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The Market for Lemons

(the bad driving the good out of the
marketplace)
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Cost Assessments: How are they used?

[ Value Chain Analysis (IMA. 1996.)

_' Extended enterprise management | Profitability/Pricing analysis (IMA.
(IMA. 2000. SMA 4MM, 18.) |  1998. SMA 4CC, 7).
' Customer Profitability | - Cash flow forecasting

Management (IMA. 2010. |

Customer Profitability ‘ [ Product choices

. Management.) ) | Common
Applications of Cost _
(" Aiding managers in developing Assessments ~ Benchmarking (IMA. 1998. SMA 4CC, 7). }

plans to enhance or modify | 7 -
existing capacity (IMA. 1996. SMA ‘ " Process analysis (IMA. 1998.

4Y,4.) Y, | SMA4CC, 6) and (IMA. 2000.
| SMA4MM, 18-19).

| Life cycle costing (IMA. 1998. SMA 4CC, 8). -

! Target Costing (IMA. 1994. SMA 4FF, 2). |

| ‘Cost of quality analysis (IMA. | %
- 1998. SMA 4CC, 6.)
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If you learn only methods, you'll be tied to your
methods, but if you learn principles you can
devise your own methods.

--Ralph Waldo Emerson (1803-82)
American essayist and poet
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Conceptual Framework for Managerial Costing

CONCEPTS

* Objectivity

* Causality PRINCIPLES | ‘consTRAINTS (MR CR S
£ ‘ Verifiability

i * Measurability
* Materiality

ADOPTED « Impartiality
CONCEPTS Congruence

* Resource * Homogeneity

* Managerial Objective * Integrated Data

* Cost Orientation

* Responsiveness » Avoidability

* Traceability * Divisibility

* Capacity * Interdependence

* Work * Interchangeability

* Attributability
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Concept of Work




Concept of Work

Without Work
Resource ~ Product
Planned Output: 1,000 Hrs Input

Actual Output: 300 Hrs

Using Work
Resource Product
Planned Output: 1,000 Hrs Setup ~ Il
Actual Output: 900 Hrs < Setupe (Qty 10) 200 Hrs
Run Machine 700 Hrs
Run /
Machine \—/———
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From Mission to Cost

So,a primary
To provide air managerial
transportation to objective is to
travelers provide trips to
passengers

In orderto provide

. In orderto produce In orderto acquire
tripsto passengers,

flights, must fuel, must expend
consume fuel otherresources

must produce
flights

«ission (a part of overall e Managerial Objective *Managerial Objective sResource *Cost
mission of arganization)
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Attributes of a Well-Designhed, Operated, and
Maintained Managerial Costing System
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