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Overhead Costs are Rising in Relation to Other Costs...

How cost structures have changed:

Currently between 40% to 50% of companies’ expenses are Overhead

Cost Category 19?0 19§6 19?6 20004 Cost related, costs other than purchased materials. Overhead cost
gv erI:eLadbs ;g; ?gof) :13840 :gof’ management has become critical.

Irect Labor = = = = Understanding the sensitivity and dynamics of cost in terms what is
D|rect' 60% 58% 55% 42% controllable (variable) and what is fixed is a key element to Business
Materials Success...

. Where do costs Managements efforts
...but where has management been spending originate? divided as follows:

their time?

Overheads
e  Work Study Departments have been actively
measuring and controlling Direct Labor Overheads Direct
Materials
e Purchasing Departments have been effective
in sourcing direct materials from lower cost
suppliers...
o Very little effort has gone into Direct _
Controlling Overhead Costs... Materials E;EDC:
Direct
Labor

Result: Large amount of time spent on managing
smaller portion of the costs

So, what is the Solution? How do organizations Gain better Control of their Overheads?

A definitive start is understanding the three key areas of overhead management:

Cost Accountability
Accurate Cost Centre Activity rates
Deep Understanding of your Cost Base

Cost Accountability is defined as assigning responsibility to individuals within the organization responsible for the
expenditures incurred over which they have control. Cost & Overhead Accounting provides the ability to assign Cost

Centers to departments and /or Managers responsible for certain areas of the business as well as functional areas within
your organization. Cost Centers can be created for functional areas such as Marketing, Purchasing, Human Resources,
Finance, Facilities, Information Systems, Administrative Support, Legal, Shipping/Receiving, or even Quality. The owners
of the cost centers would be responsible for basing their cost planning on good performance standards. Measuring actual
performance by comparing actual cost against a dynamic plan as opposed to a static budget is a fundamental key to
improving performance.

Accurate Cost Centre Activity Rates are the result of cost centre managers understanding the cost drivers and their
sensitivity to cost. Variable and Fixed components of cost are determined by making use of cost engineering techniques.
Measuring the actual cost against dynamic standards then becomes not only meaningful, but also a tool for quality control
of the standards. The result is a continuous improvement process of cost centre activity rates and cost savings through
productivity improvements.
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Gaining a deep understanding of your Cost Activity Diﬁﬁﬂde”t Cost Planning on a Cost Center
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Cost & Overhead Accounting at a glance:

e Cost Center Owners set a budget for their cost center for
which they have responsibility

e Budgets are split between fixed and variable costs

e Variable portion of budget “flexes” with activity output

e Cost Centers can be aligned to functional areas of the
organization

e CCA provides dynamic capabilities for planning both
direct(variable) as well as indirect (fixed) costs

e CCA Activity rates are automatically calculated with the rate
split between fixed and variable portion

e Cost can be allocated between cost centers using allocation
methods.

e Costs can be assessed/distributed to other types of cost
objects — for example production orders.

e  Server: Pentium Processor: > 2GHz, RAM 2GB

All relational DB’s e.g. SQL Server, Oracle, J
Informix ‘I

Operating systems: Windows NT or Unix

e Client: Pentium Processor: >1GHz , RAM 1GB
Operating systems: Windows NT, Windows For Demo’s, Downloads & Contact Details:
200X, Windows XP Http://www.macssoft.com
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