaing feedback uf
. infurmation. However an au,hoe analysis using ABG may heip -

'canaidarably im focuaing atr&tegic optiuns for a company. Gaaa .

atudy 1 on. the ccmpﬂter cﬂmp&n? 13 an 935“913° j
K.

“Both ZBB and ABc facilitate cust cnntrnl but they%:re &imcrate
mzthudolngies that have little common ground. ZBBl is am

dbdaetiva resqurce aLlanation and cost reduction methodolngy with”

E m;nimal-attentlon to company atratagya coat driv&rnamnlysiag or -

&3&, f:rstly asaisﬁs atratagic coatlreVenue cnntrnl in e company

‘and aecondly, and 1asa aignxficantly, aota as o facility tm

 promote cnst reductidns. Most of the literatura for ZBE is fonnﬂ_“

in the early 1970a but thara ig 11ttla currently nvailablm

wh&reas.Aneq which hag hename pupular fram 1985 onwardu, 1a a

: .op1cal suhaact. It appaars that interest waa 1°ﬁt in ZBB

' wheraaa the strategic benefita ‘of Aﬁc ara most suitahle far .9'.-“

taday 8 nomplex manufaaturing and trading envirunmant mnd hence

_ ita popularity.'

‘ ﬁealig Lng reaunrces within the company. Wastage 15 nat con&nnad}_fﬁ'



:'ij’m&thnd._ This last matha& can be achleved b? th@ use “f

"“frasenrch.,;f-aqa,,:sn R

"fLaedv {1939,p89) outllneg faur methgda af reaearch tu examine a
tiﬂhypﬁﬁhﬁBiSvIGThQSQ are the h;atorical methnd, th“ analyt;bal

3”57survey mathod, tha exparlmental methud and thé descriptima survey

"guestiannaxrea and stﬁ%iat1¢al treatment, nr ny cnae atudw

':namlay (198?,p293) says that ".;pthe case study appraach alluws
'” f1tha reaearchar ta ﬁeleat examplea that 111q§trate ths paznt he ur

75she wzahea tﬁ makeaﬁu Leedy (1939,p141) wayE aase atudy

 :*...1iaa mi&way hetwaen the Hescriptive aurvey method anﬂ the
'5_jexperimental methad“ and that the researchers ...ubserve with

:close agrutiny tha populatinn boun&ed by the reaearch -

'_parametara..*(and make) a8 careful reaord af what they ogﬁerve so

' _that whan the aggregate record 13 made, the resea fhars ¢an

' return ta the reaurd ta s&udy tha observations that haﬁ.‘kﬂan

- deacribed thare. ' ” ".?_ ﬁ“ﬁ';ff? .f-“ ."hl .fL'_;;'“fﬁ§"@ff

.--methad.;  '

2 z-"’"- L

f ,A questinnnaire axamines the respondents parcepthng &bout & 1?7 13
: aubjent an& there is little: puﬁslbllity ﬁhatw he respondent wzll
a have an in depth knowledge of eather ZBB or ﬁﬁc thh tha regult

_]that cancluaiona arrived at from the queshxonna»re coul& be

'_mlsleading.“ Tharafqre-aage,gtudy was ‘chosen as thﬁ_ra&egrqh;_gfﬁﬁf

?: Twﬁ:d@ﬁpapieézwegé;ggigqtéd;5#& 233faﬁ§?Aﬁ¢_wergfé?ﬁlieﬁgto ghéir '

\_“':\



o

‘_;\{:

1:}:The first caae study expminas & traﬁxng~cnm@any in tha computerA  |
mz-iimnduSth whﬂrenZBB and ABG are mpplied tn the avarheaq &ﬁrnctur@:?3
"?anﬂ the meﬁhoda are compared and contrastedm. The aenun& ¢ase
 f; Bhndy axamznes a manufacturing company in the pnckasing 1nﬂu3t*¥
:' which ?repared a scratch budﬁﬁt tﬂ analysa h““ divasbing &
'"??faertain proﬁuct ranga, and eliminating wastaga, cnuld anhance
'Ffﬁfyrofxtabalxty» ' . L ' e

B T S

~;;;;financ;al perfarmance.;f_i 5¢j:_j,Tj_"“fh”j?i -,H@y:fliﬁg-f?Jﬂ" 

Yo e

't §?§§ éi  '




ﬁ 0nmpany gvz isca division of a 1eading nomyuter 3in South

“hf?ﬂ"Africa._ The dlviamnn waa oriﬂlnally &n indapandaﬁ%‘cnmpany ;?"'
'"? ﬁiag1iing.p¢raona1 cdmputers (Pcs) ta dealers and the ﬂeneral
_'l i puh1ic. Tha hnlalng eam gnv anquired lt t“ 3“1“ entrm t“ hﬂ PC
.T“gf;ma?kﬂt gnd tﬁen included &Bmputers with Unix aofthba 1n ﬁhe ._)
::fH&1V1510nn_ %nix is &ﬂ an%rahins anftware system that allawa for ? 

;HQmultz user acceaa ta a camputer whereas persunal computars use a

o aaftware can be used an tbe hardwara of diffarenﬁ computar

 ‘308 operating ayatam which catera only for szngié uaars4. ﬁnix

”_ ¢°mP&niea~; The aelllns priae of a PG ranges fram 33 snp to | |
3315 000 wherean a Univ - ; retails upward frnm‘&gﬁ ODQ to':f_"ﬁfﬂﬂg;
R14000 000. The hold“.“_nompany apecialises 1n 1arge proprietary

: mainframa aéhputera‘khich are ratailed to insunance commanias,_?f"a

hanks, sn&<govarnmen& dapaﬁ&manta. Thxs ia perceived to he a :;:"

'”qying business by th& holding cnmpaﬁy &nq Bécansa of thia it ia ;TH.

 Further &ﬁﬂ

"-"::deve1oping the luwer end of the aamputer market. ?he holdxng _;ﬁ;f

';  aompany has huainaaa q;vismans whdch focus on differant market o

"_sectara, whilat aervices such as procurement, invantory, finan :;q_
: 1nformation technolugy aud marketing ara centralimed an&*the c\.

7reaources ara drawn on. hy all dxviaiunse Tha inveptory and

countzns ayatem ﬁﬂpluy&d by the Haad Office g g?areﬂ mu a 1¢w 3

'?leval of maxnzrame gales wit ‘a high level af auﬁport and 18 aa%.

"auitabla fm; t!m hr.gh valume £ By a.nd Um.:; aalas in t;ompaa‘y m




"-fj}cﬁstomera which the Haad foiae system cannnt pravide, °Thus sz

":fﬁﬂs it°f'wn computar Bystem and atore and a financs div;ainn ta

';35 ?resently th& PO market,\particularly, and the Hnix mamkat are

"zanffavertraded ma&iﬁg pri&é competitian intense._ Furthar Pc cast

'-5j?fpr1uas axe anﬁ have begn &eclining and produ¢t 11?@ cycles hawa

e shartenad‘ iz

'I'hus {3‘.:":;:_ ._.51

crgas;ng tha risk af atock uhsolescence,

C thm santor ;

;.*XYZ had Jnst completad its budget cycla at tha timm af thiﬁ c%se

”gfjatudy and fro$ ﬁhis data aud ather transactions extracte& gn fhf*7'3

'ffactivity aﬁa1¥sis was carria& gut t@ astablish which aoats wure ,fi
. e |

'J-*_:drlvan by ch and which ware driven by Unix.- Th1s is of ma;or

::intarnst as the margin& on PCB are 1ow and ig theg shauld attract

X ' “a dispruport1onate share bfioverhead clﬁ#g than priclng[cnﬁt

'#*'ﬂstratagieaanead to be ra«assessed‘_ The allocatiun achoats ta "'

"°- _the ch for the financa diwiaion was cmlculatedftp be 8?% of tﬁe

tnbal whereas Pcs account for 49% of sales. Bacause of thxs %he
dep&rtment WS aalecteg to cérry out a zexo haae hudget Eu |
g ?estﬁbizsh which aasta were cr;tiaal to the operatzgm,,a, .

‘A
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. (_i‘_”
P

o rentals, ihase ware allocatad as- 1nd1catad in Figuxe 11.

ﬂireﬁtlx ta each act;vaty where poasible. Where 1t was ndt

The sales budgat was prePared hy quantxty, cuﬂt pr:ca and salling§; ,
price to arrivs at gross prufits £or the dlffarant proﬂuct o
ranges.; Quantitxea 1nc1ude accBSSnrlas that ara muld with

dbmputars such as monitors, pr;nters, upgrades, hard d;ska, o

":5: cables etc. In F;gura 8 the variuus pruducts are summarised 1ntaff;

tWQ catagoraea ba:ng Unix an& Pea.' Also 1temised 1n Flgure 9 aregzﬁ

tha number of cuatomers, imvoices, purchase ordars and gouds

ng reca;ved.vouchars ralevant to the two product grnupg. These«Wﬁre*ﬂ”'

' 1,uabstrncted from th& previoas ye&r and applied to thw hudget.ﬁ_{ L

This transactioqal data furma the basis on whxc% antxvity costingﬁJ 

was carrieg out.

LI

'ﬁﬁ;:' o  {.: 5 ﬁ“;?;: T T e

Figugg lﬂ sata out nost”éieménts by department as prepared by ther:f

hu&get. cape Toan and nurhan expenses includa branch ¢harges for;'}

3 . : . - i

handling—aosts and transpnrt custs as wall aa ﬂelling axpensesmejf¥1
- __:f':ff'j;f ;71.;' '1:fﬁ1jE"“k,:' - '?’_;‘?;.7_“:a“557ﬁ-{'* .
S 402:113 Figure 13 ‘{i . o . B L‘ oL

costa were then allocated as far as possable to actgvitlgg &nd o

these are deﬁaaled in Fisura 11. Dverhead cnsts Wera ailocateﬁ  ;"a

RV

S

__.f; 54f;'
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:fcost drivpuw"for each mctivity wems-identixigd am fullqmﬁ
C L T AR S e ‘J :
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"% [,'In order to run a de?artmanﬁ for Un:x and Pca bnth a flaanciai

7% w;

“  managar and 8 boakkaepar aré necassary. ﬁQWEver 12 uhix waa the

' sa1e produci rgnge nnly the haakkaepar waul& Xe nacessary'dua ﬁo N

  lth law voiume a£ ﬁranaac$i¢ns, reduced debtaif and minimal stu¢k

.H;iihﬂldiﬂgw Aaﬂordingly ﬁhe cant of the Financzalh@f;agar should ha'
'  :re3ardad as ralating tp Pcs on%y wheraas the hookk':per’ﬁ qpats B

,could be aﬁlit betwaenhthe?twu R;oduct groupa. The ercantage':

3',aplat isctherefore'&'lcalatadg
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: é.frelating to each product Ernmp,ﬂ ﬁ _:T _5f,K.'T  ﬂ+:§5w' L

g Y T A

‘\w. .

S -Stock cnntrol activ;ty is drnVEn,hy tha number of documents fl.';fjia;

:generaﬁed 1n ord@r ﬁo brlng apoda 1nﬁa, aaﬁ daspatah gaods fram,
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Tha cn-t drivar aalected ta a]lqcate inwentary cosﬁa mre ﬁhe

. number of 3tuck unxts.- Altarnatlve drivars cduld he floor spaceQL;fo

N -{A— .

__:;ur volume utmlnsed, ar the nnmber gf GRVs and invaines.  Each_:.JJ

'_1nvoices, fur example, can 1ncluda saveral staak items. Stackf'””;“

_;aoatl.

O

_ﬁMurﬁéting'noats 1n the d1v1siau imeluda one parson whn ap@nds f3*:

jmnst of her time updatlng an& changzng pr:ce laats. Accurdingly tg

”the number\of itams in the prioa list ig the coat ﬂriver; .

.‘uu_

o
__Z_'—.—"=" -

_“’Txme B8P nt h& the ganaral manager is the mméor aost dri?ar. The
Lk

S

”5-9o351h1e to nbtain thi& iﬂfﬂrmati“”‘.ﬁ

tkéfgwn pruduct ﬂrqups‘_ It is f-lt th&t B mara detﬁiled

o,

- problem aalving, custumﬁr 11aabun etn. mignt hgve given a mure

»

"accurate astimate af actual cost driVQrs ; but it waa nnt

:The aales diviaian cthrasas a salea manager and two teama nf

-eﬁﬁmxnaﬁinn nf'what was antually ddna by tﬁa general manaser i.e,~:

'3'f quantity is there#bre regar&ed an tha major &atarniuant af all?w;ffﬁff

genera  manager eatxmated that his time is split avenly ﬁetwaem ; ;3 

__f-_salasman. one for each pwoduct group. $e111ng diviaion wnata for IR
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_ ;_salas staff gar the two pradmct gronps etc.:ﬁ

: .f'allocatinn to Unix and PCs will 1nclude thoaa anl& at the

™

W

f. each product group are aucounﬁed for separ%ﬁely, as far aéﬂ.
 ”903£1b1E. Tha salaa managﬁr s costs were deemad to he ﬁriven by
'1'tha number of aalaamem in each prnduct caﬁegory;. Agazn, & mare ; f=
‘:detailad analyﬁia af actual tlma spent by the aalea manager may .__
i-have revemlad ﬁlff&rent cnat drivara such as the number’of claent 5

) ' f"visitsg incidence of problem solving, txma spent managlng the

..0

' f"cost allocatloﬁgkknr Finance, Inveutary, Marketxﬁg and ﬁanagement o
' G T

- pre baae& o the total cumpanv transactions aﬁd tharefore the

o

branches. Therefare it 1a only necessary to detarmine g%w branqp -

o casta be mpygbtioned batﬂeen Unix amﬂ Pﬁa. Intercompany ;Exmggga:
-eavzr losisti¢a handting and twangport covars the cust of gattxngj7

*_the gan&a frnm Johannesburg to tha branchegg The cnat driver for'

theaa ara deeme& o be the numbar of atock 1tams. All nther
axpensas are aalas related._ Salaa valaa ig deened to Be the coatf-

dr;ver and selling time is deemed tn'he prapartxnﬁal ta value

' rathem thmn units. Agaxn a mnre detailed analyais of aetua& timef-s.ﬁﬁ

spant by the smles hranch managerm nay have ravaaled differsnt

: cost driVErs.

. 4.2.1.4 Figure 12
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'--_aarvnca 8 wxﬂe custbmer base._
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lfg,fPea (in the absarptian analysis) in&icates thaﬁ ﬁroduct ’;;;;;{-g
:«_yrufitabiiity ig accﬁptahle,- coats alluaated on an &BG baaiﬂ :;ffﬁ
”'fﬁraﬂﬁca po prufitability furthsr and reﬂucaa the line to a lbss b

.5saituat1an once tha nnsts of‘hﬂldrng aas-ta are dedunte&&. 3-

'fadantifxaa‘PGs 85 a line where profitabxlity naede tu bh

"._ i\'

'”¥=4321£;5; niacusaibn sf';ffﬁ;ilfff

fExnluded from the analyais are nbsoleaoence costa and thase 'ff;;#?f

fpertain tq Pcs anly where stncks ara held. Thus tha &B@ analyﬁis

& 1mpr¢?ad

"fg'aithév by cast reduation ar 1mpravad selling priaes. Failxng

Effffthis tha l;ne needs to be divested. }A number uf Pﬂ buaxnaaaes

'  have gone hankrupt aﬁd tha abave ﬁn&lysxs indicﬁtes t? t the law ,;{f

B f.prufit margim mnd high staak halding have precipitated adyemse

'_Pcs whiah make markat ﬁamxnance dszicult but &oes<anaure 1@% ;uf;

'jemployed the . return nn PCS of 14 4% (befure tax) is narginal, hy_j'-;

uobsolascence and thus solvency.-usﬁf

’If tha prafit undar ABG ia tak@n ma a percem%aga of aasets»_”

'; cash flows. An additianal fantor has been a rapidly changing L
'-{.technalogy an& ﬁalling prices which has creata& high abswlascenceT ol
ﬁf_ for the indua&ry. The hulding cnmﬂany forces XYZ to unﬁar supply -

L -

e .
IR

:tthe atandarda nf the holding compnny, hut ‘the raturn on Unix

: hoxeﬁJia much mora attraative 7. whmlst any costing a%stam £ 

1 indiaaﬁes thaﬁ Unix baxes ara mnra prafita&le than Pcs an ABG

o analysis indicates the &iﬁferance is more extreme and that tha

'55'w111 incraaae and decreasa an aecardanca with stock valumea and

T,
P

o fnnanciai viah:l;ty of B ia quest;ﬁnabla. Theoretically coats

. a{/ H




_¢  59¢151on packages ﬁemg prepared on the ﬁsaxa aa sat out 1n A“Etin:fﬁ: 
” :and Chaak (1979) Ppl?ﬁro. L B SRR FE

: cast, Elthﬁﬂgh the changes wlll ha stepped»zz-, f;H£?f7:'

.rE-

.Level 1 fn Figureoiﬁ seta cut thb mlnimug—éﬁgt.teguiﬁad ﬁa“' ff'

: -_o 4.2‘2‘2 gFigurg 15‘ o

T

g
’@

'-'askaciateﬁ tfansactiona.‘fln pﬁnpt1ce flucﬁgations'from1mnnt§»to

mnnth wlll leave cosﬁa unchanged.. ?ermnpant 1ncreases or z; tg; ]7;

‘fdecreases in sales voluuea w111 causa a coﬁraap&ndlng changa-in

Py

4 2;2 1 F;gur§J&4 iHT*iT'L:q.-¥ ”;f .?° ;¥"{2)f' ’

o

provide a financzal sarvxca to X¥Z. x”~{ '-';5{ 7f"ﬂ"

o

";Leval 1A (per Figure 15) Provides an mltarnatxﬁi tn Level 1 in

e Level 3/3 in Figure 16 examines the bemefnts frum amployiug a _ mf:

o 3345 000 of. ihcome ta the divisian. The holdmng compaﬁy im f.;;;;nfﬂi

' demandingsg_hegdcount reéuchann_in_the_fingnpxal division and_hgaﬁ,’

.prnvxding a financial serviue by remuvang an in house LAH amd
passlng the acmauntlng and cnmputing function to Head Offica.;T 

i)
B .

4.4.2.3  Figure 16
i s
_semiur businesa contrnller. Tha amprovement 1n msset managament

and mn credit cantraJ is aatimated to generate an additiunal
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i asaeta anﬂ prapare mon 1nc=ome statemnts L

3 pargon maint:nins deht:or:u 1edgex, uol].eqts mh, arrang'ea cagh
‘payments and maintaina ereditors ledger

- '] persan omw:als cemputar input of complete stocl; cycla z
" purchase orders, reuaipt, sales brda::a. :I.nvoices ané axpaditea
“purshuse orders-

s

.1 peracn xeccmciles ba:l.. shest acauunts, arranges input for ganeral
... ledger, prepares detailed saled anplyeis and :l.haom& atntem . .
Gamputq: faoilitptes selas analysis, eta, - D
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":?Ji-?"; T suparviseianﬂ aasist in the calléction1of debts 1n.6mdar to raduce

. outstandings. -
- %o supervise atock. iﬁ arder that month hold;ngs ara redueaﬁ and th&ﬁ
B steck outs ara reducad .

: q cautruller who will ' R
- si's, revamplng credit . limats, aggressiVe B
tollections, sty shipmenta of delinquent psyers. e X
%  oategorise . sto @i inte 'A','B’' and 'C' liggs. Datailed planning o

' planning on '&' an& then onto ‘B' and 'c'-l _ T

naa._f

" {1. Debtors holdings Teduced to 1,0, months R2238R

13. Reduction of stockouts generating an additional niszss

1'04.' Improved craddt contxol saving : 'f ) -'i R200 000 ff0,4__ - 8o

)
: nnaaast OF PHIS LAVEL o o N

Debtors- of 1,3 montha or RZEEOK iB tha norm i Bl e,
- Stock of 1,5 months or R2493K 13 tha no-m g }\--

*afnenefita ara aatimateﬂ e - S Probability

__Interaet saving ns45x L) tinteresml o 3129 000 O @T5 L

2. Stocitholding reaucea o R1680K or 1,0 months.

‘Interest saving : REIIR * .2 (interestj 5 3163!000 0.&_-3" 98

sales - Margine R1,329K # 258 ~  o° = = R332,000 0.6 - 1bs
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4 2 2 4 Flﬁure 1'?

: hat the actiwities carriad out by Jhe persnn ahould excead tha 5'3ﬂf

. 4 .2 35 . Dia"““mn R
_: /.//—/‘ It is am:aa.z.‘ent that the emploment of addi’t:mna}. resourcez wculd L
%ff °7_ f contributs lxttle or no banef1ts on ex;stxng salas aqd é "1eve& o
o AR w:mld 'bua,r thia n’fxt. In fact the departmant has redlmed X’rnﬁ: -
. %¥ };ven tu iive persans over the 1ast eight,months w1th nb change t '
'L.'ln salea voluﬁ?g and thera haVe nnt beau adverse erf&ctg..: Leval_{w'

1 of tha deolslon ﬁﬁckage correctly sa?s that a. fiﬂanclal aerv:aejf'
. .is necessary to avazd%gtock lossaa and it wnuld he diffxcult to  ﬁ 

- ;'refute fh;s logxc.L On a material cogt of. Rlﬁ m;ll;un for tha

/

yaar only 2% of stock not invo:ced oragllfered wnuﬁd makﬂ~up _
) RSﬁﬁ;OOﬂ that bexns the minlmum cdst of the departmentf Howav9#1.' ':
- the package dnes nat 1ndacate wh;ch costs azﬁ neeessary. For - 5

Ty

}example printxng and stationery may oniy raqnire RG 000 as

L EEme '_ 3 .

' 3H cnmpared to the Rlz 000 budgeted. Thia analyaia m&kes 1t."
ﬁiﬁaff;cult to identify padding. Even mf tha current 1evela af

3 _axpendature ara refledted snd reductions are shcwn 1n the
B _ L : .
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Blas

*a'he neaa aﬁice accoﬁni::lng !unction w:ll.}. ba ﬂlsmtinued aa i:hei: s

Emtions will be caxried oug. by the imancm managar. R Q :

T
AP

%o cuordinat:e the ﬁepartfmnt an& st,x:aanlina syst:ems e g

_ my' lisise with penerat managec, rtigulaﬂy on constant: zeviw of an ’
L edonopies of husiuass, pa:t uf 8 ko analym the ﬂi.viﬁnn on:.
“;/" S agi;.iviﬁy haaiu. S

S

&nplomuh o€ i‘imam:ial uanagnr to c&z;:i.‘y ont tha funcl:.tuna SURRCRNE
apecifrl.ed balow, o

m . .1t is tonsidered that thig typa of mgazng oonceptﬁax 1npul: w.n

L. ﬁasiat Ganaral nanage: (uha :I.s salas orimi:ed) in Iomulating _
S sbtrategy - which warkets o penetrate and which to divept o
o whith cnstma:s ko pursue - which p:aduct.e to dewiup ana whiuh

-3 d:lvaat*. IS Syl

’ -3' - proviainq sales with relmnt sams{mﬂt 1nfurmat1an

- lia:l.son wifh 2.0, to. geture the Tenpired resources to mn the )
- business.a.g., additional borrowing‘ to fond woxking capi ‘, for :
: nales in:::aaaes as neceasar? aﬂdit:bnal denl:nl markat aumrt-. \\

. Analysis o!.' activitias = productn ami custm:s - um-. ganaxate

- eost so that cost mlatienwhipa are aaequataly unaarstood when

rantructufas ara made. o S e

génerata more than mzsm xevenua. E::a.mp as a:e

- elimination of sman mtomafs uhase cosi: af mnrvi.cing am:eaﬁ\
. the profi.l: ‘thay contrihute. .

\w increasa voluties of printarfsunﬂrias which qana::ate pmﬁ.l:
%, £m.- saleg raquiring no stackholdinga ag. they are boyouts. -

11: is nntikely that othe:r staff membars 'mulﬂ concaptuansa tha
'_ abova stra!:ag ol .

. The banefitid are long" .’ fio- mmama benefit u likaly to ba '

: nwmnm

'_ gaineﬂ in th& sho:t t im- 'up tﬂ 6 montha)

: \_\.

¢

~_-“Let . D. tulﬁil t.hé fmtiom - rrﬁaum a8 pe:s;:nuel, i.f part hin{ﬁ
Tl not. give the nscessary tima. to achieve. t:he raquirament.

- emplar consultantsy eriodicany. Rejectad ‘nl- thei.r 1eam.lng ﬁumra
- for ‘the industry o es thai:: amciae too 1ungthy ami thus too

_epensive,” . -
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mlx ar cusﬁamer EIXa_ Thia type qf de

.Q

and 1t prumpts thnughtfas to benefitsﬁsﬁined hy the reaournas'

'5 employa& an& cansiders alternati?aaau Etihas seru_d to prnﬁntﬁ '

e

'  cnst rednctidn énd innovative thinkins with reapect tu 53777"“”5“

”',: alternat1va mathods ﬁithout conaidarinq tha avarall cost

%

"structura. cgztminterrala%nona&ips am étrategima qf tha whola

"company

z

. :-.:| .
; -

However 1f an oweﬁall strategs waa set to eopsider—selling only

Unzx thsn - decision packaga for fananaa based on this aaaumption

would hrnng to l@ght that costs wnuld re&ucﬁ materxhlly. The_#;yf?

decxsion package aa aet out in F1gure 13 reflects axpansaa nﬁ»..ﬁf'

'fntha dacisxon package fur Uhix implies that Pc cnsts are Rﬁﬂn 009

'l_* nﬁhs 210._ Tha split af costs can be comparégﬁbelow,'“am

RN

.

- Riis, 210. Assum:mg tha@ t.he ason zian m Mgum 11 i va}.m thén
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%0 provide a financia}. sarvma Ty ‘Salﬁry : : G

ta the Hnix dvisian LI o T Banuag RIS I
: A . EAR DR . fPremisas - v
. @ Jrelephona - Co
o JEO Amunta

- [Computer. - -

"o provide-the mcessafy accwnting aervica to atmking an&
s&lling ef Uni:: boxes an& to anal:arsa profibility. N

m m Hm KWI-IBE@

33% of a cl.erks time. ta prooess atwck tranamcttans anﬂ @xpea:lta
_ ‘ﬁeliveﬂ-es : . ST T T PR
£ :-_'_'1ﬁ% of a c].eﬂ:a i:ima g-.a ool.iect dehts. S

‘o

"y pexson to provide managenent: accounting aervicasv T e e

- Head Offica e‘xpmisian _ B T

._: Sl e e

BWEFITSQFQHI‘S

S Y Lavel of acaountgng sawi.caa fm: nni.x alcme are aonaidexably :haes B VI

that for PCa and is- mst affici.ent:‘.lg h&nﬂea by farmmg out
Haﬂ‘ Wrﬂﬂml s Q&

3. zt i3 consi&arad that a focused analyais of Un:l.:: pm:furmamea ig

. u S s

m‘ot: applicahls |

ur amm :ts m.mmm' T Te e
 Los® of revenue without acmntiag aarviaes and Iaaa af nompeﬁil:_;m e
o admntagg by nm_t_u@arstanﬁiug ‘coat atrt_:p!_:urag an& _;al,agiqagz_him? S

i necesaary in ur&ez to be compatitive i satﬁ:;mg atratagy. e
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If Unix waa diveated it 1@ nanaidered m decision package wnuld

fimd lxttla suope ﬁﬁ ramnve any nf the expeaaes in Figure 16 (orljfﬂﬁf

the decisiwn Eaﬂkagavfnr laval 213§(a Omly ten customers are
&1veatad, out of emghty, atock halding ia nox azgnifiuantly

&

J‘\

aﬁ there iﬂ nn pro&uct mix, ﬂnd therﬁ are’ lgsa atrategy

implications, & finamcial manager is mat r@quirGQG' Tha 51;

i@cremantal aont of Riaﬁ 223 in Figure 1? (per daclaiqm pachagajf f~*-

fur 3/3) is tharefnre not neaasaary anﬁ tha Bplit af &nata fnr
ﬂgax and'ﬁcs in this inatance iaa |

CUnix 135,226 TR
Fos . R o 79

#

Thin reasonimg indiqataa tﬂat a.aaro base asueaament aan reflmeti i:f;

W

hnk“coata in fiﬁance mav“\;n relatian tﬂ the daffarant pmo&uct

._  reﬁucad and stoqk mﬂﬁements do not ﬂacnease materiallyw Howévef”“’f 3

I




L . igroups‘_ However the normal m@thod af praparﬁmg ﬁecaion p&ckagea

= T TR
E

Qis q@ euarcigﬁiln comt contrul that ia uot related to Aga _
 -Furthar'qn1y twb prnducta arw conaidered in this exércisa«; The

i  preparation ot a&ternatzve deaiaion packages on- varzanta fnr,qrff357

"4 say, eight different praduat graups would probably be taa larga a >

' _«}tggk or an organisatzan with narmal sﬁaffina lavala. o
4.3 Discusiion. ;  T 2 .

:_Tha ABC analysia haa 1ﬁentifiad POB as ﬁriving costs 1n a

P proportiun hishar than the salas value for ?ﬂs ta tatal aales 13-:;$v

o va&ue, and cnrreapomdingly haa identified Unin as ﬂriving 1@5@ '5i:w

~ :Pra£itahi1ity can. only be 1mpraved far Pcs by meducing coatag

'  1mpruving aaaet managamant and 1ncreasing aelling pricaa, smm-

s'_ mbaorptinn,costins. By idantifymng twansaationn ﬂﬁc,has 1auated:::5'

'~prof1tability can ba enhancad bv incraasﬁnﬁ thm voiyma af salea.

'costs 1n relation o 1tn aales vaﬂue. Ths parﬁaptxan nf xxz*

_mamagemant ia bhmﬁ ovarhaad cuata are, fmxeﬂ an& that 7;

- “

};promntq mn increase in aalea far PGs by reducing aallang priceau _
J wi11 impant adveraely oix: prmfitability whereas the trade off _ Jf .f;
_?hetween price denreases mmd vulume incréaaea cnuld bﬁ £avaurable}' |
ﬁifor Un;x, &apanﬂing on the elasticity of demmn& fox tha Prﬂdﬁﬁta3 .J.
-"&Bc analy;ia haa prnvxde& g supqriar un&erstan&ing nf XTZ'B a

'profit and cost structure nvar that provid-d by mamgamal anﬂ

ﬁn é%ea whére c&ﬁﬁa can. be raduced. xvz is ?raaentlv redneing»fb,'*

 &ebtcrs from a:ghty to thirty with minxmml aaarific@ iREQRlag 1u;;fg'

‘ardar that the debtora function can be pasaed up te Haad Offine

: and carried by them w1thout employing an additional meraon. _It _3 :'W

bl

4 |



"'f:can ganarata strateg;a benafitsg- It 13 considened that

o fis dxff;cuat to reﬂuca the parts with respect ta PGs an& thua ihsg"'

[T

'_”paperwqu ggnarated, Shart af a ?uriher a&vamae in ?ﬁ,

'\\"' r.-'

'tadhnology» reaultxng in the reduction uf aecassor;ea, little zang;ﬁ

"=he dane in this arga to reduce cnsts,;

zxwhe zero baaa budget for the finam:e department hess cnnﬁrmd '&:hg;_._.-‘:.._._.:_

%pcaasitv for financial cuntrol am& that £y decenirﬁlised
ﬁf;accnunting function 15 preferable to a Haad affmce fuhct:on. It ft
'”ﬂ,hau demanztratﬁd that a husiness cantruller can aéherate nat

-1ncome by improV1ng‘asset mpnagement an& that a finan¢ia1 managerf»

'\thdltianal paraona could not ba auatifaed hy ZBB in tha finange

. i
Lﬁapartment and therefore ia a methoﬁ tha$ curtails employing
" I\

1 unnece%%ary resaurcea. It has almo been ﬁfmamstrated thmt ZBB

W

e i
ﬁcan bekused to determlne cnats far changea in. praduct mixa In

'Vthia e aru:ss the outuama br cogta in tha finanﬁa divisiun zm

l The affect af transactzana 1n driving the gepgrtmgnt ic-nnt
| 8 ﬁdhred. excegt whera a Unix only option WS é.;mined, :&Bc . {.,_,
| -aﬁc"Pﬁ@ cnsta an they are and 9xam1nas the transactxans that § ;%ﬂ]_
;_ ¢au%a them._ Its cnntributian to uqst control lies in iﬂent;fyingrf_.
:;thaﬂ BC prnf;tabilit? is poorp. Str&ﬁﬂgiea nged to be Garrigd autf ": 
. to irectify 'bhe sit.uatiun he 11‘.; cas'h r:aduct‘-inn aa:- iml?rov o d 3911mg'

..__’:}._
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" jand the mahufacturzng process ;a dascrete for each af tha twq

'.duty 1inas. fJ f- - L a’f”'“

company waa;axamin;ng an:§&

- “7fcbmﬁ$nyiPKG in tha packaging induatry experienced fallxna Prﬂfzts

."ffzaro baQE budget to d@term:na hnw pwof;tahxlity ﬁould b& imprnvaﬂ

]

l\'f}fmanufactnras buxes for a variaty of auatnmers,; Th&re ara two

'7fifmain praduct types be;ng heavy duty lines and light ﬂuty 1inea

_ ._any one pumchase and thFMﬁ ara 103 custnmgwa £ur an’ uutpnt of
T ?9,&00 ton p.a, In ad&ir%an hox ﬂeaigns amd pxxnting on the f:“

exﬁarior ara standard fnr heawy duty lines.: Gustamera fer 1ight

'$5 dutv 11nea draw fo law vulumég far mny oné purchaae aad there

Uz

- mra 193 custumara far an uutput nf 6,90@ tons p.a._ Deaigm and

.:19 setm out the fraqaanpy and%voluma nf aales for heavy and 1imht

: o
Sl

--and ranking and approving them. Mgmufaaturmng expensea are
- normally exclnded as alternatxve hanchmark&. such aa billa mf

1mater1nl, are availmbze to maasure the effiaiengy uf rasaurce

arnatzve mtratagr fnr which‘na

 f 11naag Cuatomers for heavy &uty 1inea dram nff blgh vulumea far

ZZBB focuaea nn diacretinnary uosta or non.manufacturing coats and

Q

q .

_;Juatifiea thﬁ Expenagg Gmplayed b? Praparing ﬂacigign Packagea  3..

Qfﬁand una awénue explorea 1n revexszng thna trgnd wan ta prepare a--fﬁ

. j%ydpurauing £ faaus atratagy anﬁ alxm;nating wastage.; PKG ?g$:?7f

exkeriar printing are non standard for light duty—lima:.. Figmref_gaéf

"employment. In thia hudget all expenaes were cavered aa the T}; rf
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- Th_”atrategr selected f@r the budget. was o ﬁxﬁiﬁﬁe ligh* d”t?

. . .
-;-.:'-_-“9

. '_ fowever th& Pﬂﬁﬁﬂﬁe iﬂ_'h i.

';a“ranking, evaiuation an& salﬂctian prnce&hrgfwaﬁ no;bnﬁndﬁcta&,

BB o g

“berichuirk or stendard was avalleble, -, -

li'aﬁ?fmum tha businass.; nacxsion packagasowﬁru ﬁot amplaygd aﬁ

: dgat'exer¢1se waa not tp @mamine tha

_ 1everage effect af disaretionaﬁy sxyam&mfure but tm determina tﬂa
'"“? mxnzmum rasourca nacassary to sell and manufaoture heavy duty -

linea.; A bettar ierm fur e axarcisa wpuld ba a aqratcﬂvﬁf“bf"' |

: 7 S
budget.. Hiatory and the existins budEZt wera ignawgd wh&ﬂ%%J'_“[}-g;

ﬁatemmining ﬁusts far tha scratch hudgegﬂfqihe autcome af thea ;iff:ﬁ
exercise was that the fbrecastad profit fnr thq year oﬂ; S
R2 1?0$060, or 1,0% af salea, waﬁ hudgetad ta increase td '

R, ?75 000 or 8, 6% of salas. T e

The cmsa study axamﬁnaa tha bu&gé% grocaas nnd‘%ha outc#ma oﬁ tha

rasulta. Tha cust ﬁrivera behind the heawy duty‘lines and light
du@{hmhneﬁ are thsn disﬁussed gpd then the c@ge sﬁudy is. examined

to etermine if ZBB and &nc are hothﬁvalid tachniguﬁs 1n o

. B T L.

asaisting caat coutrol.

5.2:1.1  How the budget was prepared. . .
- S .,é;jf_z;,ﬂ;;_f-.ﬂis;h__ﬁfﬁi;ﬁ_;._...

An outsida conaultant was amployad to pf%para ﬁéﬁﬁu&g&iléndfff? fgf; f

. F
TP T P




”” f: 1wmrked clusely Witﬁ ﬁhe uanaging nxrﬂctnr, neputy Manag:ng

hfniractar, Financial Direatar, Sales ﬂxrectur &nd varinua Q;ng;;

;managprs and staff to ﬁbatract datn11ed datao Revenmes and_ asﬁs

B  ware bu11t u@ as set out below.

'07 The atartini Point 4n tha budget Wﬂﬂ tn astablxah tonnages sal&._é

5:Tha cnmpany had foré#aataﬂ aales ta the enﬂ af 1990 and the tons

"'¥fsold f¢r heavy duty lines were axtrmctaﬂ from thia fngecast anﬂ

“ ” 1:baarﬁ and lining were detarm1  _

_g;ﬁnaad as the sales far thﬂ budget.. The average saxllng price peru
3.'tnn waﬁ-applied tn tons sold, customer by custnmgr. e arrxve at
3";& turnuver‘ﬁxgure.'{:jifg;ig;' 2;€  '“ V:_'";fffﬂ'“*"ff'ﬁyf-ffk
73(11) Hnteg1al noﬂgs \--f
| i o _ R - .
3Varioul comhznatmons of: buarﬂ and 11ners sre. used tq maka a b@x. ;

'-Baard is standard.= anera are mada up uf vzrgin kraft pgpar of e

_varioua‘widthsg m&at papeg an

'fbawﬁhite pnper. Requiremanta nf

for each customer._ Tha w "'
Sy

difﬂerant mataria&auwera tatalie j’unavoidabie waste aalculmtad :

 _and added on, &nd the total mﬁterial costad aut¢ f

h .

“{111) Ovher » | | |
' _Distrihuﬁ1nn cuats and settlement dm-counﬁu wara—calculate& far \
' feach cuatamer to arruva at a tntal cost. Ths cnﬁt af electricity

'-__was &e%ermined from machiué§ utiliaed ta procesa the budgatad ¢57

tans. o B

(4v) Pactory lsbowr ., 0o <o N

L




o .ut:l..’l:l.sat.z,nn.

”JTha machine routing exarcise establzhh&ﬂ which manhiﬁes were 'g ffL-ff

'5budget wera asauﬁed to attmaaﬁ

}The machina rout;ng and’ldﬁ@ing Was daterm1ned far ééah

;apg%ged ta tha mnch:n&s in uaéu

e R

_cuatomar.- Tha hours derived £ram this axarclme wer@ summarised

fand usad ta datermxne the numbar af labourers reguired; Tha

]producﬁ1on manager was Satisfled that maunins requxramentg

-';poul was not naceslﬁarf to cover pedl t- ami valleys :ln machma

eeded._ Maintenance was daterm1ned for each mach;ne emplore& 0n

*ﬂther machines mothballed by th@

na depreaiationg

u,

(vi} lnssmm

 _1nsuranc- reqnxraments were reassaused and pmgvided for. Thé S

’ 1ncraase in the bu&gat. over the fqretast. is attrihuted to a .[

o

"atrategic dec;aidﬂ to raduce KG’ risk axpoaumea_.”f:V-,*?[.:}

oo

(v:.i) Laﬂ&zzz..i@__.._g B I

gThe expense category incorporataa thmacnat uf fark31£ta and

'expansea are hudgeted zn the light of hanﬁling materzal 7

pallets both of which ara relatad to materxal log;sticsa\ Tha

.. “

.dristm.bnt:.on fnr hemry* duty lmes nnly,

&

(\'

a

_.;__:Tlarxslng frum the scratch hudgeﬁ_ware raallatic and that a ﬁurplus :fm

= g'tha basis uf utiiiastinn and PKG's depreciation @ulicy waa e

'Each expense line and sach ‘copt ¢lement within that line - wages, -



L s compared to' thy,

5 z*h.z Summary of results

'}4€f1nia

jt the resulta of PRG‘s scratch budget and thzs

Eagure 29 saﬁa

and in éaﬁh cast centre ia 1ncluﬂad. A mgre datailad bﬁild up ta

tha coats in Fzgure 20 13 included um&er Appendzx Dt;f;gf,*_,'?§}1? 

T’fgﬁ;ﬁfi@gﬁt;iﬂéntificaiibh;df'aaétasag:f; ff;;fgjffr'“

&W“

o
L

9 1990 forﬁcast‘_ The differences in sa&es valne |

The coat raductisms in ﬁxgnre zﬁ are a combimat;nn n& alimxnating :

S waatnge and the exclusion of 1l8ht duty 11393 fra'-the

L manufacturﬁng prezaseg The differences wera &isc'ﬁaed with tha

e

salﬁ

{i) c_-q

'_;_; Part of the budget exaraiaa waa to offer the light duty linea tu

asnaa:&te cnmpanies af ?KG énd fgr this reaaon the cast nf sulga

for light duty linaa-waa calculatad 1n detail. The cast ui waate

N

. was’ ést&blisha% ,5,3.3 aet mni‘. bel.nw» .

'éﬂﬁifiﬁﬂgay;**='\
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-:!Scratah budget for he&#y duty 11ngg

"“ifWaste est§blished

v;;(ii) Eagigxx;;ghgu_ R AT ‘
{  1n 1939 pK& prncassed 306,000 tons and the level £911 to 36 890
1:tnna in lﬂso,f Factury labaur was not retrenched.; The deputy %D

' xﬁastimatad that 159 iabnurers were. ﬁxnﬁas to manufactur;ng

_ '}_light duty llnes sre zalculaﬁed by &aducﬁing hudgeﬁad lahou% nnﬁ% Ql -
| ﬁ- axcess 1abourffrom thﬁ/forecaat fur 1990. _ v : L

fbétaxled nostxns of;%lﬁht d“t? 11nﬂ3.i?

-frequlrements._ Therafara the number of labourera requzrad far

ta assoc;stad companles

:? ﬁd;iwhearetical cnst '  :5 *_;2253312ff" i§$i?§§ ff°”5“ﬁ“7

Forécast tost

o

e

:;Z(izzi Mﬁin&gnéngg o ej;;”[*'fqu_-{;~'z; {f?ﬁ*5ﬁeﬁu;f.gh' I
f{fPKG had subcontracted maintenance to A third party and have nnga“h‘”!'

']'decxde& ta carry out the functnan internally at a anst ﬁaving o

. 13 establishad by deducting budgeted,maintenanca auﬁ excesa »{;

-f;mnintenﬂnce from ths foracast of maintenance fug 1990, e

| _(1VI 1<) he . R .
'The forecast fcr 1990 imcluﬁes a pallet wr;ta off of n444 ano

'which w;ll not occﬁk agaxn an& ia highlxghted undar wEsta ;::;:

| '-_ﬁ33 268 000-: Asain the ccst of maintenanae for 1xght uty lines,°'::

S e e B .ﬂ3 f:, _
e T .._:,f.n L A

\l_ . -'_-(.‘ R

ellminated.




-4

._:).

Tf{ﬂTheaéj}xpenseﬂ mra d@taileﬂiunder &ppendix E. & numbar af

'expenaes aré’labour related and the total of thage arav :
apparmxoned to exgess labour in ovder £o arrive. at a Ceast for '

wpsteq: qgg

[

6ﬁhef factory axpansea,were examznaﬁ lxme by 1ine an&{}asﬁage,f;

Ewhare applicabla, was 1dant1£ied._gff~

fThe cust pf factory haqpl;na and other factory eostﬁ for lighﬁﬁ
f{'duty linaa was arrived at by de&uctxng budget pnsts an&“waste :
'Hfgﬁﬁ;ﬁhe fnrecast fdr 1990¢ | ' )

.'_”552.:\104 Diswssion o
*'jﬁigmre 20 15 resummarlsed in Figure 21. Wastage is. itemised. in &
separaxe category»ﬁ The budgets for rsnt an&lpropgﬁxy and far o

':insuramce are not related to tha atrategy of diveat1ng 1xght dutv

- linaso To ascribe tha dlffareﬁqe\he*wewn fhrhcast and heavy duty_

ﬁlines to light duty coats will he a &istartion. Thay hava “f,}*ﬁ

i

- -therefore beeﬂ categormse& under oﬁuerm“

| | ..__¥5 __ ._ ;_._:_- A |
'The budget has identified.that light duty prnducts are _ _
-unprof:tnbla and that there is wastage both 1n matariml uaasa énd'

:“_in expensea. Wi&h.respuct to 1ight dutﬁ lineﬂ the management af _
x‘» g

PKG d;d not believe that 1abour rould ba engineerad downwnrda, ﬂr:

that machi%fa driving mazntenance, depreclmtnom and’ othﬁr factnry=

[

‘zosts cnuid be raduced or that selling prenses cauld be qf “

-re&uce&. chever waatage can be managed downwards»[ :

'r';_
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_ Gircumsgances hawe nnt pﬂrﬁittad a clasaif&cﬁtion nf ¢nata into .
/ ﬁhé activities of- PKG‘m value chain anﬂ frnm %hia the uaaﬁnng of
heavy duty and light &uty linas on tha baalﬂ af ﬁranaactiona

Oaganaratad hy the two product araupsﬂ ﬁﬁ an aitermative c&gts o
déemed to be aaaaciﬁteﬂ with £a¢tqry 1abour, machim@ anﬁ ?ﬁlﬁtaﬂg i

A

an& aelltng are groupad and summariamd undar Fiﬁur@~22.: Theaa f* ;'"

SR

make um ?0%“af the tntal coats of the buﬂget fur—PEﬁ. Tha unit

e

:\.___ Co

" 1aaata far each uf thaﬁe mxpenae gronps, or activaf;ag, araf;, :n~:jf5

'-calculated fam heavy &uty and 3ight duty llnﬁﬂn Laﬁbur costﬁ arm

':-by the number af tanmofﬂgn aauh amea tha R!ton aast far lisht
?1*duty linam far excagﬁ;%h&% for heavy duty limeaa fﬁﬁ'f¢f'J“;- ;*#]~;‘m
TN L " : .‘\... ’ I ..: .rl\:_.. :’

f':It 1a assumed tha% tha hiah frequeﬁ%y cf uhnp aﬁ& @héﬂge in ” S

 Emmnu£actﬁbe, the more cnmplex nperation mnd the widem custumar t_:i
};base for light duty 1inea, na compared tn heavw ﬂuty linea, hmva &
fsarvaﬁ to create a higher level nf tranaactiaﬁh an& draw dff un

  -'resourcea fom 1ight dﬁ&y lines. 5 5-
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5 2 2.2 : niscnmaion uf apecififfnuats and poasihla uoat

drivers

_':f Spacifia axamylem of produat and cuatomer aamplaxxty with xaspeatfff1’
"ﬁ7 f_to light duty lxmea apd how thay drzva cnsts nre @inminad belowg ;1 ;5

':”The disuuaaion 1& baaed on F:sure 22 which gruups PKG’B custs

Hgavy duty . Light duty ~ Retie of Heavy .

| ?9 934 = '_a B,gag
. ese 0 _\:13° .: B
43 ._ . .. 3]&3 : Il

Tunsfhabaurers : Tff4123} “ ;-

Labgurara achieve 2,8 times mar: through put fprqheavy‘ﬂuty linesm;;' 

o than for 113ht duty 11nﬂa; Bat up times taka—up~30ﬂ ta 40% far

"}any one*produataqn D as all boxas &xe printa& and th& set up

~t1me for print1ng ia a 1engthy proceaa., It in evident fram f“__-+
'wlgure 19 that pruducﬂion runs for light &uty lxnes ara analler .
lim volume snd onomr mora frequently. ?hxa explain& tha 1bWan

- tnnnage ta peraun output fur light duty linaw cnmpamad,tn Be&w&

_r}

_i_-duty lines-_

7'0ther Faatory casts, which are Erﬁupe& with 1abour inclu&a

- expensas such a8’ ‘first aid and canteen ‘that sre pﬁaple ﬂraven aﬂd_2 H'

;ftherefore are apportionad no products on the bagis mf the penple

they JE?loy. &s labour 15 cnatmé dirently to haavy duts and ' §1'- f

1ight duty. 1inﬂa an ARG exerclae wnuld hnwa mrrived aﬁ,a similar  :;5f

- soat allocation._:  o

e

E)
- ]
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L Hesvy daty i.-_._._:'i'-fnight duty matm uf H avy s

Tons ;? ?;fff:fﬁ7§;ﬁzdf 3¢g}ﬁ;-'..'

he product;on proneas im mame complex for light duty lines than

for haawr duty linesg particularly with respsct ta tha pr;ntz&s

K operationw_ Therefora each bnx %ﬂba thrnu h mnre pracasses and

L machxnas fnr lmaht duty linea éhan for h awy duty 1lne$‘; Even f R

thaugh the machimes are smaller and 1ess 'xpanaive to maxntain fjf
tha number reqnlred fqr thﬂ light duty process generates a o

gmme’" & t"ﬁ °°$t thﬁ“ tha’h fﬁr h@aw dutv Mnes» o

«Maintananne and depraclatxan ara caats 1ncurred dinectlv by

ach;nes and thérefure no mllocatian ﬁmthpd 15 required.

oAy

 'Inc1udad 1n faatory haudl;ng ;s ﬁhe cost of ma:ntain:ng and

| 'runnxng nf forxlzfts and th@ caata “of purchasxng palletm. Thiaﬁ¢ 

3 actxvity is not excluaxveiw ﬁatarmznad by tonnasaa 8 materialaf_-' '

: tl_ara delivered from mnchina ta machina during tha production

o is to weight 50% of . the use of this remource to tana amd 50% ta5f;ff§;

o lines is therefnre determined aa sat out belows

 [-procesa. Tharefora the numbef of machinea will alao determine -

- %he useé of this’ rsaourca.- Ona. matho& of alloaating thesa coata: ff:;f

j:machznes. Ihe mllocaﬁion betwaen heavy duty 11nea mnd 1ight duty

1
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Cwems . . . 7s,9m4 " Ugeez .
U @Mt o e e
- ._.50% weighting el .. 467& g 4%

o

: | 2 Epl:i. t | 66% g 4,‘ e
_ % allncation far ABG '3"' ” _123';  _f¥  .::.  Lfgi&ﬁ,fﬁf“:

3The wagas and salarias paid ﬁo parsonn emplnyed 1n maintainlng

'rjnb rnuﬁing and works. order system make up tba nuat centre o£

-

n'-éxnternal distrlbution. o allocata thaaa &osts on tenﬁ wauld ba

' am.over snmplification» an runa ara 1ongar, and ara routed
thrnugh fewer machines fnr haavy duty 1inas than for 1ight duty
_1ines and therafore raquxre 1aun adm;nistration, planmiag and

_paperwork per ton pracasse&._ In tha absance of jab routing

-details tha number of maahinea employad fnr heavy duty 1ines and

fqr”lxght,duty 1ine3=ia-canaidareé-ta be-a-mora-reallatzc coat-

;driﬁef thmh the numbér'af tdnﬁ._ ﬂach machxna loading ganaratea o o

admin:stratlnn,work and therefare will be a transaatmonﬂthat )

o draws on the internal distributian aativitye--_

' _Assumlng that wasﬁe was idénﬁifmed thﬁn the cost af machine i
| _relatad expenaes for light ﬁuty lmnes i‘lfstablished beluw uazng
machines as & cost drivar. These coatﬁ:]re comparad to ﬂhe i?
co . hudge\t . - . . . o . :

e

- Remvy duty - _3_'1;5:3}%,%"‘5:«1;1':#,1&{ PR



';' _iﬁepreciatioa

' drivan. providing waate was 1dan£1fxed;

.' (111)'

SR SE AT :r.'ot,ﬂ wost - ﬂeaw Sl bight 5'1.'3“'33‘“ f‘”'
. a'aoa hefure w&si‘.e Duty iJu‘bv '1_'.,,_- -""':"I;:.ght. eluty

A\Hachlnea & tons ;1QQ%¢, -ﬂff?sxﬁﬂifﬁﬁffﬁiﬁ” 15_?=[3ff1"L”,7'ﬁﬂ7J

ﬁxreetly uaated

&llacated on machines and tons }ﬁ;f‘,? 55% ;ffi?f[qj5¥*jf%?SffTﬂﬁ

.'_> Factoryhﬂﬁhﬂ. 7p 1,938 Hﬁiﬂf-f.:fifkﬁp&;-i  iﬁ

Allocnted un machlnes

' Internsl Diatr. 2, 1zo S _mod o less.

" Tha anst fom ”mmchine driVen“ By allanation £or lxgbﬁ duty linaa g;;?
” '_Ls w;th;n 1% of costs darived by tha budget. Thll small i
"'&1fference ia aaerxbable tc the high proparﬁ;au of diract ;f°  :
 -'&11uaationa{;ﬂ& com@ens&ting d;ffaranaas in factory hmmdlinﬁ amﬂ
'f iutarnal distributinn. It iﬁ asaumed that an Aﬁc analysis waulﬁ
T'-_j=hava arr;ved at a cast allocation 31milar ta that mrrivad at hy

the budget W1th raspect ta the ahove axpensea grauped aa mnahiaz

]
SR o

- 1£ the coat driver far selling'expenses ia the numbar &f

=_cuatomers th@u expansaa anlﬂ be allacated aa set out beiaw, éf_ fyf

o

Coomo T e e e S U O



"-;‘“Heaay duty

'37f:expanse laval dxd nnt decr-ase prapartionately to the number of

3fﬂ%_:customars  ; Selling costa  _;;; SQILing coatﬁ

~:_ allucatad un cuﬁtnmara par hu&get
B ﬁmﬁﬁﬂ;jﬁ*~~__”__  '”. R000
_%._?11ﬁ703 ¥3;;,;f€;;$€¥}Ji: ? .?ifﬂ...

' :;fLight duty

_}the remaining austamera moxe 1nten51valy and that is why thﬂ ;_:f’f

LN/
T

3'*Alternat1ve1y selling costs noul& be driven by the number of

'3fcalls an& xt is nat unreaaouable tu assumﬁ that the custamers

'fpurchasing graater~quantities wnuld be caile& on mnra frequently f
-jthan custnmers purchasxng sﬁ 11 gnanmztmea-_ xf 1t is aasumad
that aaleamen call on. custawers two times a mon;h for cuatomers
.purchaazng haavy duty and onse” & month fnr cuatomers purchas:ng
-"llght duty linea then the abnve allocation is . recalaulmted aa .r';
f.belaw. o . _ _ e

now

";_cuéfﬁméis'  Sellimg costs ._. f Salling cnata.;h,

” allucate& on cuatnmers ‘. par budget | -
' f'L1ght duty | ';t;géi ';:' }J'3;ﬁ£§  fT'f; ~f . i'Z#giﬁ'.-“ *¥
“ | ..;“. &9361_ ;'J?§$§2§ f é  £.5'l??iégﬁai-*ffn:




In éither anaiyaxs,' ee'_allaaating b‘lcustamerﬂ nr by budget, 1t

o

o is evident that §h§ wide custﬂmer baaa &a driving a R
'dia@raportnnnﬁt@~¥évex of agliing expensaa fnrllight duty linea

i": 111n ralatian tu tha tuns snld fnr_that line when‘camyared to haavy

;=w:;ﬁ;that an Anc analysia would hafe arraved at a aim;lmr resuit tu

}.;;the budgg¢ pravidang that major wastaga ;n 1abour amd maintenanae
5were 1dentﬁfxeﬂ and exciuded frpm the analyniﬂ._ am absorptiﬁn |

"'ﬁanalysiﬁ o£ Eﬁﬂ’s revenuas an& coata is raflected in Figurs 23 an
f5 am alternatava method in detarminmng enata for tha tup pradu@t
o lineai. Light.duty linfa are alao idantafiﬁ& aa mgking & lomm in

tﬁis anmlyaia. The high 1ave1 nf labour for 1 4’t duty Iinas

: i+

;1denti£iesﬁit BE- baing unviabla with axxsting sellimg pricea.3"_  “L

'.?: The scra&¢h budget has iéentified that the elxmination af _
: mater1a1 waata and non value adding axpanses can 1ncrease profxts

"«'by nlﬂ 811 nno ar 4 7% of fnrecauted aalaé% Thns is a : _._
'_faignificant IMPravemﬁnt pvar t?e foreuaated prﬂ{ft:af na 170 ooa .:.

- incurred for thm liﬁht éuty product range. The'budget ia a
3 _”vamabla atmmgic ﬁoal in enhmwiug profits fua': PREJC _ﬁ-’ "
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.:It is considerad thst &n\ABG exarmise wnuld ha&e ideutif;ed I;ght S

Ry 2
5_ ¢uty producta as unprofitable, Iw;Figura 24 waste and nthers 3
".from Figure 2i are praratei‘to haavy and lxght dutyzlnmem an tha

'--baaia of sales to arr;ve at,a prof;t aplat which&&maludam wasta

- iuaated 1n€% the two prcducta. ?pr diseuasion purposes only the

f.-{ﬁ rasults ar@ used as a subgtitute f@r an ABC analysxs. j:f;ii  :.' € =;fg

-;:i _?~1u;§p_._;m.z.;3_l,=hyu:;;5¢£ﬁ:

3 :?If 15 apparent that thm costxng nf Wastag& acrnsa huth heavy duty

 E1thar under ABG analyaie or. by g more detaxlgd cost éllacatiun |

_prucess light d&@y 1nnes appear ta be unviable and thhout

o braakeven._ Haamy duty 1ines reflect & prof;t of 3?5% .o'sales

”:‘undar ABC analysis and 8 G%Mfram the budﬁat exsrcige.

_and light ﬁuty 11nes ia a weakness 1n ABQ mhthodplagy. The
| dlffﬁféhﬂﬂﬂ’bﬁtW@ﬁﬂ the hudget amd analys a on Figure 24 are

- aummarlsed be1ﬂW¢...

__Differenqa 1n Prnfiﬁ  -;€].[%*$¢ S&léﬁf_iffﬂf-7'
.J;per Budgat am& _ . '

Heavy duty lines -ﬂ.:._Ip;ﬁia”j B .-'.;;_:_wa,nﬁ, BT

fzhight duty 1ines .]. IF  {99i"3_";: '.-L-.--'i'-.f.’"s lﬁ
2 waate f ::a,.;.; - (15;311}1_ o }" 17  _ 4 1% |

'75;mj5.z'“f=;”4

N A S
zncreaaas af up tBXQE% ‘on selling prices they w111 not o g T

: ’?

‘rfnra senaztiva tu prlces as tha voluma offt&kes ara large far any

”fnae nrder.- Tha budget exerc1se provx&es an mdditzonal 5,1%

“i-59111ng pmigg slast1a1ty ﬁar hgavy duty linas_ovar.thﬁ #BG.

. . DT i

L . v . e
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" '“ identified in . ,Hudget exercise can either anmémce prnfits ar

Eive QK@ mn.oppartunity ta eompeﬁe by further radncﬁnngallxngp% Eo

It i prqpable that labour'anﬁ pnﬂsible that maintanangg wnmid §&f gi:

f fhasted diract,ta the twa pxoduat 11nes using ﬁﬁcm{hﬁhﬁrefora
Rﬁ ?91 00& 05}55% of the total waste canld be eiimznatad frnm

the ane analyaas raduaanﬂ t&e disturtxan efﬂ%@tqingéprn&ﬁing :

e

ﬁf:; waate nvar-prcductsgl In this rasp&ct Asﬂpﬁoui§ haxe amerg@ﬂ=as a ;f “

sﬂperxnr“mathadologylkn absarptian caating in alloaatimg casts tq

pradﬁcta.-  {ﬁT”¢pfhfw e

Ip ﬁhxa case mtudy ZBBkhas idenmifiad nifiaant araas.of waate;;fjtgg
whiuh cun:flﬁutaa 'S problem nf re&tar magnatuda théh iha lomsesinf}i
incurrad B Inght duty lmnaa, Fé‘ thia reasun$ZBB 15 n? graaten{;f;;}}
- " benafit ‘o PRE than the Bmplovmnt nfl; ABC, Furtheﬁl, altamti.ve | o
- cost . allonﬁfgqnﬁhethuds (inci5dimg darant allgcatinns} ﬂill 3
identi£y~11g$¢ duty linas as makxng lussea. The imex&ence oﬁ o .-”
h;gh.valméJnf excesm waatm at PKG_hasxlad tq ZBB being-of greater
'%enefit 1n cast no?tral tham Aﬂc ,_7  ;_; 1; ; ?"

1[‘

&
. Q‘ékt‘-‘\_ .
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B

'” j;Amy entérprisa will[wimh ta spand money yroﬂmctiveiy an& the

. ;em@lnyed to maximi

;extant im tha twu chae stm&iea. N

'ZBB focused on: the fﬁnancial depamtment of @ davianng aellimg

:-Qurpnse of thxa remrrt hms baen tq.show tha$ ZBB am& cuat driVQm f”f'

o outputa far aoat inputa. The thaariem

fanalyaia, or ABG, gra buth aoat aan&rol teehmmquea that aam he

__un&erlylng ZBB an&lﬁﬂc were examinad in the review d?

jf"‘\ .
:lltaratureg ZBB anﬂ ABC were m@plied ta & greater or leamer o

i

-The raaultn uf thm haae Btudies are firmt dxacua-e& anﬂ th@n o

com@ared mnﬂ cantrabteﬂ with tha survey uf literatug@.

-

i

o
¢ g

_2 Unix\and Pﬂs, of a 1mrge aomputaf company,- The diV1aicn upar@tam $'
"wnth ‘Bininum resourc$¢ The 2BB therafore did ot 1&entify

-unnecassary yaraana qr facilatiea withxm the financial dxv;aiom.

It di&, howaver, Juatnfy the emplayment af a buainaaa cnntrollar

_who was &amunstrated vn ganerata 1ncame gremtar than tha cost of

her employmmmt. Aa ahe is & uand;date whom tha hol&img company
Vo

_wxshem o make radunda /288 haa asa;ated in’ preventin@ the W

'ﬂﬁascontinuatiop o&-a.r§yenue_yrnd§¢ing resource. Other hhan this

i : . oL \_l - .
A e ok LR
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I TG e .

_'ABC, ‘on hha othar hmnd, alé&rly ﬁamonatraﬁad the pwoblams in

..u\"

:-;.selling 903 fram a atrategxn puint of view amd'hxghlighted th&s

i _i;}_

|   nead far‘aerzaus canaxderatian to be g:ven ta ﬁh@ cnntxnuation of e

'i'.he BC line,
.'.;fIn thés casm Sﬁudy Aﬁchﬂs aansi&are& o b@ af'graataw vmlu@ th%m

. ZBB in promptmng aoat controlqas all axpanditunﬁ far Pﬁs is '

.? qna5tinnah1e aa tha revanue genar&ted by PCs prbvxdaa ag

- inadequaﬁé return._ Whilst ZBB ’

_s been demnnstrate& aa able ta

 f1demtify expenses fnr Unix onlr__or Pca unly, 1& doeg not

!

——

o a ranking prauadure wae not used ¢

"canaxﬂar ovarall pruduct prefithbillty whereas ﬁﬁg &aas._

f.Becauae detailed coat}contrnl is nat a prablam, an& becamaa

 pro&u¢t prnfitabillty ia—a prnblem for thé pc range, ABQ-haa beem

'str&tegy to mmnufactura and sell tha hsavy duty 1iuea of a/}

3{ greater value than ZBB 1m this caﬁe stmdy. _

8.3 ﬁagg..g_-g!!dgt-g_ B A LI PO

_ZEB built up all expenses from aaratch 1n the light af 8 specifia

f”pmckagang compeny and ta divast 1ight duty 1ines.- Tha-budget-wasf

‘not & bottom up process, &e&iaian‘iackages wara nnt employeﬁ an& f;-f'

congider optzons in reaourced S

| jemploymEnt.- But then the ZBEB wig an axarciaa tn detarmana the

'_mmnxmum reaource requmxad to suppurt & reviaed prnduct, Balem anﬁi'*"~

manufactur1nrxﬁ\rategy rather than an exarclaa on huw tn optimisef”

. J\.\',‘ .. . . o
TR A [N



Rz i?ﬂ,ﬂﬂﬂ aahiavnd hy the eompany.;

atﬁar coatinﬁ mmthodl.

araas of em

aignf%;cﬁnt waaﬁa@e.% The value uf thia;waatage was quantifzed as; ii;f
10,811,000 ¥hich is five tines oa nuch db thelprogit o2
The ZBB, ur acr&tch buﬂget,.i;P;L}}
| alao 1ﬂant1f1e& 1lght ﬁuﬁy linea am.being unprofitable.~;y¥ 1P' :ﬁT£¥1f

It is cnnsidarad that KBC wnuld hava idﬂﬂt;fznd 115ht duty 1inea_f*
_f as being unprnfitable. Howevar an absurptxun cnat aﬂ&lwsig alﬂ“p¥;f;:;£
Furthar r%nan ?alua ;i  f ;LN L
_ produatxvmﬁr mnalnys, auch aa &bna Pmr peraon, WOuld alao have

idamtifiad light &uty linem as a prabl&a arem, .-”fV’%"""“fﬂ'”'

__' In. thia cgae stndy ABG is an allocatian method that douis ot
_’ fprnvide any aign;f;cant benafit to ?Kﬂ nvar that em@imy@& hy -
| zna, or a acraﬁuh hudgat, haa zdentified

1ve waatage, auma af which wuuld likelv hawe

e-qaped\naﬁice in caat mlluﬁatmon mathaﬁﬂ._f___'-

-r

prof;tabilxty than &Bc

" ' nf greater benefit than Aﬁ@ iu cash studymao_

Eecausa wastage 15 Material, ané heaauae altennative costing o
: -ethnds WQre abla tn identify light duty 1;nes a8 making lossea, |

ZBB has beem wore hanaficmal im pramoking cont cantrai amd

ABQ w&a nf-greatem baﬂefiﬁ %haﬁ QBB iﬂ b&ﬂ@ anuay 1 and ZBB

B
" o .



; In caae study 1 the departmant examinad ﬂid not employ

'-dutv 11353,__-.'w L :[ .

',' or man valua addins axpandxtgre, is excéaq;ve the value of ZBB

“%%;9'5

'u“unnecessary resauvce an& therafora little henefit could be _
| '{obtained frnm tha emplayment nf ZBB.- Whereas in csse stu&y 2 m
33'ﬂumhar of araaa uf waste were Ldentmfied by ZBB thus prnmot;ng

- thas mathad aa a. bem@flcial tachniquaa

WB115t it was apparant that ch were nat ag prafitable as Unxx xn ?77:

ft.

:3_.case atuay 1 it tonk &BG to demnustrate thath?cs ware unvxahle -
:,fand that a atratagy needed tn be put inta place to make the imna .
'_aconommc. Heither marglnal casting or absorption ceating arriva&
'  at thi$ conclusian. Whereas in caee study 3 abaorptian\Fasting

Twas as affaetiVE as &BG in identifying the unviabality Qf 115&&

a L

Sy e T e DT
p .

fTha caae 5tudiaa 1ead to the con¢1usion t@at tha value ﬁf ZBB anﬁ
ARG are. dgpandent on the cont sﬁructure nﬁ a company. Hhere o

L ;wastage is min;mal the value ot ZBB'dimlmzahes and where waspage, .

A

'.1mcreasem. Where rQVenue, cost ‘and vnlhme relat:anshipa araa
”_ohvluua tha valua of‘ABU decraaaes hut Whﬁre cgﬁt |

interrelat:onsh;ps are ¢amplex, and not apparent thraugh Bimple [!

:wusﬁ allacatiﬁn methoda, thm valua of ch increases._ .{';:Hf S
B 6
‘h... oo Q ﬂ? .




jsy of lihérature it was cuncluded that the maim

'"Tﬁfpurpuse nf ZBB is tn mssxst an- organxsatxon zn maxim;sing ;%f¢Q.}QJ”

"§~

*Hfj'kenefits far ﬂiacrationary expanditure aﬁd %gat ZBB 13 superanr

T te trad;t:unal ‘budgeting in achieving. this end.: Theré was 1itt1@f*”?-*

:fjffscoﬁe for cost reduction in c§£6%§”\dy 1 and therefure the mae o£~f“”'

.mf;j;ZBB"waa limited. Haaner the‘ﬂeaialon packaga far amploymng a
fﬁbuainess cnntrolie¥ highlightad tha net incoma generated hy th@

-:i%activity. Thza activ;ty cuuld have been nrbitr&rﬁly disoomtamuadffﬂ”: |

i?"' .

fundar & traéﬁtional hudget; Excasﬂ w&ata was 1dentified bv ZBB

"jnntuaae atudy 21_ Thﬂ farecast, which nx&rapolatad coste forward ffff .

"_ ifar tha year, waa s;milar td a.trédxtional hmdget and th;a faxled{f;?‘?*

':_ tn iﬂgmtmfy waatage.'mﬂ.;'€ﬁ  Q;f;.’T.'f'-VQ]f:*f_-"Q'Z'.-‘wf'ﬂ-J

QZBB,identifxad bath areaa of waate and apportunitias for prafit
_'@-);xn tha ‘case stuﬂies, thﬁt wuuld not hawm been identifiea by
| '"traﬁitinnal bndgetlng¢ The~case studies tharefurs confi%m the :

o

-chanc1u31mn of the 1itera&y survey that ZBB’ ia - viable technique fgfiﬁi?

'p i;“ta maxzmlse autputa for aost iuputs. Uy

e

.fThe survay af litarmmure dad Bﬂt d;acuas the dﬁgreeﬁ nﬁ . i::;;.”__: o

‘r&@,”.f:.

usafulnaaa fur Zaa.but amr1ved at a genéral mannlusion for ZBE

_: R

ZBB depénﬂa on the circumatances p@rtﬁining ta B campany.

;;. e Lo : AR Lo - u"-- ol

| whereas the case ptudie: highlightad that the‘apylicabilztyfuf t"774 o




"f_ahsarptman cust1ng.  5; P

’ﬂthem Qvgr altern@tiva cast allocatlon methuds such as marg;nal or

ST

'ijhe survey af 11terature conclu&ed that the main purpoae of &BG

|  -15 tn sagﬁent a campany by product, customar or markat with n -
 “*““ to i9°1“t1“3 areas of favﬁurable or poor Profitabilityq AQFJQQ'f
: B __This 9tr&t9813 imformatmn 'ﬂ.‘ill enab}.e \f.q. campany’g magﬁmenﬁ 'tn
"_'enhanne prufztability- The 11terature affxrmeﬁ‘that ABG is a

Vaumerlor method 1n trac;ng costa back ta the a@uzca that drive-:f

0 . .

: Tha case studies indicate that circumstan¢ea mniqne to eaah

' :;"company 1nf1uence tha uSafulneaa of anu The the?a davélopad 1n L;.  ~

/J

 .-theJaurvéy of 1iterature Waa that qverheads hnve innreaaed and

- the numbag Qf prnduats manufaature& and gol& have alsa increage& _}f::

_fin.maay cbmpmniéag" Simplist1c cqat allncgtiom methods, sugh as

3;;marginal apd absarptaon coating, adequately serve a campsny with

' 1ow avamhaads and s amall range of producta but are inadequate

ffor thﬂ more complax coat struatures of modern buaineas. ARG was';ks?ﬁ

won

. \
- -examimed and faqu to . be an appropriata and effactiva com&

'allq,atian techn;que for thess camplax*cost structurea.-

of .- : o AR

'cost ralationships ?zre not immediately appatant in case study _15-3-'7
1. A financial department is viewed as fixed in tra&itianal .

cosﬁing systema an& 15 thamefoxe arbxtrarlly spread nver prudubts

':;using ahsorption costing. ABG hnwavar idantxfxed ﬁhat &cg were

thé pre&omim&nb cost drivar of thiﬁ departmaﬂ% &asyzta the fact ; ;5-;

' 5?th&t salﬁs are marglnally 1uwer for Pcs than far Unix. ABC alsu

tidemxifza& th&t the cost nf holdzng atoek waﬁ a} st eat;relyk"

Y

attributabla tu the PO ranses_ Thus- ch wera iﬁamﬁ&iied as anff@j'

L .JQ-; B :2'[pi¢f~.°ff~’ e



o

unviahla 1ane under ﬁBﬂ whereaa profitahility inr ?cs wma

_;.acceptahle us:ng ahsorption costxng._ﬁ.- e

‘c.':- e
\_

_i_Therafore case study 1 suppnrts tha findinga of tha lnterary
._aurvey fu the effect that 436 13 a Valuabla ﬁtrategic tpol and

mara Saﬁaficial thkn simple coét a&locatlon tachn;queau .*"“fiiﬂf&\f'*
In caSa atu&y 2 iﬁ was demnnstraﬁed that abaorption castlng was f* 'i;5

as effeetiVe in idantifying 1ight dutr 1inea na making lnasas aa
that identifie& hy uaing ABC (or the -urragate in place nf Anc).

_ Beca"e the twa prnduct 1inas are discreet in PKQ, and because
y cqﬁté can be dxrectly alioca&ed,_the cost structura could he
| considered nimpliatin* Therefcregﬂnc is not necessary aa & :
technigue to allacate costs; Absurptlon costing 13 sufficxsn%-- _
b ‘rhis supports thva fimimgs in the 11temtuz-e, mely thm-. mimple ) L
g coat syateuﬂ are adaquata far aimple cost structuras.... ' "

- Both case studiea support tha findimga and &onclusiama drawn frcm
| the survey of 1iterature on Aﬁc, ;g _ i R

© 6,6.3  Summary

The general eonclugnan drawn from tha case studies ia t%nt the
use of ZBB &nd ABc ih promotxng cast contrpl depand on the ;?;J;iTg::

clrcumstances of a cnmpany. Huw WEll are costs conﬁrollad in tha

firat Plﬂce aﬂd how complax is th 'revenue/cnat aﬁructura @f a  Q: ¢3i”
1 o e



\

'ﬁ_superior gost control techniguE over normal budgeting,__?,f'ff [f'~”'*'

.a...

Tha background to ZBB in the surVey nf 1iterature asauned thut

traditional budget;ng cﬁul& 1nc1ude hn@@an inaffiaienaies and

this ums thﬁ aettihg 1n which ZEB waa d;scussed EE m aoat cnntrul

teahnigus. Tha efficiant coat atructure im case study 1 waa nat .

ccnsndared and therefore thé use uf ZBB, aa devaloped.in the
litaratura, iﬁ not nagated hy nasa study 1.: It is~simply nnt
stmongly supportad. ﬁaae atudy 2 iﬂantifia&,araaﬁ nf waata usiyg
ZBB and supporta tha 11terary aurvey which shows ZBB as a

Aa discuaaed 1n para B G.E;thﬁ case atudxas support xhe findmngs ?T\“

ZBB is eatahlzahad in the aurvey of litaratura as a te@hnzgue tn ]_1 ““

W e
ﬂf tha aurvey nf 11terature which highlighta that Aac is “_"-
necessary to understand qomplax custlwsvenue structuras but that

simpier costing syatems {such as margxnal and absorptaon custxns)

B are auitabla as deﬁision maqqla for aimple caat struuturaa. ff{'-'~' 9

In.summary thg findnngs én& comclusions from tha a&ae atu&ies are o
in accbrﬂ with the find:ngs and cnncluaiona awrmveé at £rom the |

survey nf literatmraa

'_ 1mpggve reaouree allocatiam, 1mprave deaision making, raduca 3fc. 

costs withoﬁt sanrxficing outputa and enedurage innovgt1Ve

thxnking by managars._ Botbnggge ntudiea kgye affirmed theae
henefits. Innovnt:ve thinking waa nat discuased 1n the caae

i)

studxes but the process of preparing decisian packagea 1n th$=




: "'-;ABﬂ is eatahlxhhed by the survay af litaratﬁre aa a aupsminr

 jfhaw-to pnuvide_a financial aarvice to x?z Whlﬁh hﬁd nat haan

-. prevlougly cbusidered' o ‘ : R T

.T?f;therefnra batté_

f;;fFig&ra F\xn tha surv;

thhis findlnﬁ is aupPﬂrked in both cage - a&udlea-ff”

"»:fxaancial @epartment and altarnative'nptxons were axnmined as - to : f{fj

"j 7techn1qpe 1n coqt allncatiqn aver ﬁradit;onal ¢asting methada and fF;ﬁf

'ble to 1dantify product (and customer and

' market} prafitabihity thns promoting superior da i@nan making.;,; 
“'VZ;Tha firat caﬁe Etu&y aonflrmed tha fladinga of the literatura

_  -'pari§nera1, ur nonuco;a, prnducﬁ& ean genérate Lossaa because th- B
o :
ST ;fhigh 1eve1 nf transact&ana nacessary ta aupport theae ymoducta

rs
e

:create an expensive caet structaraa Eaans, o the '_j",;?.;;f 
 “-dnscont1nuatian nf thesa produats, is rﬁaammanﬂed as a coursg nf .

| '_actlnn to impuove pxafitabilmty. Gase study 3 suppnvts the o
. _'£indings from the lxtaratura. Para 2.3, 4 disau&aea 4BC ag @ "f; L
-'*f methodn1agy ta identify nqn value adding activitiea and thus _f'

Ay

.' 33513t in eliminating unnaceséarv caats‘ _whilst thxa waa briafly
"~?touched an 1n the easa stndxaa, uaitkar gf th@m examineﬁ ABC an

.ﬂ;detaxl aa a methed tn asaxst in npat @nntian. ;ff,;“

R L Lok
N _\." s .

. Q‘r .

“The suwey uf 1iteratura shctwe& ho-m zsa and aBg to he aupari.nr, o
;but diffﬂrant, coat contrul mathnds ﬁp tggditianal uaat contral

ystems,'suuh as. normal budgetins anﬂ\§xq9rption cnsting. and  7jV

'K;rar inaight intu ita fi?;fiffj

rfaf litarw rna demonstratea that 1G5;rf7ff;ff




ey
.oty

”::ﬁﬂy 5?; 318 1 ZBB anﬁscnat gnlver thebry@ or AEG, hawe been~”?;ff;{;f

el naxaminad.@rom‘the litarature ahd tha twu,

>'aVe heen campared and contraated. e

'“*7¥{f%s3£?_; ) ZBB and &BC hava baan,ap@axed 1n two case studies [f T 
R 5 an& the simi“arities and differances 1n the f}*

’f g»f§;8;§fi;; The cas& studies h&ve bean campared and cuntrhstad'; ”L
o ..iLVW1th the relevant lltﬁrmtura and cnnclusions have.V$C:ﬁ'

:333;haen drawn as tu thé~ plicab;lzty of ZBB and Ansa[ffsff

S

o

“;The caae studies shawed that the qsafulnaﬂs af ZBB(and ABO

2”'ﬂdapends un the cast atruature of a.anmpanyq_ xw aould he flff'”
:ﬁ'aévantageous to researah arems whara ZBB ga uf great&r usa and ;

R L L
- lesaer uaa and mreas where ABG ia of gn&ater and lassar uae;-! ‘
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